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Emest T. Baughman, President, Federal Reserve Bank of Dall as.

To Member Banks in the Eleventh Federal
Reserve District:

1978 brought three major thrusts to act iv i t ies
a t  t h e  F e d e r a l  R e s e r v e  B a n k  o f  D a l l a s  a n d
Branches a t  E l  Paso,  Houston ,  and San Anton io .
In the interest of  providing improved service,
communicat ions with banks in the Distr ict  were
restructured and given greater emphasis.  With
your cooperat ion, this has enabled us to detect
problem areas and respond to them sooner.  As
ongoing changes are made in the payments and
f iscal agent funct ions of the Federal  Reserve, the
need for t imely communicat ion between com-
merc ia l  banks  and Reserve  Banks  w i l l  con t inue.
Hence, we propose to maintain close attent ion
to effect ive communicat ions in 1979.

The f low of new, expanded and revised regu-
/at lons cont inued unabated during the past year
as the Congress responded to demands for more
comprehensive and more effect ive supervision
of f inancial  inst i tut ions. The associated heavy
demand for experienced accountants, analysts,
and attorneys by both the regulatory agencies
a n d  t h e  r e g u l a t e d  f i n a n c i a l  i n s t i t u t i o n s ,  h a s
made i t  di f f  icul t  to " f ie ld" seasoned, knowledge-
able staffs in al l  c i rcumstances. Nevertheless, we
view with at least mi ld sat isfact ion achievements

dur ing  the  yea r  i n  accommoda t i ng  on  a  t ime l y
basis increased demands resul t ing f rom the re-

cent  rush of  regulat ions.  Obviously ,  th is  serv ice
a rea  w i l l  r equ i re  con t i nued  emphas i s  i n  1979 .

The  Fede ra l  Rese rve  Sys tem has  g i ven  h igh
pr ior i ty  to  cost  ef fect iveness in  recent  years and
th i s  ob jec t i ve  was  h igh  on  the  l i s t  o f  p r i o r i t i es  f o r

the manager of  each department  of  th is  Bank
and  i t s  B ranches  i n  1978 .  Oppor tun i t i es  f o r  au -
t o m a t i o n  a n d  o r g a n i z a t i o n a l  i m p r o v e m e n t s
have been pursued aggressively  as we at tempt to

mainta in an appropr iate balance between ser-
v ice levels  and expenses.

The current  h igh in terest  in  membership and
related proposals for  reserve requi rements and
cha rges  fo r  Fede ra l  Rese rve  se rv i ces  a re  d i s -
cussed br ief  ly  in  th is  repor t .  Hopefu l ly ,  the Con-
g ress ,  banks ,  and  o the r  f i nanc ia l  i ns t i t u t i ons  w i l l
soon  deve lop  a  concensus  on  an  equ i t ab le  and

ef fect ive resolut ion of  these issues.



I
Membership

lrving A. Mathews, Chairman, Member-
sh ip  Commi t tee ,  e t tec t i ve  January  7  ,
1 979.

Charles T. Beaird, Chairman, Member-
ship Committee; tetm expired Decem-
ber 3-l  .  '1979.

Membership in the Federal  Reserve System
continued to be a matter of  widespread interest
in1978. Over the past 9 years, 530 banks have
w i t h d r a w n  f r o m  m e m b e r s h i p  c o u n t r y w i d e ,
wh i le  128 have jo ined.  ln  1978,99  w i thdrew.
About two-f i f ths of al l  banks are members. The
decl ine has reduced the proport ion of deposits
held by member banks to less than 72 percent of
total  commercial  bank deposits,  down about 9
percentage points since 1970.

ln the Eleventh Federal  Reserve Distr ict ,  the
t r e n d  h a s  b e e n  s i m i l a r .  M e m b e r  b a n k s  i n  t h e
distr ict  accounted for about 53 percent of al l
banks  in  1965 and 45  percent  in1978.  Member
banks held 79 percent of total  deposits in 1966;
this had decl ined 12 percentage points to 67
percent  in  mid-1978.

The malor reason for the decl ine in member-
ship is the "cost" of  maintaining required re-
serves. Whi le nonmember banks may hold their
reserves largely in the form of earning assets,
member banks must keep their  required reserves
ent irely in non-earning form. An inf  lat ionary en-
vironment and the associated high interest rates
have sharply increased the cost to member banks
of maintaining required reserves.

Last November, the Membership Committee
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of the Board of Directors of the Federal Reserve
Bank of Dal las sponsored a meeting with C. Wil-
l iam Mil ler,  Chairman of the Board of Governors
of the Federal  Reserve System, and banking lead-
ers from Louisiana, New Mexico, Oklahoma, and
Texas to discuss membership. Several  proposals
put forth in 1978 by the Congress and the Fed-
eral  Reserve to solve the membership problem
were discussed. Key elements included the need
for more effect ive monetary pol icy administered
in the nat ional interest and the need for regula-
tory equal i ty among deposit  inst i tut ions of var-
ious  s ize  and k inds .  C lear ly ,  i f  the  na t ion  is  to
have a monetary system based on fractional re-
serves ,  equ i ty  among f inanc ia l  ins t i tu t ions  ca l l s
for greater uniformity of reserve requirements.
Moreover,  the publ ic 's interest in effect ive mon-
etary pol icy could l ikely be better served by neu-
tral iz ing the cost of  holding reserves mandated
by the Congress and the Federal  Reserve.

An array of proposals has been discussed to
n e u t r a l i z e  t h i s  c o s t ,  i n c l u d i n g  a  u n i f o r m  l o w
level of  reserve requirements for al l  depository
inst i tut ions, paying interest on required reserve
balances, and authoriz ing reserves in the form of
interest-earning assets. Some students of bank-
ing have suggested that reserve requirements be



Cene D. Adams, Membership Commit
tee.

F rank J unel l, M e mbersh i p Com m ittee Lewis H. Bond, Membership Committee;
te rm began January  1 ,1979.

t ransfers by non-deposi tory as wel l  as deposi tory

businesses has a lso increased compet i t ion.

I n  add i t i on  i t  i s  gene ra l l y  ag reed  tha t  i f  t h i s

nat ion is  to  succeed in i ts  ef for ts  to harness in f la-
t ion,  foster  economic growth,  and mainta in the

value of  the dol lar ,  i t  must  have adequate contro l
over  monetary and credi t  aggregates.  A re lated
issue concerns whether  the cost  of  monetary

con t ro l  shou ld  be  bo rne  by  t he  f i nanc ia l  i ns t i t u -
t ions af fected or  be of fset  by re imbursement  in

some form by the Federal  Reserve Banks.
Monetary pol icy is  developed for  nat ional  pur-

poses in  the publ ic 's  in terest .  l t  is  not  a program

for  banks or  even the l imi ted number of  member

b a n k s .  N e v e r t h e l e s s ,  m o n e t a r y  p o l i c y ,  b e i n g
concerned wi th money,  must  be implemented

th rough  the  depos i t o r y  i ns t i t u t i ons .  S ince  a l l

deposi tory inst i tu t ions are char tered in  the pub-

l ic  in terest  by State and Federal  author i t ies,  i t

appears logical  and reasonable that  monetary

contro l  mechanisms should be conceived and

appl ied broadly and equi tably .
T h e r e  i s  c o n c e r n  a l s o  t h a t  a s  m e m b e r s h i p

decl ines,  fewer banks have assured access to l iq-

u id i t y  and  th i s  cou ld  be  a  sou rce  o f  f i nanc ia l

instabi l i ty  dur ing per iods of  economic st ress.

dispensed with al together.  The 95th Congress
considered a number of proposals to improve
monetary management and resolve the member-
sh ip  i ssue,  bu t  no  ac t ion  was consummated pr io r
to the end of the session. Early in the 96th Con-
gress, the leadership of the banking committees
has introduced proposals simi lar to those un-
der  cons idera t ion  a t  the  c lose  o f  the  95 th  Con-
gress.

The quest ion may be asked, Why is member-
sh ip  o f  g rowing  concern  a t  th is  t ime? The issue
has been around a long t ime. One reason i t  has
b e c o m e  m o r e  u r g e n i  i s  b e c a u s e  o f  i n c r e a s e d
c o m p e t i t i o n  i n  t h e  f i n a n c i a l  s e c t o r  i n  r e c e n t
years.

As banking has become more competi t ive and
operat ing costs have increased, bank manage-
ments have searched aggressively for ways to
maximize current earnings. In some instances,
this has included withdrawing from membership
and thereby avoiding reserve requirements.

Competi t ion has intensif ied with the prol i fer-
at ion of demand deposit  subst i tutes to the point
where dist inct ions between checking accounts
and savings accounts and between banks and
thr i f t  inst i tut ions are increasingly blurred. Rap-
idly changing technology that faci l i tates money



Board of Directors

The Board of Directors of the Federal Reserve
Bank of Dal las consists of nine members. Three
are  C lass  A d i rec to rs  who represent  member
banks. There are three Class B and three Class C
directors, al l  of  whom engage in pursuits other
than banking. This mix of bank, business, and
publ ic members br ings var ied expert ise to the
operat ion and management of the Reserve Bank.
Class A and Class B directors are elected by the
member banks in the Distr ict ,  and Class C direc-
tors are appointed by the Board of Governors in
Washington. The Chairman and Deputy Chair-
man of the Board are designated by the Board of
Governors from among the Class C directors. No
Class B or Class C director may be an off icer,
director,  or employee of any bank; in addit ion,
C l a s s  C  d i r e c t o r s  a r e  p r o h i b i t e d  f r o m  b e i n g
stockholders of any bank.

The Board  o f  D i rec to rs  has  respons ib i l i t i es
common to directors of commercial  banks - i t
hires and fires officers, establishes budgets, eval-
uates performance, and provides general super-
vis ion, al l  subject to the overr iding survei l lance
of the Board of Governors. ln addit ion to over-
seeing the operat ions of the Bank, the Board of
Directors also establishes, subject to approval by
the Board of Governors, the discount rate, the
interest rate charged on loans to member banks.

Each of the branches in El Paso, Houston, and
San Antonio has a seven-member Board of Di-
rec to rs ,  th ree  o f  whom are  appo in ted  by  the
Board of Governors, and four of whom are ap-
pointed by the Board of Directors of the Federal
Reserve Bank of Dal las.



Directors

Head Otf ice Board.  Seated let t  to r ight :  Char les T.  Beaird,  l rv ing A.  Mathews,
C. William Miller (Chairman of the Board of Covernors), Margaret S. Wilson. Stand-
inglet t tor ight : f rnest l  Baughman (Presidentot theFederal  Reserve BankotDal las) .
Stewart Orton, Robert H. Stewart, lll, lames D. Berry (Federal Advisory Council
Member) ,  Cene D. Adams,ThomasW. Herr ick,  Robert  H.  Boykin (Fi rstVice President
of the Federal Reserve Bank of Dallas), Frank lunell. Not shown in picture: Cerald D.
Hines.

Federal Reserve Bank of Dallas

(Chairman and Federal  Reserve Agent) ,  Chairman of  the Board
and Chief  Execut ive Of f  icer ,  Frost  Bros. ,  Inc. ,  San Antonio,  Texas

(  Deputy Chai  rman ) ,  Pu b l  isher ,  Sh reveport  J  ou rnal ,  Sh reveport ,
Lou  i s i ana

President .  The National Bank of Seymour, Seymour, Texas
Catt le and Investments. Amari l lo,  Texas

Owner,  Cerald D.  Hines Interests,  Houston,  Texas
Cha i rman  o f  t he  Boa rd ,  The  Cen t ra l  Na t i ona l  Bank  o f  San

Angelo,  San Angelo,  Texas
President ,  Foley 's ,  Div is ion of  Federated Department  Stores,  Inc. ,

Houston,  Texas
I  n te rna t i ona l  Bancsha res ,  I  nc . .

Dal las,  Texas
Execut ive Of f  icer ,  Scarbroughs

Stores,  Aust in ,  Texas

Cha i rman  o f  t he  Boa rd .  F i r s t

Cha i rman  o f  t he  Boa rd  and  Ch ie f

lrving A. Mathews

Charles T. Beaird

Gene D. Adams
Thomas W. Herrick
Gerald D. Hines
Frank f  unel l

Stewart Orton

Robert H. Stewart, l l l

Margaret S. Wilson

Prepared as of December 31 ,1978



fosefina A. Salas-Porras

A. l .  Losee

Reed H. Chittim

Arthur L. Gonzales
Chester f . Kesey

Claude E. Leyendecker
Arnold B. Peinado, f r.

El Paso Branch Board. Seated left to right: Fredric W. Reed (Vice President in Charge
of the El  Paso Branch),  loset ina A.  Salas-Porras,  C.Wi l l iam Mi l ler  (Chairman of  the
Board of Covernors), Chesfer l. Kesey. Standing left to right: frnest I Baughman
(President of the Federal Reserve Bank of Dallas), A. I. Losee, Reed H. Chittim,
Claude E. Leyendecker, Arnold B. Peinado, lr. Not shown in picture: Arthur L. Con-
zales.

El Paso Branch

(Chairman), Execut ive Director,  Bl  Language Services, El  Paso,
Texas
(Chairman Pro Tem), Shareholder,  Losee, Carson, & Dickerson,
P.A. (a lawyers'professional corporat ion),  Artesia, New Mexico
President,  First  Nat ional Bank of Lea County, Hobbs, New
Mexico
President,  First  City Nat ional Bank of El  Paso, El Paso, Texas
C. l .  Kesey Enterpr ises, Pecos, Texas
President,  Mimbres Val ley Bank, Deming, New Mexico
Partner, AVC Development, El Paso, Texas

Prepared as of December 31 ,1978



Houston Branch Board. Seated /eft to right: I. Z. Rowe (Vice President in Charge of
the Houston Branch), Alvin l. Thomas, C. William Miller (Chairman of the Board ot
Covernors), Bookman Pefers. Standing lett to right: Ernest T. Baughman (President ot
the Federal Reserve Bank of Dallas), Raymond L. Britton, lerome L. Howard, P. K.
Stubbletield. Not shown in picture: Cene M. Woodtin, Nat 5. Rogers.

Houston Branch

(Cha i rman) ,  Pres ident ,  Pra i r ie  V iew A&M Univers i ty ,  Pra i r ie
View, Texas

(Cha i rman Pro  Tem) ,  Cha i rman o f  the  Board  and Ch ie f  Execut ive
Off icer,  Marathon Manufactur ing Company, Houston, Texas

Labor Arbi trator and Professor of Law, Universi ty of Houston,
Houston, Texas

Chairman of the Board and Chief Execut ive Off  icer,  Mortgage
and Trust,  Inc.,  Houston, Texas

Chairman of the Board and Chief Execut ive Off icer,  The City
National Bank of Bryan, Bryan, Texas

Cha i rman o f  the  Board ,  F i rs t  C i ty  Nat iona l  Bank  o f  Houston ,
Houston, Texas

Chairman of the Board, Victor ia Bank & Trust Company,
Victor ia,  Texas

Prepared as of December 31 ,1978

Alvin l .  Thomas

Gene M. Woodfin

Raymond L. Britton

lerome L. Howard

Bookman Peters

Nat S. Rogers

P. K. Stubblefield



Pete Morales, lr.

Pat legan

Richard W. Calvert

fohn H. Garner

fohn H. Holcomb

Ben R. Low
lohn l. McKetta, f r.

San Antonio Branch Board. Seated /elt to right: Carl H. Moore (Vice President in
Charge of the San Antonio Branch), Pete Morales, lr., C. William Miller (Chairman ot
the Board of Covernors), Pat Legan. Standing lett to right: Ernest T. Baughman
(President of the Federal Reserve Bank of Dallas), Richard W. Calvert, lohn H. Carner,
Ben R. Low, lohn H. Holcomb. Not shown in picture: lohn l. McKetta, lr.

San Antonio Branch

(Cha i rman) ,  P res iden t  and  Cenera l  Manager ,  Mora les  Feed  Lo ts ,
Inc. ,  Devine.  Texas
(Chairman Pro Tem),  Owner,  Legan Propert ies,  San Antonio,
Texas
Cha i rman  o f  t he  Boa rd ,  Na t i ona l  Bank  o f  Commerce  o f  San
Antonio,  San Antonio,  Texas
Pres iden t  and  Ch ie f  Execu t i ve  O f f i ce r ,  Co rpus  Chr i s t i  Na t i ona l
Bank,  Corpus Chr is t i ,  Texas
Owner-Manager,  Progreso Haciendas Company,  Progreso,
Texas
President ,  Nat ional  Bank of  Commerce,  Kerrv i l le ,  Texas
E. P.  Schoch Professor  of  Chemical  Engineer ing,  Department  of
Chemical  Engineer ing,  The Univers i ty  of  Texas,  Aust in ,  Texas

Prepared as of  December 31 ,1978



Changes in Directors
and Officers

Directors and Council Member

Head Off ice Board l rv ing A. Mathews, Chair-
man of the Board and Chief Execut ive Off icer of
Frost Bros.,  Inc.,  San Antonio, Texas, was redesig-
nated Chairman of the Board f  or 1979. Gerald D.
Hines, Owner, Cerald D. Hines Interests,  Hous-
ton, Texas, was appointed a Class C director for
a three-year term and designated Deputy Chair-
m a n  f o r  1 9 7 9 .  l n  b o t h  c a p a c i t i e s ,  H i n e s  s u c -
ceeded Charles T. Beaird, Publ isher,  Shreveport
lou rnal,  Shreveport ,  Louisiana.

Member banks in the Eleventh Distr ict  elected
t w o  n e w  d i r e c t o r s .  E f f e c t i v e  J a n u a r y  1 , 1 9 7 9 ,
Lewis H. Bond, Chairman of the Board and Chief
Execut ive Off icer,  Texas American Bancshares
Inc . ,  For t  Wor th ,  Texas ,  succeeded Rober t  H .
Stewart,  l l l ,  Chairman of the Board, First  Inter-
nat ional Bancshares, lnc.,  Dal las, Texas. J.  Way-
land Bennett ,  Associate Dean for Industry Rela-
t ions and Professor of Agricul tural  Economics,
Col lege of Agricul tural  Sciences, Texas Tech Uni-
versi ty,  Lubbock, Texas, succeeded Thomas W.
Herr ick, Catt le and lnvestments, Amari l lo,  Texas.

One vacancy exists on the Board, ef fect ive Jan-
uary 1, 1979, due to the appointment of Gerald
Hines to a Class C director before his term as a
Class B director had expired. A special  elect ion is
be ing  he ld  to  f i l l th is  pos i t ion .

El Paso Branch Board Josefina A. Salas-Porras,
Execut ive Director,  Bl  Language Services, El  Paso,
Texas; and Arnold B. Peinado, Jr. ,  Partner,  AVC

Development, El Paso, Texas, were reappointed
to the Branch Board. Charles A. Jopl in,  President,
Securi ty Nat ional Bank of Roswel l ,  New Mexico,
was appointed to the Board, succeeding Reed H.
Chit t im, President,  First  Nat ional Bank of Lea
County, Hobbs, New Mexico.

During the year,  Arthur L. Gonzales, President,
First  City Nat ional Bank of El  Paso, El Paso, Texas,
w a s  a p p o i n t e d  t o  f i l l  t h e  u n e x p i r e d  t e r m  o f
George V. Janzen, who resigned because he was
no longer associated with a bank.

Houston Branch Board Three new members
loined the Board of the Houston Branch, effec-
t ive January 1,1979. Granvi l le M. Sawyer, Presi-
dent,  Texas Southern Universi ty,  Houston, Texas;
. lohn T. Cater,  President,  Bank of the Southwest
National Associat ion, Houston, Texas; and Ralph
E. David, President,  First  Freeport  Nat ional Bank,
Freeport, Texas, were appointed to the Branch
Board for three-vear terms.

Sawyer succeeded Alvin l .  Thomas, President,
Prair ie View A&M Universi ty,  Prair ie View, Texas.
Cater succeeded Nat S. Rogers, Chairman of the
B o a r d ,  F i r s t  C i t y  N a t i o n a l  B a n k  o f  H o u s t o n ,
Houston, Texas; and David succeeded Bookman
Peters, Chairman of the Board and Chief Execu-
t ive Off icer,  The City Nat ional Bank of Bryan,
Bryan, Texas.

During 1978, Raymond L. Br i t ton, Labor Arbi-
trator and Professor of Law, Universi ty of Hous-



t o n ,  H o u s t o n ,  T e x a s ,  w a s  a p p o i n t e d  t o  t h e
Branch  Boa rd .  B r i t t on  succeeded  J .  Ea r l  W i l l i ams ,
w h o  r e s i g n e d  b e c a u s e  h e  m o v e d  t o  A t l a n t a ,
Ceo rg ia ,  whe re  he  i s  D i rec to r  o f  t he  I ndus t r i a l
Re la t i ons  Cen te r  a t  Ceo rg ia  S ta te  Un i ve rs i t y .

San Antonio Branch Board Car los A.  Zuniga,
Pa r tne r ,  Zun iga  S to rage  and  Fo rward ing  Com-
pany,  Laredo,  Texas;  and Char les E.  Cheever,  Jr . ,
P res iden t ,  B roadway  Na t i ona l  Bank ,  San  An to -
n io ,  Texas ,  we re  appo in ted  to  t he  B ranch  Boa rd
f o r  t h r e e - y e a r  t e r m s .  Z u n i g a  s u c c e e d e d  P e t e
M o r a l e s ,  J r . ,  P r e s i d e n t  a n d  G e n e r a l  M a n a g e r ,
Morales Feed Lots,  Devine,  Texas;  and Cheever
succeeded  R icha rd  W.  Ca l ve r t ,  Cha i rman  o f  t he
Board ,  Na t i ona l  Bank  o f  Commerce  o f  San  An -
t o n i o ,  S a n  A n t o n i o ,  T e x a s .  J o h n  H .  H o l c o m b ,
Owner -Manager ,  P rog reso  Hac iendas  Company ,
Progreso,  Texas,  was reappointed to the Branch
Board for  a second three-year  term.

Federal  Advisory Counci l  Member James D.
Be r r y ,  Cha i rman  o f  t he  Boa rd  and  Ch ie f  Execu -
t i ve  O f f  i ce r ,  Repub l i c  o f  Texas  Corpo ra t i on ,  Da l -
las,  Texas,  was reappointed for  a one-year term
as  a  member  o f  t he  Fede ra l  Adv i so ry  Counc i l  t o
represent  the Eleventh Federal  Reserve Dist r ic t .

Officers
Head Off ice Of f ic ia l  changes dur ing 1978 at

t he  Head  O f f i ce  i nc luded  the  p romo t i on  o f  l o -

seoh  E .  Bu rns  t o  Sen io r  V i ce  P res iden t  w i t h  su -
p e r v i s i o n  o f  t h e  B a n k  a n d  P u b l i c  I n f o r m a t i o n ,
Pub l i ca t i ons ,  Resea rch ,  and  S ta t i s t i ca l  Depa r t -
men ts .

Ra lph  T .  C reen .  V i ce  P res iden t  and  Sen io r  Eco -
nom i c  Adv i se r ,  r e t i r ed .

Thomas  R .  Su l l i van ,  V i ce  P res iden t ,  r e t i r ed .
Seve ra l  o the r  o f f i c i a l  changes  were  made ,  e f -

f ec t i ve  Janua ry  1 ,  1979 .
Ne i l  B .  Ryan ,  Ass i s tan t  V i ce  P res iden t ,  was  p ro -

mo ted  to  V i ce  P res iden t .  B i l l y  J .  Dusek ,  Mary  M .
Rosas .  and  Ph i l l i o  E .  Se l l e r s  we re  e lec ted  Ass i s -
t an t  V i ce  P res iden ts .

t l  Paso Branch Fredr ic  W. Reed,  Vice President
i n  Cha rge  o f  t he  E l  Paso  B ranch ,  re t i r ed  a f t e r
more  than  45  yea rs  o f  se rv i ce  w i t h  t he  Fede ra l
Reserve System.

joe l  L .  Koonce ,  J r . ,  was  p romo ted  to  V i ce  P res -
i den t  and  succeeded  Reed .

Rober t  W.  Schu l t z ,  Ass i s tan t  V i ce  P res iden t  a t
t he  San  An ton io  B ranch ,  was  t rans fe r red  to  t he
E l  Paso  B ranch .  Schu l t z  had  been  p romo ted  ea r -
l i e r  i n  t he  yea r  t o  Ass i t an t  V i ce  P res iden t .

Houston Branch Vernon L.  Bar tee and C.  O.
Ho l t ,  J r . ,  we re  p romo ted  to  Ass i s tan t  V i ce  P res i -
c lents.

San Antonio Branch Thomas C.  Cole was oro-
mo ted  to  Ass i s tan t  V i ce  P res iden t .

1 0



Cross current earnings of the, Federal  Reserve
Bank o f  Daf  las  were  $434.8  mi l l ion  in197B;  cur -
rent expenses were $34.3 mi l l ior l r ,  leaving current
ne t  earn ings  o f  $400.5  mi l l ion .

Net earnings, af ter addit ions, deduct ions and
assessments, and before paymQnts to the Treas-
ury ,  to ta led  $361.9  mi l l ion .  Of  l th is ,  $353.7  mi l -
l ion was paid to the U.S. Treas(ry as interest on
Federal  Reserve notes; statut l ry div idends of
$3.6 mi l l ion were paid to merirber banks; and
$4.5 mi l l ion was added to surf , lus. The Federal
Reserve pays to the Treasury al f  net earnings in
excess  o f  the  s ta tu to rv  d iv idbnd to  member
banks  and add i t ions  to  sup lus  {o  b r ing  i t  to  the
leve l  o f  pa id - in  cap i ta l .

Assessment for exoenditures of the Board of
Covernors amounted to $3 mi l l ion. There was a
$35.7 mi l l ion net deduct ion in thre prof i t  and loss
account  ma in ly  because o f  a  $28.8  mi l l ion  ne t
loss on foreign exchange operNtions and a net
loss  o f  $6 .7  mi l l ion  on  t ransac t ipns  in  U.S.  Gov-
ernment securi t ies. The Federal  Reserve buys and
s e l l s  C o v e r n m e n t  s e c u r i t i e s  f n d  f o r e i g n  e x -
change fo r  the  purpose o f  im lp lement ing  na-
t ional monetary pol icy. The trahsact ions are not
designed to earn a prof i t ,  howpver,  earnings of
the Federal  Reserve System are f ler ived pr imari ly
f r o m  U . S .  G o v e r n m e n t  s e c d r i t i e s  a c q u i r e d
through open market purchase{.

Current expenses at $34.3 ml i l l ion were up 8
percent over 1977 , largely due t f  increases in the
volume of checks and currencjr  processed. The
number of employees was dQwn 1.4 percent,
ref lect ing progress in automati$n and cost con-
t ro l .



1978 Operations

Cash
Currency processing at the Federal  Reserve

Bank o f  Da l las  was la rge ly  mechan ized dur ing
1978. Two currency ver i fy ing, count ing, sort ing,
p a c k a g i n g ,  a n d  d e s t r u c t i n g  s y s t e m s  w e r e  a c -
quired, tested, and put into product ion. The sys-
tems reduce both the staff  and space require-
ments for currency processing and through the
use of electronic sort ing devices, provide the ca-
pab i l i t y  to  g radua l ly  improve the  qua l i t y  o f  cur -
rencv  in  c i rcu la t ion .

A constant  f low ol  coins-about 857 mi l l ion coins wi th a
value of $123 million-were received and verified by this
Bank last year.
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Of the 396 million notes processed at this Bank last year, 53
percent  were unf i t  for  reci rculat ion and were destroyed.
New currency is purchased from the Bureau of Printing and
Engraving.

The currency funct ion accounted for about 26
percent of this Bank's total  expenses in 1978. The
volume of currency received for processing in
1978 increased 9 percent to 396 mil l ion notes,
and the  va lue  was up  5  percent  to  $3 .7  b i l l i on .
Of the currency that was processed in1978,53
oercent was unf i t  for recirculat ion and was de-
stroyed. New currency is purchased from the Bu-
reau of Pr int ing and Engraving, at  a cost of  $4.1
m i l l i o n  i n  1 9 7 8  f o r  p r i n t i n g  a n d  s h i p p i n g  e x -
penses.

As  o f  year -end1978,  th is  Bank  had $4 .1  b i l l i on
of Federal  Reserve notes in circulat ion. Federal
Reserve notes are 100 percent col lateral ized with
gold cert i f icates, direct obl igat ions of the United
States, special  drawing r ights cert i f icates of the
Internat ional Monetary Fund, and short- term pa-
per pledged by member banks to col lateral ize
loans from the Federal  Reserve Bank. This Bank
had $6.3 bi l l ion of assets el igible to pledge as
col lateral  for Federal  Reserve notes in circula-
t ion, as of year-end 1978.



About 936 mi l l ion checks were processed ln the f /eventh Distr ic t  in 1978 by high-

speed e/ectronic machines,  which read magnet ic ink characters pr inted alc:ng the

bottom of  checks at  a speed of  about 100,000 checks an hour.

Co ins  a re  ob ta ined  f rom the  U .S .  M in t  and  i n
1978  cos t  t h i s  Bank  $1  b i l l i on  f o r  t he  f ace  va lue
o f  t he  co ins .  Co ins  a re  supp l i ed  t o  commerc ia l
banks as needed,  and banks that  accumulate ex-
cess coins may send them to the Federal  Reserve
Bank  fo r  c red i t .  Abou t  857  m i l l i on  co ins  w i t h  a
value of  $1 23 mi l l ion were received and ver i f ied
last  year .

Leg i s l a t i on  au tho r i z i ng  p roduc t i on  and  c i r cu -
l a t i on  o f  a  new one  do l l a r  co in  was  passed  by
Congress in  September 1978.  Product ion began
in  December  a t  t he  Un i ted  S ta tes  M in t  i n  Ph i l a -
de loh ia .  and  re lease  fo r  c i r cu la t i on  i s  schedu led
tor July 1979.

The new coin is  expected to gradual ly  d isp lace
one  do l l a r  no tes  and  to  be  w ide l y  used  i n  vend -
i ng  mach ines  and  i n  cash ie r  mach ines  tha t  au -
toma t i ca l l y  d i spense  change .  l f  t he  co in  we re  to
r e p l a c e  a  l a r g e  p r o p o r t i o n  o f  d o l l a r  n o t e s ,  i t
wou ld  save  m i l l i ons  o f  do l l a r s  a  yea r  i n  cu r rency
p r i n t i ng  and  p rocess ing  cos ts .  The  co in  w i l l  cos t
about  3 cents to produce and is  est imated to
have  a  use fu l  l i f e  o f  a t  l eas t  15  vea rs ,  wh i l e  do l l a r
notes cost  about  1 .9 cents to produce and last
only  about  11/zyears,  on average.

Checks
The Federal  Reserve Bank of  Dal las handled

abou t  936  m i l l i on  pape r  checks  du r i ng  the  yea r ,

u p  n e a r l y  1 0  p e r c e n t  o v e r  t h e  1 9 7 7  v o l u m e .

Check processing accounts for  about  34 percent

of  the Bank's  tota l  expenses.

The  Bank  expanded  i t s  check  p rocess ing  ca -

pac i t y  i n197B  by  add ing  a  f ou r th  documen t  p ro -

cessor .  This  helps to reduce holdover  f loat  and

overt ime,  as wel l  as g ive more t imely serv ice to

commerc ia l  banks .

Loans
Member  banks  i nc reased  the i r  bo r row ing  f  r om

the  Fede ra l  Rese rve  Bank  o f  Da l l as  i n  1978 '  The

da i l y  ave rage  vo lume  w 'as  $1  06 .5  m i l l i on ,  some-

wha t  more  than  doub le  t he  $47 .6  m i l l i on  da i l y

average in 1977.  Overal l ,  the Federal  Reserve

Bank  made  1 ,120  l oans ,  agg rega t i ng  $8 .61  b i l -

l i on ,  t o  123  member  banks  i n  t he  E leven th  D i s -

t r ic t  last  year .  Loans reached a peak of  $329 mi l -

l i on  on  Augus t  18 ,1978  when  42  banks  were

borrowing.
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About ' l  3 mi l l ion Treasury secur i t les worth $99 bi l l ion were issued, redeemecl ,  and
exchanged by th is Bank in '1978.

Dur ing  the  yea r ,61  banks  bo r rowed  unde r  t he
seasonal  credi t  program which provides a prear-
ranged l ine of  credi t  to  banks that  exper ience a
d ra in  o f  f unds  a t  abou t  t he  same t ime  each  yea r .
S e a s o n a l  b o r r o w i n g  p e a k e d  d u r i n g  O c t o b e r
w h e n  3 8  b a n k s  b o r r o w e d  a  d a i l y  a v e r a g e  o f
$46 .5  m i l l i on  unde r  t he  p rog ram.

Loan procedures were s impl i f ied somewnat
du r i ng  1978  and  fu r the r  changes  a re  unde r  con -
s ide ra t i on  t o  improve  the  l oan  se rv i ce  i n  1979 .

Wire Transfer
Member banks made greater  use of  the Federal

Reserve 's  wire t ransfer  serv ice in  1978.  Over 2
m i l l i on  f unds  t rans fe rs  we re  p rocessed  w i th  a
va lue  o f  $2 .8  t r i l l i on .  The  number  o f  t r ans fe rs
was  up  22  pe rcen t ,  and  the  do l l a r  vo lume  i n -
creased 1 5 percent  f rom 1977.

Wi th  t he  demand  fo r  w i re  t r ans fe rs  o f  f unds
r i s i n g ,  a d d i t i o n a l  m e m b e r  b a n k s  i n s t a l l e d
on - l i ne  t e rm ina l s  l i nked  to  t he  Fede ra l  Rese rve
Bank ' s  compu te rs  and  commun ica t i ons  sys tem.
Ou tgo ing  t rans fe rs  a re  f ac i l i t a ted ,  and  i n  add i -
t i on ,  member  banks  can  rece i ve  immed ia te  ad -
v i ce  o f  i ncoming  t rans fe rs .  On - l i ne  l i nkage  was
ex tended  to  13  add i t i ona l  member  banks  du r i ng
1978 ;  t he  number  o f  on - l i ne  banks  a t  yea r -end
was  45 .
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Banks may a lso use the Federal  Reserve Com-
mun ica t i ons  Sys tem to  t r ans fe r  U .S .  Cove rnmen t
a n d  g o v e r n m e n t  a g e n c y  s e c u r i t i e s .  l n  1 9 7 8 ,
a b o u t  5 5  t h o u s a n d  s e c u r i t i e s  t r a n s f e r s  w e r e
m a d e ,  t o t a l i n g  o v e r  $ 9 5  b i l l i o n .  S i x  m e m b e r
banks  added  secu r i t i es  t r ans fe r  capab i l i t i es  t o
the i r  on - l i ne  l i nkage  to  t he  Fede ra l  Rese rve  Bank
in  1978 ,  b r i ng ing  the  to ta l  t o  22  a t  yea r -end .

Fiscal Agent
As  the  Gove rnmen t ' s  p r i nc ipa l  f  i s ca l  agen t ,  t he

Federal  Reserve per forms many funct ions for  the
Treasury,  such as hold ing the Treasury 's  checking
accoun t ,  i s su ing ,  redeeming  and  exchang ing  se -
c u r i t i e s ,  a n d  p r o c e s s i n g  f o o d  s t a m p s .  A s  o f
yea r -end  1978 , rhe  T reasu ry  had  $162  m i l l i on  on
deposi t  wi th the Federal  Reserve Bank of  Dal las.
Du r i ng  the  yea r ,  44  m i l l i on  T reasu ry  checks  to -
ta l i ng  a lmos t  $26  b i l l i on  we re  p rocessed ;  a lmos t
117  m i l l i on  f ood  s tamps  w i th  a  va lue  o f  $447
mi l l i on  we re  p rocessed ;  and  13  m i l l i on  T reasu ry
s e c u r i t i e s  w o r t h  $ 9 9  b i l l i o n  w e r e  i s s u e d ,  r e -
deemed  and  exchanged  by  t h i s  Bank .  The  f i sca l
agent  funct ions accounted for  about  9 percent
of  the Bank's  tota l  expenses.

Beginning November 2,1978,  the Treasury was
author ized to col lect  in terest  on i ts  tax and loan
deposi ts  at  commercia l  banks.  For  many years,



the Treasury's demand deposits at commercial
banks had been avai lable for the banks to use
interest- free, and the use of these funds was con-
sidered compensat ion for the services the banks
provided to the Treasury. Under the new pro-
gram, the Treasury pays directly for these ser-
vices, and banks and other f inancial  inst i tut ions
that hold Treasury tax and loan deposits must
transfer the funds to the Treasury's account at a
Federal  Reserve Bank in one business day (Re-
mit tance Option) or pay interest on them (Note
Option).  Banks choosing the Note Option are,
in effect,  borrowing cal l  money from the Treas-
ury. Under the Remittance Option, banks do not
purchase funds from the Treasury but only act as
a channel in the tax col lect ion system. In the
Eleventh Distr ict ,  995 banks chose the Remitt-
ance Option, and 505 banks chose the Note Op-
t ion .

Automated Cl eari nghouse
The volume of funds transferred by electronic

means cont inued to  inc rease in  1978.  One im-
portant factor in the increase was the l inkup dur-
i n g  t h e  y e a r  o f  3 2  a u t o m a t e d  c l e a r i n g h o u s e
(ACH)assoc ia t ions  across  the  na t ion .  S ince  Sep-
tember, when the network's last l inks were com-
pleted, funds can be transferred electronical ly
nat ionwide. The Federal  Reserve's communica-
t ions system connects the ACHs, which are pr i-
vate associat ions of f inancial  inst i tut ions that

use computers in 34 Federal  Reserve off ices to
prOcess and del iver electronic payments.

'l l-he 
network now serves some 9,400 banks

and 1,500 thr i f t  inst i tut ions that are members of
AGH associat ions and some 6,000 corporat ions
that are customers of the f  inancial  inst i tut ions.
The system is used by the U.S. Treasury for dis-
bursing social  securi ty and other types of Gov-
ernment payments, and by business f i rms for
payment of payrol l  and other expenses and for
redeipt of  pre-authorized customer payments. At
prdsent,  most electronical ly transmit ted pay-
ments are payrol l  deposits and payments of re-
cufr ing bi l ls such as mortgage payments, insur-
ance premiums and the  l i ke .

fhe electronic payments network is expected
to enhance and improve f inancial  services to in-
dividuals,  businesses and governmental  agen-
cies and with much increased volume, to pro-
vide a more eff ic ient and lower cost al ternat ive
to haking payments by check.

$ecause cost per payment decl ines as volume
increases and processing and communicat ion
f a d i l i t i e s  a r e  a v a i l a b l e  t o  a c c o m m o d a t e  v e r y
large increases in volume, several  steps are being
tal(en to increase usage of electronic funds trans-
fe r i  F inanc ia l  ins t i tu t ions  are  s tepp ing  up  the i r
market ing and educat ional ef forts,  and the U.S.
Treasury is conduct ing quarter ly conferences to
promote more widespread use of direct deposit
of  bocial  securi tv and other pavments.
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Statement of Condition

Assets
Gold cert i f icate account
Special  Drawing Rights cert i f icate account
Co in
Loans and Securi t ies:

Loans
Federal  agency obl igat ions
U.S. Government securi t ies

Total  loans and securi t ies
Cash i tems in process of col lect ion
Bank premises
Other assets
Interdistr ict  sett lement account

TotalAssets

Liabilities
Federal  Reserve notes in actual c irculat ion
Deposits:

Member bank - reserve accounts
U.S. Treasury -  general  account
Foreign
Other

Total  deposits

Deferred avai labi l i tv cash i tems
Other  l iab i l i t ies

Total Liabilities

CapitalAccounts
Cap i ta l  pa id  in
Surp lus

Total CapitalAccounts

Total Liabilities and Capital Accounts

December 31
1978

$ 508,703,700
57,(X)0,(X)0
16,574,29O

93311,4N
4{n,973,947

5,683,242,130

6,186427A77
1,056,060307

11,538951
216,949,553
439,119,495

wspa,3?2ZZ!

$49M,322fi27

\4W,U4,974
162,141,932
11,553,9(X)
33,726,99O

2,ffi8,O67,796

M3,279,596
81,075,054

$8,376,745,273

62,813,750
62,913,750

$ 125,627,500

$8,5O2,372,773

1 9 7 7

$ 455,761,3OO
48,000,000
12,490,901

23,900,000
400,194,000

5,O45,971,000

5,470,065,OO0
887,588,775
11,537,528
97,052,188

290,303,728

v 2?2132/20

54,O71,753,548

1,922,220,415
452,959,410
15,439,200
34,150,904

2,424,769,929

602,336,081
57 ,494,562

$7,156,354,120

58,222,650
58,222,650

$ 116,445,30O
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Earnings and Expenses

1978

$ 8,079,987
426,605,080

110,626
60,488

$434856,181

32,396,187
4,084,786

36,48,0,973

2,145,141
34,335832

4OO,52O,349

130p32

130,932

6,733,067
28,823,876

105,515

35,662458

-35,531,626
3,021,300

361,967423
3,618,5fi)

353J57,723

4,591,1O0
58,222,650

Current Earnings

Loans
U.S. Government securi t ies
Foreign currencies
A l l o t h e r

Total Current Earnings

Current Expenses
Current operat ing expenses.
Federal Reserve currencv

Total
Less reimbursement for certain f iscal  agency

and other expenses
Net Expenses

Profit and Loss
Current net earnings
Add i t ions  to  cur ren t  ne t  earn ings :

A l l  o ther

Total  addit ions

Deduct ions from current net earnings:
Loss on sales of U.S. Government securi t ies (net)
Loss on Foreign Exchange (net)
A l l  o ther

Total  deduct ions

Net  add i t ions  or  deduc t ions  ( - )
Assessment for expenditures of Board of Covernors
Net earnings before dividends and payments

to U.S. Treasury
Div idends  pa id
Payments to U.S. Treasury ( interest on F. R. notes)

Transferred to surplus
Surp lus ,  f  anuary  1

Surplus, December 31

1 9 7 7

$ 2,723,562
332,863,131

156,692
36,858

$335,780,243

30,594,164
3,282,154

33,876,318

1 ,984,865
31,891,453

303,888,790

1 ,483,426

1 ,483,426

2,511,669
8,197,523

151,129

10,860,321

-9,376,995

2,666,700

291 ,845,195
3,411,215

285,415,130

3,018,850
55,203,800

,J9222e!99_62,8132s0
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Volume of Operations

Federal Reserve Bank of Dallas
Head Office and Branches Combined

Loans
Currency received and counted
Coin received and counted
Checks handled:

U.S. Government checks
Postal  money orders
Al l  otherz

Co l  lec t ion  i tems hand led :
U.S.  Government  coupons pa id
A l l  o ther

lssues, redem pt ions, and exchanges
of U.S. Covernment securi t ies

Transfers of funds
Food stamps redeemed

r  Packaged i tems hand led  as  a  s ing le  i tem are  counted  as  one p iece .
z  Exc lus ive  o f  checks  drawn on the  F .R.  Banks .
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Number of Pieces Handledr Dollar Amount

1978
8,612,982,ffio
3,ffi0,747,2N

123,222,ffi3

25963,m,9,977
566,A10,577

416,127,295832

89,19O,196
163,251,069

99,236,974,129
2,772,657,127,313

447,290,518

1978
1,12O

396,006,527
856,950,087

44,318J86
9,543,454

882,279,125

144,877
133167

13,222,826
2,163,441

116,884,14O

1 9 7 7
476

364,420,192
864,737,974

46,827,394
9,849,051

796,315,257

191,112
243,536

12,356,007
1,766,467

108,785,2O7

1 9 7 7
4,228,661,540
3,499,314,1OO

114,474,533

23,779, '176,262
474,292,897

360,046,90O,966

124,662,586
252,655,383

91,382,954,992
2,420,549,418,434

446,281,276



Officers
Federal Reserve Bank of Dallas

E r n e s t T . B a u g h m a n .  . . . .  P r e s i d e n t
R o b e r t H . A o " y k i n .  . . .  . . . . . . . . . . .  . . .
. |oseph E. Burns .
Ceorge C. Cochr
Har ry  E .  Rob inson,  l r
Tony  I .  Sa lvagg io .  .  .

Sen ior  V ice  Pres ident
an ,  l l l .  .  .  Sen io r  V i ce  P res iden t

Sen io r  V i ce  P res iden t
Sen io r  V i ce  P res iden t

. . . . . vi.u p,-"rid"nt'"n. 
""""':;i:T:1"r:lVice  P res iden t

.  V ice  Pres ident  and Cont ro l le r

Ass is tan t  V ice  Pres ident
.  .  Ass i s tan t  V i ce  P res iden t

Robert A. Brown .  .  .  Ceneral  Auditor
C.  J .  P icker in1  .  .  V ice  Pres ident
W. M. Pr i tchet t
George F.  Rudy
Ne i l  B .  Ryan  .
E.  W. Vor lop,  Jr .
John C.  B lake  .  Ass is tan t  V ice  Pres ident
J . A . C l y m e r  .  . . . . . . . . . . . . . .
Forrest E. Coleman Assistant Vice President
B i l l y  l .  Dusek .  Ass is tan t  V ice  Pres ident
Arno ld  L .  Hayes  Ass is tan t  V ice  Pres ident
Richard D. Ingram Assistant Vice President and Assistant Secretary

Ass i s tan t  V i ce  P res iden t
Jesse D. Sanders Assistant Vice President
Sammy T.  Schu lze  Ass is tan t  V ice  Pres ident
P h i l l i p  E .  S e l l e r sI  Ph i l l i p  E .  Se l l e r s .  .  .  .  .  .  Ass i s tan t  V i ce  P res iden t
Robert Smith, l l l  .  .  .  .  .  .  Assistant Vice President and Secretary
T. E. Spreng Assistant Vice President
E. A. Thaxton, l r .  .  .  Assistant Vice president

Larry J.  Reck .  .  .
Mary M. Rosas .
Thomas H.  Rust

Adr ian  W.  Throop
C a r l a M . W a r b e r g . . . . . . . . . . . . . .  :  : . . .  . .

Vernon L. Bartee
Sammie C.  C lay .
C. O. Holt ,  Jr.

Car l  H .  Moore .  .
Thomas C.  Cole.
Thomas H. Robertson
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Mi l la rd  E .  Sweat t ,  J r .  .  .  .  Ass is tan t  Genera l  Counse l
C.  L .  V ick  .  .  .  Ass is tan t  Genera l  Aud i to r

Joel L.  Koonce, Jr.
Robert  W Schultz

Houston Branch

J. Z. Rowe

A ss i sta nt V i ce p res i d e n t i'j ilil:,Yi',"J#i 13fi ::

Vice President  in  Charge
Ass i s tan t  V i ce  P res iden t

El Paso Eranch

Vice  Pres ident  in  Charge
Assistant Vice President
Assistant Vice President
Ass is tan t  V ice  Pres ident

V ice  Pres ident  in  Charge
Assistant Vice President
Ass is tan t  V ice  Pres ident

San Antonio Branch




