
M e m b e r  B a n k  B o r r o w i n g  

P r o c e s s  a n d  E x p e r i e n c e

b y  A r n o l d  A .  D i l l

Commercial banks are required by law to maintain reserves equal to some 
percent of their deposit liabilities. Banks that are members of the Federal 
Reserve keep the bulk of these reserves as deposits at their Federal Reserve 
Bank and the rest in vault cash. Depending on state law, nonmember bank 
reserves may be variously defined to include assets such as vault cash, deposits 
at other commercial banks, and U. S., state, and municipal obligations.

Like other depositors, banks increase their reserve accounts by depositing 
currency or checks written on other banks. These accounts decrease 
when checks drawn on them clear or when banks withdraw currency. All 
banks are subject to substantial reserve losses because a large part of 
their liabilities may be withdrawn on demand.

Some reserve losses, such as those resulting from seasonal deposit 
drains or loan increases, are more or less predictable; others are not. To offset 
these reserve declines, banks may liquidate some assets. At times, however, 
banks may find it impossible to sell assets without heavy loss; or they 
may not have enough readily salable assets or they may be unable to sell them in 
time to meet reserve requirements. In such circumstances, banks may find it 
advantageous or necessary to secure reserves by borrowing.

Both member and nonmember banks borrow reserves from other 
commercial banks. In addition, member banks may borrow directly from 
their Federal Reserve Bank. This article describes how member banks 
borrow from the Federal Reserve Bank of Atlanta and what their borrowing 
experience has been between 1968 and 1972.

Regulation A

Extending credit to member banks to accommodate commerce, industry, 
and agriculture is a principal Federal Reserve Bank function. The Board
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of Governors' Regulation A describes the general 
principles guiding Reserve Bank lending.1 Under 
this Regulation, as revised effective April 19,
1973, Federal Reserve credit may be extended under 
three broad categories: short-term adjustment, 
seasonal, and emergency.

Adjustment credit may be extended on a short
term basis to a member bank to such extent as may 
be appropriate to assist in meeting temporary 
requirements for funds or to cushion more 
persistent outflows of funds pending an orderly 
adjustment of the member bank's assets and 
liabilities.

Federal Reserve credit is available for longer 
periods to assist a member bank that lacks 
reasonably reliable access to national money 
markets in meeting seasonal needs for funds 
arising from a combination of expected patterns of 
movement in its deposits and loans. Such credit 
will ordinarily be limited to the amount by which 
the member bank's seasonal needs exceed 5 percent 
of its average total deposits in the preceding 
calendar year and will be available if (1) the member 
bank has arranged in advance for such credit for the 
full period, as far as possible, for which the credit 
is expected to be required, and (2) the Reserve 
Bank is satisfied that the member bank's qualifying 
need for funds is seasonal and will persist for at 
least eight consecutive weeks.

The Fed also stands ready to extend credit to 
members in unusual or emergency circumstances 
and to make credit available in emergency situations 
to other financial institutions, corporations, 
partnerships, and individuals on the security of 
Government obligations.

Collateral Requirements 

and Administration

All loans extended by Reserve Banks must be 
secured by acceptable collateral. Section 13 of 
the Federal Reserve Act permits Reserve 
Banks to make loans at the discount rate when 
secured by Treasury obligations or "eligible paper." 
Loans secured by other collateral are made under 
Section 10(b) of the Act and carry an interest rate 
at least one-half percent above the discount 
rate. Securities used for collateral must be 
available at Reserve Banks or their Branches or at 
approved custodian banks— some 40 large 
commercial banks in the United States.

Eligible paper refers to a broad category of 
financial instruments maturing in 90 days or less 
and to much agricultural paper maturing in nine 
months or less. It includes most promissory notes 
signed by financially sound borrowers and arising 
out of typical industrial, commercial, and agri-

’ These principles arise out of statutory requirements of the Federal 
Reserve Act, especially paragraph eight, section four, of the Act.

cultural borrowing needs.2 Paper may be ineligible 
by virtue of maturity, type of asset, or purpose of 
loan. However, paper not eligible under Section 13 
of the Act may be acceptable as collateral under 
Section 10(b).

Collateral is accepted or rejected and classified 
on the basis of financial information on the 
member bank's borrowing customers. If a member 
anticipates a possible need to pledge paper as 
loan collateral, it usually supplies the Reserve Bank 
with financial information on customers whose 
paper it might pledge. This enables the Reserve 
Bank to analyze in advance the customer's 
condition and inform the member of the 
acceptability and classification of paper signed 
by the customer. The Federal Reserve Bank of 
Atlanta maintains about 1,800 credit files on cus
tomers of members for use in analyzing collateral.

As a precaution, many banks that anticipate 
a need to borrow in the near future transfer 
Treasury obligations or other paper to the Reserve 
Bank as potential loan collateral. The large 
majority of District members find it most convenient 
to secure borrowing with Treasury obligations. 
Members usually keep such obligations at the 
Fiscal Agency Departments of Reserve Banks where 
they can be easily pledged as advance collateral.

Of advances made to District banks between 
1968 and 1972, 73 percent was secured by Treasury 
obligations, 18 percent by eligible paper, and 9 
percent by other 10(b) collateral. Of the dollar 
amount of loans, however, only 53 percent was 
secured by Treasury obligations and 44 percent 
by eligible paper.

Eligible paper secured a larger percent of 
the dollar volume than number of loans because 
large urban banks, which account for the bulk of 
borrowing volume, often find it necessary to use 
this collateral. Urban banks often do not have 
enough unpledged Treasury obligations to secure 
their borrowing needs and find it convenient to 
transport eligible paper to the Reserve Bank.
The percent of the dollar volume secured by 
eligible paper was especially high in 1968 and 
1969. At that time, urban banks generated large 
amounts of this paper in making business loans 
and had few unpledged Treasury obligations.

How Banks Go About Borrowing

A member bank's Board of Directors authorizes its 
officers to borrow by signing a Borrow ing  R esolu
tion. At most banks, the officers then sign a 
Contin u ing  Lending  A g reem en t  under which they 
agree to repay loan principal and interest and 
abide by collateral requirements. Once this

2For a detailed description of what constitutes elig ib le paper, see 
Federal Reserve Board Regulation A, Section 201.5, revised effective 
April 19, 1973.
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agreement is signed and on file, the Reserve Bank 
will usually not require that a formal promissory 
note and application be submitted with each 
request for a loan. Loans made under a Continu ing  
Lending  A g re e m en t  or on a promissory note 
signed by a member are called advances. Although 
Reserve Banks can also rediscount eligible paper, 
this form of borrowing is inconvenient for both 
bankers and Reserve Banks and has not been 
used in many years.

A request for an advance can be submitted to 
the Head Office of the Atlanta Reserve Bank 
or one of its four Branch offices. Requests are 
generally received by wire or phone, and collateral 
instructions and the desired amount and maturity 
of the advance are recorded’ ; if the request is 
received at a Branch, the information is phoned 
or wired to the Head Office. The Reserve Bank 
then checks whether the requesting bank has a 
Borrowing Resolution on file and that the proposed 
collateral is available and acceptable. Before 
advancing funds, the Reserve Bank reviews the 
soundness of the prospective borrower's condition, 
his borrowing record, and his recent Fed funds 
position. Federal Reserve credit is normally not 
available to banks that are simultaneously supplying 
reserves to the money market by selling Fed funds.

Because the Federal Reserve Bank of Atlanta 
has such information at hand and is familiar with 
the condition and collateral of many banks, it 
usually approves routine requests quickly. Once 
approved, an "advice-of-credit" form is typed 
and delivered to the Data Processing Department 
where the borrower's reserve account is credited. 
A confirmation copy of the advice is sent to the 
borrowing bank and the collateral or a receipt for 
the collateral is attached to a copy of the advice 
and filed. At maturity, an "advice-of-debit" form is 
used to charge the borrower's reserve account 
for principal and interest.

From time to time, the Reserve Bank may have 
questions about the propriety of a loan request. 
For example, it may wonder if the frequency or 
degree of a bank's borrowing is consistent with 
Regulation A. In such a case, it confers with 
the bank about its borrowing record and the pur
pose and need for additional accommodation.

^Although advances can be extended for as long as four months 
under Section 10(b) of the Federal Reserve Act, currently the 
Atlanta Reserve Bank restricts the maturity of an advance to a 
reserve city bank or to a country bank w ith deposits in excess 
of $100 m illion to the reserve period during which the bank 
becomes indebted. The maturity of an advance to a country bank 
with deposits of less than $100 m illion is lim ited to 15 days.

After weighing all factors, the Reserve Bank decides 
if an additional advance is justified.

The Borrowing Experience, 1968 - 72

Borrowing activity itself has varied a great deal 
from year to year and from bank to bank. Borrow
ings peaked during the tight money year 1969 and 
bottomed in 1972, a year of relatively easy money 
market conditions (see charts). In 1969, some 
118 members used this Bank's borrowing facilities 
compared with only 44 during 1972.

Although borrowing supplied on average only 
2.1 percent of total District required reserves 
over the entire period, it supplied over 8 percent 
at times during the 1969 credit squeeze. When 
credit demands eased after mid-1970, borrowing 
activity declined and was near zero during 
several months of both 1971 and 1972.

Except in 1969, during each year from 1968 to
1972 a majority of borrowers was indebted no more 
than three consecutive weeks and no more than 
eight weeks in all and in an amount of 40 percent 
or less of required reserves during any one week.

A larger portion of reserve city banks (20 large 
banks in urban centers) borrowed than country 
banks. Reserve city borrowers were also in debt 
slightly more often. On the other hand, country 
banks borrowed more relative to their required 
reserves during most of the period for which data 
are available (1970-72).

This borrowing experience reflects money 
market conditions, bank behavior, institutional 
arrangements, and Reserve Bank lending adminis
tration from 1968 to 1972.

The Next Five Years

What about the future? Will recent changes in 
Regulation A and other factors determining bor
rowing produce important changes in borrowing 
during the next five years? They probably will. Also, 
the Federal Reserve can be expected to continue 
redesigning its borrowing mechanism, among 
other ways by introducing specific quantity and 
frequency limitations on part of a member's 
borrowing. Such a change, like the new seasonal 
lending agreement, would formalize lending 
standards and assure uniformity of borrowing 
administration among individual banks and 
Federal Reserve Districts. Nevertheless, borrowing 
regulations will always remain flexible enough 
to enable Reserve Banks to serve the individual 
needs of their members.■
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