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Amendments to Regulations D and J
On June 22, 1972, the Board of Governors of the Federal Reserve System announced amendments to its 

Regulations D  and J which are designed to restructure on a more equitable basis the reserve requirements of 
member banks and to modernize the nation’s check collection system. The changes are basically the same as 
proposals the Board published on March 28 for public comment, but they have been modified in detail and 
method of application in the light of comments received.

The change in Regulation D, which governs member bank reserves, will restructure requirements against 
net demand deposits so that the same requirement ratio will apply to all member banks of equal size regardless 
of their location. Moreover, all banks with demand deposits o f more than $400 m illion will be considered “reserve 
city banks”. This method of classification is in contrast to the current one in which the “reserve city” designation 
is generally applied to larger banks in larger cities, with all others com monly called “country banks”. At the present 
time, reserve city banks are required to hold reserves o f 17 percent against net demand deposits under $5 million 
and of 17 Vi percent on net demand deposits over that amount, while the corresponding required reserve per
centages for country banks are HV2 percent and 13 percent, respectively. When the scheduled changes become 
effective, a more graduated scale will apply and requirement ratios for most categories will be lowered. The re
structuring will apply the following ratios to member banks:

The new reserve requirements are to take effect in two steps. Beginning in the statement week of September 21 
to September 27, the first three ratios— 8 percent, 10 percent, and 12 percent— will apply to net demand 
deposits of $100 m illion and less, based on the average level of deposits during the week ending September 13. 
At the same time, the 17Vi percent ratio that now applies to demand deposits between $100 m illion and $400 
million at present reserve city banks will be reduced to 16!/2 percent. During the statement week from September 28 
to October 4, the latter ratio will be reduced to 13 percent based on the average level o f deposits during the week 
ending September 20.

Beginning September 21 an amendment to Regulation J, covering collection of checks and other items by 
Federal Reserve Banks, will become effective. From then on, all banks served by the System’s check collection 
mechanism will be required to pay for checks drawn on them with funds immediately available on the day that 
the Federal Reserve presents the checks for payment. Currently, most banks outside cities with Federal Reserve 
facilities or payment areas served by the newly created Regional Check Processing Centers pay for checks in 
funds collectible one day or more after presentation. This change will result in a reduced volume of Federal 
Reserve float to such banks, although this effect will be offset in part by more rapid payment of funds to these 
banks. The Board is giving high priority to accelerating the development o f additional Regional Check Processing 
Centers so that these banks can also have facilities for overnight check gathering, processing, and clearing.

The Board established conditions under which it will be appropriate for a Reserve Bank temporarily to 
waive penalties for member bank reserve deficiencies resulting from the impending changes in Regulations D and 
J. In this connection, the Board set the following guidelines:

— A  waiver will be granted initially only for penalties on reserve deficiencies equal to a reduction in avail
able funds that exceeds 2 percent of a member bank’s net demand deposits.

— The amount o f deficiency eligible for waiver of penalties will decrease 1 percent of net demand deposits 
for each quarter beginning January 1, 1973.

— N o further waivers will be granted under this authority after June 30, 1974.

The net effect o f these regulatory changes is expected to amount to a release of about $1.5 billion of reserves 
to the banking system. There will be a total release of about $3.5 billion from the restructuring of reserves and 
the waiver of penalties, offset in part by the $2 billion reduction in float resulting from the change in Regulation J. 
It is intended that open market operations will be adapted as needed, when the amendments go into effect, to 
neutralize the impact on monetary policy.

Am ount of net demand deposits Reserve percentages applicable

First $2 million or less 
Over $2 million-$10 million 
Over $10 m illion-$100 million 
Over $100 m illion-$400 million 
Over $400 million

8 percent 
10 percent
12 percent
13 percent
MVi percent
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