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DISCRETIONAEY POVER OVER RESURVE BRQUIREMYNTS AGAINST FOREIGR DEPOCITS

IN AMUTTICAN BAKKS

Ths following argunonts can be urged 1in faver of & grant of brosd
disoretionary power 1o the Board of Govercors to deteriire reserve
requirenents agalnst Ceponits kel by or on behelf of non-resident sliens
in Amorican banks:

1. Buch power could bc used rs » deterrsant to the inflow of shorte
term eapitel, If reserve requirenente were reaised mufficientily, bsankas
would ba reluctant to accept foreign denosits and would certainly nos
solicit them,

€. In so far as capital inflowe tske the form of deposits, and to
the extent w0 which raescrves were resuired sgaingt such deposits, the
Tressury would be relisved of the naecessity of inerassing the public debt
and sterilizing incoming z0lé. Prom the end orf 1933 to Hzy of this yoar
foreign deposits incresssd by nearly = billion dollara.

8, If high reserve requircments were i{n force sgsinst foreigm
deposits, shis would minimive the oxtent 1o which denks would bs forced
to liquidate thelr louns or to dorrow from the Federal Reserve in the
event of a suddea withdrawal. From the end of 1929 to the end of 1933
forsign deposits wers 4rawn Cown by £1.3 billion, In addition, other
shori-term balances declined $1.3 billiorz. 'The worst poriod of bank
deflation, that of late 1951, wss essocisted with withdrawal of foreian-
held deposits &n this country. Corditions bave changed since then but
a large withdrawal of Toreign~hold deposits would still result in some

liguidation,
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4. Discrimination could bhe sxercisad es beblvaen A net increase
in foreimm deposits arising from an inrflow of e¢epital and a nst increase
erising from stock merket liquidetion, In the latier case ressrve
requirements neaed net be raised an? might actumlly be lowsrad or the
increasged requiremsnts might de supplied by open market purchases,

5. Ablility to wvary reserve reguirements againet foreign deposits
wonld affoxrd s valuablas additional powsr to oporate on the volume o
resorvas o the Hew York benks,

8, Such a grant of power would comstitute the strongest grounds
for testing our authority to deteranine rescrve requirements foOr none
manber bankss The mnin non-menmber bapk affscted would bve J, P, Horgan
and Compsnye The nddition of this power to our existing power to
determine margin requirements for non-~mmmber banks would constitute

another step toward bank unification.

As asgainst thess advantages may be contrasted the following dis-
advantagess

1. Raising resorve requirements against existing foreign deposits
would tend to absord excess reserves, force liguidation or cause
borrowing from the Federal Reserve, anrd would therefore be restrictive
in nmature, (This disadvantage could be met by coxfining en imcrease
in requirements to e future increase in deposits until such time am it
is desired to exercise some general measurs of restraint).

2, Haw York banks would be exposed to an element of uscartainty

with respect toc resarve requirsments sgsinst their foreign deposita,
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Je Foreigners could evade sorvice chsrges, 4if any were iwposed,
by withdrawing eash or by iuvesiinr iu Treaswry bills and acceptances.
If invested in Treasury billz, thers would be a tendency to convert
innetive deposits into uctivo deposits, which ot times may not be
desirable on gezerul rouetary grourds, {The withdrawal of cssh wouid
be ejulvelsent to tha imposition of 100 nereant reserves and the purchase
of Treasury bills could be nst by the imposition of modarate trensfer
taxess In ony ense, it i3 doubtful if gervies charges would be imposed
and en incroanss in the withholdizng tax rate would diminish the attractive-~
ness of Troasury bills),

4, I higher yemorve vejulremonig were in forcs pgainst foreigm
deposites und such Qeposits were dravm down for the purpose of buying
seourities, resvrve rsquirwigents of burks as o vhole would te reduced
and an expansion of loans and deposits mede possibls, (This could be
counteracted by opun-market sslus o sucurities or by Tresasury absorption
of excsms reservas).

5. Ir ths Treasury did not storilize 0ld that resulted 1n an
incrense in foreign~-hsld daposiys on ths grounds thua%t the high reserve
requiraements coustituted the storilization, exceass reserves would be
inoreased when, a8, and i these deposits wers drawn down for the
purchase of securiiies, {The Treassury night underteke 1o sbsord excess

ressrves arising from this source,)

A grezt of powsr should be broadly discretiopary, s0 as to por:is
of discrimination as betwser ordinary working bslances and other deposiis,
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Reserves for foreiun~held daposits in nonemsmber banks should take
tha form of denosits in the Pedsrzl Reserve banks.

For the particular purpose at hend 1% uppears proper io reyuire
high reservs requirements againgt foreian-held timwe deposits as well
as demand deposite.

The problem of enforesment should 1ot provse unduly difficult,
The bulk of forsimn-hsld deposits =re now kmown to sné reported by banka,
A general notice to the effect that a1l derposits holé by or on hshalf
of non-resident sliens must be meportod to the banks, with penslties
provided for fuflure to repori, should be all thet is needod, There will
be very little inducement not io report such deposits, as the service

charges, if any are imposad, would be small relative to the ponaliies,

LBCsem

Digitized for FrAsE 7 20

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis





