
What Funds Qualify as Reserves?
Cash on hand in a depos ito ry  in s titu t io n  may be used to  satis­
fy  the  reserve requirem ent. When cash is no t s u ffic ie n t, the 
balance o f required reserves must be m ainta ined at a Federal 
Reserve Bank in an account th a t earns no in terest. In s titu tio n s  
th a t are members o f the Federal Reserve System m ust m ain­
ta in  th e ir  reserves d ire c tly  w ith  a Federal Reserve Bank. N o n ­
m em ber in s titu tio n s  may keep the balance o f th e ir reserves 
at a Federal Reserve Bank in one o f tw o  ways. They may hold 
th e ir  reserves e ither d ire c tly  w ith  a Federal Reserve Bank or 
in d ire c tly  in an account w ith  another in s titu t io n  th a t passes 
the reserves th rough  a Federal Reserve Bank. This  second type 
o f account is called a pass-through account.

The ow ner o f a pass-through account is know n as the respon­
dent and the adm in is tra to r is know n as the  correspondent. 
Under a pass-through arrangem ent, the respondent in s titu tio n  
provides its correspondent w ith  the funds needed to  meet its 
reserves. The correspondent then passes the  reserves on to  a 
Federal Reserve Bank. A  respondent may have o n ly  one pass­
th rou gh  account at a tim e. Each nonm em ber in s titu t io n  w ill 
have to  decide w hether to  m a in ta in  its reserves d ire c tly  or to  
use a pass-through arrangement.

Expanded Powers of Depository Insti­
tutions Under the Monetary Control Act
The M onetary C o n tro l A c t extended na tionw ide  the  a u th o r ity  
fo r  depos ito ry  in s titu tio n s  to  o ffe r  NOW (Negotiable O rder o f 
W ithdraw a l) accounts. A  NOW account is an in terest earning 
account on w h ich  checks may be draw n.
The A c t also au thorized banks to  con tinue  to  provide au tom a­
t ic  transfe r services fro m  savings to  checking accounts; a u th o ­
rized savings and loan associations to  establish rem ote service 
un its to  c red it and deb it savings accounts, or c red it paym ents 
on loans, and provide related financ ia l transactions; and a u th o ­
rized fede ra lly  insured c red it un ions to  o ffe r  share d ra ft 
accounts.
The insurance o f accounts o f federa lly  insured savings and loan 
associations and cred it unions was increased fro m  $40 ,000  to  
$100,000.
The A c t also authorized various new investm ent au tho rities  
fo r  federa lly  chartered savings and loan associations. It perm its 
them  to  o ffe r  c red it card services and to  exercise trus t and 
fid u c ia ry  powers; expands a u th o r ity  to  make real estate loans; 
authorizes Federal m utua l savings banks to  make com m ercia l, 
corpora te and business loans, subject to  lim ita tio n s , and to  
accept demand deposits in connection  w ith  a com m ercia l,

corpora te , o r business loan re la tio nsh ip ; and in o th e r ways 
expands the powers o f  t h r i f t  in s titu tio n s .

Discount Window
A n y  depos ito ry  in s titu tio n  ho ld ing  reservable transaction  
accounts o r nonpersonal tim e  deposits is en titled  to  the  same 
bo rrow ing  privileges at the  Federal Reserve d iscoun t w in d o w  
as m em ber banks.

Pricing of Services
The M onetary C o n tro l A c t required the Board to  establish 
a set o f p ric ing  princ ip les and a schedule o f fees fo r  Federal 
Reserve Bank services.

The fo llo w in g  services w ill be covered by the  fee schedule:

1. C urrency and co in  services o f a nongovernm enta l nature.

2. Check-clearing and co llec tio n .

3. W ire transfe r.

4. A u to m a ted  clearinghouse.

5. S e ttlem ent.

6. Securities safekeeping.

7. Federal Reserve flo a t.

8. A n y  new service the  Federal Reserve o ffe rs, inc lud ing  bu t 
no t lim ite d  to , paym ent services to  e ffec tua te  e lec tron ic  
funds transfer.

In de te rm in ing  the  fee schedule, the Board m ust price e x p li­
c it ly  all services covered by the  fee schedule, and must price 
all services covered by the fee schedule to  nonm em ber de­
po s ito ry  in s titu tio n s  at the  same fee schedule applicable to  
m em ber banks. Nonm em bers may be required to  ho ld  clearing 
balances and may be subject to  any o ther term s th a t the  Board 
applies to  member banks.

Phase-Out of Interest Rate Ceilings
The A c t provides fo r  the o rd e rly  phase-out o f lim ita tio n s  on 
the m axim um  rates o f in terest and d iv idends th a t may be paid 
on deposits. A  D epos ito ry  In s titu tio n s  D eregula tion C om ­
m itte e —w ith  the Secretary o f the Treasury, Chairm an o f the 
Federal Reserve Board, Chairm an o f the  Board o f D irec to rs  o f 
the  Federal Deposit Insurance C o rpo ra tion , Chairm an o f the 
Federal Hom e Loan Bank Board, and Chairm an o f the N a tio n ­
al C red it U n ion A d m in is tra tio n , as vo ting  members, and 
C o m p tro lle r o f the Currency as a non-vo ting m em ber—is 
required to  meet at least qu a rte rly  in order to  achieve the 
phase-out.
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The Depository Institutions Deregulation and M one­
tary Control A ct o f 1980 (P .L . 9 6 -2 2 1 ), enacted on 
March 31 , 1980, brought about a number o f changes 
in the way financial institutions and the Federal 
Reserve System do business. First, it applied uniform  
reserve requirements, set by the Federal Reserve 
Board w ith in  lim its specified by the A ct, to all de­
pository institutions w ith certain types of accounts 
and required reports from  these depository institu ­
tions. The reserve requirem ent is the percentage of 
customer deposits that institutions must set aside in 
the form  of reserves and affects the expansion of de­
posits that can be supported by each additional dollar 
of reserves. In general, reserve requirements are lower 
now fo r all depository institutions than they were 
before the A ct for banks that were members of the  
Federal Reserve System.

The A ct also extended access to the Federal Reserve 
discount w indow and to other Federal Reserve ser­
vices in step w ith  im plem entation of a fee schedule; 
provided for the gradual phase-out o f interest rate 
ceilings on tim e and savings deposits; and broadened 
the powers of depository institutions, perm itting  
them all to o ffer accounts similar to checking ac­
counts.

Taken together, these provisions of the A ct serve 
tw o vital purposes. The first is com petitive equity  
among financial institutions which, given uniform  
reserve requirements, w ill be placed on a more equal 
footing and, given these new authorities, w ill be able 
to o ffer more equivalent services to their customers. 
The second purpose is im provem ent o f the effective­
ness o f m onetary policy by making the fulcrum  on 
which that policy operates more stable.

Who Is Covered?
U n ifo rm  reserve requirem ents are imposed on all depos ito ry  
in s titu t io n s —inc lud ing  com m ercia l banks, savings banks, sav­
ings and loan associations, c red it un ions, and industria l banks— 
th a t have transaction  accounts or nonpersonal tim e  deposits. 
Under the  term s o f the  In te rna tiona l Banking A c t o f 1978, 
the same reserve requirem ents are also extended to  U.S. 
agencies and branches o f fo re ign banks. The revised reserve 
requ irem ent rules also a ffec t Edge A c t and Agreem ent co r­
pora tions.

Reporting of Deposits and Require­
ments for Maintaining Reserves
D epos ito ry  in s titu tio n s  are required to  repo rt certa in  deposits 
d ire c tly  to  the  Federal Reserve and to  m a in ta in  reserves on 
some o f these deposits.

In s titu tio n s  w ith  to ta l deposits o f $1 5 m illio n  or 
m ore repo rt and m a in ta in  reserves w eek ly , as do 
Edge A c t and Agreem ent C orpo ra tions and U.S. 
agencies and branches o f fo re ign  banks.

M em ber banks w ith  to ta l deposits o f less than $1 5 
m illio n  and nonm em ber in s titu tio n s  w ith  deposits 
o f $2 m illio n  or m ore bu t less than $15 m illio n  
rep o rt and m a in ta in  reserves on a q u a rte rly  basis.

Nonm em ber in s titu tio n s  w ith  to ta l deposits o f less 
than $2 m illio n  have had reporting  and reserve 
m aintenance deferred te m p o ra rily .

Reserve Requirements
Transaction Accounts. The reserve ra tio  is 3 percent o f the 
f irs t  $25 m illio n  o f net transaction  balances and 12 percent o f 
the rest. T ransaction accounts are those used to  make pa y­
ments to  others. They include checking accounts, NOW 
accounts, share d ra ft accounts, savings accounts tha t a llow  
au tom atic  transfers or paym ents by au tom ated te lle r machines, 
and accounts th a t pe rm it m ore than three te lephone o r pre­
authorized paym ents each m on th .
Nonpersonal Time Deposits. T im e deposits w ith  orig inal 
m atu rities  o f fo u r years or m ore do no t have to  be backed by 
reserves. Those w ith  shorter m a tu rities  may have to  be backed 
by reserves, depending on the  tra n s fe ra b ility  o f the account
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and on the  typ e  o f deposito r. N ontransferab le tim e  deposits 
(inc lud ing  personal savings deposits) w ith  m a tu rities  o f less 
than fo u r years do no t have to  be backed by reserves when 
they are owned by natural persons. (A  natural person is an 
ind iv idua l o r a sole p rop rie to rsh ip .) Nonpersonal tim e  deposits 
owned by anyone else and transferable tim e  deposits, however, 
are subject to  a 3 percent reserve requ irem ent.

T im e deposits are deposits o r ce rtifica tes w ith  orig ina l m a tu r i­
ties o f at least 14 days, and savings accounts (inc lud ing  regular 
share accounts at c red it un ions and regular accounts at th r if ts )  
th a t a llow  the  in s titu t io n  to  require at least 14 days notice 
before a w ith d ra w a l is made, o r regular share accounts at 
c red it unions. The reserve requirem ents fo r  transaction  ac­
counts and those fo r  tim e  deposits are sum m arized in the  
tables be low .

Reserves Required for Transaction Accounts

A n  in s titu tio n  w ith  th is  
am oun t o f net transaction 
balances...

$25 m illio n  or less

Over $25 m illio n

... m ust keep th is  p o rtio n  in 
cash o r in a reserve account.

3%

3% o f f irs t $25 m illio n  
plus 12% o f the  rest

Reserves Required for T im e Deposits

T im e deposits 
held by th is  typ e  
o f depos ito r...

...w h ich  have 
th is  length o f 
m a tu r ity .. .

...m ust be back­
ed by reserves 
equal to  th is  
p o rtio n  o f  the 
deposits th a t 
are tra n s fe r­
able...

Ind iv idua ls 
(N atura l persons, 
sole p rop rie to rs )

Less than 4 years 3% 

4 years o r m ore 0%

Businesses
(partnerships. Less than 4 years 3%
corpo ra tions ,
n o n p ro fit organ i- 4 years o r m ore 0% 
zations, govern­
m ental un its)

...and by  th is 
p o rtio n  o f the 
deposits tha t 
are no t trans­
ferab le  ( inc lu d ­
ing personal 
savings de­
posits)...

0%

0%

3%

0%

Eurocurrency Liabilities. The Board has set a 3 percent reserve 
requirem ent on certa in Eurocurrency liab ilit ie s  (the same ra tio  
as on nonpersonal tim e  deposits). These are deposits arising 
fro m : net borrow ings fro m  related fore ign o ffices; gross 

borrow ings fro m  unrelated fo re ign  depos ito ry  in s titu tio n s ; 
loans to  U.S. residents made by overseas branches o f dom estic 
deposito ry in s titu tio n s ; and sales o f assets by depos ito ry  in ­
s titu tio ns  in the  U n ited  States to  th e ir overseas offices.

Phase-In of Reserve Requirements
Nonmembers. For m ost nonm em ber banks and t h r i f t  in s titu ­
tions, reserve requirem ents are phased in over an eight-year 
period, beginning w ith  one eighth o f the  fu ll reserve requ ire ­
m ent in Novem ber, 1980 and increasing by one-eighth in 
September o f  each year a fte r 1980.

Phase-In Schedule for Nonmembers

During the period 
fro m ...

Novem ber 13, 1980 
September 3, 1981 
September 2, 1982 
September 1, 1983 
September 6, 1984 
September 5, 1985 
September 4, 1986

...to ...

Septem ber 2, 1981 
Septem ber 1, 1982 
A ugust 3 1 ,1 9 8 3  
Septem ber 5, 1984 
Septem ber 4, 1985 
Septem ber 3, 1986 
Septem ber 2, 1987

...nonm em bers m ust 
meet th is  m uch o f th e ir 
fu ll reserve requ ire ­
m ent.

12.5%
25.0%
37.5%
50.0%
62.5%
75.0%
87.5%

Member Banks. Members o f the  Federal Reserve System on 
September 1, 1980 o r banks th a t were members between 
Ju ly  1, 1979 and Septem ber 1, 1980, w ill have new reserve 
requirem ents phased-in over app rox im a te ly  3 1/2 years. To 
calculate the  reserves during  th is  pe riod , banks must f irs t 
com pute the  o ld  reserve requirem ents and then com pute  the 
new one. The d iffe rence  between the o ld  requirem ent and the 
new requ irem ent w ill be e lim inated gradually. On N ovem ­
ber 13, 1980, required reserves were adjusted by one-quarter 
o f the d iffe rence  between o ld  and new reserve requirem ents. 
A t  certain subsequent in tervals, required reserves w ill be ad­
justed by an add itiona l fra c tio n  o f th is  d iffe rence.
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