
FA<-TORS AFFECrING MEMBER BANK 
RESERVE FUNDS 

[In millions of dollars] 
Factors supplying reserve funds 

Reserve Bank credit - total. .................. . 
U.S. Government securities: 

Bought outright •.•........................ 
Held under repurchase agreement. ......... . 

Acceptances: 
Bought outright ...•.......••••............ 
Held under repurchase agreement .......... . 

Discounts and advances: 
Member bank borrowings ...•.•............ 
Other ••••.....•...•...................... 

Federal Reserve float. ...................... . 
Gold stock •.........•........................ 
Treasury currency outstanding ................. . 

Total. ..•.............................. 

Factors absorbing reserve funds 

Currency in circulation ....... ................ . 
Treasury cash holdings ..••.................... 
Deposits with Federal Reserve Banks: 

Treasury •.....................•............ 
Foreign ................................... . 
Other ..................................... . 

Other Federal Reserve accounts (net) ........... . 

Total. ................................ . 

Member bank reserves: 
With Federal Reserve Banks .••............... 
Currency and coin (vault cash) .•...........•.. 

Total reserves held .•..................••.. 
Required reserves . . ..................... . 
Excess reserves . ............ ........... . 

27,486 
2 

48 

95 
6 

1,095 

16,770 
12,669 

28,731 

17,910 
5,393 

52,035 

32,632 
410 

512 
252 
390 

1,069 

35,265 

19,439 
18,559 

880 

1 During the period Dec. I, 1959-Nov. 23, 1960, member banks were 
permitted to count a part, and thereafter to count all, of their holdings 
of currency and coin in meeting reserve requirements. This currency 
is a part of the total currency in circulation as published in the Treas
ury's HCirculation Statement of United States Money" and as shown 
above. 

ment of Federal Reserve Banks" and are pub
lished each month in the Federal Reserve Bul
letin. Supplementary data on member bank 
borrowings, reserves, and reserve requirements 
are shown in Tables 2 and 3. 

The following paragraphs discuss the rela
tionship of the different items of the consoli
dated statement and their shifting importance 
over long periods and describe briefly the 
source and nature of each item, classified by 
"Factors Supplying Reserve Funds" and "Fac
tors Absorbing Reserve Funds." 

RELATIONSIDP OF ITEMS 

The sum of the three items-total Reserve 
Bank credit, gold stock, and Treasury cur
rency-equals the sum of the other seven
currency in circulation, Treasury cash, Treas
ury deposits with Federal Reserve Banks, for
eign deposits, other deposits, other Federal 
Reserve accounts (net), and member bank re
serves with Federal Reserve Banks. Increases 
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in the first three items supply reserve funds and 
decreases in them absorb reserve funds. On the 
other hand, increases in the other items absorb 
reserve funds, while decreases supply such 
funds. 

Each item, however, represents factors that 
may result from different influences and that 
may affect different forces. Changes in some 
of them are caused primarily and directly by 
actions of the member banks or the Federal 
Reserve Banks. Federal Reserve Banks are 
the active element in changes in reserves that 
arise from purchases or sales of securities in 
the open market. Member banks are an active 
element when they expand loans and invest
ments. These actions cause increases in their 
deposits and hence in their required reserves, 
which have to be met through temporary bor
rowing at Federal Reserve Banks if the reserves 
are not otherwise available. Changes in other 
factors are primarily the result of influences not 
controlled by either member banks or Reserve 
Banks. Gold movements, currency in circula
tion, Treasury cash, and Treasury deposits with 
Reserve Banks belong in the latter category. 

Federal Reserve credit is the balance wheel 
between these more or less independent factors 
and member bank reserves. The extent to 
which the Federal Reserve System uses its 
credit powers depends on current Federal Re
serve policy and on changes in bank reserves 
caused by gold movements, currency move
ments, and other factors. 

Effect on reserves. Reserve Bank open mar
ket purchases of U.S. Government securities or 
of bankers' acceptances supply member banks 
with reserve funds and enable them to increase 
their reserves or, when they are in debt, to 
reduce their borrowings. Conversely, Reserve 
Bank sales of Government securities and ac
ceptances absorb member bank reserves. Such 
operations may be accompanied by additional 
borrowing by member banks from the Reserve 
Banks as the member banks seek to obtain, 
on a temporary basis, reserve funds needed 
to cover required reserves. An increase in gold 
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stock or in Treasury currency increases re
serve funds, thereby enabling member banks 
to increase their reserves or to repay borrow
ings, while decreases in these items may result 
in increased borrowings. 

Increases in the items shown in the second 
group-currency in circulation; Treasury cash; 
Treasury, foreign, and other deposits with Re
serve Banks; and other Federal Reserve ac
counts (net) -reduce reserve funds and hence 
may bring pressure on banks to liquidate assets 
or to borrow, while decreases in these items 
enable member banks to reduce their borrow
ings or to increase their reserves. 

The accompanying table shows changes 
from November to December 1960 in the vari
ous items of the statement, arranged in ac
cordance with their effect upon member bank 
reserves. This arrangement is useful in analyz
ing the effect of changes that occur over any 
period of time. 

Various tables in this section include sta
tistics relating to member bank borrowings at 
Federal Reserve Banks (included in discounts 
and advances), Reserve System open market 
operations (reflected in holdings of U.S. Gov
ernment securities and of acceptances), and 
member bank reserves. Table 1 includes fig
ures for all of these items, while Table 2 gives 
figures for total, required, and excess reserves, 
for borrowings at Reserve Banks, and for 
free reserves of member banks, grouped accord
ing to their classification for reserve purposes. 

Shifting importance of factors. The major 
factors affecting the volume of member bank 
reserves over the long run are Federal Reserve 
credit, the monetary gold stock, and currency 
in circulation. During the half century of the 
Federal Reserve's existence, the relative im
portance of these factors has undergone con
siderable change. 

During the first two decades of the System's 
operations, borrowings of member banks at 
the Reserve Banks were the most significant 
element in the statement, and changes in other 
factors were usually reflected in changes in 
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CHANGES IN FACTORS AFFECTING MEMBER 
BANK RESERVES, NOVEMBER-DECEMBER 1960 

[Monthly averages of daily figures; in miUions of dollars) 

Factor 

Factors supplying reserve fund. 

Reserve Bank credit: 
U.S. Government securities: 

Bought outright - System account. .••• 
Held under repurchase agreement •..... 

Acceptances: 
Bought outright. •..........•........ 
Held under repurchase agreement ..... . 

Discounts and advances: 
Member bank borrowings ..•......... 
Other. '" .......................•.. 

Federal Reserve lIoat .•..............•.. 

Total Reserve Bank credit ..... . 

Gold stock ............................. . 
Treasury currency outstanding ..........•.. 

Net change in Usupply" factors ....... . 

Factors absorbing reserve funds 

Currency in circulation .................. . 
Treasury cash holdings •.................. 
Deposits with Federal Reserve Banks: 

Treasury •.•....•...................... 
Foreign ..•...•....................... 
Other .............................•.. 

Other Federal Reserve accounts (net) ...... . 

Net change in "absorption" factors .•.. 

Amount I Effect 
of on 

change reserves 

Increase, or 
decrease ( - ) 

-372 -372 
-251 -251 

4 4 
-4 -4 

-55 -55 
-11 -II 
509 509 

-181 -181 

-104 -104 
5 5 

-280 -280 

545 -545 
3 -3 

60 -60 
7 -7 

99 -99 
56 -56 

770 -770 

Member bank reserves with F. R. Banks.. . . -1,049 '" ...... . 
Currency and coin allowable as reserves. • . . 1,328 ......... . 

Net change in total member bank 
reserves. • • . . . . . . . . . . . . . . . . . . . . • . . 279 ......... . 

Required reserves. . . . . . . . . . .. .. • .. . .. .. .. .. .. 279 .................. .. 
Excess reserves.. .. . .. . .. .. .. .. .. .. .. . .. .. .. .. .. .. .. ... ................ . .............. . 

member bank borrowings. Sources of mem
ber bank reserve funds began to shift in 1932. 
The change was reflected first in increased 
System purchases of Government securities, 
and later in the sharp increase in gold stock. 

Soon after the outbreak of World War II, 
however, the gold inflow ceased, and the U.S. 
gold stock began to decline. At the same time 
currency in circulation began to rise rapidly. 
To counteract the drain on reserves caused 
by these two factors and to help maintain a 
stable credit market during the war period, the 
Federal Reserve System bought large quantities 
of U.S. Government securities. 

Federal Reserve authorities carried over 
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into the postwar period a policy of supporting 
prices of Government securities at close to par, 
thus maintaining a high degree of stability in 
yields accompanied by continuing credit and 
monetary ease. In this situation Federal Re
serve credit was freely available at the call 
of the market, and all holders of Government 
securities were able readily to adjust their 
operating positions through transactions in 
Government securities. Because of their easy 
reserve positions, member banks continued 
during the early postwar period to have little 
need for borrowing at the Reserve Banks. 

There was growing recognition in this period 
that Federal Reserve support of Government 
securities prices at arbitrary levels was incom
patible with effective Federal Reserve regula
tion of the volume of bank reserves. In March 
1951 the Treasury and the Federal Reserve 
agreed to discontinue the policy. The major 
objective of the "accord" was to minimize the 
creation of reserve funds at the initiative of 
banks and other investors through sales of 
Government securities that the Federal Re
serve had to purchase in order to maintain 
prices. 

After a brief period of adjustment, Federal 
Reserve operations were readapted to the flex
ible use of its general methods of influencing 
bank reserve positions in accordance with sea
sonal, cyclical, and growth needs of the econ
omy. Since then Federal Reserve credit has 
continued to be the major factor supplying 
reserves to member banks, but such credit 
has reflected discount operations as well as 
open market operations. The reserve position 
of banks has also been affected by changes in 
reserve requirements. Growth in currency in 
circulation was a major factor absorbing re
serves throughout the period to the end of 
1960, and an outflow of gold, particularly after 
early 1958, also absorbed reserves. 

Since World War II Federal Reserve float 
has become a more prominent factor affecting 
member bank reserves. Float is under the 
technical control of the Federal Reserve Sys-
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tem, but check collection practices of member 
banks and the cycle of business payments for 
the most part determine its actual amount. 
Float is an important factor mainly in the 
short run; it varies from week to week but 
changes little on balance over an extended 
period. 

During the period from mid-1917 through 
late 1959, all member bank reserves were 
maintained on deposit at Federal Reserve 
Banks. By the end of 1960, member banks 
were permitted to count all their currency and 
coin as reserves. Thus, while the prepon
derant amount of reserves are still held at 
Federal Reserve Banks, some reserves are also 
kept as vault cash.3 

FACTORS SUPPLYING RESERVE FUNDS 

Reserve Bank credit. The total volume of 
Reserve Bank credit outstanding represents 
principally the loans and investments of the 
Federal Reserve Banks. The various types of 
Reserve Bank credit in use on November 30, 
1960, are shown in Table C, page 13, and 
are discussed below. Additional information 
and statistics on the various types of Federal 
Reserve credit appear in the text and tables 
of Section 9 of Banking and Monetary Sta
tistics. 

U. S. Government securities. One of the 
chief ways in which the Federal Reserve affects 
member bank reserve positions is by purchas
ing and selling Government securities in the 
open market. Since 1936, purchases and sales 
have been made by the manager of the Sys
tem's open market account under instruction 
of the Federal Open Market Committee and 
have been effected through the facilities of 
the Federal Reserve Bank of New York. Each 
Federal Reserve Bank participates in the ac
count in accordance with the ratio of its total 
assets to the total for all the Reserve Banks 

• For a further discussion of the relation of currency in 
circulation and member bank holdings of currency as reserves, 
see p. 7. 
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