
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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combined. 4 Issues may be purchased outright 
or under a repurchase agreement. 

During most of the 1920's and until 1945, 
Federal Reserve Banks were authorized to 
buy U. S. Government securities under repur
chase agreement, but they made only limited 
use of the authority. In fact, they made no 
purchases under it after 1935, and the author
ity was rescinded effective March 1, 1945. 

Late in 1947 the Reserve Banks were again 
authorized by the Federal Open Market Com
mittee to buy U. S. Government securities 
under repurchase agreement; the first transac
tions occurred in June 1949. Tables I-B, 
I-C, and I-D show a breakdown of Govern
ment security holdings into those bought out
right and those held under repurchase agree
ment. Only nonbank dealers in U. S. Govern
ment securities can enter into repurchase 
agreements, and the selling dealer agrees to re
purchase the securities in 15 days or less. As 
with outright purchases, acquisitions by Re
serve Banks under these agreements result in 
increases in member bank reserves, although 
the funds are put out on a temporary basis. 
Such purchases lessen the needs of member 
banks to borrow, or they reduce the volume 
of outright purchases of securities that the 
Federal Reserve Banks would need to make 
to supply reserves. 

Beginning in 1942, to encourage bank pur
chases of short-term Government securities, 
the Federal Open Market Committee directed 
the Reserve Banks to buy at a stated rate all 
Treasury bills offered and to give the seller, 
if he so desired, an option to repurchase at 
the same rate a like amount of bills of the 
same maturity. The authority for these trans
actions, known as repurchase options, was 
terminated in 1947. 

Discounts and advances represent princi
pally member bank borrowings to cover tem-

• For operating convenience the Federal Reserve Bank of 
New York in recent years has held all Government securities 
bought under repurchase agreement as well as all special 
short-term Treasury certificates of indebtedness. 
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porary reserve deficiencies. Most of these 
borrowings are advances backed by U. S. Gov
ernment securities as collateral. 

Some member banks also rediscount com
mercial paper for this purpose, but this prac
tice, so prominent before 1933, has been used 
rarely since then. Discounts and advances also 
include loans on gold to foreign monetary 
authorities, discounts for the Federal inter
mediate credit banks, and advances to indi
viduals, partnerships, and corporations, includ
ing nonmember banks. 

During the life of the industrial loan pro
gram, these loans appeared in various places 
in the weekly statement: first, as a part of 
"other Reserve Bank credit"; beginning in No
vember 1934, as a separate item of Reserve 
Bank credit; and after early 1944, as a part 
of other loans, discounts, and advances. In
dustrial loans represented advances to provide 
working capital to industrial and commercial 
concerns in accordance with the provisions of 
Section 13b of the Federal Reserve Act, en
acted June 19, 1934. The amounts of these 
loans outstanding were relatively small and are 
not shown separately in the tables. The pro
gram was discontinued on August 21, 1959, 
after Section 13b was repealed. 

Acceptances, which are shown separately 
in Table I-A on page 14, represent bankers' 
acceptances purchased by the Federal Reserve 
Banks from dealers or banks, either outright 
or under repurchase agreement, and accept
ances payable in foreign currencies purchased 
from foreign central banks and guaranteed by 
them. Until March 30, 1955, Reserve Banks 
generally purchased all acceptances of satis
factory quality offered, at the buying rate 
established by the Banks. The rate was so es
tablished in relation to market rates as to 
encourage or discourage offerings. 

Since that date, however, the Federal Re
serve Banks have purchased bankers' accept
ances at market rates of discount, as authorized 
by the Federal Open Market Committee. 
Acquisitions under repurchase agreement have 
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been on the same terms and rates established 
for similar contracts involving U. ,So Govern
ment securities. 

Federal Reserve Bank float. Banks for
warding checks to a Reserve Bank for collec
tion are given credit in their reserve accounts 
according to a time schedule. Federal Reserve 
float arises when the date of the actual collec
tion and the date of the reserve credit differ. 
Float is usually positive because the actual 
collection often takes longer than the official 
schedule. Before September 1, 1939, how
ever, it was sometimes negative because collec
tions were faster than the schedule in effect at 
that time, which allowed eight days for collec
tion in some instances. 

The official collection schedule has been 
reduced from time to time over the years as 
transportation facilities have improved. On 
September 1, 1939, the System adopted a 
schedule having a maximum deferment of 
three business days. This remained in effect 
until January 12, 1951, when the maximum 
deferment of reserve credit was reduced to two 
business days. With these changes in the sched
ules and with the increasing volume of checks 
handled, there have been large increases in the 
volume of float. In recent years the annual 
average has often exceeded $1 billion. 

Float characteristically shows wide seasonal 
and week-to-week variations, depending on 
the volume of checks handled. Within a period 
of three weeks the daily average amount out
standing may vary by as much as $500 million 
or more, and within a year it may vary by as 
much as $1 billion. Thus it has large tempo
rary effects on the availability of reserves. 

All other Reserve Bank credit is included in 
total Reserve Bank credit but is no longer 
shown in the weekly statement because its 
principal component-flo at-is shown sepa
rately. It includes funds held on deposit in 
foreign banks and any other security holdings, 
such as Federal intermediate credit bank de
bentures and municipal warrants. In recent 
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years amounts "due from" foreign banks hav{ 
been the only component. 

Gold stock. Gold (except that held under 
earmark for foreign account or for interna
tional institutions) has been one of the most 
important factors supplying or absorbing re
serves of member banks over extended periods 
of time. At present the monetary gold stock 
represents only gold held by the U. S. Treas
ury. Before January 30, 1934, it also included 
gold held by the Federal Reserve Banks and 
gold coin in circulation in the United States; 
the latter figure was estimated. On January 30, 
1934, title to all gold held by Federal Reserve 
Banks was transferred to the U. S. Govern
ment. Since then the Reserve Banks have held 
only gold certificates or gold certificate credits 
on the books of the Treasury, against both of 
which the Treasury holds gold. Most of the 
gold stock liability is now represented by gold 
certificate reserves of the Federal Reserve 
Banks, but varying amounts of monetized gold 
have been held unpledged by the Treasury and 
are included in Treasury cash. The Exchange 
Stabilization Fund of the Secretary of the Treas
ury customarily holds small amounts of gold 
not reported as part of the monetary gold 
stock. Purchases of gold from and sales to 
foreign banks and international institutions are 
usually effected through this Fund. Gold is 
shifted between this Fund and the Treasury 
gold stock. These shifts usually affect Re
serve Banks' gold certificate credits. A dis
cussion of other gold statistics appears in Sec
tion 14 of Banking and Monetary Statistics. 

Treasury curreucy outstaudiug. Changes in 
Treasury currency outstanding have the same 
effect on bank reserve positions as changes in 
the gold stock. Treasury currency represents 
the stock of money for which the Treasury is 
primarily responsible. This item comprises 
standard silver dollars, silver bullion against 
the pledge of which silver certificates and 
Treasury notes of 1890 are outstanding, sub
sidiary silver, minor coin, United States notes, 
and those national bank notes and Federal Re-
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serve Bank notes for the retirement of which 
funds have been deposited with the Treasurer 
of the United States. Since March 1, 1935, all 
Federal Reserve Bank notes outstanding have 
been in this category. 

National bank notes, formerly issued by 
national banks upon pledge of Government 
bonds, were liabilities of issuing banks until 
lawful money was deposited with the Treasury 
for their retirement. Since August 1, 1935, 
there have been no bonds bearing the circula
tion privilege, and liability for all national bank 
notes has rested with the Treasury. Both 
Federal Reserve Bank notes and national bank 
notes are being retired as they are returned 
to the Treasury. 

The components of Treasury currency out
standing on November 30, 1960, are shown 
in Table D, page 13. The figures in that 
table include amounts held in the Treasury 
and by the Federal Reserve Banks as well as 
in circulation. 

FACTORS ABSORBING RESERVE FUNDS 

Currency in circulation. Currency in cir
culation includes all U. S. money outside of 
the Federal Reserve Banks and the Treasury, 
with two exceptions: (1) Gold coin and sil
ver coin known to have been exported were 
always excluded. And (2) beginning with 
January 31, 1934, all gold coin outstanding 
was excluded.5 To state it another way, fig
ures for currency in circulation include cur
rency held by the public, vault cash held by 
banks, and any unreported U. S. money car
ried or shipped abroad. The components of 
currency in circulation are shown in the last 
column of Table B, page 13. 

Changes in currency in circulation reflect the 
demands of the public for pocket and till 
money, principally for current payments. As 

G No correction was made in the currency in circulation 
figures for the discontinuance of circulating gold certificates; 
the reasons for eliminating figures for gold coin are not appli
cable to gold certificates. 
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indicated earlier, currency in circulation grew 
at a rapid rate during World War II, and it 
has continued to expand at a moderate rate 
since then. This growth has absorbed a sub
stantial amount of bank reserves over the long 
term. In addition, currency in circulation 
shows wide seasonal swings, and these have 
an important influence on short-term changes 
in member bank reserves and borrowings. 

As indicated above, the figures for currency 
in circulation as reported on the Treasury 
statement include currency held by banks as 
well as that held by the nonbank public. Be
ginning with November 24, 1960, member banks 
were permitted to count as reserves all their 
holdings of currency and coin. Since that date, 
therefore, changes in currency in circulation 
that reflect changes in member bank vault 
cash do not, strictly speaking, affect the total 
reserves of member banks. In analyzing the 
factors that supply or absorb member bank re
serve funds, it would be reasonable to use a 
currency figure that is net of member bank 
vault cash and to use total reserves, includ
ing vault cash, in the condition statement 
instead of only member bank balances at the 
Reserve Banks. For consistency with the past, 
however, as well as because the data for vault 
cash are not available promptly, it is more 
convenient to continue to use total currency 
and member bank balances, supplemented by 
estimates of vault cash. 

Treasury cash holdings and Treasury de
posits with Federal Reserve Banks. Treasury 
cash holdings (except for the gold reserve 
against U. S. notes) and Treasury deposits with 
Reserve Banks represent funds that the Treas
ury has at its disposal without drawing on its 
balances with depositary banks. When the 
Treasury builds up its cash or its deposit bal
ances with the Reserve Banks, this has the 
effect of reducing bank reserves; when the 
Treasury spends these funds, member bank re
serve balances increase. 

Cash. Treasury cash holdings include gold 
bullion, standard silver dollars, silver bullion, 
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