1/21/48

PROSPECTIVE RESERVE POSITION OF MEMBER BANKS
FIRST QUAKTER 1948

During the first quarter of 1948 an excess of Treasury tax receipts
over current expenditures will enable the Treasury to build up large deposits
with Federal Keserve Banks and thue withdraw reserve funds from commercial
banks. This drain will make it necessary for commercial banks to liquidste
some of their assets. Presumably this liguidation will take the form of sales
of Government securities, most of which will be purchased by the Federel Re-
serve System. The nesd for liquidation of Government securities should put
some pressure on banke and discourage them from expanding loans. Their
ability to sell Government securities to the Federal Reserve may somewhat
reduce this pressure.

There will be other substantial offsets to the drain from Treasury
transactions, as set forth in the attached statement. In addition continued
sales of securities by nonbank investors, particulerly insurance companies,
to the Federal Reserve will make substantiel amounts of bank reserves avail-
sble and reduce the pressure on banks to liquidate. Federal leserve pur-
chases of restricted bonds (not eligible to be held by banks) have alrsady
exceeded 800 million dollers during the first three weeka of January. The
estimate given below assumes some slackening in these sales or an offset in
the form of purchases of Treasury bills and certificates by nonbank investors.

These prospective developments offer the last opportunity until
next year for the Treasury and the Federal Reserve to exert any pressure on
banks under existing powers, except by attempting to sell Government secu-

rities from the System portfolio, which would result in a sharp decline in
bond prices.
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PROSP: ERVE POSIT

FIRST QUAKTER 1948

Factors Affecting Bank Reserves and Federal Heserve Credit
December 31, 1947 to March 31, 1948

In millions
of dollaurs
Fectors decreasing bank reserves
Treasury cash transzctions 6,800
{excluding retirement of securities held by Federal
Reserve Banks but including other public debt
transactions by Treasury)
Qther factors 200
Total 7,000
Factora making reserves availuble
Gold acquisitions 500
Currency in circulation~-decrease 700
Required reserves of member banks--—decrease 400
Excess reserves of member banks-~decrease 700
Total 2,300
Federal Reserve System purchases of Government securites
needed to maintain bank reserves 4,700
Purchases from nonbank investors
(excluding about 400 million of purchases by Treasury
for trust funds) may be about 1,700
Purchases from banks 3,000
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PROSPECTIVE RESKRVE POSITICN OF MEMBRE BANKS
ST.COND QUARTER 1948

In the second quarter of 1948 thers will be a reversal of conditions
prevailing in the first querter, The Treasury will show en excess of expend-
itures over receipts and will draw down its balance with the Federal Reserve.
The resulting increase in bank reserves will be augmented by further gold
imports and partly offsst by a seasonal increase in currency and an increase
in required reserves of member banks.

In order to absorb the additional reserve funds thus made avallable
to banks, the Federal Reserve would have to sell about 2 billion dollars of
Government securities in the market. These sales can be made only to the

, extent that banks and other investors may wish to buy. If benks are using
avallable funde to expand loans and other investors are also out of the mar-
ket for Govarnment securlties, it will be difficult, if not impossible, for
the System to effect any sales of sscurities in the market, To the extent
that tax reductions become effective in the second guarter, the excess of
Treasury expenditures will be increased,

Additional powers to absorb bank reserves will be needed by the
System in order to restrict inflationary credit expansion without demoraliza~
tion of the Government bond market.

Factors Affecting Bank Reserves und Federal Reserve Credit
March 31 to June 30, 1948

In millions
of dollars
Fsctors increasing reserves
Treasury transactions 2,100
(excluding retirement of securities held by Federal
keserve but including other public debt transactions
by Treasury)
Gold acquisitions 500
Total 2,600
Factore reducing available reseryes
Required reserves--increase 500
Currency in circulation-~increase 100
Total 600
Federal Reserve sales of (overnment securities needed to
prevent increase in available reserves 2,000
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NEED FOR ADDITIONAL POWFR TQ INCREASE

Federal Ressrve authorities should be given additional power to
increase reserve requirements of member banks and alsc power to reqguire
nonmember banks to hold reserves with Federal Heserve Banks in an amount
corresponding to any Increase in requirements for member banks over the
present statutory maximum. The existing maximum and proposed new maximmum
recguirements for the different classes are shown on the attached table.

Increases in reserve requirements for benks would decrease the
abllity of commercizl banks to expand credit in two ways:

(1) Recuce funds availzble for credit expansion, either
by decreasing excess reserves and by making it necessary for
banks to sell part of thelr Government securities in order to
meet the increased requirements.

(2) Lower the ratio of multiple credit expansion on the
basies of & given increase in reserves from the present 6 or
more to one to about 4 or 5 to one,

The suggested percentzges would permit a somewhat larger releative
increase in requirements for country banks than in those for city banks,
Tuis 18 proposed for the following rezscnst (1) Country banks have expanded
in recent years more than city banks, and (2) they have more capacity for
further expansion than city banks, holding relatively more cuash assets and
short«term Covernment securities than city banks.

The maximum proposed reguirements would permit an increase in the
amount of reserves required to be held with Federal Reserve Banks of about
10.6 billion dollars above the maximum now permitted and of nearly 12 billion
over present holdings.
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Present and Proposed Maximum Régyired keserves,
by Class of Bank

(In millions of dollars)
Kequired reserves

Class of bank
Presentm/ Propose Y, Increase

Member banks:
Central reserve citys.... 6,916 9,355 2,439
ROBGWO city..... LE R R RN N ] 6,606 10’023 3,417
comtrylotooooo.ooooooooo 10,378 7’715 3,337
Nonmember banks:MOAaoco srrsee 0 1,419 1,1519
Total.’...lo.'.'.l... 17’900 28,512 10,612

1/ Based on deposits as of December 31, 1947, for member banks and
estimated deposits as of November 26, 1947, for noanmember banks.

2/ For demsnd deposits -~ central reserve city banks, <6 per cent;
reserve city banks, 20 per cent; and country banks, 14 per cent. Time deposits--
all member banks, 6 per cent.

3/ For demand deposits -- central reserve city banks, 35 per cent; re-
serve city banks, 30 per cent; country banks, 25 per cent; and nonmember banks,
11 per cent. For time deposits — all member banke, 10 per cent; nonmember
banks, 4 per cent.

A/ Reserve requirements vary from State to State; figures shown cover
only reserves that nonmember banks would be required to hold with Federal ke~
serve Banks.
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