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November 25 # 19k7 

PROPOSAL FOR A SPECIAL RESERVE REQUIREMENT AGAINST 
THE DEMAND AND TIME DEPOSITS OF BANKS 

I n order to provide a more e f f e c t i v e means o f r e s t r a i n i n g i n f l a -

t i ona ry expansion of bank c r e d i t , the Board of Governors of the Federal 

Reserve System proposes t h a t the Congress pass l e g i s l a t i o n g ran t ing the 

System's Federal Open Market Committee temporary a u t h o r i t y t o impose 

g radua l l y as condi t ions may warrant a requirement t h a t a l l commercial banks 

ho ld a spec ia l reserve. This reserve should be i n a d d i t i o n to reserves 

requ i red under e x i s t i n g laws and an average amount of operat ing funds 

customar i ly he ld by the banks, and cons is t o f cash or cash i tems, i n t e r -

bank balances, balances w i t h the Federal Reserve Banks, and Treasury b i l l s , 

c e r t i f i c a t e s , or notes. L e g i s l a t i o n should provide t h a t t h i s a u t h o r i t y be 

granted f o r a three-year per iod# The Federal Open Market Committee should 

have a u t h o r i t y to vary the requirement i n accordance w i t h the needs pf the 

s i t u a t i o n and w i t h i n the l i m i t s o f a maximum f i x e d by law. 

Need f o r the proposed measure,—This spec ia l requirement i s 

necessary to enable the Federal Reserve System to l i m i t the a b i l i t y o f 

banks to ob ta in a d d i t i o n a l reserves by s e l l i n g pa r t o f the large holdings 

o f Government s e c u r i t i e s and to reduce or o f f s e t the i n f l a t i o n a r y e f f e c t s 

o f increased bank reserves r e s u l t i n g from tha t source or from go ld or 

currency movements• 

L im i ta t i ons on bank reserves are needed t o r e s t r a i n banks i n 

meeting excessive demands f o r bank c r e d i t . A t the present h igh l e v e l o f 

employment and output , f u r t h e r expansion o f the t o t a l volume o f bank c r e d i t 

i s i n f l a t i o n a r y because i t would add t o expendi tures, which are already i n 

excess of t h * product ive capaci ty o f t h i s c o u n t r y ^ e x i s t i n g i n d u s t r i a l 

s t r uc tu re and labor f o r c e . 
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I n order t o meet p r i v a t e c r e d i t demands, banks have been s e l l i n g 

Government s e c u r i t i e s i n the market• The Federal Reserve System, which 

provides the u l t i m a t e market f o r Government s e c u r i t i e s , has had t o purchase 

such s e c u r i t i e s # I n ma in ta in ing o r d e r l y and s tab le market cond i t i ons the 

Federal Reserve System must be prepared a t a l l t imes t o purchase the 

Government s e c u r i t i e s not absorbed by o ther i n v e s t o r s . Whenever tho Federal 

Reserve purchases Government s e c u r i t i e s , a d d i t i o n a l bank reserves are thus 

created and these i n t u r n supply the bas is f o r an expansion i n bank c r e d i t 

o f many t imes t h e i r amount. 

I n t h i s s i t u a t i o n , the Federal Reserve System has no e f f e c t i v e 

powers t o prevent an increase i n bank reserves e i t h e r through go ld a c q u i s i -

t i o n s or through bank sales o f s e c u r i t i e s • Use o f the customary weapon o f 

open market operat ions would invo lve the sa le i n the market o f the Reserve 

System1 s ho ld ings o f Government s e c u r i t i e s and, t h e r e f o r e , i s not a f e a s i b l e 

means o f o f f s e t t i n g increases i n bank reserves• Under present c o n d i t i o n s , 

such operat ions are i m p r a c t i c a l because of t h e i r poss ib le d i s r u p t i v e e f f e c t s 

upon the Government s e c u r i t i e s market* Order ly and r e l a t i v e l y s tab le con-

d i t i o n s i n t h i s market are e s s e n t i a l t o Ma in ta i n the p u b l i c 1 s conf idence 

i n Government c r e d i t * Furthermore, avoidance o f any undue increase i n the 

i n t e r e s t cos t on the Government's huge p u b l i c debt i s des i rab le as a mat ter 

o f n a t i o n a l p o l i c y and genera l p u b l i c i n t e r e s t . 

L i kew ise , h igher Federal Reserve d iscount ra tes would have l i t t l e 

o£ no e f f e c t , because the banks themselves have no occasion t o borrow funds 

t o ma in ta i n reserve p o s i t i o n s as* long as they can s e l l Government s e c u r i t i e s 

f o r t h i s purpose« 
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Under the proposed a u t h o r i t y , banks could be l i m i t e d i n t h e i r 

a b i l i t y t o expand c r e d i t on the basis of new reserves r e s u l t i n g from gold 

or currency movements, from sales o f t h e i r own hold ings of Government secur i -

t i e s , or f rom Federal Reserve support o f the pr ices of long- term Government 

s e c u r i t i e s . I n a d d i t i o n , i t would d ivorce the Government secu r i t i e s market 

from p r i va te c r e d i t and permit the Federal Reserve System to use more efr 

f e c t i v e l y d iscount rates and open market operat ions t o a f f e c t p r i m a r i l y 

condi t ions i n the p r i v a t e c r e d i t markfet. Thus, the a u t h o r i t y would make 

i t poss ib le t o l i m i t the volume and ra ise the cost o f p r i va te c r e d i t w i thou t 

necessar i l y increas ing the i n t e r e s t cost t o the Government on a large pa r t 

of the vas t pub l i c debt outs tanding. 

Features o f the spec ia l reserve p lan ,—Sa l i en t features o f the 

proposed temporary a u t h o r i t y may be b r i e f l y summarized as f o l l o w s : 

(1) The power t o impose and t o vary the spec ia l reserve 
requirement would bo vested i n the Federal Open 
Market Committee and would be l i m i t e d by law to a 
temporary per iod o f three years . 

(2) The requirement would apply to a l l banks rece iv ing 
demand depos i ts , i nc lud ing member banks o f the 
Federal Re$erve System and nonmember banks—insured 
and noninsurea. I t would not apply, however, t o 
banks t h a t do exc lus i ve ly a savings business. 

(3) The spec ia l reserve requirement would apply t o both 
demand and t ime deposits and would be subject t o a 
maximum l i m i t f i x e d by s t a t u t e t A maximum of 25 
per cent o f gross demand deposits and a maximum of 
10 per cent o f t ime deposits w i l l probably be ade-
quate f o r the temporary per iod covered by the 
proposed s t a t u t e . 

(ll.) E l i g i b l e spec ia l reserve assets would includes 
(a) The excess o f spec i f i ed cash assets over an 

allowance f o r e x i s t i n g reserve requirements 
and an average of customary operat ing funds 
o f the banks; and 

(b) Obl igat ions of the United States i n the form of 
Treasury b i l l s , c e r t i f i c a t e s , and notes (w i t h 
o r i g i n a l ma tu r i t i es of 2 years or l e s s ) . 
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Cash assets e l i g i b l e f o r meeting the spec ia l reserve 
requirement would inc lude ; 
(a) Balances w i t h Reserve Banks* 
(b) Coin and currency* 
(c) Cash items i n process of Co l lec t ion* 
(d) Balances due f rom i n excess o f balances 

due to banks i n U« S« 

Only the excess o f the sum of these items over a spec i f i ed 
amount o f customary operat ing funds, inc lud ing the 
e x i s t i n g s t a t u t o r y allowance f o r requ i red reserves, 
would be ava i l ab le f o r i n c l u s i o n i n the spec ia l reserve. 

The allowance f o r e x i s t i n g requ i red reserves and customary 
operat ing funds would be f i x e d by s ta tu te a t 20 per 
cent o f gross demand deposits plus 6 per cent o f t ime 
depos i t s . 

The requirement would be int roduced g radua l l y as c r e d i t 
condi t ions warrant* The au tho r i z ing s ta tu te could pro-
v ide t h a t , a f t e r a spec ia l reserve has been es tab l ished 
o f 10 per cent against gross demand deposi ts and 4 per 
cent against t ime deposi ts , f u r t h e r changes would not 
exceed 5 P e r cent o f gross demand deposi ts and 2 per 
cent o f t ime deposits a t one t ime. Ample no t i ce should 
be g iven before the e f f e c t i v e date of such changes t o 
a l low banks adequate t ime t o make adjustments. 

The f o l l ow ing considerat ions should determine the t im ing 
o f the i n t r o d u c t i o n o f , or changes i n , the spec ia l reserve 
requirement: 
(a) The volume and ownership of special , reserve 

assets and o f other assets r e a d i l y con~ 
v e r t i b l e i n t o e l i g i b l e assets; 

(b) Past and prospect ive gold movements, currency 
f l u c t u a t i o n s , or other fac to rs causing changes 
i n the volume of bank reserves; 

(c ) Condit ions i n the Government s e c u r i t i e s market; 
(d) The general c r e d i t s i t u a t i o n . 

Special reserves and requirements would be computed on a 
d a i l y average basis f o r monthly per iods* or f o r other 
per iods by classes of banks as the Open Market Committee 
might p resc r ibe . 

The pena l ty against average de f i c ienc ies i n the requirement 
would be one-ha l f per cent per month, payable to the 
United Sta tes . 

The Federal Open Market Committee would be author ised to 
issue regu la t ions governing the admin i s t ra t i on o f the 
requirement* t o requ i re necessary repo r t s , and to delegate 
adm in i s t ra t i on w i t h respect t o nonmember banks t o other 
appropr ia te Federal or State banking agencies. 
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Operat ion o f the proposal*—Establ ishment o f the spec ia l reserve 

requirement would accomplish two p r i n c i p a l purposes: ( l ) i t would reduce 

the amount of Government secu r i t i e s t h a t banks would be w i l l i n g t o s e l l t o 

Obtain a d d i t i o n a l reserves; and (2) i t would decrease the r a t i o of m u l t i p l e 

c r e d i t expansion on the basis o f a g iven amount o f reserves• These resu l t s 

could be accomplished w i thou t reducing the volume of earning assets o f banks* 

The spec ia l reserve requirement would not deprive banks of any 

earning assets but would reduce the ava i l ab le amount o f h i gh l y l i q u i d and 

r e a d i l y saleable assets which banks bold as secondary reserves to meet 

losses of deposits and new c r e d i t demands* Because o f the reduc t ion i n 

ava i l ab le secondary reserves, banks would then be less w i l l i n g t p s e l l 

Government secu r i t i e s he ld i n excess o f the requirement i n order to. acquire 

h i g h e r - y i e l d i n g loan or investment assets* Thus, an e f f e c t o f the spec ia l 

reserve requirement would be to reduce the c rea t i on of new reserves and 

expansion of bank c r e d i t through monet izat ion of the pub l i c debt* 

Other instruments of Federal Reserve p o l i c y could be so used 

as t o f a c i l i t a t e adjustment t o the new requirement and subsequently wpuld 

be employed t o apply such a d d i t i o n a l r e s t r i c t i o n s or such easing as the 

general c r e d i t s i t u a t i o n might requ i re* One o f the purposes of the pro-

posed new requirement i s t o make possib le the more e f f e c t i v e use of the 

exis. t ing instruments i n o f f s e t t i n g changes i n bank rese rves—par t i cu l a r l y 

open market operat ions and discount ra tes -^w i thpu t se r ious l y upset t ing the 

Government secu r i t i e s market and unduly r a i s i n g the i n t e r e s t cost on the 

pub l i c debt* 
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The Federa l Open Market Committee, wh ich would have a u t h o r i t y 

t o app ly and v a r y the requ i rement , i s composed o f a l l seven members o f 

the Board o f Governors o f the Federa l Reserve System and f i v e represen ta -

t i v e s o f the Federa l Reserve Banks. The Committee fs p resent a u t h o r i t y 

covers the System's Government s e c u r i t y and o the r open market o p e r a t i o n s . 

The use o f the proposed s p e c i a l reserve requ i rement would be c l o s e l y 

r e l a t e d t o these o p e r a t i o n s . 

Reduct ion i n the r a t i o o f m u l t i p l e c r e d i t expansion on the bas i s 

o f any a d d i t i o n t o the supply o f reserves would be an e s p e c i a l l y impor tan t 

e f f e c t o f the s p e c i a l reserve requ i remen t . How g rea t a r e d u c t i o n would r e -

s u l t f rom the present r a t i o o f s i x o r more t o one would depend on the 

percentage requi rement e s t a b l i s h e d . The r a t i o might be lowered t o about 

two and o n e - h a l f t o one i f the maximum s p e c i a l reserve requi rement should 

be a u t h o r i z e d . 

The mere ex is tence o f power t o impose a s p e c i a l reserve r e q u i r e -

ment would i t s e l f e x e r t a s t rong r e s t r a i n i n g i n f l u e n c e on bank c r e d i t 

expans ion. Banks would need t o gu ide t h e i r p o l i c i e s w i t h an eye t o the 

p o s s i b l e i m p o s i t i o n o f the requ i rement . The ex ten t o f use o f the s p e c i a l 

reserve requ i rement would n e c e s s a r i l y depend on developments i n the genera l 

c r e d i t s i t u a t i o n . 

R e s t r a i n t on f u r t h e r bank c r e d i t expansion by the proposed 

requ i rement , supplemented as the s i t u a t i o n may war ran t by o the r c r e d i t 

c o n t r o l measures, would no t p reven t the accommodation by banks o f the 

economy's e s s e n t i a l c r e d i t needs. The a d d i t i o n a l reserve requ i rement , 

however, would impose on banks a g r e a t e r r e s p o n s i b i l i t y f o r meet ing 
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e s s e n t i a l c r e d i t demands ou t o f e x i s t i n g loanable funds* t o expand l oans , 

banks would need t o s e l l s e c u r i t i e s o f types tbet might be bought by o ther 

i n v e s t o r s , r a t h e r t han s h o r t - t e r m Government s e c u r i t i e s wh ich under present 

cond i t i ons are purchased p r i n c i p a l l y by the Reserve Banks* The major e f f e c t 

o f an a c t i v e program t o r e s t r a i n bank c r e d i t expansion, f o r wh ich the sug-

gested reserve requi rement i s needed, would be t o reduce m a t e r i a l l y the 

ready a v a i l a b i l i t y o f bank c r e d i t t o p r i v a t e borrowers a t low i n t e r e s t 

r a t e s • 

Advantages o f the proposa l .—The proposed measure has many impor tan t 

advantages o f a l t e r n a t i v e means o f curb ing c r e d i t expans ion. R e s t r a i n t on 

f u r t h e r bank c r e d i t expansion might be a t tempted by a l l o w i n g s h o r t - t e r m 

i n t e r e s t r a tes on bo th p u b l i c and p r i v a t e c r e d i t t o r i s e s u b s t a n t i a l l y , thus 

i nc reas ing the cos t o f bor rowing and thereby seeking t o de te r bo r row ing . 

Such a p o l i c y , however, would g r e a t l y increase the cos t t o the Government 

o f c a r r y i n g the p u b l i c debt and have d i s r u p t i v e e f f e c t s on the Government 

s e c u r i t i e s market* Under the proposed a u t h o r i t y , i n t e r e s t on p r i v a t e 

c r e d i t cou ld be r a i s e d w i t h o u t i nc reas ing ra tes on Government s e c u r i t i e s . 

I n o the r words, any p e n a l t y r a tes would be p a i d by those who are c u r r e n t l y 

respons ib le f o r i n f l a t i o n a r y bor rowing and who might be d e t e r r e d by the 

h i ghe r r a t e s and n o t by the Government, wh ich i s reduc ing indebtedness. 

I f i n f l a t i o n a r y expansion o f t o t a l bank c r e d i t t o p r i v a t e b o r -

rowers i s t o be r e s t r i c t e d , the r e s t r a i n t must be p laced p r i m a r i l y on the 

lender * Under p resent c o n d i t i o n s , even such a s u b s t a n t i a l r i s e i n s h o r t -

t e rm i n t e r e s t r a tes as one o r two percentage p o i n t s would no t de te r many 

bor rowers , and might encourage f u r t h e r l end ing because o f the a d d i t i o n a l 
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p r o f i t inducement t o the l ende r * Under the proposed measure, t he r e s t r a i n t 

i s p laced p r i m a r i l y upon the l ender wh ich i n t h i s case i s the banking system* 

The proposa l would thus have the e f f e c t o f r e t a r d i n g f u r t h e r bank c r e d i t 

expansion by l i m i t i n g the a b i l i t y o f the banks t o make c r e d i t a v a i l a b l e . 

From the s tandpo in t o f i t s e f f e c t on the earn ing p o s i t i o n o f 

banks, t he p l a n i s s u p e r i o r t o an increase i n p r imary reserve requ i rements , 

because i t would enable banks t o r e t a i n earn ing assets t h a t would have t o 

be s o l d t o meet an increase i n p r imary reserve requi rements* A t the same 

t ime i t would pe rm i t an increase i n i n t e r e s t r a t e s on p r i v a t e debt and 

would make p o s s i b l e an increase i n earnings a t banks where i n t e r e s t ra tes 

on loans are e s p e c i a l l y low* This cou ld be accomplished w i t h o u t i nc reas ing 

the i n t e r e s t cos t on the p u b l i c debt* The con t inued p r o f i t a b i l i t y o f bank 

opera t ions i s e s s e n t i a l i f the banks are t o meet t h e i r i n c reas ing costs 

and b u i l d up adequate reserves w h i l e se rv ing t h e i r communities c o n s t r u c t i v e l y * 

The s p e c i f i c fo rm o f the proposed s p e c i a l reserve requ i rement , 

as more f u l l y descr ibed i n the nex t s e c t i o n , i s designed t o f i t t he s o r t 

o f banking system t h a t e x i s t s i n t h i s count ry w i t h o u t a l t e r a t i o n s i n i t s 

s t r u c t u r e o r d r a s t i c changes i n i t s customary methods o f ope ra t i on * Banka 

t h a t are no t members o f the Federa l Reserve System would have t o be 

inc luded* L i m i t a t i o n s o f the requi rement t o member banks on l y would 

s e r i o u s l y weaken the Federa l Reserve System by g i v i n g a g r e a t advantage 

t o nonmembership and t h e r e f o r e would make the measure i n e f f e c t i v e , as w e l l 

as i n e q u i t a b l e . I t would assure e q u i t a b l e t rea tment o f i n d i v i d u a l banks and 

groups o f banks w i t h o u t r e q u i r i n g t h a t a ^ l banks become s u b j e c t t o a s i n g l e 

a u t h o r i t y * 
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The requ i rement wou ld a l so make use o f the p r a c t i c e o f i n te rbank 

depos i ts w i t h o u t i n t e r f e r i n g w i t h the system o f correspondent r e l a t i o n s . 

I t would r e q u i r e banks t o h o l d a l a r g e p o r t i o n o f the Government s e c u r i t i e s 

t h a t they were encouraged and p e r m i t t e d t o buy t o a i d i n war f i nance and s t i l l 

a l l o w them t o meet a l l e s s e n t i a l c r e d i t needs o f the economy. I t would 

assure the maintenance o f a h i g h degree o f l i q u i d i t y and s a f e t y i n the 

banking system du r i ng a p e r i o d o f r a p i d and u n c e r t a i n economic change. 

The Board b e l i e v e s t h a t the proposed p l a n i s the on l y p r a c t i c a l 

method o f dea l i ng w i t h t he present monetary and c r e d i t s i t u a t i o n because 

i t assures t h a t the pressures w i l l be exer ted a t the p laces where r e s t r a i n t 

on bank c r e d i t expansion can b® e f f e c t i v e . A t the same t ime the p l a n 

w i l l p r o t e c t the i n t e r e s t s o f the Government, the genera l p u b l i c , and the 

banking system. 

Formula f o r computing the s p e c i a l reserve requi rement .—The 
i 1 i in 11 11 i' ii j II 11 i i 11 < i i ' i 

assets t h a t would be counted as s p e c i a l reserves i nc lude c e r t a i n s p e c i f i e d 

nonearning o r cash a s s e t s , as w e l l as Treasury b i l l s , c e r t i f i c a t e s o f 

indebtedness, and notes hav ing o r i g i n a l m a t u r i t i e s no t exceeding two y e a r s . 

The e l i g i b l e cash assets i nc lude balances w i t h the Federa l Reserve Banks, 

c o i n and cur rency , cash i tems i n process o f c o l l e c t i o n , and balances due 

f rom, i n excess o f balances due t o , o the r banks i n the Un i ted S t a t e s . 

Only the excess o f the sum o f these i tems over an al lowance f o r e x i s t i n g 

r e q u i r e d reserves and ope ra t i ng funds cus tomar i l y h e l d by banks would be 

counted i n the s p e c i a l r ese rve . I n o rder t o assure u n i f o r m i t y among 

banks, such a l lowance should be f i x e d by s t a t u t e a t 20 per cent o f gross 

demand depos i t s and 6 per cent o f t imo depos i t s * 
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To accompl ish the purposes o f the s p e c i a l reserve a u t h o r i t y , i t 

i s d e s i r a b l e t h a t t he f o r m u l a i n c l u d e some margin o f cash assets as w e l l 

as the s p e c i f i e d s h o r t - t e r m Government s e c u r i t i e s * Con f i n i ng the e l i g i b l e 

s p e c i a l reserve assets t o Government s e c u r i t i e s would cause d i f f i c u l t i e s 

t o banks o b t a i n i n g new funds and n o t h o l d i n g adequate amounts o f the 

r e q u i r e d s e c u r i t i e s * A fo rmu la l i m i t e d t o these ea rn ing assets would a l so 

be no more e f f e c t i v e i n r e s t r i c t i n g f u r t h e r i n f l a t i o n a r y c r e d i t expansion* 

Only Treasury b i l l s , c e r t i f i c a t e s . , and s h o r t - t e r m notes are 

proposed f o r i n c l u s i o n i n the s p e c i a l reserve and o the r Government s e c u r i - * 

t i e s are e l i m i n a t e d f o r a number o f reasons. The volume o f b i l l s , c e r t i -

f i c a t e s , and no tes can be more e a s i l y l i m i t e d t o r e l a t i v e l y s tab le amounts. 

To i n c l u d e a l l Government s e c u r i t i e s would make necessary t he i m p o s i t i o n 

o f a v e r y h i g h reserve requi rement f o r i t t o be e f f e c t i v e * I n c l u s i o n o f 

Government bonds w i t h i n one or two years o f m a t u r i t y o r c a l l dates would 

cause sudden s u b s t a n t i a l increases and decreases i n the amount o f e l i g i b l e 

reserve assets* I t i s app rop r i a te f o r banks h o l d i n g d e p o s i t s sub jec t t o 

w i t h d r a w a l t o m a i n t a i n a h i gh degree o f l i q u i d i t y , p r o v i d e d by s h o r t - t e r m 

assets* I n c l u s i o n o f l o n g e r - t e r m h i g h e r - r a t e s e c u r i t i e s would no t stop 

banks f rom s h i f t i n g t h e i r l o w e r - r a t e issues t o the Fede ra l and purchas ing 

the h i g h e r - r a t e bonds i n the market* More o f t he l a t t e r are s t i l l h e l d 

ou t s i de the bank ing system* L i m i t a t i o n o f the requi rement t o t he 

e s p e c i a l l y s h o r t - t e r m issues would improve t h e market demand f o r these 

issues and h e l p t o m a i n t a i n a lower r a t e on s h o r t - t e r m Government bor row-

i n g w i t h o u t l o w e r i n g l o n g - t e r m i n t e r e s t r a t e s * F i n a l l y , banks would have 

t o s e l l t h e i r h i g h e r - r a t e issues i n order t o expand loans and t h i s would 

be more o f a discouragement t o l e n d i n g than sa le o f s h o r t - t e r m l o w - r a t e 

i ssues* 
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An e q u i t a b l e fo rmu la should a l l o w f o r t h e g r e a t v a r i a t i o n s among 

groups o f banks w i t h r e s p e c t t o bas i c reserve requ i rements and w i t h respec t 

t o ho ld i ngs o f d i f f e r e n t types o f cash asse ts , w i t h o u t i n t e r f e r i n g undu ly 

w i t h these requ i rements and p r a c t i c e s * Reserve requ i rements f o r nonmember 

banks n o t o n l y d i f f e r f r o m those f o r member banks bu t a l so va ry f rom Sta te 

t o Sta te» Lfember banks may h o l d excoss reserves w i t h Federa l Reserve 

Banks and a lso balances w i t h correspondont banks* Nonmember banks h o l d 

b o t h r e q u i r e d and secondary reserves i n t he f o rm o f balances w i t h c o r r e -

spondent banks and would no doubt p r e f e r t o con t inue h o l d i n g much o f t h e i r 

reserves i n t h i s f o r m , even though p e r m i t t e d t o h o l d depos i t s w i t h Reserve 

Banks* 

The fo rmu la proposed f o r the computat ion o f cash assets e l i g i b l e 

f o r s a t i s f y i n g the s p e c i a l reserve requ i rement takes these f a c t o r s i n t o 

c o n s i d e r a t i o n and t h e r e f o r e makes use o f , w i t h o u t i n t e r f e r i n g w i t h , 

correspondent bank r e l a t i o n s , bo th f o r member and nonmember banks* the 

s p e c i a l rese rve requ i rement would be i n a d d i t i o n t o a f i g u r e which takes 

account o f the rese rve requi rements under e x i s t i n g law and average o p e r a t i n g 

funds c u s t o m a r i l y h e l d by the banks* For purposes o f a d m i n i s t r a t i v e 

s i m p l i c i t y , t he proposed fo rmu la would be u n i f o r m f o r a l l banks* 

A v a i l a b i l i t y o f s p e c i a l reserve assets * ~ T h e fo rmu la and i t s 

a p p l i c a t i o n t o c e r t a i n broad groups o f i n su red banks, u s i n g aggregate 

f i g u r e s as o f June 30, 19U7, i s i l l u s t r a t e d i n Table 1 a t tached* 

The t a b l e shows t h a t each major group o f banks have mora than 

enough s p e c i a l reserve assets a v a i l a b l e t o meet a requ i rement e s t a b l i s h e d 

a t 10 per cent aga ins t g ross demand depos i t s and U per cent aga ins t t ime 

d e p o s i t s * At the s t a t u t o r y maximum suggested f o r t he requi rement—namely 

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



- 12 -

25 per cent aga ins t demand depos i t s and 10 per cent a g a i n s t t ime depos i t s— 

the d i f f e r e n t groups show d e f i c i e n c i e s i n h o l d i n g s o f e l i g i b l e assets o f 

v a r y i n g percentage amounts. 

The v a r i a t i o n i n the percentages o f d e f i c i e n c y o r excess a t the 

s e l e c t e d l e v e l s i s s t i l l w i d e r , o f course , when s t u d i e d by groups o f batiks 

accord ing t o Fede ra l Reserve D i s t r i c t s , as i n Table 2 , which shows h o l d i n g s 

o f s p e c i a l rese rve assets and s h o r t - t e r m Government bonds as percentages 

o f gross demand d e p o s i t s . A l l o f these groups would be ab le t o meet t h e 

lower l e v e l o f requ i rements shown* Data by i n d i v i d u a l banks would show 

even g r e a t e r d i f f e r e n c e s . 

I n cons ide r i ng the d e f i c i e n c i e s i n e l i g i b l e s p e c i a l reserve 

assets t h a t banks migh t con f ron t a t c e r t a i n requ i rement l e v e l s , i t must 

be remembered t h a t banks, as Table 2 shows, h o l d s u b s t a n t i a l amounts 

o f s h o r t - t e r m Government bonds t h a t may be e v e n t u a l l y re funded by the 

Treasury i n t o e l i g i b l e assets or t h a t cou ld be conver ted th rough the market 

i n t o such a s s e t s . I n a d d i t i o n t o 16 b i l l i o n d o l l a r s o f Treasury b i l l s , 

c e r t i f i c a t e s , and no tes , a l l commercial banks h o l d h b i l l i o n d o l l a r s o f 

bonds due or c a l l a b l e w i t h i n one year and 27 b i l l i o n due w i t h i n one t o 

f i v e y e a r s , and these are w i d e l y d i s t r i b u t e d among banks* As these bonds 

are r e t i r e d t hey can be re funded by t he Treasury th rough issuance o f 

s p e c i a l reserve e l i g i b l e asse ts , depending on the need o f t he bank ing 

system and t he demand f o r such asse t s . The Fede ra l Reserve System, 

moreover, h o l d s 20 b i l l i o n d o l l a r s o f Treasury b i l l s , c e r t i f i c a t e s , and 

no tes , wh ich banks cou ld acqu i re by s e l l i n g t o the System o the r Government 

s e c u r i t i e s . About 12 b i l l i o n d o l l a r s o f e l i g i b l e o b l i g a t i o n s are a l so 

h e l d by nonbank i n v e s t o r s . 
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Another source o f e l i g i b l e assets i s t he c u r r e n t end p rospec t i ve 

g o l d i n f l o w , and any o the r inc rease i n bank cash i n excess o f r e q u i r e d 

reserves and customary o p e r a t i n g funds would a lso be e l i g i b l e t o app ly 

aga ins t the s p e c i a l r ese rve • 

I t i s c l e a r f rom an a n a l y s i s o f the bank p o s i t i o n and the a v a i l -

ab le reserve assets t h a t t he banking system would be able t o meet any 

requi rements w i t h i n the l i m i t s o f the p roposa l w i t h o u t severe adjustments 

and w i t h o u t undue l i m i t a t i o n upon t h e i r a b i l i t y t o supply t he e s s e n t i a l 

c r e d i t needs o f t he economy. A u t h o r i t y f o r t he System t o v a r y t he r e q u i r e -

ments would p e r m i t any a l t e r a t i o n s needed t o meet changing s i t u a t i o n s . 
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TABLE 1 

ILLUSTRATIVE COMPUTATION OF SPECIAL RbSERVE ASSETS, JUNE 30, 1947 
i(Based on aggregate f i g u r e s i n m i l l i o n s o f d o l l a r s , by groups o f banks) 

Assets 

Member banks Nonmember 
insured 
banks 

Assets 
Cen t ra l 

reserve c i t y 
New XorkjChicago 

Reserve 
c i t y 

Country 
Nonmember 

insured 
banks 

1 . Gross demand depos i ts 22,683 5.037 31,983 27,659 11,891 
2 . Time depos i ts 1,459 87.1 11,269 li+,1+75 6,4+9 

3 . Coin and currency 123 36 kio 780 395 
u . Cash items i n process o f c o l l e c t i o n 1,884 3U9 2,623 84+ 12U 
5 . Excess o f demand balances due f rom 

over demand deposi ts due t o o ther 
banks i n U* S . * — — — tm 2,5146 2,765 

6 . Balances w i t h Federa l Reserve Banks 4 ,166 973 6,271+ 4,628 — 

7 . Net cash assets* ( 3 + 4 + 5 + 6) 6,173 1,357 9,36? 8,787 3,284 
8 . Deduct 20$ o f gross demand depos i ts 

6,1+00 p lus 6/o o f t ime depos i ts 4 ,624 1,060 7 ,073 6,1+00 2,759 

9 . Excfess cash assets* (7 - 8) 1,549 298 2,29k 2,387 525 
10. Treasury b i l l s , c e r t i f i c a t e s , and notes 2,015 606 k.&7h 5,191 2,932 

11. T o t a l s p e c i a l reserve asse ts* (9 * 10) 3,564 90k 7,168 7,578 3,1+57 

lS^TCpecial reserve r equ i r ed a t g i ven 
-

percentages: 
a . 10/o aga ins t demand and l y i aga ins t 

3,&+9 3,3l+5 1,14+3 t ime depos i ts 2,327 539 3,&+9 3,3l+5 1,14+3 
b . Maximum o f 2$% aga ins t demand and 

10/o aga ins t t ime deposi ts 5,817 9,123 8,^62 3,608 

13. De f i c i ency o r excess o f s p e c i a l 
reserve a s s e t s : * 

a . "vfith 10/o aga ins t demand and 
aga ins t t ime deposi ts •1,237 +365 +3,519 +2,014 

b . W i th 25/o aga ins t demand and 10/o 
-1,95k -784 aga ins t t ime depos i ts -2 ,252 -14+3 -1,95k -784 -151 

1 k. Percentage d e f i c i e n c y or excess o f 
s p e c i a l reserve assets t o demand 
depos i t s : 

a . W i t h 10/i aga ins t demand and 4/® 
+16.9 aga ins t t ime depos i ts • 5 . 5 +7.2 +11.0 +15.3 +16.9 

b . W i th 25/o aga ins t demand and 10$ -

- 6 . 1 aga ins t t ime depos i ts - 9 . 9 - 8 . 8 - 6 . 1 - 2 . 8 - 1 . 3 

• F igures shown f o r these i tems are confu ted on the bas is o f aggregates by groups 
o f banks f o r the count ry as a whole; t o t a l s o f f i g u r e s computed separa te l y f o r 

^ I g l i v i d u a l banks or f rom aggregates by d i s t r i c t s would show somewhat d i f f e r e n t 
fgpbunts o f a v a i l a b l e cash assets f o r some o f the groups. 
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RATIOS OF AVAILABLE SPECIAL RESERVE ASSETS AND SHORT-TERM TREASURY BONDS 
TO GROSS DEMAND DEPOSITS, ALL INSURED COMMERCIAL BANKS, JUNE 30, 19^7 

0 
Per cent oi r gross demand depos i ts 

0 
Treasury-
b i l l s , 

c e r t i f i -
ca tes , 

and 
notes 

Excess 
cash . 

asse ts? / 

T o t a l 
s p e c i a l 
reserve 
assets 

De f i c i ency o r excess 
o f spec i a l reserve 

assets i f r e -
quirements are 

Treasury 
or c a l l 

bonds due 
Lab l e t / 0 

Treasury-
b i l l s , 

c e r t i f i -
ca tes , 

and 
notes 

Excess 
cash . 

asse ts? / 

T o t a l 
s p e c i a l 
reserve 
assets 

2595 o f 
demand 

and 
10?* o f 
t ime 

depos i ts 

10% o f 
demand 

and 
2$ o f 
t ime 

depos i ts 

W i t h i n 
1 year 

W i t h i n 
1 -5 years 

Cen t ra l reserve 
c i t y member banks 

New York 
Chicago 

Reserve c i t y 
member banks 

8 . 9 
12.0 

6.8 
5 . 9 

15.7 
17.9 

- 9 . 9 
- 8.8 

«• 5 .5 
+ 7 . 2 

Country member 
banks 

•Nonaeaber insured 
^ j j p e r c i a l banks 

^ r o s t o n 
New York 
P h i l a d e l p h i a 
Cleveland 
Richmond 
A t l a n t a 
Chicago 
St* Louis 
Minneapol is 
Kansas C i t y 

J f t kL las 
^ R n Francisco 

19.2 
15 .1 
20 .9 
22; 0 
20. I* 
25.2 
29.0 
25.0 
59 .6 
28.0 
16.5 
19.6 

1.2 
1 . 7 

1*8 
. 2 

6; 8 
5 ; 9 
1+.7 
3 . 9 
7 .3 

10 .^ .6 

20.3 
16.8 
21.2 
26.8 
20.6 
32iO 
3 ^ 9 
29/7 
i t f . 5 
35.3 
27.0 
20.1 

-15.8 
-16.2 
-11.1 
- 6 .3 
- 9^2 
+ 3 i 8 
+ 3 . 1 
+ 2 .7 
+12.8 
-h 8 .6 
+ .8 
-16.6 

* 5 . 9 
+ 3 . 6 
+ 8 . 3 
•13 .5 
+ 8 . 7 
+20.7 
+22.2 
+18.9 
+31.2 
+2U.6 
+16.5 
+ 5 .5 

T o t a l 2i+.7 U*k 29 .1 - 1 .3 +16.9 

5 . 7 
1+.2 

5 . 6 
k.5 
3.8 
l i . 6 
5 . 8 
3 . 0 
hi 6 
2 . 2 

2 . 9 
. 9 

7 -7 

i t . 2 

27.8 
23.1+ 

Boston 10.3 7 a 17;5 - 8 , 6 + 7 . 1 5 . 1 I 8 . 3 
New York 9 .3 9ih 18.7 - 11 .8 + 6 .5 3 .5 31^7 
P h i l a d e l p h i a 6 .7 8 .3 l k . 9 -11 .3 + luk 1.5 22.6 
Cleveland 8 . 0 6.i+ l i u U -111. 2 + 3 . 0 7 . 1 33.7 
Richmond 12.9 l.h 20.3 - 7 . 0 + 9-h 2.5 32.5 
A t l a n t a Huh 8; 7 23.2 - 3 . 9 +12.3 3 .5 20 .0 
Chicago 20 .6 7 . 1 27.7 - 2 .7 +15.5 5 . 9 36.9 

M l * Louis 
a p m e a p o l i s 

10.3 6 .3 16.6 - 1 0 . 2 + 5 -9 5 ; i 2^ .2 M l * Louis 
a p m e a p o l i s 8 . 8 7 .3 16; 1 - 1 0 . 7 + 5.1+ 3 .7 28 .0 
Kansas C i t y 16.8 6 . 0 22 i7 - 3 . 7 +12.2 i t . 8 19 .1 
Da l las 13.3 6 . 1 19.U - 7 . 1 + 8 . 8 2 . 2 18. U 
San Francisco 22.9 7 . 6 30.5 - . 9 +17.9 6 . 1 31.3 

T o t a l 15.2 7 . 2 22.U - 6 . 1 +11.0 l i . 9 27.8 

Boston 12 .6 6.h 18.9 - 1 1 . 1 + 6 .9 5 . 0 37.3 
New York 12.7 9 .3 21.9 - 11 .5 + 8 . 6 h.3 1*5.7 
P h i l a d e l p h i a 18.7 10 .1 28.8 +15.5 5 . 0 
Cleveland 17.8 11 .1 28.9 - 3 .5 +15.9 1*0.2 
Richmond 17.0 8 .5 25.5 - 3 . 9 +13.8 k*3 31.8 
A t l a n t a 19.7 5 . 1 2 M - 3 ;3 +13.6 3 .9 25.0 
Chicago 21 .6 10.5 3 2 . 1 + . 6 +19.5 5 . 9 l a . 8 
S t . Louis 21.7 3 . 8 25^5 - 3 . 2 + l i | . 0 h.0 28.7 
K inneapo l i s 23.8 6.U 30.2 - .3 +18.0 7 .3 39 .8 
Kansas C i t y 26 .1 9 . 6 35.8 • 9 .3 +25.2 3 . 2 18.8 
Da l las 21.3 11 .1 32.U + 6 . 6 +22.1 2 . 9 16.7 
San Franc isco 17 .6 7 .9 , 25.5 - k-9 +13.3 6 . 9 33 .9 

T o t a l 18.8 8 . 6 27.1+ - 2 .8 +15.3 1+.7 3U.3 

U l . 5 
39 .9 
35 .6 
37 .6 
29.5 
22.9 
39.8 
22.5 
32.5 
20.5 
18.3 
39.3 

31.0 

0 / T o t a l o f ( 1 ) balances w i t h Federa l Reserve Banks, (2 ) excess o f demand balances 
due f rom over demand depos i ts due t o banks i n Uni ted S ta tes , (3 ) c o i n and c u r -
rency , and (J*) cash i tems i n process o f c o l l e c t i o n , less ( 5 ) the sum o f 20 per 
cent of demand depos i ts and 6 per cen t o f t ime depos i t s . 

b / These r a t i o s are based on es t imated ho ld ings o f sueh Treasury-bonds. 

BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 

DIVISION OF BANK OPERATIONS, 
NOTEMBER 18, 19^7. Digitized for FRASER 

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




