
December 10* I9J4.7 

RESERVE REQUIREMENTS OF FEDERAL RESERVE BANKS 

An increase i n reserve requirements a t Federal Reserve Banks 

a t th is time would serve no useful purpose* A l l Federal Reserve Banks 

combined now hold gold c e r t i f i c a t e s amounting to i+8 per cent of t h e i r 

combined note and deposit l i a b i l i t i e s , whereas the lega l requirement is 

25 per cent* An increase i n t h i s requirement to 35 P e r cent against 

deposits and J4O per cent against notes would leave the System as a whole 

wi th adequate reserves* Continued gold inf low would gradually add to 

these reserves and give a fur ther margin for continued expansion of 

Reserve Bank l i a b i l i t i e s * 

Such an increase i n the reserve r a t i o , however, would cause 

some inconvenience among indiv idual Federal Reserve Banks because of 

var iat ions i n t h e i r rat ios* These range from 3km35 P e r cent for Boston, 

Dal las, and St. Louis to 57-59 per cent fo r San Francisco and Chicago* 

I t would be possible by s h i f t i n g Government securi ty holdings and gold 

c e r t i f i c a t e s among the various Federal Reserve Banks to enable a l l of 

them to meet the higher requirement* Such a s h i f t would a f f e c t the 

earnings posi t ion of ind iv idual Federal Reserve Banks* The higher 

requirement would also make i t necessary to watch more care fu l ly the 

d is t r ibu t ion of assets among the indiv idual Reserve Banks* This would 

be a nuisance without serving any useful purpose* 

The reserve requirements of Federal Reserve Banks were reduced 

to the present 25 per cent by Act of Congress (S510) approved June 12, 

19U5* I*16 purpose of th is l eg is la t ion was to enable the Federal Reserve 
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System to meet the g rea t l y expanded wartime demands f o r currency and 

cred i t without r e s t r i c t i o n * Dur ing the war the combined reserve r a t i o 

of a l l Federal Reserve Banks had declined from 91 psr cent to below 50 

per cent and there were prospects that i t would decline fur ther during 

the war period* Actua l ly i t got down t o around ij2 per cent i n 19U5 a^d 

19146* 

As pointed out i n the report on the b i l l by the Senate, the 

reduction i n the reserve r a t i o was e n t i r e l y consistent w i th changes i n 

conditions which have oocurred since the ra t ios f i r s t establ ished by 

Congress* ftThe o r i g i n a l purposes of the r a t i o were ( l ) to assure adequate 

resources for the Reserve banks to meet demands for gold or lawful money 

by depositors and note holders, (2) to l i m i t the expansion of Federal 

Reserve bank c r e d i t , and (3) to assure the public tha t there was a t least 

1+0 per cent i n gold back of the Federal Reserve notes which were then 

being introduced f o r the f i r s t time* 

"The f i r s t purpose is no longer compelling since gold redemption 

i s now not permitted f o r domestic use, and gold can be exported only under 

l icense* TOiile the country1s aggregate gold reserves are ample to meet any 

conceivable fore ign demand, a reserve r a t i o high enough to meet possible 

demands for both domestic and fore ign use i s no longer appropriate under 

present conditions*11 

The second purpose—limitat ion of Federal Reserve Bank expansion-- is 

no longer necessary* Expansion or contraction of Reserve Bank cred i t have 

been and should be based upon the needs of the economy or currency and 

cred i t and not upon the amount of gold which the Reserve Banks happen t o 
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hold* These needs are determined by the System on the basis of economic 

developiaents, and the System's po l ic ies regarding discount and open 

market operations are based upon those considerations* 

As to the t h i r d purpose of the o r i g i n a l requirement, confidence 

i n Federal Reserve notes i s w e l l established and whether the amount of 

gold i n back of the notes i s I4.O per cent or 25 per cent makes no p r a c t i c a l 

d i f ference* 
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