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CHANGES IN  REGULATION D AFFECTING 
MEMBER BANK TIME DEPOSITS AND BANK-RELATED COMMERCIAL PAPER

To All Member Banks
in the Eleventh Federal Reserve District:

There follows the text of a press release made public by the Board 
of Governors of the Federal Reserve System on August 17? 1970:

The Board of Governors of the Federal Reserve System today 
applied a 5 percent reserve requirement on funds obtained by member 
banks through the issuance of commercial paper by their affiliates, 
and at the same time reduced from 6 to 5 percent the reserves that 
member banks must hold against time deposits in excess of $5 million.

Both actions will become effective in the reserve computation 
period beginning October 1 and will be applicable on such deposits 
and commercial paper outstanding in the week beginning September 17* 
This coincides with the beginning of the fall period of seasonal 
expansion of deposits and required reserves.

The dual action will result in a reduction of required reserves 
of about $350 million for the banking system as a whole. The extension 
of reserve requirements to bank-related commercial paper is estimated 
to increase required reserves of the affected member banks by roughly 
$350 million. On the other hand, the reduction in reserve requirements 
against time deposits over $5 million is expected to lower required 
reserves by some $300 million at banks issuing commercial paper, and 
by about $L00 million at all other member banks.

The greater portion of the net reserves thus released will become 
available to banks that in the present circumstances might be expected 
to use a sizeable share of the available funds in financing housing 
and state and local governments. Both actions of the Board were 
adopted unanimously.

No change was made in the 3 percent reserve requirement on a 
member bank's savings deposits, and time deposits of less than $5 
million. Today's action represents the first change in reserve
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requirements since April 17, 19^9 j when the Board increased reserves 
on demand deposits by one-half of one percent for all member banks.

Since most commercial paper is issued in denominations of 
$100,000 or more, the extension of reserve requirements to hank- 
related commercial paper will put instruments of this kind on a 
substantially equal footing, in terms of reserve requirements, with 
negotiable certificates of deposit issued by banks.

In imposing reserve requirements on commercial paper issued by 
bank affiliates, the Board used for the first time the authority 
contained in the act of December 23, 19&9, which explicitly authorized 
such action. The reserve requirement will apply to funds obtained by 
member banks through the issuance of commercial paper or similar 
obligations by their affiliates.

Presently, about $7-5 billion of bank-related commercial paper 
is outstanding. Over the past year, the amount of such paper had 
risen by $5.5 billion.

At the time the new reserve requirements become effective, the 
permission initially granted on November U, 19&9, to the Federal 
Reserve Banks to waive penalties for reserve deficiencies connected 
with the application of reserve requirements to subsidiaries' commer
cial paper will he withdrawn.

In taking this action with respect to bank-related commercial 
paper, the Board urged member banks and their holding companies to 
comply with the spirit and purpose as well as the letter of the rules 
regarding member banks' reserve requirements.

A revised supplement to Regulation D, an amendment to Regulation 
and explanatory material will he forwarded to you In the near future.

Yours very truly,

P. E. Coldwell

President




