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L December 1, 1970 J

Changes in Reserve Requirements on Eurodollar Borrowings 
Under Regulations M and D 

Reductions in Discount Rates
To the Member Banks of the Second Federal Reserve District :

Following is the text o f a statement issued yesterday by the Board o f Governors o f 
the Federal Reserve System :

The B oard  of Governors of the F ed era l Reserve System  announced today  a fu r th e r  red u c
tion  in  F edera l Reserve B ank discount ra tes to 5^2 Per cent.

A t the same tim e, the B oard  announced steps to s tren g th en  the inducem ent fo r A m erican 
banks to re ta in  th e ir  E u ro d o lla r liabilities, and  th u s m oderate the  pace of repaym ents of E u ro 
do llar borrow ings.

The reduction  in  the d iscount ra te  was accom plished as the B oard  approved  actions by  the 
d irectors o f the F ed era l Reserve B anks of Boston, Cleveland, A tlan ta , M inneapolis, and  D allas 
reducing  the discount ra te  a t those banks from  5%  to 5^2 p er cent, effective Tuesday, Decem
ber 1. The move was in recognition of the fu r th e r  dow nw ard tren d  in  short-term  in terest ra tes  in  
recent weeks. The discount ra te  had  been reduced  from  6 to 5%  p e r cen t effective Novem ber 11.

Three in ter-re la ted  decisions were made by the B oard  regard ing  bank  borrow ings of E u ro 
dollars :

F ir s t  the B oard raised  from  10 to 20 per cent the reserves requ ired  from  m em ber banks 
against E u ro d o lla r borrow ings th a t  exceed am ounts th a t  the banks are allowed as a reserve-free 
base. The higher requ irem ent is in tended  to give banks an  added inducem ent to preserve th e ir  
reserve-free bases p resen tly  a t  su b stan tia l levels against a  tim e of fu tu re  need, instead  of allow
ing  th e ir  bases to be lowered autom atically  by repay ing  th e ir  E u ro d o lla r borrow ings. The 
h igher requ irem ent becomes effective in  the cu rre n t four-week reserve com putation period  end
ing  Decem ber 23.

In  a second step, to  assure th a t the h igher m arg inal reserve requirem ent does no t penalize 
banks th a t cu rren tly  have E u rodo lla r liabilities above the ir reserve-free bases, the B oard  also 
am ended its regulations so as to make the  m arg inal reserve requirem ent applicable to borrow ings 
above e ither (1) the m inim um  base equal to a percentage of deposits, or (2) the average level in  the 
reserve com putation  period ended November 25, w hichever is h igher.

T hird , the B oard  am ended its regulations to discourage repaym ent of E urodo llar liabilities, not 
only by  banks th a t use an  h istorically  determ ined  reserve-free base o rig inally  re la ted  to th e ir  
M ay 1969 borrowings, b u t also by those banks th a t operate u n d er a m inim um  base equal to  3 
p er cent of th e ir  overall deposits sub ject to  reserve requirem ents. The am endm ent w ill app ly  
the autom atic dow nw ard ad ju stm en t to reserve-free bases of the la tte r  k in d  as well as of the 
form er. This am endm ent becomes effective w ith the reserve com putation period  ending  Ja n u a ry
20, 1971.

A lthough the steps announced today  were deliberately  m ade of m odest scale, the  B oard  has 
u n d er review  o ther m easures th a t m ight be adopted  fo r the purpose of tem pering  the repaym en t 
of E u rodo llars  while avoiding penalty  to banks th a t operate so as to re ta in  th e ir  reserve-free 
bases.
Enclosed are copies o f an amendment to Regulation M, “ Foreign Activities o f 

National Banks,’ ’ and the Supplement to Regulation D, “ Reserves o f Member Banks,”  
giving effect to the reserve requirement changes referred to above. Additional copies o f 
the enclosures will be furnished upon request.

A l f r e d  H a y e s ,
President.
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B oard  o f  G o v e r n o r s  o f  t h e  F e d e r a l  R e s e r v e  S y s t e m

SUPPLEMENT TO REGULATION D

A s am ended effective J a n u a ry  7, 1971 

S E C T IO N  204.5 —  S U P P L E M E N T

(a) Reserve percentages. Pursuant to the
provisions of section 19 of the F ed era l Re
serve A ct and  § 204.2(a) and  subject to p a ra 
g rap h  (c) of th is section, the B oard  of 
Governors of the F ed era l Reserve System  
hereby prescribes the follow ing reserve bal
ances which each member bank of the F e d 
eral Reserve System  is requ ired  to m ain ta in  
on deposit w ith  the F ed era l Reserve B ank  of 
its  d is tr ic t:

(1) If not in a reserve city —
(1) 3 p er cent of (a ) its  savings deposits 

and  (b) its  tim e deposits, open account, th a t 
constitu te  deposits of individuals, such as 
C hristm as club accounts and  vacation club 
accounts, th a t are made u n d e r w ritten  con
tra c ts  p rov id ing  th a t no w ithdraw al shall be 
m ade u n til a certa in  num ber of periodic de
posits have been m ade d u rin g  a period of not 
less th an  3 m onths; and

(ii) 3 p er cent of its  o ther tim e deposits 
up  to $5 m illion, plus 5 p er cent of such de
posits in  excess of $5 m illion ; and

(iii) 1 2 1/2 p e r cent of its  n e t dem and de
posits up  to $5 million, p lus 13 p e r cent of 
such deposits in  excess of $5 million.

(2) If in a reserve city  (except as to any 
bank located in  such a c ity  which is perm itted  
by the B oard  of Governors of the F edera l 
Reserve System, p u rsu a n t to § 204.2(a) (2 ), to 
m ain ta in  the reserves specified in  su b p ara 
g rap h  (1) of th is p a rag rap h ) —

(i) 3 p er cent of (a ) its  savings deposits 
and  (b) its  tim e deposits, open account, th a t 
constitu te  deposits of individuals, such as 
C hristm as club accounts and  vacation club 
accounts, th a t are m ade u n d er w ritten  con
tra c ts  p rov id ing  th a t  no w ithdraw al shall be 
m ade u n til a  certa in  num ber of periodic de
posits have been m ade d u rin g  a period of no t 
less th an  3 m o n th s ; and

(ii)  3 p er cent of its o ther tim e deposits up  
to $5 m illion, p lus 5 p er cent of such deposits 
in  excess of $5 m illion ; and

(iii) 17 p er cent of its  n e t dem and deposits 
up  to $5 m illion, p lus 17*4 per cent of such 
deposits in  excess of $5 million.

(b) Currency and coin. The am ount of a 
member b a n k ’s currency  and  coin shall be 
counted as reserves in  determ in ing  compli
ance w ith the reserve requirem ents of p a ra 
g rap h  (a) of th is section.

(c) Reserve percentages against certain 
deposits by foreign banking offices. Deposits 
represen ted  by prom issory notes, acknowl
edgem ents of advance, due bills, or sim ilar 
obligations described in  § 204.1(f) to foreign 
offices of o ther banks,8 or in stitu tions the tim e 
deposits of which are exem pt from  the ra te  
lim itations of R egulation  Q p u rsu a n t to § 217.3
(g) thereof, shall no t be subject to p a rag rap h
(a) of th is section or to § 204.3(a)(1) and  (2); 
b u t d u rin g  each week of the four-week period 
beginning O ctober 16, 1969, and  d u rin g  each 
week of each successive four-week ( “ m ain te
n an ce” ) period, a member bank shall m ain
ta in  w ith  the Reserve B ank of its  d is tric t a 
daily  average balance equal to 20 p er cent of 
the am ount by which the daily  average 
am ount of such deposits d u rin g  the four- 
week (“ com pu ta tion” ) period ending on the 
W ednesday fifteen days before the beginning 
of the m aintenance period exceeds the lesser 
of (i) 3 p e r cent of such member b a n k ’s daily 
average deposits subject to p a rag rap h  (a) of 
this section d u rin g  the  cu rren t com putation 
period or d u rin g  the com putation period end
ing November 25, 1970, whichever is greater, 
or (ii) the  lowest corresponding daily  average 
to tal fo r any  com putation period beginning on 
or a f te r  December 24, 1970. A n excess or de
ficiency in  reserves in  any  week of a m ainte
nance period u n d er th is p a rag rap h  shall be 
subject to § 204.3(a) (3 ), as if com puted under 
§ 204.3(a) (2 ), and deficiencies u n d er th is 
p a rag rap h  shall be subject to § 204 .3 (b).9

8 Any banking office located outside the States of the 
United States and the District of Columbia of a bank organ
ized under domestic or foreign law.

9 The term “computation period” in { 2 0 4 .3 (a ) (3 )  and
(b )  shall, for this purpose, be deemed to refer to each week 
of a maintenance period under this paragraph.
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B o a r d  o f  Go v e r n o r s  o f  t h e  F e d e r a l  E e s e r v e  S y s t e m

FOREIGN ACTIVITIES OF NATIONAL BANKS

A M EN D M EN T TO R E G U L A T IO N  M

Effective J a n u a ry  7, 1971, section 213.7 is am ended to read  as 
fo llow s:

S E C T IO N  213.7— R E S E R V E S  A G A IN ST  F O R E IG N  
B R A N C H  D E P O S IT S

(a) Transactions with parent bank.— D uring  each week of the 
four-week period beginning October 16, 1969, and  du ring  each week of 
each successive four-week (“ m ain tenance” ) period, a m em ber bank 
having one or more foreign branches shall m ain ta in  w ith the Reserve 
B ank of its d istric t, as a reserve against its  fo reign  branch deposits, 
a daily  average balance equal to 20 per cent of the am ount by w hich 
the daily  average to ta l of

(1) net balances due from  its domestic offices to  snch 
branches, and

(2) assets (including  partic ipa tions) held by snch 
branches which were acquired  from  its domestic 
offices,7

du ring  the four-week (“ com putation” ) period ending on the W ednes
day fifteen days before the beginning of the m aintenance period, ex
ceeds the g rea te r of

(i) the  corresponding daily  average to ta l8 for the  com
pu ta tio n  period ending November 25, 1970, or the  
lowest corresponding daily  average to ta l fo r any  com
p u ta tio n  period beginning a fte r  th a t date, whichever 
am ount is the lesser, or

(ii) 3 per cent of the member b a n k ’s daily  average de
posits subject to  § 204.5(a) of th is chap ter (R egula
tion  D ) d u rin g  the cu rren t com putation period, or, 
if  the bank has had  a foreign branch  in  operation for 
more th an  90 days, the lowest corresponding daily

7 Excluding (1) assets so held on June 26, 1969 representing credit extended to persons 
not residents of the United States and (2) credit extended or renewed by a domestic office after 
June 26, 1969 to persons not residents of the United States to the extent such credit was not 
extended in order to replace credit outstanding on that date which was paid prior to its original 
maturity (see definition of United States resident in footnote 9 ).

8 Excluding assets representing credit extended to persons not residents of the United 
States.
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average to ta l fo r any com putation period beginning 
on or a f te r  D ecem ber 24, 1970, w hichever am ount is 
the lesser:

Provided, T hat the applicable base com puted u n d er (i) or (ii) shall 
be reduced by the daily  average am ount of any deposits of the member 
bank subject to § 204.5(c) of th is chap ter (R egulation  D ) d u rin g  the 
com putation  period.

(b ) Credit extended to United States residents.— D u rin g  each 
week of the four-week period beginning O ctober 16, 1969, and  during  
each week of each successive four-week m aintenance period, a member 
bank having one or more foreign  branches shall m ain ta in  w ith  the 
Reserve B ank of its d istric t, as a reserve against its  fo reign  branch  
deposits, a daily  average balance equal to 20 per cent of the am ount 
by which daily  average cred it ou tstanding  from  such branches to 
U nited  S tates residents9 (o ther th an  assets acquired  and  net balances 
due from  its  domestic offices), d u rin g  the four-week com putation 
period ending on W ednesday fifteen days before the beginning of 
th e  m aintenance period, exceeds the  corresponding daily  average 
to ta l d u rin g  the  four-week period ending on November 25, 1970: 
Provided, T hat th is p a rag rap h  does not app ly  to cred it extended (1) 
by a foreign branch which a t no tim e d u rin g  the com putation  period 
had cred it ou tstand ing  to U nited  S tates residents exceeding $5 m il
lion, (2) to enable the borrow er to comply w ith  requirem ents of the 
Office of F ore ign  D irect Investm ents, D epartm en t of Commerce,10 or
(3) u n d er b inding com m itm ents entered in to  before December 1, 1970.

9 (a) any individual residing (at the time the credit is extended) in any State of the 
United States or the District of Columbia; (b) any corporation, partnership, association or 
other entity organized therein ( “domestic corporation” ) ; and (c) any branch or office located 
therein of any other entity wherever organized. Credit extended to a foreign branch, office, 
subsidiary, affiliate or other foreign establishment ( “ foreign affiliate”) controlled by one or more 
such domestic corporations will not be deemed to be credit extended to a United States resident 
if the proceeds will be used in its foreign business or that of other foreign affiliates of the 
controlling domestic corporation (s).

10 The branch may in good faith rely on the borrower’s certification that the funds will be 
so used.
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