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December 4, 1990 J

RESERVE REQUIREMENTS

To All Depository Institutions in the Second 
Federal Reserve District, and Others Concerned:

The following statement has been issued by the Board of Governors of the Federal Reserve 
System:

The Federal Reserve Board today announced a reduction in reserve requirements on non-personal 
time deposits and Eurocurrency liabilities.

There is currently a 3 percent reserve requirement on non-personal time deposits with an original 
maturity of less than 18 months and a 3 percent reserve requirement on Eurocurrency liabilities. Both 
requirements will be lowered to zero over coming weeks.

The Board has been reviewing these reserve requirements for some time. Reserve requirements on 
non-personal time deposits and Eurocurrency liabilities were retained in the Monetary Control Act of 
1980, primarily to permit greater precision of monetary control when policy focused on reserve aggre
gate targeting.

In subsequent years, as the Federal Reserve moved away from the procedures in effect in the early 
1980s, which required a broad reserve base, reserve requirements on non-personal time accounts have 
become somewhat of an anachronism.

Moreover, the current 3 percent requirement has placed depository institutions at a disadvantage 
relative to other providers of credit, spawning efforts to circumvent the requirement.

The Board took action at this time also in response to mounting evidence that commercial banks 
have been tightening their standards of creditworthiness and the terms and conditions for many types 
of loans. While much of this tightening has been welcome from a safety and soundness standpoint, it 
has in recent months begun to exert a contractionary influence on the economy. This has been reflected 
in slow growth in the broad monetary aggregates and in bank credit.

Lower reserve requirements at any given level of money market interest rates will reduce costs to 
depository institutions, providing added incentive to lend to creditworthy borrowers, thus countering, 
to some extent, the recent tightening in credit terms.

The change will be implemented in two steps. For depository institutions that report weekly, the 
reserve ratios will be reduced to 1.5 percent in the reserve maintenance period that begins December 
13 and to zero in the following maintenance period beginning December 27. This phase-in occurs at 
a time when there otherwise would be a large seasonal need to provide reserves to depository institutions.

For small institutions that report and have fixed required reserves on a quarterly basis, the reduction 
will take place in the next quarterly period starting January 17, 1991.

Currently, required reserves on non-personal time deposits total about $11.7 billion and about $1.9 
billion on net Eurocurrency liabilities. About $2 billion of these reserve requirements are satisfied 
through vault cash holdings, with the rest met by balances at the Reserve Banks.
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No change was made by the Board in the current level of reserve requirements on transaction ac
counts — 3 percent on the first $40.4 million of net transaction accounts and 12 percent on levels above 
that amount. The “low reserve tranche” will be raised to $41.1 million later this month.

A zero requirement has applied for many years to non-personal time deposits with an original ma
turity of 18 months or more.

Enclosed — for depository institutions — is the text of the Board’s order; single copies may 
be obtained at this Bank (33 Liberty Street) in the Issues Division on the first floor. A revised Sup
plement to Regulation D, on reserve requirement ratios, will be sent to you shortly.

Questions regarding Regulation D may be directed to the following:

Maintenance Requirements:
Donald R. Anderson, Manager, Accounting Department (Tel. No. 212-720-5250)
Anthony Fressola, Chief, Accounting Control Division (Tel. No. 212-720-5803)

Reporting Requirements:
Nancy Bercovici, Assistant Vice President (Tel. No. 212-720-8227)
Monica Goldberg, Chief, Deposit Reports Division (Tel. No. 212-720-8590)

Interpretation of Regulation D:
Joyce M. Hansen, Associate General Counsel (Tel. No. 212-720-5024)
Bradley K. Sabel, Counsel (Tel. No. 212-720-5041)
Margaret E. Brush, Assistant Chief Examiner (Tel. No. 212-720-5919)

E. Gerald Corrigan,
President.
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FEDERAL RESERVE SYSTEM 
12 CFR Part 204

[Regulation D; Docket No. R-0716]
Reserve Requirements of Depository Institutions 

Reserve Requirement Ratios
AGENCY: Board of Governors of the Federal Reserve System.
ACTIONS Final rule.
SUMMARYt Pursuant to section 19 of the Federal Reserve Act (12 
U.S.C. 461) the Board's Regulation D, Reserve Requirements of 
Depository Institutions (12 CFR Part 204), requires depository 
institutions to maintain reserves of 3 percent on their 
nonpersonal time deposits with original maturities or notice 
periods of less than one and one-half years. Such time deposits 
are sometimes referred to as "short-term nonpersonal time 
deposits." Also pursuant to section 19 of that Act, the Board’s 
Regulation D requires any depository institution, including a 
U.s. branch or agency of a foreign bank, to maintain reserves of 
3 percent on net balances owed to a directly related foreign 
office or to foreign offices of nonrelated depository 
institutions, on loans to U.S. residents made by related foreign 
offices, and on assets held by related foreign offices acquired 
from domestic offices. Such reservable liabilities are known as 
"Eurocurrency liabilities." The Board is now amending its 
Regulation D to reduce the reserve requirement on short-term 
nonpersonal time deposits and Eurocurrency liabilities from the 
current level of 3 percent to zero percent. These reductions 
will be phased in over two successive reserve maintenance periods

[Enc. Cir. No. 10406]
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for depository institutions that report their deposits weekly 
under Regulation D, and will be effective at the beginning of the 
next quarterly period for quarterly reporters.

Reserve requirements on transaction accounts (generally 
12 percent} and nonpersonal time deposits with original 
maturities or notice periods of one and one-half years or more 
(zero percent) are not being changed. Reporting requirements and 
regulatory definitions also are not being changed.
DATES: Effective date: December 13, 1990. Compliance
d a t e s R e s e r v e s  on short-term nonpersonal time deposits and 
Eurocurrency liabilities for weekly reporting depository 
institutions will be reduced from 3 percent to 1 and 1/2 percent 
effective with the weekly reporter reserve maintenance period 
that begins on Thursday, December 13, 1990, and will be reduced 
from 1 and 1/2 percent to zero percent effective with the weekly 
reporter reserve maintenance period that begins on Thursday, 
December 27, 1990. For quarterly reporting institutions, 
reserves on these liabilities will be reduced to zero percent 
effective January 17, 1991, the beginning of the next quarterly

1/ These compliance dates do not affect the compliance 
dates for amendments to Regulation D concerning the low reserve
tranche and the deposit cutoff as announced at 55 FR ____,
December 4, 1990. However, the amendments made by the Board in 
this action to 12 CFR 204.9(a)(1) supersede the amendments made 
by the Board to that section on November 28, 1990 and announced 
at 55 FR ____ , December 4, 1990.
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period. M  The Board believes that this time period will be 
sufficient to provide the desired stimulus promptly while 
minimizing the disruption to the financial markets resulting from 
the reduction.
FOR FURTHER INFORMATION CONTACTS John Harry Jorgenson, Senior
Attorney (202/452-3778), or Patrick J. McDivitt, Attorney
(202/452-3818), Legal Division, or Brian Reid, Economist
(202/452-3589), Division of Monetary Affairs; for the hearing
impaired only. Telecommunication Device for the Deaf (TDD),
Dorothea Thompson (202/452-3544); Board of Governors of the
Federal Reserve System, Washington, DC 20551.
SUPPLEMENTARY INFORMATIONi Section 19(b)(2) of the Federal
Reserve Act, as amended by Title I of the Monetary control Act of
1980 (Pub. L. 96-221; March 31, 1980), provides:

(B) Each depository institution shall 
maintain reserves against its nonpersonal 
time deposits in the ratio of 3 per centum, 
or in such other ratio not greater than 9 per 
centum and not less than zero per centum as 
the Board may prescribe by regulation solely 
for the purpose of implementing monetary 
policy.
* * *

(D) . . . Reserve requirements imposed under 
this subsection shall be uniformly applied to 
nonpersonal time deposits at all depository 
institutions, except that such requirements 
may vary by the maturity of such deposits.

V  Required reserves on nonpersonal time deposits and 
Eurocurrency liabilities for quarterly reporters total on the 
order of $450 million.
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Pursuant to this authority, the Board in 1980 amended its 
Regulation D to carry out provisions of the Monetary Control Act 
of 1980 (45 FR 56009; August 22, 1980). As part of this revision 
of Regulation D, the Board set the reserve requirement ratio on 
nonpersonal time deposits with original maturities or required 
notice periods of Isbs than four years at 3 per cent and the 
ratio on such deposits with maturities or notice periods of four 
years or more at zero per cent (45 FR at 56027). On three 
subsequent occasions, the Board reduced reserves on nonpersonal 
time deposits with certain maturities to zero for monetary policy 
purposes. In 1982, it reduced the maturity for zero percent 
reserves on nonpersonal time deposits from four years to three 
and one-half years. (47 FR 18847; May 3, 1982). In March of 
1983, the Board reduced the maturity for zero percent reserves to 
two and one-half years (48 FR 12083; March 23, 1983), and in 
October of 1983 reduced the maturity for zero percent reserves to 
one and one-half years, the current maturity cut-off (48 FR 
46005; October 11, 1983).

The Board's Regulation D as revised in 1980 also 
incorporated a reserve requirement ratio of 3 percent on 
Eurocurrency liabilities as defined in section 204.2(h) of 
R e g u l a t i o n  D ,  regardless of maturity. Such reserves are 
authorized by section 19(b)(5) of the Federal Reserve Act, which 
provides that these liabilities are subject to reserves in such 
ratios as the Board may prescribe. The Board has not changed this
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reserve requirement ratio of 3 percent on Eurocurrency 
liabilities since its adoption in 1980.

The Board is reducing the 3 percent reserve requirement 
on short-term nonpersonal time deposits and Eurocurrency 
liabilities to zero. It is taking this action based on its 
determination that reserves on these liabilities are not 
necessary for the conduct of monetary policy.

The Board took action at this time in response to 
mounting evidence that commercial banks have been tightening 
their standards of creditworthiness and the terms and conditions 
for many types of loans. While much of this tightening has been 
welcome from a safety and soundness standpoint, it has in recent 
months begun to exert a contractionary influence on the economy. 
This has been reflected in slow growth in the broad monetary 
aggregates and in bank credit. Lower reserve requirements at any 
given level of money market interest rates will reduce costs to 
depository institutions, providing added incentive to lend to 
creditworthy borrowers, thus countering, to some extent, the 
recent tightening in credit terms.

This reduction in reserve requirements is being phased 
in over two reserve maintenance periods for weekly reporters so 
that the c h a n g e  in reserves d o e s  not d i s r u p t  the money m a r k e t s .  

Although the reserve requirement ratios are being reduced to 
zero, reporting requirements that distinguish between short-term 
and long-term time deposits through the use of the one and one-
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half year maturity requirement for long-term time deposits are 
being retained as is the distinction between personal and 
nonpersonal accounts. Reserve requirements on transaction 
accounts alBO are being retained.

Regulation D is also being revised to reflect technical 
changes made necessary by the reduction of the reserve 
requirements. For example, section 204.9(a)(2) of Regulation D 
directs that any portion of the zero percent reserve requirement 
tranche created by the section remaining after the tranche is 
applied to transaction accounts will be applied to nonpersonal 
time deposits with maturities of less than one and one-half years 
(that is, to short-term nonpersonal time deposits) or to 
Eurocurrency liabilities, both of which are subject to a reserve 
requirement ratio of three percent. This provision is being 
changed to delete the reference to nonpersonal time deposits and 
Eurocurrency liabilities.

Notice and public participation: effective date. The 
provisions of 5 u . s . c .  553(b) relating to notice and public 
participation have not been followed in connection with the 
adoption of these amendments because the Board for "good cause" 
finds that notice and public comment on the proposed changes are 
"impracticable, unnecessary, or contrary to the public interest." 
The Board finds that it is impracticable and contrary to the 
public interest because the economic conditions discussed above 
warrant providing the prompt stimulus to lending that will result
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from immediate steps to reduce reserves.^ In order to avoid 
disruption in the money markets, this change is being phased in 
over two reserve maintenance periods for weekly reporters 
beginning December 13, 1990.

The provisions of 5 U.S.C. 553(d) generally prescribing 
30 days' prior notice of the effective date of a rule have not 
been followed in connection with the adoption of these 
amendments. Section 553(d) also provides that such prior notice 
is not necessary whenever a rule reduces regulatory burdens or 
there is good cause for finding that such notice is contrary to 
the public interest. This rule does reduce such a burden, and, 
as noted, the Board has determined that delaying the 
effectiveness of that relief is contrary to the public interest.

Regulatory Flexibility Act Analysis. Pursuant to section 605(b) 
of the Regulatory Flexibility Act (Pub. L. No. 96-354, 5 U.S.C. 
601 et seq.), the Board certifies that the proposed amendments 
will not have a significant adverse economic impact on a 
substantial number of small entities. The proposed amendments 
reduce certain regulatory burdens for all depository 
institutions, reduce certain burdens for small depository

M  The Board's Rules of Procedure provide that advance 
notice and deferred effective date will ordinarily be omitted in 
the public interest for changes in general requirements regarding 
reserves. 12 CFR 262.2(e).
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institutions, and have no particular adverse effect on other 
small entities.

List of Subjects in 12 CFR Part 204
Banks, banking, Currency, Federal Reserve System, 

Penaltiesf Reporting and recordkeeping requirements.

Pursuant to the Board's authority under section 19 of 
the Federal Reserve Act, 12 U.S.C. 461 § &  sea.. the Board is 
amending 12 CFR Part 204 as follows:

PART 204 -- RESERVE REQUIREMENTS OF DEPOSITORY INSTITUTIONS
1. The authority citation for Part 204 continues to 

read as follows:
AUTHORITY: Sections 11(a), 11(C), 19, 25, 25(a) of the 

Federal Reserve Act (12 U.S.C. 248(a), 248(c), 37ia, 371b, 461, 
601, 611); section 7 of the International Banking Act of 1978 
(12 U.S.C. 3105); and section 411 of the Garn St-Germain 
Depository Institutions Act of 1982 (12 U.S.C. 461).

2. In S 204.2, footnote 2 in paragraph (c)(1)(i) is 
revised to read as follows:
S 204.2 Definitions.

* * * * *

2A nonpersonal time deposit with a stated maturity of one and 
one-half years or more may be treated as having an original 
maturity of one and one-half years or more only if it is subject 
to the minimum penalty described in section 204.2(f)(3).
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3. In $ 204.3, the word "and** is added after the 
semicolon in paragraph (a)(3)(i)(A); the colon and the word "and" 
are removed at the end of paragraph (a)(3)(i)(B) and a period is 
added; and paragraph (a)(3)(i)(C) is removed.

4. In $ 204.3, paragraph (c)(2) is revised to read as
follows:
S 204.3 Computation and maintenance.

* * * * *

(c) Computation of required reserves .for institutions
that , report on a weekly fragigt

(1) * * *

(2) A reserve balance shall be maintained during a 
given maintenance period based on the daily average net 
transaction accounts held by the depository institution during 
the computation period that began immediately prior to the
beginning of the maintenance period.

* * * * *

5. Section 204.9(a)(1), as revised in a final rule
document published on December 4, 1990 (55 FR ____), is hereby
withdrawn. Section 204.9(a) is now revised to read as follows:
$ 204.9 Reserve requirement ratios.

(a)(1) Reserve percentages. The following reserve 
ratios are prescribed for all depository institutions, Edge and 
Agreement Corporations, and United States branches and agencies 
of foreign banks:
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Ctttgggry
Net transaction accounts1 

$0 to $41.1 million 
over $41.1 million

Nonpersonal time deposits 
Eurocurrency liabilities

Btitryt rsflulreafiiit

3 percent of amount
$1,233,000 plus 12 
percent of amount over 
$41.1 million
0 percent
0 percent

^Dollar amounts do not reflect the adjustment to be made by the 
next paragraph.

(2) Easinptign .lion reseryg.requirements, Each 
depository institution, Edge or agreement corporation, and U.S. 
branch or agency of a foreign bank is subject to a zero percent 
reserve requirement on an amount of its transaction accounts 
subject to the low reserve tranche in paragraph (a)(1) not in 
excess of $3.4 million determined in accordance with section 
204.3(a)(3) of this part.

•k *  *  A *

By order of the Board of Governors of the Federal 
Reserve System, December 4, 1990.

William W. Wiles 
Secretary of the Board
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