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WASHINGTON

April 19, 1915.

Sub ject: Legal Reserve - Federal Reserve Banks.

S I R :

In connection with the plan now under considera
tion under which the Federal Reserve Board contemplates 
assuming the functions of a clearing house for the sev
eral Federal reserve banks, this office has been request
ed to give an opinion on the following questions:

1« Whether gold kept in a clearing fund 
under the control of the Federal Reserve Board 
may be counted by Federal reserve banks deposit
ing such gold as part of their reserve against 
liabilities other than Federal reserve notes.

2» Whether any part of such clearing fund 
may be kept by the Federal Reserve Board in 
the Treasury or one of the Subtreasuries of 
the United States.

In reference to the first question, Congress has 
not in terms defined by statute what constitutes reserve 
against demand liabilities and in order to reach a con
clusion as to what may or may not be counted as part of 
such reserve, it is necessary to review and interpret the 
principal acts of Congress dealing with this subject.

The Act of June 3, 1864, being Revised Statute, 
Section 5191, provided in part as follows:

"Every national banking association in 
either of the following cities * * * * shall 
at all times have on hand in lawful money of 
the United States, an amount equal to at least 
twenty-five per centum of the aggregate amount 
of (its notes in circulation and ) its deposits; 
and every other association shall at all times

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



- 2 -

have on hand in lawful money of the United 
States, an amount equal to at least fifteen 
per centum of the aggregate amount ( of its 
notes in circulation and ) of its deposits*”

The same Act further provided, (Section 5192) that :

"Three-fifths of the reserve of fifteen 
per centum required by the preceding section 
to be kept, may consist of balances due to an 
association, available for the redemption of 
its circulating notes, from associations ap
proved by the Comptroller of the Currency 
* * * * and doing business in the cities of 
* * * * *  Clearing-house certificates, rep
resenting specie or lawful money specially 
deposited for the purpose, of any clearing
house association, shall also be deemed to 
be lawful money in the possession of any as
sociation belonging to such clearing-house, 
holding and owning such certificate, within 
the preceding section*"

The Act of June 20, 1874, provided as follows :

Section 2 : "That section thirty-one
of 'the national bank act* be so amended that 
the several associations therein provided for 
shall not hereafter be required to keep on 
hand any amount of money whatever, by reason 
of the amount of their respective circulations; 
but the moneys required by said section to be 
kept at all times on hand shall be determined 
by the amount of deposits in all respects, 
as provided for in the said section*"

Section 3: "That every association or
ganized, or to be organized, under the provi
sions of the said act, and of the several acts 
amendatory thereof, shall at all times keep and 
have on deposit in the Treasury of the United 
States, in lawful money of the United States, a 
sum equal to five per centum of its circulation, 
to be held and used for the redemption of such 
circulation; which sum shall be counted as a 
part of its lawful reserve> as provided in sec
tion two of this act."
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It will be observed from the foregoing that prior 
to the Act of June 20, 1874, no distinction was made be-, 
tween reserve required to,be held against circulating 
notes and that required against deposits and this amend
ment relates only to the amount, and not to the charac
ter of reserve required*

Analyzing the provisions quoted above, it appears 
that reserve required by law before the passage of the 
Federal Reserve Act might consist of

(a) Lawful money on hand

(b) Balances due from approved Reserve agents

(c) Clearing House certificates, representing 
balances due from Clearing House Associations*

(d) Five per cent redemption fund, which con
sists of lawful money deposited with the 
Treasurer of the United States for redemp
tion of circulating notes*

In other words, from such analysis, it seems that reserve 
may reasonably be defined as lawful money on hand or so 
deposited, in accordance with law, as to be available at 
all times for the discharge of liabilities against which 
it is held* For example, lawful money on hand is avail
able to meet demands made at the bank. Balances due 
from approved Reserve agents are available to meet those 
liabilities which can be discharged by checks or drafts 
drawn against such approved Reserve agents, even more sat
isfactorily than by the actual shipment of lawful money 
or such balances can be immediately converted into law
ful money to meet demands made at the bank.

Clearing House deposits are available to meet de
mands presented through the Clearing House and the five 

* per cent redemption fund is available to redeem circula
ting notes presented to the Treasurer of the United States-

The Federal Reserve Act repeals that part of the 
Act of June 20, 1874, which permits National banks to 
count the five, per cent redemption fund as part of their 
legal reserve, but does not otherwise amend any provi
sions of law relating to the character of reserve to be 
held against deposits. It provides that a gold reserve 
shall be maintained against liabilities for Federal re
serve notes and a reserve of gold or lawful money
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against deposits in Federal reserve banks.,

It does not otherwise define in terms legal 
reserve•

Section 16 of the Act reads in part as fol
lows :

"Every Federal reserve bank shall main
tain reserves in gold or lawful money of not 
less than thirty-five per centum against its 
deposits and reserves in gold erf not less than 
forty per centum against its Federal reserve 
notes in actual circulation,1' etc*

The Act does not provide, except by implication, 
where the reserve held against deposits shall be actually 
carried* The reserve against circulating Federal reserve 
notes, however, under the terms of the Act, is to be car
ried partly in the vaults of the bank and partly with the 
Treasurer of the United States in order that notes pre
sented for redemption to the Treasurer may be redeemed 
out of the funds furnished by the Federal reserve banks*

Section 16 of the Federal Reserve Act provides in 
part that :

"The Federal Reserve Board * * * * may 
at its discretion exercise the functions of a 
clearing house for such Federal reserve banks*"

One of the principal functions of a Clearing 
House is to act as a depositary of funds of its mem
bers to be held for the discharge of liabilities of 
such members, which are presented to the Clearing 
House.

By analogy, therefore, if funds deposited with the 
treasurer of the United States for the redemption of 
Federal reserve notes are to be counted as part of the 
legal reserve of Federal reserve banks, required 
to be maintained against such notes, it would seem en
tirely consistent to count funds deposited with the Fed
eral Reserve Board for the discharge of its deposit 
liabilities as part of the legal reserve required to be 
held against such deposits*

Such a fund not only meets the general require
ments of lawful reserve, as indicated by the Acts re
ferred to, but inasmuch as clearing house certificates
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are specifically authorized by statute to be counted 
as part of the lawful reserve of National banks and 
the Board is authorized to act as a clearing house 
for Federal reserve banks, it would seem that its 
certificates would come within the spirit of the Act*
In other words, while Section 5192 relates to the re
serves of National banks, the Federal Reserve Act makes 
no distinction between the character of reserve of 
such banks and the character of reserve of Federal 
reserve banks.

In answer to the second question, while the 
Act does not in terms provide for deposits by the 
Federal reserve banks, or by the Federal Reserve 
Board, with the Treasurer of the United States, the 
Attorney General has rendered an opinion on the stat
us of the Federal Reserve Board, in which he holds 
that the Board is an independent establishment and 
the members are officers of the United States.

As such officers, it is entirely consistent 
with tire established practices of the Government that 
accounts should be opened with the Treasurer or As
sistant Treasurer for the deposit of any funds held 
by the Federal Reserve Board. In other words, since 
that fund will be deposited with the Federal Reserve 
Board and since the Board at this time is without the 
necessary facilities for keeping such fund, the Treas
ury of the United States would seem to be the proper 
place for its deposit.

The bookkeeping incident to handling the clearings, 
could of course be handled by the Board without ref
erence to the physical location of the funds in ques
tion.

I am, therefore, of the opinion that both questions 
may be answered in the affirmative.

Respectfully,

(Signed) M« C. ELLIOTT,

Counsel.

Honorable F. A. Delano,
Vice Governor, Federal Reserve Board.
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