
for all discounts and advances to member
banks, with two exceptions. In September
1939 some of the Federal Reserve Banks
established a preferential rate on paper secured
by Government securities. These rates were
in effect at the beginning of the period covered
by this section, but the differences between
these rates and those on other discounts and
advances were eliminated in February, March,
and April 1942, when rates for other discounts
and advances were lowered. In the autumn of
1942 all twelve of the Federal Reserve Banks
established a preferential rate on advances
secured by Government securities maturing
or callable in 1 year or less, which was in effect
until the spring of 1946. At that time the
preferential rate was discontinued.

Although member banks could borrow at a
preferential rate during the war on advances
secured by short-term Government obligations,
they did not borrow much in this way, in part
because it was cheaper to sell Treasury bills
at the rate established in April 1942.

Rates on Section 10(b) advances. In addi-
tion to advances under Section 13 and 13 a, the
Federal Reserve Banks are authorized under
Section 10(b) of the Federal Reserve Act,
enacted on February 27, 1932, to make ad-
vances to member banks provided such ad-
vances are secured to the satisfaction of the
Federal Reserve Banks. The rate on these
advances, shown in Table 1-B, may not be
less than one-half of 1 per cent higher than
the highest rate in effect on discounts for
member banks under Sections 13 and 13a.
During most of the period covered by Table
1-B, the discount rate on advances under Sec-
tion 10(b) was one-half of 1 per cent higher
than the rate on eligible paper at each Reserve
Bank.

The volume of borrowing under Section
10(b) is small, but the privilege of borrowing
on paper otherwise ineligible for discount at
the Reserve Banks is important to member
banks at certain times and in certain circum-
stances.

Rates on advances to others than member
banks. Under the last paragraph of Section 13
of the Federal Reserve Act, enacted on March
9, 1933, the Federal Reserve Banks may make
advances to individuals, partnerships, or cor-
porations on direct securities of the U.S.
Government. Such advances, which are made
mainly to nonmember banks, have never been
an important part of Federal Reserve discount
operations.

During the defense build-up that began in
late 1939 and during World War II, each of
the Reserve Banks had a special rate to non-
member banks under this provision. This
special rate, which was eliminated in March
and April 1946, was at the same level as the
regular discount rate for member banks. Table
2 shows discount rates for 1933-63 on
advances to individuals, partnerships, and
corporations under the last paragraph of
Section 13. Rates for the period 1933-41
were not published in Banking and Mone-
tary Statistics.

Rates on industrial loans and commitments.
Under Section 13b of the Federal Reserve Act,
enacted on June 19, 1934, the Federal Reserve
Banks were authorized to provide credit to
business enterprises for working capital. This
section of the Act was repealed effective
August 21, 1959, by the Small Business Invest-
ment Act of 1958. The volume of industrial
loans and commitments was small throughout
the period covered by this section of the
Supplement except during World War II.
Table 3 shows the rates charged on such
loans and commitments. These rates are de-
scribed on page 424 of Banking and Monetary
Statistics.

Buying rates on Treasury bills. During and
immediately after World War II there was a
special buying rate for Treasury bills. On
April 30, 1942, the Federal Open Market
Committee—which makes decisions on open
market operations for the System—directed
the Federal Reserve Banks to purchase all
offerings of Treasury bills at a discount rate
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of 3/s of 1 per cent per annum.2 This rate
applied not only to banks but also to all other
holders of Treasury bills, including dealers in
securities.

On August 7, 1942, the Federal Open Mar-
ket Committee announced that the seller of
the bills could repurchase before maturity a
like amount of bills of the same maturity at
the same rate of discount. Beginning with May
15, 1943, all purchases of Treasury bills by
the Reserve Banks at the posted buying rate
of Vs of 1 per cent were made subject to the
repurchase option. The buying rate for Treas-
ury bills was discontinued on July 10, 1947.

Buying rates on bankers' acceptances. Bank-
ers' acceptances purchased by the Federal
Reserve Banks have sometimes been an im-
portant part of Reserve Bank credit, but during
the 1941-63 period the amounts were signifi-
cant only after 1954.3 The amounts are shown
in Table 1-A of "Member Bank Reserves and
Related Items," Section 10 of the Supplement,
and in Tables 1 and 4 of "Federal Reserve
Banks," Section 9.

At the beginning of 1941 each Reserve Bank
had a minimum discount rate for purchases of
prime bankers' acceptances payable in dollars.
It was set by the Bank's board of directors
and approved by the Board of Governors.
"Effective buying rates"—that is, the rates
actually charged—were established by the
Bank's officers at or above the approved mini-
mum rate. Buying rates at the various Reserve
Banks generally were adjusted to agree with
the rates at the Federal Reserve Bank of New
York.

On June 19, 1952, the Federal Open Market
Committee assumed responsibility for setting
the minimum rate and authorized the Man-
ager of the System Open Market Account to
specify the effective buying rates. On March

2 For a description of the Federal Open Market Com-
mittee, see The Federal Reserve System—Purposes and Func-
tions, pp. 23 and 232-34.

3 For figures on the total amount of bankers' acceptances
outstanding, see Tables 9 and 10 of this section of the
Supplement.

2, 1955, the Reserve Banks discontinued their
policy of standing ready to purchase at pub-
lished rates all bankers' acceptances offered.
After that they bought and sold under periodic
authorizations of the Open Market Committee
at market rates of discount.

Purchases of bankers' acceptances by the
Federal Reserve Banks are sometimes made
under repurchase agreement, with the seller
obligated to repurchase the acceptances within
15 days. When the Federal Open Market
Committee assumed authority over purchases
of bankers' acceptances, it did not authorize
any purchases under repurchase agreement.
This authority was, in effect, restored on March
2, 1955, with the Committee's authorization of
repurchase agreements with nonbank dealers
in bankers' acceptances at rates prescribed by
its executive committee. Responsibility for es-
tablishing these rates was assumed by the full
committee on June 22, 1955, when the execu-
tive committee was abolished.

Since August 2, 1955, the authorization to
purchase bankers' acceptances has been limited
to purchases for the account of the Federal
Reserve Bank of New York. The directive of
the Federal Open Market Committee on re-
purchase agreement rates that was in effect at
the end of 1963 was the same for bankers'
acceptances as it was for U.S. Government
securities:

To buy U.S. Government securities with maturi-
ties of 24 months or less at the time of purchase,
and prime bankers' acceptances with maturities of
6 months or less at the time of purchase, from
nonbank dealers for the account of the Federal Re-
serve Bank of New York under agreements for
repurchase of such securities or acceptances in 15
calendar days or less, at rates not less than (a) the
discount rate of the Federal Reserve Bank of New
York at the time such agreement is entered into,
or (b) the average issuing rate on the most recent
issue of 3-month Treasury bills, whichever is the
lower.

The effective buying rates at the Federal
Reserve Bank of New York on January 1,
1941, for bankers' acceptances of various ma-
turities, the rate for repurchase agreements,
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and the changes in these rates through March
2, 1955, are shown in the table below.

BUYING RATES ON BANKERS' ACCEPTANCES

[Per cent per annum]

Effective date

Outright purchases, by
maturity (days)

1 to
90

91 to
120

121 to
180

Repur-
chase
agree-
ments

1941—In effect Jan. 1.
1946—July 12

Aug. 24
1947_Dec. 1
1948—Jan. 12

Aug. 13
1950—Aug. 21
1951—Dec. 18
1952—June 19
1953_j a n . 16
1954—Feb. 5

Apr. 16
1955—Jan. 13

Mar. 2
Mar. 30

VA

Ws

ig
WA
1%
2%

VA

1 *
WA

1 %

1 %
2

2VA

18
1 %

l

1 %
1 %

2
2 %

2 %
2
1%
1 %

VA

W&

m* /2
WA
1%
0)

zz

1 The Federal Open Market Committee terminated authority to
make repurchase agreements.

2 Purchases made at market rates of discount under periodic
authorizations of the Federal Open Market Committee.

3 Repurchase agreements authorized at rates not less than the
lower of (a) the discount rate on eligible paper or (b) the average
issuing rate on the most recent issue of 3-month Treasury bills.

Rates on purchases of U.S. Government
securities under repurchase agreement The
Federal Reserve Banks may acquire U.S. Gov-
ernment securities under repurchase agreement,
with a commitment by the seller to repurchase
the securities within 15 days. The rate of in-
terest is usually equivalent to the discount rate
of the Federal Reserve Bank of New York.

Within the period covered by this section of
the Supplement, 1941-63, the Reserve Banks
had no authority to acquire Government secur-
ities under repurchase agreement from March
1, 1945, until February 24, 1948, when the
Federal Open Market Committee authorized
limited transactions with dealers qualified to
transact business with the System Open Mar-
ket Account. Before March 1, 1945, and from
February 24, 1948, to July 22, 1952, the Re-
serve Banks established the buying rate sub-
ject to the approval of the Board of Governors.

On July 22, 1952, the Federal Open Market
Committee assumed the responsibility for set-

ting the rate on repurchase agreements on
Government securities and directed the Man-
ager of the System Open Market Account to
set the effective buying rate at not less than the
lower of (1) the discount rate on eligible paper,
or (2) the average issuing rate on the most
recent issue of 3-month Treasury bills. On
June 23, 1954, the Open Market Committee
transferred to its executive committee the au-
thority to set the buying rate on Government
securities acquired under repurchase agree-
ment. On June 22, 1955, the executive com-
mittee was abolished, and its responsibilities
were assumed by the full committee. The
directive on repurchase agreement rates in
effect on December 31, 1963, was the same
for U.S. Government securities as for bankers'
acceptances (see preceding page).

The buying rates on Government securities
under repurchase agreement effective during
the period 1941-63 are shown in the accom-
panying table:

BUYING RATES ON U.S. GOVERNMENT SECURITIES
UNDER'REPURCHASE AGREEMENT

Effective date

1941_jan. 1
1945—Mar. 1
1948—Feb. 24

Aug. 13
1949—Aug. 19
1950—Mar. 20

1951 Feb. 8

Oct. 15

1952 July 22

Rate

1 per cent
FOMC terminated authority to repurchase

1 VA per cent
IVi percent

Minimum rate of 1 % per cent
Minimum rate of V% of 1 per cent above

average issuing rate on most recent issue
of Treasury bills

Previous rate except that differential might
be less than % of 1 per cent above
average issuing rate

Minimum rate of not more than Vfc of 1 per
cent below average issuing rate on most
recent issue of 3-month Treasury bills

Not less than the lower of (1) the discount
rate on eligible paper, or (2) the average
issuing rate on the most recent issue of
3-month Treasury bills.

MAXIMUM RATES ESTABLISHED BY THE
BOARD OF GOVERNORS

In addition to its review and determination
of Federal Reserve Bank discount rates, the
Board of Governors has statutory responsi-
bility for setting maximum rates on member
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bank time deposits and on certain types of
Federally guaranteed loans.

Maximum rates on time deposits. The
Banking Act of 1933 forbade member banks to
pay interest on demand deposits and subjected
the interest paid on time and savings deposits
to limitations prescribed by the Board. Table
4-A shows the maximum rates on time de-
posits prescribed by the Board under Regula-
tion Q during 1933-64. The rates payable
by member banks may not exceed the maxi-
mum rate payable by State banks or trust com-
panies on like deposits under the laws of the
State in which the member bank is located.
Maximum rates for insured nonmember com-
mercial banks are established by the Federal
Deposit Insurance Corporation. Effective Feb-
ruary 1, 1936, these rates have been the same
as those for member banks.

On October 15, 1962, Section 19 of the
Federal Reserve Act was amended to exempt,
for 3 years (later extended to October 15,
1968) deposits of foreign governments and cer-
tain international institutions from regulation
by the Board of Governors as to rates of
interest that member banks may pay on time
deposits. The legislation included a similar
amendment to Section 18(g) of the Federal
Deposit Insurance Act for such deposits in
nonmember insured banks.

Maximum rates under Regulation V on
guaranteed loans. During World War II the
U.S. Government provided for the guarantee
of loans to finance the production of materials

and services deemed essential by military and
dther Federal procurement agencies. A similar
program has been in effect since 1950 when
war broke out in Korea. The Federal Reserve
Banks have acted as fiscal agents of the guaran-
teeing agencies under Regulation V of the
Board of Governors, and the Board has speci-
fied—after consultation with the guaranteeing
agencies—the maximum rate of interest and
the commitment fee that the financing institu-
tion may charge the borrower on guaranteed
loans and the guarantee fee to be paid the
guaranteeing agency.

The World War II program for guaranteed
loans began when Executive Order 9112 was
issued on March 26, 1942. Under this Order
the Board of Governors issued Regulation V,
effective April 6, 1942. The authority of the
guaranteeing agencies was broadened under
Executive Order 9336 of April 24, 1943, and
the Contract Settlement Act of 1944 to cover
loans enabling contractors to obtain release
of working capital promptly upon termina-
tion of war production contracts. The last
guaranteed loans under this part of the pro-
gram were made in May 1946.

The second guaranteed loan program was
authorized under the Defense Production Act
of 1950 and Executive Order 10161 of Sep-
tember 9, 1950. The Board's Regulation V
was revised and reissued effective September
27, 1950. Table 4-B shows the maximum
interest rate and commitment fee on guaranteed
loans and the guarantee fee for 1942-63.

MONEY RATES AND RELATED STATISTICS

Statistics on interest rates indicate the cost
of credit to borrowers and the rate of return
to those who lend and invest. Actions of the
Federal Reserve System are likely to have an
effect on money rates of different types. And
the Federal Reserve System takes these prob-
able effects into consideration in determining
monetary policy.

The money rate series in Tables 5-8 include
short-term open market rates in New York
City, effective rates on Federal funds, yields
on short-term U.S. Government securities, and
rates charged on business loans by banks in
principal cities. Tables 9 and 10 show the
volume of commercial and finance company
paper and of bankers' acceptances outstanding;

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

January 1966


