
RATES REGULATED BY THE BOARD OF GOVERNORS

Two types of rates under this heading are
described: first, those which the Federal Re-
serve Banks charge member banks and others
on borrowed funds, generally referred to as
discount rates; and second, the maximum rates
that the Board of Governors has established
on time deposits in member banks and on loans
that are guaranteed by agencies of the U.S.
Government.

FEDERAL RESERVE BANK RATES

The discount rate determines the cost to mem-
ber banks of the reserve funds they obtain by
borrowing from Federal Reserve Banks. Every
14 days, each Reserve Bank must establish its
own discount rates, subject to review and
determination by the Board of Governors in
Washington.

The national and international financial com-
munities think of Federal Reserve Bank discount
rates as pivotal rates in the credit market. The
key role assigned to them derives largely from
the fact that they are established by the admin-
istrative action of a public body having special
information and competence to judge whether
expansion of bank credit and money is con-
sistent with the economy's cash needs for trans-
actions and liquidity.1

The founders of the Federal Reserve System
contemplated that Reserve Bank discount rates
would be set in accordance with regional finan-
cial conditions. And they expected that varia-
tions in regional financial conditions would lead
to variations in discount rates among the Re-
serve Banks. In recent decades, however, rates
have tended to be uniform. Basically, this
tendency toward uniformity reflects improve-
ments in the facilities and speed of communica-
tion and transport as well as further geograph-

1 For further information on discount rates and their rela-
tion to market rates of interest, see Board of Governors of
the Federal Reserve System, The Federal Reserve System—
Purposes and Functions (Washington, D. C, 1963) pp. 45-50.

ical integration of industrial, commercial, and
financial enterprises.

The principal types of discount rates estab-
lished by the Reserve Banks are shown in
Tables 1 and 2. They are (1) rates to member
banks on discounts of eligible paper and on
advances secured by such paper or by U.S.
Government securities, (2) rates to member
banks on other advances secured to the satis-
faction of the Reserve Bank, and (3) rates on
advances to others than member banks secured
by direct securities of the United States. Table
3 shows rates on industrial loans and commit-
ments from January 1941 through August 21,
1959, when Federal Reserve authority to make
such loans was repealed.

The Board's Regulation A contains detailed
information on the various types of discounts
and advances that the Federal Reserve Banks
may make. The following discussion relates
principally to the discount rates charged. Both
advances and discounts are processed on a dis-
count basis—that is, the borrower pays the
interest on the date when he borrows.

Discount rates on eligible paper. The Fed-
eral Reserve Banks are authorized under Sec-
tions 13 and 13a of the Federal Reserve Act
to discount for their member banks short-term
commercial and agricultural paper and to make
advances on member banks' promissory notes
secured by such eligible paper or by U.S. Gov-
ernment securities. The rate charged on dis-
counts of eligible paper is usually referred to
as the "discount rate." This rate, which is
shown in Table 1-A, has been the lowest of
the rates charged by the Federal Reserve Banks
except when a preferential rate has been in
effect for advances secured by Government
securities.

In the early years of the System the Re-
serve Banks established a variety of discount
rates, differing with the class of paper and the
maturity. However, since 1921 a single rate
has prevailed at each' Federal Reserve Bank
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