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OP THE
FEDERAL. RESERVE SYSTEM

Office Correspondence n^ November 27,
•ro Chairman Eccles Subject:

Mr. Clayton
I P O 10—852

A digest of the report of the Committee on Acceptance
Practice appointed in 1932, report dated November 6, 1956, trans-
mitted to you on November 14th by Dr. Burgess is as follows:

HISTORY OF THE COMMITTEE
The formation of this Committee was suggested in a letter

of Governor Meyer dated May 6, 1932, to Mr* Caulkins and the Committee
began work that same spring. The original membership was E. R. Kenzel,
Nev̂  York, chairman, E. R. McKay, Chicago, Ira Clerk, San Francisco.
The Board was represented on *the Committee by Mr. Riefler. During 1935
Mr. Kenzel died and Dr. Burgess took his place as chairman. Mr. McKay
retired in September 1956, but before this time, he reviewed a draft
of the report and gave the Committee the benefit of his suggestions.
The report was also submitted to and comments were received from the
other membecs of the fl subcommittee of the general committee on bankers
acceptances," being Messrs. Paddock of Boston and Zurlinden of Cleveland.

THE COMMITTEE'S APPROACH
In general a statistical project was planned to obtain data re-

garding acceptance practice for the purpose of formulating recommendations
for changes in the law or the Board's regulations if such changes were
shown by the study to be desirable. In general the information was
gathered by requesting data and comments regarding their experience from
institutions which had been important acceptors in the past decade with
detailed information respecting every credit "on which the bank's customer
failed promptly to meet obligation to place the accepting bank in posses-
sion of funds to pay the acceptance." The various classes of acceptance
credits studied were as follows:

1. Import credit
2. Export credit
5, Domestic shipment credit
4. Credit covering shipments between foreign countries
5. Domestic storage credit
6. Foreign storage credit
7. Dollar exchange credit

The information was supplied by questionnaires which were
assembled during the early part of 1953 so that the report does not in-
clude experience with any credits originating subsequent to 1952. Interim
reports were made by the Committee to the Governors1 Conferences on April
19 and October 10, 1955, but the material was not completely analyzed until
this year. Responses were received from 156 banks in all, although 116
banks did not fill out the questionnaire since they had encountered no
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unfavorable experience. Thus the analysis was based upon the unsatis-
factory acceptance experience of 40 institutions, 31 being member banks•
Of these, actual losses were reported by only 24 banks. It is well to
add however, that the 156 institutions which responded account for about
90$ of the current acceptance business according to the American Acceptance
Council. The Committee therefore feels that the "returns make a sufficiently
complete picture to justify the conclusions arrived at.11

INDICATED LOSSES 1920-1952
Aggregate acceptance business during the years 1920-52 is estimated

at around $50 billion. The losses reported to the Committee amount to
$10,300,000 out of a total of $38,300,000 which were not met at maturity.
In addition to this loss, however, there is still a suspense figure of
$4,700,000. These figures do not include losses incurred by American ac-
ceptors of bills included in standstill arrangements with central European
countries. A separate report on this experience is appended which I have
not read.

The losses above referred to have been slightly over .02 of 1%
and with the suspense amounts included, amount to less than .04 of 1%.
Commissions received by the accepting banks aggregated at least $125,000,000
on the basis of f of 1$ for ninety-day credits.

In order to make an accurate analysis of weaknesses in acceptance
practice, a careful analysis was made based upon the types of transactions•
The following table shows that the greatest difficulty was encountered in
connection y/ith imports, exports and shipment between foreign countries.

Class of Credit

Import
Export
Domestic shipment
Domestic storage
Shipment between foreign countries
Foreign storage
Dollar exchange

Total 188 92

A similar table is included in the report showing the dollar
amount of the various types of acceptances which table shows that the
least satisfactory experience was with import credits.

In several respects there is a natural division of acceptance
experience as between the years ending with 1924 and those beginning with
the year 1925. A large increase in the acceptance business as a whole

Number of
credits

Total

75
19
2

28
49
10
5

in difficulty
Involving

losses

36
12
1

15
24
5
1
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began after 1924, and acceptance practice at some points was improved
as a result of lessons learned from unsatisfactory experiences of earlier
years* Business in some of the major classes of acceptances, moreover,
amounted to little prior to 1925• The rapid increase following 1927 in
acceptances outstanding to finance shipments between or storage in
foreign countries reflects in part revision by the Federal Reserve Board
of its rulings to permit the acceptance of bills in export transactions
after the goods had actually arrived at their destination. This broaden-
ing of ruling followed some recession in trade in 1924 and in 1927, and
was particularly designed to assist in furthering our exports of cotton
and other raw products.

There are many charts and tables in the report showing various
phases of the experience of acceptors which it is not necessary to review
for a general picture of the study*

CONCLUSIONS
In coming to its conclusions, the Committee was impressed by

the small amount of loss compared with the total business done, but I
was impressed by its ignoring the fact that, like our domestic banking
experience, the major cause for loss was the unprecedented depression
which made bad risks out of good risks.

The Committeefs conclusions may be stated as follows:

1. That the acceptance business of American banks as developed
under the regulations of the Board has been satisfactory.

2. That it is nevertheless desirable that bankers acceptances
should be the prime commercial credit instrument and should be based on
transactions as nearly riskless and above suspicion as possible and that
therefore any loss in this field should be the occasion of effort to
foreclose any recurrence.

3. That American banks did not uniformly adhere to the highest
standards of acceptance practice in handling central European business*

RECOMMENDATIONS
The Committee therefore arrives at the following recommenda-

tions:
1* It is recommended that the acceptance privilege be not

withdrawn from any of the seven important fields.
2. It is recommended that further liberalizations in regula-

tions of the Board of Governors be not made at this time.
3* It is recommended that a footnote be added to subparagraph

(1) of Section XI of Regulation A reading as follows:
While it is not a requirement of the eligibility of

bills referred to in clause (1) of Section XI of this
regulation that documents covering the shipment of goods
be attached to the bills at the time of acceptance, it will
be presumed by Federal reserve banks in discounting such
bills that the accepting banks have obtained satisfactory
evidence as to the transactions underlying such bills*
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4* It is recommended that continued emphasis be placed on
the procedure of check-up through examinations. In keeping with this
proposal the Reserve Board on January 29, 1935, addressed letters to
the Federal Reserve Agents and the Comptroller of the Currency request-
ing that when examinations of members of the Federal Reserve System were
being made, attention be paid to whether the acceptance business of the
respective bank ?>as being conducted in conformance with the law and regu-
lations of the Board.

5. It is also recommended that the Federal reserve banks, in
addition to their usual scrutiny of bills from the standpoint of eligi-
bility and acceptability, make at frequent intervals a more extended
investigation of bills which are purchased or offered for purchase in
order to ascertain whether the acceptances are conforming with sound
acceptance practice.

It must be recognized that in the long run sound acceptance
practice depends most largely on sound credit judgment on the part of
the accepting bank, and the principal reliance for improvement in prac-
tice must be placed upon the gradual process of the seasoning of judg-
ment of acceptors and the development of sound traditions*
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