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The Purchase of Bills of Exchange in the Open Market.

358

As is perhaps generally known, one of the important ob- 

jects of the Federal■Reserve Act was the establishment of a 

broad "discount market” which would to a large extent super

sede the "call money market." In the regulations already 

promulgated, substantial progress has been made in its es

tablishment by providing for the purchase or rediscount by 

the Federal Reserve Bank cf commercial paper endorsed by the 

member bank offering it, or the purchase by the Federal Re

serve Banks of acceptances growing cut of import or export of 

goods, whether indorsed or not. The object of the present 

circular is to arrange for a still further enlargement of 

this business by providing for the discount by member banks 

of domestic bills of exchange, whether accepted by bankers 

or by merchants, manufacturers or industrial corporations 

in good standing, and their rediscount or purchase in the 

open market by Federal Reserve Banks.

Among the monographs presented by the National Monetary 

Commission in 1908-09 is one on the Discount System in Europe, 

in which the following paragraph appears:
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(b) That po bill is "eligible* the proceeds of which have been 
used or are to be used:

(1) For permanent or fixed investments or any kind, sy-ch as 
lands, buildings, machinery (including therein additions, al
terations, or other permanent improvements, except such as
are properly to be regarded as costs of operation). It may be 
considered as sufficient evidence of compliance with this re
quirement if the maker or drawer shows, by statement or other
wise, that he has a reasonable excess of quick assets over his 
current liabilities on open accounts, short-term notes, or 
otherwise ;■

(2) For investments of a merely speculative character, 
whether made in goods or otherwise.

III.

Method of certifying eligibility.

Any domestic or foreign bank, firm, corporation or individual, 
offering a bill for sale to a Federal Reserve Bank shall certify in 
writing that the bill was issued for one of the purposes mentioned 
in the above paragraphs and conforms to section 13 of the Federal 
Reserve x\ct and to this regulation.

Every such bank, firm, corporation or indicidual shall furnish 
an original signed statement of the financial condition of the maker 
or drawer of ths bill, or true copies thereof, certified by a notary 
public, designating where the original statement is on file. State
ments should contain all the information essential to a clear and 
correct knowledge of the maker's or drawer's credit and of his method 
of borrowing. A schedule specifying certain information, which it is 
desirable that such stateirents should include, is hereto appended.

Statements of the maker*® or drawer's financial condition may 
be waived in the following cases:

(1) If the bill bears the acceptance of the purchaser of the
goods and presents prima facie evidence that it was issued for 
goods actually sold, or ’

(2) If the bill be specifically secured by documents covering 
readily marketable staples.

In order that bills of exchange eligible for discount under these 
regulations shall be readily identified, it is very desirable that the 
Federal Reserve Banks shall adopt a standard form of bill which shall 
show in a simple and readily recognizable way the "payer", the Ppayea", 
the "acceptor", the "indorser" and the invoices covered by the ac
ceptance. Such forms have been submitted to the Federal Reserve Boen-d,
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but in the opinion of the Board, it ie proper to leave the working #«t 
of details of this kind with th« Federal Reaerve Banks.

CHARLES S. HAMLIN.
Governor.

H. PARKER WILLIS,
Secretary.

APPENDIX

INFORMATION DESIRED 0? MAKERS OR DRAWERS.

The credit files of Federal Reserve Banks should include informa
tion concerning the following matters:

(a) The nature of the business or occupation of the maker and 
acceptor of purchased bills;

(b) If an individual, information as to his indebtedness and 
his financial responsibility;

(c) If a firm or corporation, a balance sheet showing quick assets, 
slow assets, permanent or fixed assets, current liabilities and accounts, 
short-term loans, long-term loans, capital and surplus;

(d) All contingent liabilities, such as indorsements, guaranties,
etc. ;

(e) Particulars respecting any mortgage debt and whether there is 
any lien on current assets;

(f) Such other information as may be necessary to determine whether 
the borrower is entitled to credit in the form of short-term loans.
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