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FEDERAL RESERVE BOARD 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X*6124 

Septerrib er 4 , 1928. 

SUBJECT: Topic f o r J o i n t C o n f e r e n c e - Minimum m a t u r i t y on member 
bank c o l l a t e r a l n o t e s . 

Bear S i r ; 

The re i s e n c l o s e d h e r e w i t h copy of a memorandum f rom t h e 
B o a r d ' s G e n e r a l Counse l s u b m i t t i n g and commenting upon a p r o p o s e d 
amendment t o t h e B o a r d ' s r e g u l a t i o n s which would f i x seven days a s 
t h e minimum l i m i t a t i o n on a d v a n c e s by Federa l . R e s e r v e i ianks t o mem-
b e r banks on t h e i r p r o m i s s o r y n o t e s s e c u r e d by e l i g i b l e p a p e r o r Gov-
ernment s e c u r i t i e s . Such an amendment hafe been s u g g e s t e d a s a p o s -
s i b l e means of p r e v e n t i n g day to day b o r r o w i n g s by member b a n k s f o r 
t h e making of l o a n s of a s p e c u l a t i v e c h a r a c t e r , and t h e Board h a s 
v o t e d , b e f o r e a c t i n g upon t h e s u g g e s t i o n , to r e f e r i t to t h e f o r t h -
coming c o n f e r e n c e of t h e Governors and F e d e r a l R e s e r v e A g e n t s f o r 
d i s c u s s i o n and recommenda t ion , a s w e l l a s to t h e f a l l m e e t i n g of 
t h e F e d e r a l A d v i s o r y C o u n c i l . 

Very t r u l y y o u r s , 

E. M. M c C l e l l a n d , 
A s s i s t a n t S e c r e t a r y . 

TO ALL GOVERNORS AMD 
FEDERAL RESERVE AC-E2TTS. 
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(COPY) X-5124-a 
FEDERAL RESERVE BOARD 

June 21, 1928. 

From Mr. V e s t , A s s i s t a n t Counsel . 

To F e d e r a l R e s e r v e Board. SUBJECT: Minimum m a t u r i t y of seven days 
on member "banks' c o l l a t e r a l 
n o t e s . 

In a c c o r d a n c e w i t h t h e B o a r d ' s r e q u e s t t h e r e ha s been p r e p a r e d and 
i s a t t a c h e d h e r e t o a d r a f t of an amendment to t h e B o a r d ' s r e g u l a t i o n s 
which would f i x seven days a s t h e minimum l i m i t a t i o n on advances "by Fed-
e r a l r e s e r v e banks to member banks on t h e i r p r o m i s s o r y n o t e s s ecu red by 
p a p e r e l i g i b l e f o r r e d i s c o u n t o r by bonds o r n o t e s of t he U n i t e d S ta t e s**** 

Some q u e s t i o n may be r a i s e d a s to t h e B o a r d ' s a u t h o r i t y to p r e s c r i b e 
a r e g u l a t i o n of t h i s k i n d . In my o p i n i o n t h e Board h a s t h e a u t h o r i t y 
unde r t h e law to do t h i s i f i t so d e s i r e s . 

S e c t i o n 13 of t h e F e d e r a l Reserve Act c o n t a i n s t h e f o l l o w i n g p a r a -
g r a p h : 

"The d i s c o u n t and r e d i s c o u n t and t h e p u r c h a s e and s a l e 
by any F e d e r a l r e s e r v e bank of any b i l l s r e c e i v a b l e and of 
domes t i c and f o r e i g n b i l l s of exchange, and o f a c c e p t a n c e s 
a u t h o r i z e d by t h i s Ac t , s h a l l be s u b j e c t to such r e s t r i c t i o n s , 
l i m i t a t i o n s , and r e g u l a t i o n s a s may be imposed by the F e d e r a l 
Rese rve Board . " 

Th i s p r o v i s i o n o b v i o u s l y g i v e s b r o a d a u t h o r i t y to t he F e d e r a l Reserve 
Board in t h e m a t t e r o f r e g u l a t i n g t h e d i s c o u n t and p u r c h a s e of pape r by 
F e d e r a l r e s e r v e banks . The term " b i l l s r e c e i v a b l e " i n c l u d e s p r o m i s s o r y 
n o t e s , b i l l s of exchange o r o t h e r i n s t r u m e n t s f o r t h e payment of money, 
( s e e WORDS AND PHRASES and B o u v i e r ' s LAW DICTIONARY.) T h i s p r o v i s i o n of 
law, t h e r e f o r e , makes the d i s c o u n t of any p r o m i s s o r y n o t e by any F e d e r a l 
r e s e r v e bank s u b j e c t to such r e s t r i c t i o n s , l i m i t a t i o n s and r e g u l a t i o n s a s 
may be imposed by t h e F e d e r a l Reserve Board . The b road a u t h o r i t y to impose 
any r e s t r i c t i o n s and l i m i t a t i o n s t hus g iven in my o p i n i o n empowers t h e Board 
to p r e s c r i b e a minimum l i m i t a t i o n on m a t u r i t y of n o t e s d i s c o u n t e d by a Fed-
e r a l r e s e r v e bank . 

The word " d i s c o u n t " a c c o r d i n g to t h e dec ided c a s e s a p p l i e s n o t o n l y 
to t h e p u r c h a s e of a n o t e f rom one who a c t u a l l y owns t h e same, i . e . , t h e 
payee o r t h e h o l d e r , b u t a l s o i n c l u d e s the t r a n s a c t i o n by which t h e loan 
i s made to t h e maker of a n o t e by t h e payee t h e r e o f . See F l e c k n e r v . Bank, 
8 Wheat. 338; N a t i o n a l Bank v . Johnson , 104 U.S. 271; E s t e n v . Th i rd Na-
t i o n a l Bank ( K y . ) , 42 S.W. 1115; and Mor r i s v . T h i r d N a t i o n a l Bank (C.C.A.) 
142 Fed. 2 5 . In t h i s connec t i on i t may be w e l l t o ment ion t h e f a c t t h a t 
t h e same amendment to t h e law, t h a t of September 7 , 1916, which a u t h o r i z e d 
F e d e r a l r e s e r v e banks to make advances 6a member banks ' c o l l a t e r a l n o t e s , 
a l s o i n s e r t e d t h e words " d i s c o u n t and" in t h e above quoted p a r a g r a p h of 
S e c t i o n 13. Th i s may b e r e g a r d e d a s of some s i g n i f i c a n c e a s to t h e i n t e n t 
t i o a of Congres s .*** 

I am, t h e r e f o r e , of t h e o p i n i o n t h a t t h e above quoted p a r a g r a p h of 
S e c t i o n 13 c o n f e r s upon t h e F e d e r a l Rese rve Board t h e a u t h o r i t y to p r e -
s c r i b e l i m i t a t i o n s and r e s t r i c t i o n s on advances by F e d e r a l r e s e r v e banks 
to member banks on t h e i r c o l l a t e r a l n o t e s and t h a t t h i s a u t h o r i t y i s 
b r o a d enough to empower t h e Board to p r e s c r i b e seven days a s a minimum 
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l i m i t a t i o n f o r advances of t h i s k i n d . 
I t may be r e g a r d e d a s q u e s t i o n a b l e whether t h i s p roposed l i m i t a t i o n 

on m a t u r i t y of member b a n k s ' c o l l a t e r a l n o t e s i s in harmony w i t h the 
p u r p o s e of Congress in p r o v i d i n g t h a t F e d e r a l r e s e r v e banks may make 
advances to member bonks on t h e i r p r o m i s s o r y n o t e s w i t h m a t u r i t i e s up 
to f i f t e e n d a y s . The f o l l o w i n g i s a q u o t a t i o n f rom a l e t t e r a d d r e s s e d 
by t h e Governor of t h e F e d e r a l Rese rve Board to Sena tor Owen in 1916 
recommending t h e p a s s a g e of t h i s amendment; 

"The Board h a s recommended in t h e amendment d e s i g n e d 
to p r o v i d e f o r 15-day l o a n s , t h a t member banks be p e r m i t t e d 
to p u t up a s c o l l a t e r a l pape r of t h e k i n d t h e y can now r e d i s -
count , o r Government bonds in which t h e y can now i n v e s t , and 
to o b t a i n very s h o r t term loans based t h e r e o n . Expe r i ence h a s 
shown t h a t i n many c a s e s where a bank would g l a d l y o b t a i n a c -
commodation f o r a l i m i t e d t i m e , i t does n o t c a r e to go to t h e 
t r o u b l e of r e d i s c o u n t i n g pape r f o r a s p e c i f i c p e r i o d of 
m a t u r i t y , - a l t h o u g h i t would p r o b a b l y t a k e advan tage of an 
o p p o r t u n i t y to o b t a i n temporary accommodation i f i t c o u l d do 
so w i t h o u t h a v i n g to borrow f o r t he f u l l p e r i o d of t h e n o t e ' s 
m a t u r i t y , o r o t h e r w i s e comply w i t h r e s t r i c t i o n s o r l i m i t a -
t i o n s t h a t may be deemed o n e r o u s . I t i s , t h e r e f o r e , recom-
mended t h a t t h e member banks be p e r m i t t e d to o b t a i n of Fed-
e r a l r e s e r v e banks s h o r t p e r i o d l o a n s of t h i s k i n d . " 

I t seems a p p a r e n t f rom t h i s t h a t i t was con templa t ed t h a t member 
banks might borrow on t h e i r p r o m i s s o r y n o t e s f o r ve ry b r i e f p e r i o d s , 
even a s s h o r t a s one o r two days . 

As s t a t e d above , however , in my o p i n i o n the Board h a s t h e a u t h o r i t y 
under t h e law to p r e s c r i b e t h i s l i m i t a t i o n i f i t deems i t a d v i s a b l e . 

R e s p e c t f u l l y , 

( s i g n e d ) George 3 . V e s t , 
A s s i s t a n t Counsel . 
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(Proposed new s e c t i o n of R e g u l a t i o n A to "be i n s e r t e d a s S e c t i o n X 
of A r t i c l e A, subsequent s e c t i o n s to be renumbered a c c o r d i n g l y . ) 

SECTION X. ADVANCES TO MEMBER BANKS ON THEIR PROMISSORY NOTES. 

(a ) Any F e d e r a l r e s e r v e bank may make advances to any of i t s 
member banks on t h e i r p r o m i s s o r y n o t e s p r o v i d e d such n o t e s a r e s e -
cu red by such n o t e s , d r a f t s , b i l l s of exchange or b a n k e r s 1 a c c e p t -
ances a s a r e e l i g i b l e f o r r e d i s c o u n t o r f o r p u r c h a s e by F e d e r a l r e -
s e rve banks under the p r o v i s i o n s of t h e F e d e r a l Rese rve Act or of 
t he R e g u l a t i o n s of the F e d e r a l Reserve Board, or a r e s e c u r e d by the 
d e p o s i t or p l e d g e of bonds o r n o t e s of t h e U n i t e d S t a t e s . 

(b) No such advances s h a l l be made f o r a p e r i o d exceed ing f i f -
t een days nor f o r a p e r i o d l e s s than seven days . A n o t e of a member 
bank g iven f o r any such, advance in no c a s e s h a l l be c a n c e l l e d or 
marked p a i d or s h a l l be r e t u r n e d to t h e member bank u n t i l payment 
in f u l l of b o t h p r i n c i p a l and i n t e r e s t t h e r e o f s h a l l have been made 
n o t l e s s than seven days a f t e r the advance to t h e member bank . No 
r e b a t e of i n t e r e s t cove r ing any p a r t of such seven-day p e r i o d s h a l l 
be made in any c a s e . 
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