
5 0 3 

X-7180 

Dr. Miller 

Mr. Vest - Ass i s t an t Counsel. 

In accordance with your reques t , I have prepared the 

fol lowing memorandum showing the more important changes which the 

Board has made from time to time i n the p r i nc ip l e s incorporated i n 

i t s r egu la t ions and ru l i ngs with respec t to "bankers' acceptances . 

The memorandum i s not intended to cover the l e s se r important r u l -

ings or r egu la t ions of the Board on t h i s subject "but i t s purpose 

i s to give the f a c t s with re ference to those ru l ings of primary 

importance which represen t changes i n pol icy with regard to bankers ' 

acceptances, and p a r t i c u l a r l y as to those cases where such changes 

have involved a l i b e r a l i z a t i o n of the requirements. 

ORIGINAL FEDERAL RESERVE ACT AND EARLY 
REGULATIONS AND RULINGS. 

Under the provis ions of the o r ig ina l Federal Reserve Act, 

Federal reserve "banks were authorized "by sec t ion 13 to discount accept -

ances based on the importat ion or expor ta t ion of goods wi th m a t u r i t i e s 

of not more than th ree months, when indorsed by a member bank; and 

member banks were author ized to accept d r a f t s or b i l l s of exchange 

a r i s i n g out of import and export t r ansac t ions having not more than 

s i x months' s igh t to run . Federal reserve banks were a l so authorized 

by sec t ion 14 to purchase bankers ' acceptances, with or without the 

indorsement of a member bank. 

June 11, 1932 

Board 's r u l i ngs regarding 

Bankers' Acceptances 
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The Federal Reserve Board i n 1915 issued severa l d i f f e r e n t 

regu la t ions regarding "bankers' acceptances, gradual ly expanding and 

enlarging the provis ions wi th respect to t h e i r e l i g i b i l i t y f o r r e -

discount . As a r e q u i s i t e of e l i g i b i l i t y , i t was requi red by the 

Board's ru l i ngs tha t the re be a d e f i n i t e bona f i d e cont rac t f o r the 

shipment of the goods involved in the import or export t r ansac t ion 

within a spec i f i ed and reasonable time a f t e r the making of the 

acceptance, and a l so tha t the t r ansac t ion on account of which the 

acceptance i s drawn must i t s e l f involve the importat ion or exporta-

t ion of the goods i n quest ion. 

One of the provis ions contained i n the Board 's ear ly 

r egu la t ions was tha t an acceptance must have been made "by a member 

bank, nonmember bank, t r u s t company or by some p r i v a t e banking f i rm, 

person, company or corporat ion engaged i n the business of accept ing 

or d iscount ing" . This provis ion recognized as e l i g i b l e f o r discount 

acceptances made, not only by banks and bankers, but a l so by others 

engaged i n the acceptance bus iness . A s imi lar p rov is ion , though 

i n d i f f e r e n t language, i s contained i n the present r egu la t ions r e -

garding acceptances. 

One of the most important of the ear ly ru l ings on acceptances 

was one published i n the 1915 Bu l l e t i n a t page 91, i n the form of 

an opinion of the Board 's counsel, which held tha t Federal reserve 

banks were author ized to discount acceptances, as a r i s i n g out of the 
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importat ion and expor ta t ion of goods, which were based on the shipment 

of goods "between any two or more fo re ign countr ies and "between the 

United Sta tes and c e r t a i n of i t s dependencies and possess ions , as well 

as between the United S ta tes and fo re ign coun t r i e s . The Board's 

records do not i n d i c a t e the circumstances under which t h i s r u l i n g was 

made. The substance of t h i s r u l i ng was subsequently incorporated 

i n the Board's r egu la t ions and has "been contained i n the r egu la t ions 

s ince tha t t ime. 

AUTHORITY FOR THE PURCHASE CR DISCOUNT Off 
ACCEPTANCES ARISING OUT Off DOMESTIC TRANS-
ACTIONS. 

In a r egu l a t i on promulgated i n November 1915, the Board 

authorized Federal r e se rve banks to purchase bankers ' acceptances , 

when proper ly secured, covering the domestic shipment of goods or 

covering the warehouse s torage of r e a d i l y marketable s t a p l e s . In 

t r ansmi t t ing t h i s r e g u l a t i o n , the Board s t a t ed tha t i t had not f e l t 

j u s t i f i e d , upon admit t ing S ta te banks and t r u s t companies to the 

Federal Reserve System, i n requi r ing tha t they d iscont inue making 

acceptances a r i s i n g out of domestic t r ansac t ions i f kept wi th in reason-

able l i m i t a t i o n s ; and tha t the Board considered such acceptances as 

of a charac ter t o make des i rab le investments f o r Federal r e se rve banks. 

As uniformly construed by the Board, the au thor i ty of Federal rese rve 

banks to purchase bankers ' acceptances under sec t ion 14 of the Feddral 

Reserve Act i s not sub jec t to the l im i t a t i ons app l i cab le i n the case of 

rediscounts of acceptances , and accordingly i t was l e g a l l y poss ib le 
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to author ize Federal reserve "banks by regula t ion to purchase 

domestic acceptances although no spec i f i c mention of domestic 

acceptances was made i n the law. The Board's records do not 

d i sc lose a t whose ins tance or suggestion t h i s au thor iza t ion fo r 

the purchase of domestic acceptances was given. 

Subsequently i n the Act of September 7 , 1916, the law 

was amended so as to author ize member banks to accept d r a f t s 

or b i l l s growing out of t ransact ions involving the domestic 

shipment of goods provided shipping documents conveying or securing 

t i t l e a re at tached a t the time of acceptance, or which a r e secured 

a t the time of acceptance by a warehouse rece ip t or other such document 

conveying or securing t i t l e covering read i ly marketable s t ap l e s ; 

and Federal reserve banks were authorized t o discount such accept-

ances. This amendment was recommended by the Federal Reserve 

Board in i t s annual repor t covering the year 1915, i n which i t 

was sa id , "There can be but l i t t l e question of the sa fe ty of 

such acceptances, and t he i r use wi l l tend to equalize i n t e r e s t 

r a t e s the country over and help to broaden the discount mar-

ket 11. 
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Among the p r i n c i p a l requirements which the Board has made in 

i t s r egu la t ions and ru l ings with respect to acceptances drawn aga ins t 

the s torage of r e a d i l y marketable s t ap l e s i s tha t the warehouse r ece ip t 

covering such s t ap le s be issued by a pa r ty independent of the customer and 

tha t such acceptances should not have a matur i ty i n excess of the 

time o r d i n a r i l y necessary to e f f e c t a reasonably prompt s a l e , shipment 

or d i s t r i b u t i o n in to the process of manufacture or consumption. In con-

nect ion with acceptances drawn to f inance the domestic shipment of goods, 

the Board has held t h a t there should be some ac tua l connection between 

the acceptance of the d r a f t and the t r ansac t ion involving the shipment 

of the goods; t ha t i s , the d r a f t should be drawn to f inance the shipment. 

The Board has a l s o s a id tha t a Federal rese rve bank may proper ly dec l ine 

to discount any acceptance the maturi ty of which i s i n excess of the 

usual or customary per iod of c red i t required to f inance the underlying 

t r ansac t i on or which i s i n excess of t ha t per iod reasonably necessary 

to f inance such t r a n s a c t i o n . 

ACCEPTANCES TO FURNISH DOLLAR EXCHANGE. 

The amendment of September 7, 1916, a l so author ized member 

banks to make, and Federal reserve banks to acqu i re , acceptances having 

not more than th ree months s ight to run , drawn by banks or bankers 

i n fo re ign count r ies or dependencies or i n su l a r possess ions of the 

United S ta tes f o r the purpose of fu rn i sh ing do l l a r exchange as r e -

quired by the usages of t r a d e . 
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The Federal Reserve Board adopted regu la t ions r equ i r ing mem-

ber "banks which d e s i r e to accept d r a f t s drawn "by banks or "bankers i n 

c e r t a i n countr ies f o r the purpose of fu rn i sh ing do l l a r exchange to 

obtain the permission of the Board. Such permission i s granted when 

the usages of t r ade i n such countr ies appear to r equ i r e such accept-

ance f a c i l i t i e s . There have been no important changes i n the r egu la -

t ions or i n the law wi th respect to t h i s subject s ince 1916. 

ACCEPTANCES DRAW UNDER CREDITS EXTENDING OVER A 
PERIOD OF ONE OR TWO YEARS. 

Under date of February 7, 1918, the Board addressed a l e t t e r 

to the Governor of the Federal Reserve Bank of New York (published i n 

the 1918 B u l l e t i n a t page 257), s t a t i n g i t s po l icy i n deal ing with ac-

ceptances drawn under c r e d i t s extending over a per iod of one or two 

years . The expression of the Board's po l icy on t h i s sub jec t was con-

ta ined i n a memorandum accompanying the l e t t e r . This l e t t e r and memo-

randum were prepared a f t e r correspondence with the Federal Reserve Bank 

of New York and a f t e r conferences between Governor Strong and a number 

of New York bankers . The p r i nc ip l e s out l ined i n the memorandum were 

summariBed i n the l e t t e r as fo l lows: 

(1) Acceptance c r e d i t s opened f o r per iods i n ex-
cess of n ine ty days should only, in exceptional cases , extend 
over a per iod of more than one yea r , and i n no case f o r a time 
exceeding two yea r s . 

(2) Banks which a r e members of groups opening these 
c r e d i t s , should not buy t h e i r own acceptances , and where an 
agreement i s made with the drawer f o r purchase of acceptances 
f o r f u t u r e de l ive ry , the r a t e should not be a f i x e d one, but 
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should be based upon the r a t e ru l ing a t the time of the s a l e . 

(3) Transact ions covered by these c r e d i t s should be of a 
l e g i t i m a t e commercial na tu re , and acceptances must be e l i g i b l e 
according to the ru l e s and regu la t ions of the Board. 

(4) Whenever syndicates a re formed f o r the purpose of 
g ran t ing acceptance c r e d i t s fo r more than moderate amounts, 
Federal r e se rve banks should be consulted with regard to 
the t r a n s a c t i o n . The question of e l i g i b i l i t y , both from 
the standpoint of the charac ter of the b i l l and of the 
amount involved, w i l l be passed upon by the Federal r e -
serve bank subject to the approval i n each case of the 
Federal Reserve Board. 

The in t roduc tory paragraph of the memorandum s e t t i n g f o r t h the p r i n -

c ip le s above summarized i s as fo l lows: 

"In dea l ing with the question of acceptances , i t i s 
d e s i r a b l e t h a t the Board should not be obliged to adopt 
i n f l e x i b l e regula t ions un less abso lu te ly necessary. I t 
should be borne i n mind tha t we a re competing i n the ac -
ceptance f i e l d with other countr ies which have no l ega l r e -
s t r i c t i o n s i n which sound business judgment, guided from 
time to time by the cen t ra l banks of these coun t r i e s , const!*-
t u t e s the unwr i t t en , but none the l e s s r i g i d law. The banks 
of the United Sta tes would g r e a t l y a s s i s t the Board i n i t s 
work of developing a modern and e f f i c i e n t system of American 
bankers1 acceptances - and they would bes t serve t h e i r own 
purposes - i f they would study and a s s i m i l a t e the underlying 
p r i n c i p l e s which must guide the Board, and observe these p r i n -
c ip l e s v o l u n t a r i l y without requ i r ing i n f l e x i b l e r u l e s . Unless 
the bankers cooperate with the Board i n t h i s manner, many 
t r ansac t i ons - unobject ionable as long as they a r e engaged in 
f o r l e g i t i m a t e purposes and wi th in reasonable l i m i t s - w i l l 
have to be barred because s t r i c t r egu la t ions do not admit of 
d iscr iminat ion.11 

A f t e r a f u l l d i scuss ion of the p r i n c i p l e s which a r e summarized above, 

the Board's memorandum concluded as fo l lows: 

"These a r e the p r i n c i p l e s which the Federal Reserve 
System must apply. I t would be inexpedient t o at tempt more than 
to e s t a b l i s h the p r i n c i p l e s . I t would be de t r imenta l to formu-
l a t e d e f i n i t e r egu la t ions deal ing i n minute d e t a i l wi th the 
var ious phases of the problem. I t would be f a r b e t t e r to give 
some l a t i t u d e to the banks i n deal ing wi th these m a t t e r s . But 
t h i s w i l l depend e n t i r e l y upon the wisdom and d i s c r e t i o n of the 
member banks. The banks w i l l bes t serve t h e i r own i n t e r e s t s i f , 
fo l lowing the example of European i n s t i t u t i o n s , they w i l l adopt 
these p r i n c i p l e s as se l f - imposed, well t r i e d r u l e s of business 
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prudence r a t h e r than "by abusing t h e i r freedom of ac t ion to fo rce 
the Board to t i e t h e i r hands "by r i g i d r e g u l a t i o n s . " 

ACCEPTANCES AGAINST READILY MARKETABLE STAPLES STORED IN 
A WAREHOUSE IN A FOREIGN COUNTRY. 

In 1919, the response to an inqui ry from the Federal Reserve Agent 

a t the Federal Reserve Bank of Boston the Board held tha t a member hank 

might proper ly accept a d r a f t drawn i n Canada, payable i n the United 

S ta tes i n d o l l a r s and secured "by r i c e s tored i n a pub l ic warehouse in 

Canada, and tha t such an acceptance might properly "be rediscounted by 

a Federal rese rve bank. The Board's r u l i n g on t h i s question was pub-

l i shed i n the 1919 B u l l e t i n a t page 740. 

PURCHASE OF EXPORT ACCEPTANCES WITH SIX 
MONTHS MATURITIES. 

Under da te of May 6, 1921, the Federal Reserve Board amended i t s 

Regulation B so as to au thor ize the purchase by Federal rese rve banks 

of bankers1 acceptances growing out of t r ansac t ions involving the im-

po r t a t i on or expor ta t ion of goods wi th m a t u r i t i e s up to s i x months. This 

, increase i n the m a t u r i t i e s of such acceptances e l i g i b l e f o r purchase 

was suggested i n a l e t t e r to the Board from Deputy Governor Harrison 

of the Federal Reserve Bank of New York. The suggest ion was a l so made 

i n l e t t e r s from Mr. Paul M. Warburg, i n connection wi th the f inancing of 

so -ca l l ed " f i n i s h i n g c r e d i t s " , a term used to des ignate a c r ed i t t o 

f inance both (1) the shipment from the United S ta tes of raw mate r i a l s 

to be manufactured i n t o f i n i s h e d products and (2) the subsequent process 

of manufacture i n the fo re ign country and the expor ta t ion therefrom of 

the f i n i s h e d product . This amendment to Regulation s was recommended by 
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the f e d e r a l Advisory Council and a l so "by the Governors of the Federal 

Reserve Banks. 

In i t s l e t t e r t r ansmi t t ing the amended r e g u l a t i o n , the 

Board sa id : 

Two considerat ions have led the Board to take 
t h i s a c t i o n : (1) The d e s i r e to widen the acceptance 
market "by meeting the wants of savings "banks and s imi la r 
purchasers of bankers ' acceptances who a re now de ter red 
from inves t ing i n acceptances of longer than th ree months' 
ma tur i ty , because of the lack of au tho r i ty of Federal 
Reserve Banks to purchase longer ma tu r i t i e s up to s i x months; 
(2) to provide more ample f a c i l i t i e s f o r f i nanc ing import 
and export t r ade with count r ies where e i t h e r normal con-
d i t i o n s or present abnormal condit ions i n d i c a t e the d e s i r -
a b i l i t y of rendering a s s i s t ance by making acceptances of 
m a t u r i t i e s not exceeding s ix months e l i g i b l e f o r purchase 
by Federal Reserve Banks. 

The Board a l s o s t a t ed tha t i t looked to the good banking 

judgment and d i s c r e t i o n of the accept ing banks and of the Federal 

Reserve Banks to avoid any untoward r e s u l t s ; and tha t the e f f e c t 

of t h i s widening of the investment powers of the Federal rese rve 

banks would be followed c lose ly with a view to such modi f ica t ion of 

the r egu la t ions as might be necessary. 

Under the Board's present r egu la t ion , Federal reserve banks 

may purchase bankers ' acceptances growing out of t r ansac t ions i n -

volving the importa t ion or expor ta t ion of goods with m a t u r i t i e s not 

i n excess of s i x months. 

PURCHASE OF ACCEPTANCES DRAW BY COOPERATIVE 
MARKETING ASSOCIATIONS WITH SIX MONTHS' MATURITIES. 

Under da te of December 19, 1922, the Federal Reserve Board 

promulgated an amendment to i t s Regulation B au thor iz ing Federal reserve 

banks to purchase bankers ' acceptances, with m a t u r i t i e s not i n excess of 
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s i x months, which a r e drawn "by growers or by cooperat ive marketing 

a s soc ia t ions composed exclusively of growers of nonperishable , 

r ead i ly marketable, s t ap le a g r i c u l t u r a l products , t o f inance the 

order ly marketing of such products grown by such growers and secured 

a t the time of acceptance by warehouse, terminal or other s imi la r 

rece ip ts i ssued by p a r t i e s independent of the borrowers and con-

veying secu r i t y t i t l e to such products . 

The Board 's records do not i nd ica t e upon whose suggestion 

or recommendation t h i s change i n i t s r egu la t ion was made; but the 

Board s t a t e d i n i t s l e t t e r of t r a n s m i t t a l : 

"The Board was moved to take t h i s ac t i on by a 
d e s i r e to provide more anple f a c i l i t i e s f o r f inanc ing 
the order ly marketing of s t ap l e a g r i c u l t u r a l products , 
e spec i a l l y by cooperative marketing a s s o c i a t i o n s . This 
i s i n accordance with the p r i n c i p l e he re to fo re recognized 
by the Board tha t the carrying of a g r i c u l t u r a l products fo r 
such per iods as a r e reasonably necessary i n order to a s s i s t 
the order ly marketing thereof i s a proper s tep i n the process 
of d i s t r i b u t i o n . " 

By the Act of March 4, 1923, Federal .Reserve Banks were 

authorized to discount acceptances with ma tu r i t i e s up to s i x 

months when drawn f o r an a g r i c u l t u r a l purpose and secured a t the 

time of acceptance by documents of t i t l e covering r e a d i l y marketable 

s t a p l e s . 

ELIMINATION OF DOCUMENTARY REQUIREMENTS AS TO 
ACCEPTANCES GROWING OUT OF IMPORT AND EXPORT 
TRANSACTIONS. 

Under da te of March 29, 1922, the Board promulgated an 

amendment to i t s Regulation A, e l iminat ing the requirements f o r 

the attachment or f u r n i s h i n g of documents in connection with accep t -

ances a r i s i n g out of import and export t r ansac t i ons , and leaving Digitized for FRASER 
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e l i g i b i l i t y to be determined by the Federal reserve banks as a 

question of f a c t . 

S imp l i f i ca t ion of the Board's regu la t ions regarding 

bankers ' acceptances had been recommended in May, 1921 by the 

Federal Advisory Council i n a statement as fo l lows: 

* * * * "Moreover, i t i s impossible f o r the American 
bankers 1 acceptance to e s t a b l i s h i t s e l f i n competit ion 
with the B r i t i s h s t e r l i n g acceptance i n world markets 
i f the fo re ign drawer i s . bewildered by a mass of 
r egu la t ions which he has to understand f u l l y i f he 
i s to be c e r t a i n tha t he i s i s su ing an e l i g i b l e b i l l 
which w i l l f i n d a ready market i n the United S t a t e s . 
The simpler the regula t ions the b e t t e r the opportunity 
f o r the American bankers ' acceptance to become a 
c r e d i t instrument i n world markets. If t he r e a r e 
competent men whose d i s c r e t i o n may be r e l i e d upon i n 
charge of the supervision of American accep to r s , the re 
i s no need f o r at tempting to control by d e t a i l e d regu-
l a t i o n s the p r a c t i c e of American accept ing banks and 
bankers . " 

I t was presumably on the b a s i s of t h i s recommendation 

tha t the matter was given considera t ion by the Board i n March, 

1922, but the record does not show whether t h i s i s a f a c t . 

Short ly be fore the adoption of the amended r egu la t ion by the 

Board, the proposed change e l iminat ing the documentary r e -

quirements was discussed a t an informal conference i n New York 

by Governor Harding and Mr. Logan with Messrs. Warburg, Kent, 

Broderick, Kenzel and Harrison. There was apparent ly another 

d iscuss ion of the mat te r a few days l a t e r by Mr. Kenzel and 

c e r t a i n Mew York bankers with the Federal Reserve Board. Before 

the change i n the r egu la t ion was adopted a number of the Federal 

reserve banks, as wel l as the President of the Advisory Council, 
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were aslced f o r t h e i r views with respect to the ma t t e r . 

The Board 's l e t t e r of t r a n s m i t t a l of t h i s amendment 

to Regulation A s t a t e d that the re had been a rapid growth of the 

acceptance "business during the war and i t had been necessary 

accordingly f o r the: Board to make f requent ru l ings and to amend 

i t s r egu la t ions regarding bankers ' acceptances p e r i o d i c a l l y ; the 

Regulation of 1920 on t h i s subject was the l a s t s tep i n the 

development of such regu la t ions and i t contained the substance 

of the more important ru l ings previously issued by the Board 

regarding acceptances a r i s i n g out of import and export t r a n s -

ac t i ons . In view of the experience which the American banks 

had obtained, the Board considered tha t de t a i l ed regu la t ions on t h i s 

subjec t were no longer necessary and a l s o that the general advance-

ment of fo r e ign t r ade could be fu r the red most e f f e c t u a l l y by 

the s u b s t i t u t i o n of a simpler r egu la t ion . Accordingly, 

the Board el iminated the fol lowing sentences from i t s 

r egu la t ion with r e spec t to acceptances a r i s i n g out of import 

and export t r a n s a c t i o n s : 

* * * "While i t i s not necessary tha t shipping 
documents covering goods i n the process of shipment 
be a t t ached to d r a f t s drawn f o r the purpose of 
f inanc ing the exportat ion or importat ion of goods, 
and while i t i s not e s s e n t i a l , t h e r e f o r e , t ha t each 
such d r a f t cover s p e c i f i c goods a c t u a l l y i n ex is tence 
a t the time of acceptance, never the less i t i s 
e s s e n t i a l as a p re requ i s i t e to e l i g i b i l i t y e i t h e r (a) 
t ha t shipping documents or a documentary export d r a f t 
be a t tached a t the time the d r a f t i s presented f o r 
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acceptance, or (b) i f the goods covered "by the c r ed i t 
have not been ac tua l ly shipped, tha t the re be i n 
exis tence a s p e c i f i c and bona f i d e contract providing 
f o r the expor ta t ion or importat ion of such goods 
a t or wi th in a spec i f i ed and reasonable time and 
tha t the customer agree tha t the accepting bank 
w i l l be fu rn i shed i n due course with shipping docu-
ments covering such goods or with exchange a r i s i n g 
out of * the t r ansac t i on being f inanced by the c r e d i t . 
A cont rac t between p r inc ipa l and agent w i l l not be con-
s idered a bona f i d e contract of the kind requi red above, 
nor i s i t enough tha t there be a contract providing 
merely t h a t the proceeds of the acceptance w i l l be 
used only to f inance the purchase or shipment of 
goods to be exported or imported. 

In making t h i s amendment, the Board s t a t e d t h a t i t was 

not r evers ing or modifying i t s former r u l i n g s , which were r e -

garded as e s s e n t i a l to the proper conduct of the acceptance bus-

i n e s s , but t ha t i t s a c t i on was intended merely to allow g rea t e r 

l a t i t u d e to Federal rese rve banks f o r the exercise of t h e i r 

d i s c r e t i o n and judgment, observing always the l i m i t a t i o n s of 

the law. The Board a l so s t a t e d tha t the r e s p o n s i b i l i t y f o r 

pass ing upon the e l i g i b i l i t y of bankers 1 acceptances r e s t s 

upon the Federal r e se rve banks themselves and each bank should 

s a t i s f y i t s e l f t ha t the acceptances conform to the r e q u i r e -

ments. 
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ACCEPTANCES BY NATIONAL BAMS AGAINST 
IMPORT AND EXPORT BILLS. 

In ru l ings publ ished in the 1917 Bu l l e t in a t page 28 and in the 

1920 Bu l l e t i n a t page 610, the Board took the p o s i t i o n tha t no "bank 

which has purchased a fo re ign documentary d r a f t may ref inance i t s e l f 

by drawing a d r a f t on a member hank secured by the documentary d r a f t . 

The theory under ly ing these ru l ings was t h a t such a d r a f t i s not drawn 

f o r the purpose of f inanc ing the importation or expor ta t ion of goods "but 

f o r the purpose of f inancing the "business, of the hank which purchased 

the fo re ign documentary d r a f t . 

During the year 1923, the Board had correspondence with Mr. J . H. 

Fulton, Pres iden t of the National Park Bank of New York wi th reference 

to the r i g h t of a na t iona l hank to accept d r a f t s aga ins t the s ecu r i t y 

of import or export b i l l s , and a l so had correspondence wi th the Feder-

a l Reserve Bank of New York on t h i s quest ion. The Federal Reserve Bank 

considered t h a t acceptances of t h i s kind under proper condi t ions would 

be lawfu l , but i t was the Board 's pos i t ion a t t h a t time tha t such 

acceptances were not proper under the ru l ings above r e f e r r e d t o . In 

1924, l e t t e r s were addressed to the Board by the Governors of the Fed-

e r a l Reserve Banks of New York and San Francisco reques t ing a f i n a l 

r u l i n g of the Board with respect to t h i s ques t ion . The Board gave 

f u r t h e r cons idera t ion to the s u b j e c t , but f o r some reason no ac t ion 

was taken a t t h a t t ime. In 1926, however, acceptances of t h i s kind 

were questioned by a na t iona l bank examiner in an examination of the 

F i r s t National Bank of Boston and the Comptroller of the Currency asked 
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the Federal Reserve Board f o r a r u l i ng in the ma t t e r . The Board again 

gave considerat ion to the quest ion and reached the conclusion tha t 

i t s former r u l i n g s on the subjec t contained an unnecessar i ly s t r i c t 

i n t e r p r e t a t i o n of the law. Accordingly, the Board ru led tha t na t iona l 

banks may l e g a l l y accept d r a f t s drawn upon them "by other banks 

aga ins t the s e c u r i t y of import or export "bills of exchange previous ly 

discounted by such other "banks; provided t h a t such d r a f t s a re drawn 

before the under ly ing import or export t r ansac t ions a re completed 

and comply as to matur i ty and in a l l other respec t s with the p r o v i -

sions of the law and the Board's r egu la t ions . (1926 Bu l l e t i n 854). 

ACCEPTANCES AFTER IMPORT OH EXPORT TRANSACTION COMPLETED. 

At a meeting of the Subcommittee of the General Acceptance 

Committee he ld in New York in October, 1927, i t was decided to recom-

mend to the Federal Reserve Board tha t the Board revoke i t s previous 

ru l ings to the e f f e c t tha t a b i l l cannot be e l i g i b l e f o r acceptance 

by a member bank, or f o r rediscount or purchase by a Federal reserve 

bank, as a b i l l growing out of the importation or expor ta t ion of goods, 

i f i t i s accepted a f t e r the goods have reached t h e i r d e s t i n a t i o n ; and 

to ru le in l i e u thereof tha t bankers ' acceptances may proper ly be con-

s idered as growing out of t r ansac t ions involving the importation or 

expor ta t ion of goods when given f o r the purpose of f inanc ing the sa l e 

or d i s t r i b u t i o n on usua l c r ed i t terms of imported or exported goods 

in to the channels of t r ade , whether or not the b i l l s are accepted 

a f t e r the phys ica l importation or expor ta t ion has been completed. 
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Short ly be fore the meeting r e f e r r e d t o , Mr. Kenzel, 

Chairman of the Sub-committee, had appeared before the Federal Reserve 

Board, in response to an i n v i t a t i o n from the Board, to d i scuss pos-

s i b l e amendments to the Board 's regula t ions and r u l i n g s regarding bankers ' 

acceptances, and had pointed out the d e s i r a b i l i t y of a r u l i n g of 

t h i s kind in order t ha t American acceptances might compete with those 

of other count r ies in f inanc ing fore ign t r a d e . 

Subsequent to h i s appearance before the Board in t h i s con-

nect ion , Mr. Kenzel conferred with a number of prominent liew York 

bankers engaged in the acceptance business ; and the fol lowing i s an 

excerpt from h i s statement on t h i s subject submitted in connection 

with the recommendation of the sub-comnitteei 

"They ( the bankers consulted) f e l t t h a t they 
would not wish to extend c r e d i t s in Europe f o r pure ly 
domestic purposes, expla ining tha t by tha t they meant 
the purchase of goods of domestic o r i g i n , the f a b r i c a -
t ion of such goods and i t s sale f o r domestic consumption 
wi th in any European country, but t h a t they did f e e l t h a t 
they should be permit ted to f inance through acceptance cred-
i t s the sa le within European countr ies of goods of o r i g in fore ign 
to those coun t r i e s , and the f a b r i c a t i o n and sale of goods 
f o r expor t . Many of them c i t ed the f a m i l i a r problem of 
American cot ton which i s now sent so l a r g e l y to European 
count r ies on consignment by American shippers and 
i s sold to European spinners out of warehouses in 
Europe. Spinners requi re c red i t of n ine ty days or more. 
Under the present r u l e s , American banks can give 
such c r e d i t s where the cot ton crosses a f r o n t i e r in 
Europe, t h a t i s , where i t i s exported from one European 
country to another , but they cannot give such c r e d i t s 
i f the co t ton i s sold to spinners loca ted in the same 
European country in which i t i s s tored pending s a l e . 
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"A s imi la r negat ive p o s i t i o n a r i s e s wi th respect to 
cot ton which i s sold and shipped from America on terms 
tha t have "become qui te usua l , i . e . , tha t a t the buyer1 s 
opt ion he may pay cash on a r r i v a l or give n ine ty days 
"bankers c r e d i t . I t f r equen t ly happens tha t the cot ton 
has a r r i v e d and so the phys ica l export completed before 
the "buyer e l e c t s how he s h a l l pay. I f he e l e c t s to give 
n ine ty days "bankers c r e d i t the "banker may not accept the 
b i l l i f the cotton has a r r ived a t the fo re ign d e s t i n a t i o n 
named in the shipping documents." 

"The American bankers consulted f e l t t ha t the time has 
c e r t a i n l y a r r i ved in the development of American accep t -
ance bus iness when American accept ing bankers should be 
permi t ted the f r e e exerc i se of t h e i r d i s c r e t i o n wi thin 
the law and regula t ions and t h a t , wi thin those l i m i t s , 
f u l l l a t i t u d e should be granted them in the accommoda-
t i on of bus iness a s i t i s done in fo re ign coun t r i e s . 
They s t r e s s e d p a r t i c u l a r l y the poin t t h a t they regarded 
i t a s p r e f e r a b l e to give a three months c red i t with a 
renewal f o r a f u r t h e r pe r iod , i f i t were found t h a t a 
renewal were required a t the exp i ra t ion of the o r i g i n a l 
pe r iod , than to grant the c red i t o r i g i n a l l y f o r a per iod 
of s ix months, and t h a t i f the ru le aga ins t accep t ing 
a b i l l a f t e r the goods had a r r i ved were rescinded, the end 
sought would be p r a c t i c a l l y accomplished without a 
s p e c i f i c r u l i n g in favor of renewal b i l l s . I t was 
pointed out t ha t from the bankers ' po in t of view i t was 
p r e f e r a b l e to be able to review c r e d i t s a t more f r e -
quent i n t e r v a l s than i s the case when c r e d i t s up to 
s ix months a re being i n s i i t a d upon by the borrower 
as a p recau t ion aga ins t being unable to redraw a t 
the end of a shor te r per iod in case of need even f o r 
a small p a r t of the c r e d i t " . 

The recommendation made by the subcommittee was considered 

by the f e d e r a l Advisory Council and, with one suggested change, was 
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approved. A f t e r considera t ion of the matter* the Board reached 

the conclusion t h a t i t s previous ru l ings on t h i s subject contained 

an unnecessar i ly s t r i c t i n t e r p r e t a t i o n of the law; and, in order 

to f a c i l i t a t e the f inanc ing of f o f e i g n t rade and the sa le of 

.American goods abroad, the Board ru led , on November 28, 1927, (1927 

B u l l e t i n , p . 860) tha t "bankers' acceptances may proper ly be con-

s idered as growing out of t r ansac t ions involving the importation 

or expor ta t ion of goods when drawn fo r the purpose of f inanc ing the 

sa le and d i s t r i b u t i o n on usual c r ed i t terms of imported or exported 

goods in to the channels of t r ade , whether or not the b i l l s a re accep t -

ed a f t e r the phys ica l importation or expor ta t ion has been completed. 

The Board poin ted out t ha t due care should be observed to prevent a 

dupl ica t ion of f inanc ing and that there should not be outs tanding a t 

any time more than one acceptance agains t the same goods. This ru l ing 

of the Board reversed a l l previous c o n f l i c t i n g r u l i n g s . 

ACCEPTANCES DRAWN BY WAREHOUSE OB ELEVATOR COMPANY AGAINST 
WAREHOUSE RECEIPTS ISRmm *v ttstst.TP. 

In 1924, Governor Young of the Federal Reserve Bank of Minneapolis 

suggested to the Federal Be serve Board tha t i t give approval to accep t -

ances drawn by a terminal e l e v a t o r company aga ins t the s e c u r i t y of ware-

house r e c e i p t s i ssued by the company which draws the acceptances . He p o i n t -

ed out tha t in Minnesota such a company i s under the s t r i c t supervis ion 

and cont ro l of a S ta te commission, a r ep resen ta t ive of which checks a l l 

g ra in tha t i s s tored in the e l eva to r and a l l g ra in tha t i s removed the re -

from; and t h a t i t i s p r a c t i c a l l y impossible to remove gra in from such 

terminal e l eva to r s without the knowledge and permission of the represen ta -
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t i ve of the Sta te commission. 

The mat ter was considered, "by the Federal Reserve Board from time 

to time over a per iod of severa l years and was twice r e f e r r e d to the 

Governors' Conference, which recommended tha t the Board approve accep t -

ances of t h i s c h a r a c t e r . A f t e r considerat ion of the mat te r , the Board 

in .April, 1927, voted to disapprove the recommendation of the Governors' 

Conference and not t o amend i t s regula t ions so as to make such accept -

ances e l i g i b l e f o r rediscount or purchase by the Federal reserve banks. 

The Board considered tha t the p r i n c i p l e l a i d down in i t s r egu la t i ons , tha t 

warehouse r e c e i p t s used as s ecu r i t y f o r acceptances must be i ssued by a 

pa r ty independent of the customer, was e s s e n t i a l to the maintenance of 

the high standard of bankers ' acceptances and tha t any ac t ion s e t t i n g 

as ide t h i s p r i n c i p l e might e s t a b l i s h a precedent f o r f u t u r e a c t i o n 

which would r e s u l t in the lowering of the s tandard . 

The mat te r was again considered by the Federal Reserve Board 

in October 1928, however, a t which time Governor Young was Governor 

of the Federal Reserve Board, and the Board decided to adopt an amend-

ment to i t s r egu la t ions making e l i g i b l e f o r rediscount or purchase 

acceptances aga ins t warehouse r e c e i p t s conveying secur i ty t i t l e to 

r ead i ly marketable s t ap l e s when such r ece ip t s are "issued by a g ra in 

e leva to r or warehouse company duly bonded and l i censed and r egu la r s 

l y inspected by S t a t e or Federal a u t h o r i t i e s with whom a l l r e c e i p t s f o r 

such s t ap le s and a l l t r a n s f e r s thereof a re r e g i s t e r e d and without whose 

consent no s t a p l e s may bo withdrawn." 
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LIBEBALIZATION Off HOLIITGS EEGABDING- DOMESTIC 
BANKERS' ACCEPTANCES. 

The General Committee on Bankers' Acceptances a t i t s meet-

ing in March, 1926, adopted a repor t containing a statement of 

broad general p r i n c i p l e s regarding correct p r a c t i c e s in the g r a n t -

ing of domestic bankers ' acceptance c r e d i t s and recommending spe-

c i f i c a l l y tha t the use of domestic acceptances be broadened, p a r -

t i c u l a r l y in two r e spec t s : 

(1) To permit the purchaser of goods under bankers ' accep t -

ance c r e d i t s to draw b i l l s having a matur i ty cons is ten t wi th the 

usua l and customary c r ed i t time t h a t obtains in the r e l a t i v e t r ade , 

ins tead of r equ i r ing the shipper to draw the b i l l i f i t has a ma-

t u r i t y in excess of the ac tua l t r a n s i t time of the goods, ( the 

Board's ru l i ngs had been understood as making a d i s t i n c t i o n between 

the per iod f o r which acceptances may be drawn by the s e l l e r and the 

per iod f o r which they may be drawn by the purchaser)$ 

(2) To permit the use of bankers ' acceptances secured by 

r e c e i p t s covering r ead i ly marketable s t ap l e s to f inance the ca r ry ing 

of c e r t a i n s t a p l e s during the time they a re being converted in to 

o ther forms of r e a d i l y marketable s t ap le s through a converter i n -

dependent of the drawer, provided tha t the i d e n t i t y of the goods i s 

not l o s t and the accept ing bank remains secured by the independent 

conve r t e r ' s r e c e i p t . 
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This r epor t of the General Committee on Bankers' Accept-

ances was considered "by the Governors' Conference in March, 1926, which 

approved the repor t and requested the Federal Reserve Board to adopt 

the ru l ings contained t h e r e i n . The Federal Reserve Board ac ted 

upon the mat te r in June, 1928, a t which time i t approved the repor t 

in so f a r a s i t contained a statement of the broad general p r i n c i -

p l e s regarding co r rec t pract ices- in the grant ing of domestic bank-

e r s ' acceptance c r e d i t s , but wi th the understanding tha t such ap-

proval should not be construed as revoking or qua l i fy ing any of 

the Board 's e x i s t i n g r u l i n g s . The Board s t a t e d tha t i f the broad-

ened use of domestic bankers ' acceptances was found to be hampered 

by the e x i s t i n g ru l i ngs of the Board, i t would consider the question 

of revoking or modifying such ru l i ngs provided a statement of s p e c i f i c 

f a c t s a r i s i n g in a c t u a l cases was submitted to the Board. 

The Governors' Conference in November 1928, upon 

considerat ion of a repor t of the subcommittee of the General 

Committee on Bankers' Acceptances, requested the subcommittee to 

submit to the Board s p e c i f i c examples of t r ansac t ions exemplifying 

the need f o r a modi f ica t ion of the Board's ru l ings in the r e spec t s 

above mentioned. This was done and the fo l lowing i s an example 

of the f a c t s submitted with regard to the Committee's f i r s t recom-
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mediations 

"A f i rm in New York City purchases c e r t a i n 
s t a p l e s from a s e l l e r in a western c i t y who ships 
the same and draws a s igh t d r a f t on the purchaser 
in New York with b i l l of lading a t t a ched . This 
d r a f t and b i l l of lading a t tached are sent in 
the customary way to a bank in Hew York, Bank A, 
designated by the purchaser . The l a t t e r then 
draws a 90 day b i l l on Bank A, which i s accepted 
by the bank, having a t the time in i t s possession 
the b i l l of lading covering the s t a p l e s in process of 
shipment, The acceptance i s then discounted by the 
purchaser and the proceeds used to pay the s igh t 
d r a f t and to obtain the re lease of the b i l l of 
l ad ing . I t does not requi re 90 days f o r the 
completion of the shipment of goods, only a 
r e l a t i v e l y short time being necessary f o r t h i s 
purpose ." 

Af te r cons idera t ion , the Board ru led in November 1929 

tha t a d r a f t drawn by the purchaser of goods in accordance 

with the f a c t s above s t a t e d i s e l i g i b l e f o r acceptance by a 

member bank when i t has a matur i ty cons is ten t wi th the usua l 

and customary c r e d i t time p r e v a i l i n g in the p a r t i c u l a r b u s i -

nes s , provided t h a t a l l o ther re levant requirements of the 

law and of the Board 's regu la t ions are complied wi th , (1929 

B u l l e t i n , page 811), 

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



5 2 5 

X-7180 

(This r u l i n g was in some respec t s incons i s ten t wi th ce r t a i n 

previous ru l ings of the Federal Reserve Board to the e f f e c t t h a t am 

acceptance should not "be drawn f o r the purpose of fu rn i sh ing working 

c a p i t a l to the borrower or to the purchaser during the process of 

the manufacture of goods; and the Board s t a t ed tha t such previous 

ru l ings with regard to working c a p i t a l might "be regarded as supersed-

ed by t h i s r u l i n g to the extent of any such i ncons i s t enc i e s . 

The subcommittee a l so submitted an example of a s p e c i f i c case 

designed to show the d e s i r a b i l i t y of permi t t ing the use of bankers ' 

acceptances, secured by r e c e i p t s covering r e a d i l y marketable s t a p l e s , 

to f inance the ca r ry ing of these s t ap l e s during the time they a re be -

ing converted in to o ther forms through a conver ter or processor who 

i s independent of the drawer of the acceptance, provided t h a t the 

i d e n t i t y of the goods i s not l o s t and the accept ing bank remains se -

cured by the independent conve r t e r ' s r e c e i p t . A f t e r cons idera t ion , 

however, the Board voted in March 1930, to disapprove the recommenda* 

t ion made on t h i s po in t and s t a t e d i t s opinion t h a t b i l l s drawn 

under such circumstances a re not to be considered as e l i g i b l e f o r 

acceptance by member banks. 

BOARD'S POLICY OF RPLINS ON ACCEPTANCE QUES-
TIONS ONLY AF2ER CONglBERATION OF FEDERAL 
RESERVE BANKS. 

I t has been the po l i cy of the Federal Reserve Board f o r a num-

ber of years not to consider and pass upon quest ions wi th regard to 
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bankers ' acceptances u n t i l such quest ions have been f i r s t submitted 

to and considered by the Federal reserve bank of the d i s t r i c t in which 

the question a r i s e s . I t i s not c l ea r when t h i s po l i cy was f i r s t adopted 

but i t was d e f i n i t e l y in fo rce as e a r l y as 1922 and probably, a t 

l e a s t in some cases , f o r some time before t h a t . 

Many acceptance ques t ions , of course, have a r i s e n in the 

New York D i s t r i c t and accordingly the Federal Beserve Bank of New 

York has been f r e q u e n t l y ca l l ed upon to- consider such ques t ions ; and 

much of the Board 's correspondence regarding acceptance mat te rs has 

been with t h i s Federal reserve bank. In a number of cases where a c -

ceptance quest ions have a r i s e n in other d i s t r i c t s , the Federal Re-

serve Board in consider ing such questions has taken them up e i t h e r 

formally or informal ly with Mr. Kenzel, the Chairman of the Com-

mi t tee on Bankers' Acceptances. 

SUMMARY 

For convenient re ference there i s given below a b r i e f summary 

of the changes in the law, regu la t ions and ru l i ngs regarding accep t -

ances, which have been discussed above. 

Provis ions of the Federal Reserve Act . 

Under the o r i g i n a l Federal Reserve Act, member banks were 
author ized to accept d r a f t s a r i s i n g out of import and export t r a n s -
ac t ions having not more than s ix months' s igh t to run and Federal 
reserve banks were au thor ized to discount such acceptances , indorsed 
by a member bank, wi th m a t u r i t i e s of not more t h a i three months. Fed-
e r a l reserve banks were a l s o author ized to purchase bankers ' a ccep t -
ances with or without the indorsement of a member bank. 

By the Act of September 7, 1916, member banks were a u t h o r -
ized to make, and Federal reserve banks to d i scoun t , acceptances 
a r i s i n g out of the domestic shipment of goods or out of the s torage of 
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r ead i ly marketable s t a p l e s ; and "by t h i s Act, a l s o , member banks were 
authorized to make, and Federal reserve "banks to acquire , acceptances 
drawn for , the purpose of fu rn i sh ing do l l a r exchange. 

By the Act of March 4, 1923, Federal reserve banks were authf 
or ized to discount acceptances with ma tu r i t i e s up to s ix months when 
drawn f o r an a g r i c u l t u r a l purpose and secured a t the time of a ccep t -
ance by documents of t i t l e covering read i ly marketable s t a p l e s . 

Rulings and Regulations of the Federal Reserve Board. 

In i t s r egu la t ion of February 8, 1915, the Board recognized as 
e l i g i b l e f o r rediscount acceptances made, not only by banks and bankers, 
"but a lso by o thers engaged in the acceptance bus ines s . 

In a r u l i n g publ ished in the 1915 Bu l l e t i n a t page 91, the Board 
gave approval to acceptances based on the shipment of goods between two 
or more fo re ign count r ies and between the United S ta tes and c e r t a i n of 
i t s dependencies and possess ions , as well as between the United S ta tes 
and fo re ign c o u n t r i e s . 

By regu la t ion dated November 29, 1915, the Board au thor ized Fed-
e r a l reserve banks to purchase "bankers1 acceptances, when proper ly 
secured, covering the domestic shipment of goods or covering the ware-
house storage of r e a d i l y marketable s t a p l e s . (This was p r i o r to the 
amendment to the law permi t t ing the discount of domestic acceptances , ) 

Af te r the amendment to the law of September 7, 1916, the Board 
included in i t s r egu la t ions provis ions regarding the acceptance by 
member banks of d r a f t s drawn to f u r n i s h d o l l a r exchange. 

Under da te of February 7, 1918, the Board addressed a l e t t e r 
to the Governor of the Federal Reserve Bank of Hew York s t a t i n g i t s 
po l icy in dea l ing wi th acceptances drawn under c r e d i t s extending over 
a per iod of one or two yea r s . 

In a r u l i n g publ ished in the 1919 Bu l l e t i n a t page 740, the 
Board approved acceptances drawn in a fore ign country payable in the 
United S ta t e s in d o l l a r s and secured by s t a p l e s s tored in a fo r e ign 
warehouse. 

Under da te of May 6, 1921, the Board amended i t s r egu la t ions 
so as to au thor ize the -purchase by Federal reserve banks of bankers ' 
acceptances growing out of t r ansac t ions involving the importat ion or 
expor ta t ion of goods with m a t u r i t i e s up to s ix months. 
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Under da te of December 19, 1922, the Board amended i t s regu-
l a t i o n s so as to au thor ize Federal Be serve Banks to -purchase "bankers' 
acceptances wi th m a t u r i t i e s not in excess of s ix months which a r e 
drawn "by a g r i c u l t u r a l growers or by cooperative marketing a s soc i a t i ons 
and a re proper ly secured* 

On March 29, 1922, the Board amended i t s r egu la t ions so as 
to e l iminate the requirements f o r the attachment or fu rn i sh ing 
of documents in connection with acceptances a r i s i n g out of import 
and export t r a n s a c t i o n s . 

By ru l i ng publ ished in the 1926 Bu l l e t i n a t page 854, 
the Board held t h a t na t iona l hanks may l e g a l l y accept d r a f t s drawn 
upon them "by o ther "banks aga ins t the secur i ty of import or export 
b i l l s of exchange prev ious ly discounted by such other banks p r o -
vided tha t such d r a f t s are drawn before the underlying import or 
export t r ansac t i ons a re completed. 

The Board ru led on November 28, 1927, t ha t bankers ' accep t -
ances may proper ly be considered a s growing out of import or export 
t r ansac t ions when drawn f o r the purpose of f inanc ing the s a l e and 
d i s t r i b u t i o n on usual c r ed i t terms of imported or exported goods 
in to the channels of t r ade , whether or not the b i l l s a re accepted 
a f t e r the phys ica l importation or exporta t ion has been completed. 

On October 9, 1928, the Board amended i t s r egu la t ions so 
as to make e l i g i b l e f o r rediscount or purchase acceptances aga ins t 
warehouse r e c e i p t s issued by g ra in e leva tor or warehouse companies 
duly bonded and l i censed and r egu la r ly inspected by State or 
Federal a u t h o r i t i e s with whom a l l r ece ip t s f o r such s t ap l e s and a l l 
t r a n s f e r s thereof a re r e g i s t e r e d and without whose consent no s t a p l e s 
may be withdrawn. 

By a r u l i n g publ ished in the 1929 B u l l e t i n a t page 811, 
the Board ru led t h a t a d r a f t drawn by the purchaser of s t a p l e s to 
f inance the shipment of such s t ap l e s i s e l i g i b l e f o r acceptance when 
i t has a matur i ty cons i s ten t with the usual and customary c r e d i t 
time p r e v a i l i n g in the p a r t i c u l a r bus iness . 

On March 19, 1930, the Board s t a t ed i t s opinion tha t b i l l s 
drawn f o r the purpose of f i n a n c i n g ' t h e car ry ing of s t a p l e s during 
the time they a re being processed or converted a re not e l i g i b l e f o r 
acceptance. 

I t has been the po l i cy of the Board f o r a number of yea rs 
to consider and pass upon acceptance quest ions only a f t e r they have 
f i r s t been considered by a Federal reserve bank. 

Respec t fu l ly , 

George B. Vest, 
Ass is tant Counsel. 
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