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Broadly defined, the money market includes all forms of short-t rm credit, as 
contrasted with the ccpital market 'iJhich deals in long-term debt obligations 
and equities . l~arrowly defined, the money market includes only the most 
liquid form of money- - currency, and depoai ts at Federal Reserve Banks, i.e . , 
Federal funds . 

W'hil the money market is concerned only with the borrowing and lending of 
short-term f\inds, it is closely related to a number of other markets, such as 
the capital and commodity markets, which rely on it for financial accommodation. 

Unlike other market ltlich have a physical meeting place• the New York 1"..one7 
Market is located in tr.e offices of every commercial and financial institution 
dealing in short-term funds . 

II. Institutions of the New York Money Market 

The institutions of the Nev York Money Market aan be classified as those 
which supply and those which demand short-term fun<1s . On the supply side, 
the principal lenders in the money market are the Federal Reserve Banlcs, 
commercial banks, foreign banks, (especially central banks), f a.c toring and 
finance companies (which are also large borrowers), and business enterprises . 
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DefinitionI.

Broadly defined, the money market includes all forms of short-term credit, as
contrasted with the capital market which deals in long-term debt obligations
and equities. Narrowly defined, the money market includes only the most
liquid form of money - currency, and deposits at Federal Reserve Banks, i.e.,
Federal funds.

While the money market is concerned only with the borrowing and lending of
short-term funds, it is closely related to a number of other markets, such as
the capital and commodity markets, which rely on it for financial accomodation.

Unlike other markets which have a physical meeting place, the New York Money
Market is located in the offices of every commercial and financial institution
dealing in short-term funds.

Institutions of the New York Money MarketII.

The institutions of the New York Money Market can be classified as those
which supply and those which demand short-term funds. On the supply side,
the principal lenders in the money market are the Federal Reserve Banks,
commercial banks, foreign banks, (especially central banks), factoring and
finance companies (which are also large borrowers), and business enterprises.
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The Federal Reserve Bank of New York is the primary source of credit for 
commercial. banks. ormally, it extends credit only to member banks. As of 
October 29th, 1959, outstanding reserve bank credit totaled 27.3 billion 
(49% of its total assets), of which acquisition of United, States Government 
securities accounted :tor 26. J billion. 

The commercial banks ar the most important ouree of short-term credit. 
Aside from business and con umer loans, Treasury obligations are the principal 
outlet for the bank's short-term funds, which also go to acceptances and 
commercial paper, and the call money market. 

other suppliers of short-term commercial credit ar factories and finance 
compani • The former make funds available to business concerns by purchasing 
accounts receivable while the latter advance fun:ts against a pledge of 
r ceivables . 

Short-term funds accumulated by large corporations play an important role in 
the New York V.oney Market. These funds which represent reserves for tax 
payments and temporary surplus funds, are invested primarily in srort-term 
government securities. 

The borrowers in the ew York Money Market comprise the Federal Government, 
state and local governments, public autt orities, and private bon-owers, 
primarily business concerns . In recent years the United States Government 
has usually operated at a defic1 t and in addition, huge sums are necessary 
each year for refunding maturing obligations. States and municipal agencies 
borrow large amounts to finance construction o! school, ho~pitals and other type1 
of public works. Industrial and colJITiercial concerns borrow to obtain addi­
tional funds for working aapital and for acquisition of fixed assets . 

Other important private borrowers include stock exchange brokers, dealers in 
government and other securities, investment banking houses, acceptances 
dealers, eommodi. ty deal era and traders 1 and aal s !i.nance and f ac torying 
companies . These cone ns borrow both for their otm a.nd !'or their customers 
accounts to carry securities purchased pending their resale or to finance 
new security issues during the process of di tl"ibution, the purcha e and carryill@ 
of oom.~odities 1 etc . 

The demand for short-term commercial credits and consumer credit tends to rise 
during periods ot high economic activity, and at ti es when businessmen are 
optimistic about the future . 

III. Functions of the ew York Money Market 

The ew York Money Market has important advantages not only for commercial 
banks, but also for other fin ncial institutions, businesses, and indivi<.hals, 
and for the economy as a whole. For the commercial bsnks, such a market 
makes possible a rapid and relatively inexpensive evening- out of their reserve 
posit· ons, by helping to match off among the b ·ks the excesses and 
deficiencies of reserves th t result from shifts of deposits from one banlc to 
another. It also enables the banks to employ a pa.rt of their reserves in 
income- earning assets, since it assures ti1 e liquidity of such secondary reserves . 
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The Federal Reserve Bank of New York is the primary source of credit for
commercial banks. Normally, it extends credit only to member banks. As of
October 29th, 1959, outstanding reserve bank credit totaled $27.3 billion
(49% of its total assets), of which acquisition of United States Government
securities accounted for 26.3 billion.

The commercial banks are the most important source of short-term credit.
Aside from business and consumer loans, Treasury obligations are the principal
outlet for the bank's short-term funds, which also go to acceptances and
commercial paper, and the call money market.

Other suppliers of short-term commercial credit are factories and finance
companies. The former make funds available to business concerns by purchasing
accounts receivable while the latter advance funds against a pledge of
receivables.

Short-term funds accumulated by large corporations play an important role in
the New York Money Market. These funds which represent reserves for tax
payments and temporary surplus funds, are invested primarily in short-term
government securities.

The borrowers in the New York Money Market comprise the Federal Government,
state and local governments, public authorities, and private borrowers,
primarily business concerns. In recent years the United States Government
has usually operated at a deficit and in addition, huge sums are necessary
each year for refunding maturing obligations. States and municipal agencies
borrow large amounts to finance construction of school, hospitals and other types
of public works. Industrial and commercial concerns borrow to obtain addi-
tional funds for working capital and for acquisition of fixed assets.

Other important private borrowers include stock exchange brokers, dealers in
government and other securities, investment banking houses, acceptances
dealers, commodity dealers and traders, and sales finance and factorying
companies. These concerns borrow both for their own and for their customers
accounts to carry securities purchased pending their resale or to finance
new security issues during the process of distribution, the purchase and carrying
of commodities, etc.

The demand for short-term commercial credits and consumer credit tends to rise
during periods of high economic activity, and at times when businessmen are

optimistic about the future.

III. Functions of the New York Money Market

The New York Money Market has important advantages not only for commercial

banks, but also for other financial institutions, businesses, and individuals,
and for the economy as a whole. For the commercial banks, such a market
makes possible a rapid and relatively inexpensive evening-out of their reserve

positions, by helping to match off among the banks the excesses and
deficiencies of reserves that result from shifts of deposits from one bank to
another. It also enables the banks to employ a part of their reserves in

income-earning assets, since it assures the liquidity of such secondary reserves
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The New York Money Market 1 moreover, provides a convenient outlet for the 
Bhort-term investment by corporations atrl other non.bank investors o! 
surplus funds . Thia market also facilitates sbort.-term borrowing by 
business .firms in the forms of marketable instruments suoh as bankers' 
acceptances, commercial paper, binance company paper, collateral or loans . 

By providing diversified, competitive facilities th t reacti into all other 
credit and capital markets, the ew York Market helps to assure the 
channeling o:f funds into the uses most needed for the expansion of t h economy, 
and facilitates the most efficient utilization 01· domestic s :vings. 

The New York Money Market also makes major contribution to the eff ectiveness 
of monetary policy. It provides a sensitive barometer of onetarr conditions 
and consti.tutes an effective ground for the central bank to carry out its 
policy. Furthermore, it is a broad market, capable of absorbing transactiona 
of reasonable size without undue price nuctuations, and thu makes an 
effective and flexible open market policy possible . 

Since an efficient money market operates w.i.th a relatively narrow margin of 
excess bank reserves, the commerci 1 banks, in the normal day-by-day 
fluctuations in money payments, resort to central bank credit . The discount 
rate thus ha a great influence on conmeroial bank lending B¢liey. 

The New York Money Market provides facilities in which the United State 
Treasury's short.-term financing reQUirements can b met more efficiently. 
It reduces the need for direct central bank loans to the United States Treasury, 
and thus minimizing the inflationary pressures . 

IV. Composition of the New York Monez Market 

The Nev York Money Market i not a homogeneous market, but comprises everal 
distinct markets, each dealing -with a diff erent type of short-term credit -­
commercial paper, collateral loan, acceptance, federal fund and short-term 
government s curities. 

A. Commercial Paper Market 

"Open market OOlllillercial papers" are u.nsecur d one•nlll!le promis ory 
notes of well- known business concerns 'With strong credit ratings . 
Ordinarily these are sold to commercial paper houses ( dealers) wl1ich 
resell them to financial institutions, ehieny banks . Th notes, in 
denominations of 5,ooo and multiples thereof up to 500,000, are payable 
to the order of tre borrowing corporation and endorsed by it. This makes 
possible transfer without further endorse ents. Tte note usually have a 
maturity of from four to six months . Interest at the prevailing r te is 
deducted in advance by the dealer 1 as well as a commission of 1/4 percent 
of the principal amount of the note regardless of rna:t.uri ty . Additional 
earnings Ml\Y be derived from selling the paper at a lower discount r te than 
that charged to the borrowing corporation. 
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The New York Money Market, moreover, provides a convenient outlet for the
short-term investment by corporations and other non-bank investors of
surplus funds. This market also facilitates short-term borrowing by
business firms in the forms of marketable instruments such as bankers'
acceptances, commercial paper, binance company paper, collateral or loans.

By providing diversified, competitive facilities that reach into all other
credit and capital markets, the New York Market helps to assure the
channeling of funds into the uses most needed for the expansion of the economy,
and facilitates the most efficient utilization of domestic savings.

The New York Money Market also makes a major contribution to the effectiveness
of monetary policy. It provides a sensitive barometer of monetary conditions
and constitutes an effective ground for the central bank to carry out its
policy. Furthermore, it is a broad market, capable of absorbing transactions
of reasonable size without undue price fluctuations, and thus makes an
effective and flexible open market policy possible.

Since an efficient money market operates with a relatively narrow margin of
excess bank reserves, the commercial banks, in the normal day-by-day
fluctuations in money payments, resort to central bank credit. The discount
rate thus has a great influence on commercial bank lending policy.

The New York Money Market provides facilities in which the United State
Treasury's short-term financing requirements can be met more efficiently.
It reduces the need for direct central bank loans to the United States Treasury,
and thus minimizing the inflationary pressures.

Composition of the New York Money MarketIV.

The New York Money Market is not a homogeneous market, but comprises several
distinct markets, each dealing with a different type of short-term credit -
commercial paper, collateral loan, acceptance, federal fund and short-term
government securities.

A. Commercial Paper Market

"Open market commercial papers" are unsecured one-name promissory
notes of well-known business concerns with strong credit ratings.
Ordinarily these are sold to commercial paper houses (dealers) which
resell them to financial institutions, chiefly banks. The notes, in
denominations of $5,000 and multiples thereof up to $500,000, are payable
to the order of the borrowing corporation and endorsed by it. This makes

possible transfer without further endorsements. The note usually have a
maturity of from four to six months. Interest at the prevailing rate is
deducted in advance by the dealer, as well as a commission of 1/4 percent
of the principal amount of the note regardless of maturity. Additional
earnings may be derived from selling the paper at a lower discount rate than
that charged to the borrowing corporation.
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The absence or direct contact between the issuer or notes and. the 
ultimate beyers eliminates the possibility of renewals and enhances 
the quality of this paper as a proper outlet for ban'k's secondary reserves 
or for surplus funds of corporations. By spacing maturities the buyers 
assure themselves a source of cash on definite dates . When in need o:t 
money, member banks may sell commercial papers in the market, or rediscount 
it or use tt as collat ral for advances :from the Federal R serve Bank, 
provided the paper i s eligible and Within 90 days of maturity. The Federal 
Reserve Bank, however, may not purchase commercial papers in the open mar­
ket. 

Although dealers do not enoorse the paper they resell, they con8tantly 
check the credit position of the note issuers, since their ability to 
stay in business depends on the quality of paper they handle. 

Business firms able to place commercial paper in the open market are 
called "prime names ," i . e .. , corporations with an establial'ed record ot 
meeting their obligations punctually a.nd a high credit rating. 

Ootr..mercial paper is issued to finance seasonal or temporary working 
capital requirements, such a.a .meeting payrolls; bllilding up inventories, 
or carrying accounts rece1vabl • It is not used for financing permanent 
working capital or acquisition of fixed assets . 

Corporations obtain certain advantages from selling their paper in the open 
market. 

l . As a rule, the interest rate on commercial paper, including t he 1/4 
percent commission on each note 1 is lower than the discount rat 
charged by banks on business loans. 

2 . It enables a corporation to borrow in the open market wrenever its 
bank cannot grant it additional loans because of t he legal limitation 
on the total amount of credit a bank may extend to a single borrower. 

3. It makes t he corporation better known, which is an important tact.or 
in raising long-term cap it al . 

B. Collateral Loan Market 

The term "collateral loan" applies to loans granted on the securl ty of 
pledged stocks, bonds, and other forms of property. In a narrower 
meaning, it is referred to "brokere ' loans" or ttstreet loa.ns,tt i • • 1 
bank loans to brokers and dealers in securities,either on a demand 
or time basis, secured by a pledge o.f stocks and oonds . The greater 
part of the broker borrowing is on a "call loan" basis, i . e . , repayable on 
demand in Clearing House funds on one day's notice by t ?-e lender . If 
not called, the loan is automatically renewed for another day. 
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The absence of direct contact between the issuer of notes and the
ultimate buyers eliminates the possibility of renewals and enhances
the quality of this paper as a proper outlet for bank's secondary reserves
or for surplus funds of corporations. By spacing maturities the buyers
assure themselves a source of cash on definite dates. When in need of
money, member banks may sell commercial papers in the market, or rediscount
it or use if as collateral for advances from the Federal Reserve Bank,
provided the paper is eligible and within 90 days of maturity. The Federal
Reserve Bank, however, may not purchase commercial papers in the open mar-
ket.

Although dealers do not endorse the paper they resell, they constantly
check the credit position of the note issuers, since their ability to
stay in business depends on the quality of paper they handle.

Business firms able to place commercial paper in the open market are
called "prime names," i.e., corporations with an established record of
meeting their obligations punctually and a high credit rating.

Commercial paper is issued to finance seasonal or temporary working
capital requirements, such as meeting payrolls, building up inventories,
or carrying accounts receivable. It is not used for financing permanent
working capital or acquisition of fixed assets.

Corporations obtain certain advantages from selling their paper in the open
market.

1. As a rule, the interest rate on commercial paper, including the 1/4
percent commission on each note, is lower than the discount rate
charged by banks on business loans.

2. It enables a corporation to borrow in the open market whenever its
bank cannot grant it additional loans because of the legal limitation
on the total amount of credit a bank may extend to a single borrower.

3. It makes the corporation better known, which is an important factor
in raising long-term capital.

B. Collateral Loan Market

The term "collateral loan" applies to loans granted on the security of
pledged stocks, bonds, and other forms of property. In a narrower
meaning, it is referred to "brokers' loans" or "street loans," i.e.,
bank loans to brokers and dealers in securities, either on a demand
or time basis, secured by a pledge of stocks and bonds. The greater
part of the broker borrowing is on a "call loan" basis, i.e., repayable on
demand in Clearing House funds on one day's notice by the lender. If
not called, the loan is automatically renewed for another day.



Pham Quang Phan 
Page Five 

Brokers and dealers borrow from banks to finance: 

l . customers' purchases of securities on margin; 

2. their own positions in securiti s held in trading or investment accounts; 

3. carrying of new security issues pending sale to investors . 

The call and time loan agreements between banks and brokers and dealers 
stipulate the margin, i . e., the difference between tr.e market value of 
tte pledged securities and the amount of tl1e loan, and empower the banks 
to sell the pledged securities in case of default or failure to deposit 
aaditional securities when, due to Q de line ot ma.rket prices, the 
collateral is below the stipulated margin. The call loan may be increased, 
decreased, or terminated either b'rJ' the lender or by the borrower . Interest 
charges are calculated daily at tt.e prevailing rate . 

The.re are four principal factors affecting the \Tolume of brokers' loansa 

l . The volwne of stock exchange trading on margin . lf all buyers of 
securities paid with their om funds for their purchases, there would 
be a small demand for brokers' loans. 

2. A second factor is t.he level of ecuri ty prices . When stock prices 
are high, a larger amount is required to purchase a given number ot 
shares, and th amount which must be borrowed for a margin transaction 
is correspondingly greater. 

J. The volume of brokers' loana depends on the margin r quirements pres­
cribed by the .Board of Governors of the Federal Reserve System. 
Assuming no charge in the price level an th volume of shares traded, tru 
lower t:tie margin the greater will be the brokers• loans . A JS percent 
marg;ln makes 1 t possible to purchase secur.1. ties with a market value of 
10,000 by paying $3,SOO, and borrowing $6,$00 while a 90 percent 

margin (at the time of this writing) would require a loan of only $11000 . 

4. The volUllle of new security issues is the fourth factor innuencing 
the amount of brokers• loan outstandil'lg . 

c. Acceptance Market 

A banker's acceptance, also called "banker's bill," is a draft drawn by an 
individual or a firm 'drawer) on a bank (drawee) ordering it to pay to 
the order of a designated peroon (payee) a certain sum of money, at a 
certain date, and accepted by the bank (acceptor) . The maturity of acceptanc1 
is usually 30 to 180 days. The bank expects tbe drawer of the draft to 
provide fums .for payment on the due date . By accepting the dra!t t.he bank 
becomes the pri:ocip l debtor and ti1e drawer becomes econdatily liable. 
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Brokers and dealers borrow from banks to finance:

1. customers' purchases of securities on margin;

2. their own positions in securities held in trading or investment accounts;

3. carrying of new security issues pending sale to investors.

The call and time loan agreements between banks and brokers and dealers
stipulate the margin, i.e., the differ ence between the market value of
the pledged securities and the amount of the loan, and empower the banks
to sell the pledged securities in case of default or failure to deposit
additional securities when, due to a decline of market prices, the
collateral is below the stipulated margin. The call loan may be increased,
decreased, or terminated either by the lender or by the borrower. Interest
charges are calculated daily at the prevailing rate.

There are four principal factors affecting the volume of brokers' loans:

1. The volume of stock exchange trading on margin. If all buyers of
securities paid with their own funds for their purchases, there would
be a small demand for brokers' loans.

2. A second factor is the level of security prices. When stock prices
are high, a larger amount is required to purchase a given number of
shares, and the amount which must be borrowed for a margin transaction
is correspondingly greater.

3. The volume of brokers' loans depends on the margin requirements pres-
cribed by the Board of Governors of the Federal Reserve System.
Assuming no change in the price level and the volume of shares traded, the

lower the margin the greater will be the brokers' loans. A 35 percent
margin makes it possible to purchase securities with a market value of

$10,000 by paying $3,500, and borrowing $6,500 while a 90 percent
margin (at the time of this writing) would require a loan of only $1,000.

4. The volume of new security issues is the fourth factor influencing
the amount of brokers' loan outstanding.

C. Acceptance Market

A banker's acceptance, also called "banker's bill," is a draft drawn by an
individual or a firm (drawer) on a bank (drawee) ordering it to pay to
the order of a designated person (payee) a certain sum of money, at a
certain date, and accepted by the bank (acceptor). The maturity of acceptance
is usually 30 to 180 days. The bank expects the drawer of the draft to

provide funds for payment on the due date. By accepting the draft the bank
becomes the principal debtor and the drawer becomes secondarily liable.
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In addition, the banker's acceptance enables the payee or a holder in due 
cours to sell the acceptance in the open market and obtain funds 
quickly at a relatively low interest rat • Thus, for example, on January 
11th, 1955, the rate on bankers' aceeptances with maturities of JO to 
90 dqs -was 1 and 3/8 to l 1/4 percent, while the bank loan rate to 
prime borrowers was t.hree p rcent . 

Acceptin:ainstitutions -- The Federal Reserve Act ot 1913, Section 1.3, 
authoriz the member banks to accept drafts or bills of exchange dralill 
upon them to finance the following .four types of transactions i ( 1) the 
foreign trade of the United States and tr.e movement of goods between 
foreign countries, (2) the sripnent of commodities within the United 
States, (3) the storage of readily marketable staple com.moditie in the 
United States or abroad, and (4) the supply of dollar exchange. The 
purpose of making available dollar credits to banks in foreign countries 
is to enable the latter to pa:y for imports from the United States in periods 
during which, because of the seasonal character of their principal export 
products, their sales to the United States show a considerable decline. 
Member banks are prohibited from accepting drafts drawn to obtain 
dollar balance because dollar exchange is at a premium, or for other 
speculative purposes. 

Legal Li.mi t of Acceptances by Banks -- Since acceptin of draft do s not crea· 
deposits subject to reserve requirements, and consequently there would be 
no limit to theaggregate amount a bank could accept, the Federal Reserve 
Act stipulates that the total amount of a bank 1 a acceptances outstanding 
at aey one time must not exceed SO percent of the bank's paid-up and 
unimpaired capital stock and surplus . However, the Board of Governors may 
derogate this regulation in case of emergency. 

Eligibilit~or Acceptances for Discount - - The Federal Reserve Bank is auth­
orized to · scount eligible acceptances with a. maturity at the time of 
discount of not more than 90 days, except that accept ces drawn for 
agricultural purposes and secured by warehouse receipts or other documents 
securing title to readily marketable staples may be discounted ~ith a 
maturity up to six months . The Federal Reserve Bank may buy and sell 
ligible acceptances in the open market in the United States or abroad. 

Dealers - The acceptance market also includes dealers, i . e., middlemen 
who make the market, and buyers o hold accept ces . Dealers ordinarily 
buy acceptances outright as principal r ther than act as brokers for a 
commission. They carry only a small portfolio and try to sell immediately 
all bills they acquire . Acceptances are traded on a discount basis and 
the dealer• s profi. t derives frClll the spread between the rate of interest 
at which he buys and that at which he sells. The spread is ourrently one 
eighth of one percent. The discount rates at which acceptances are traded 
in the money market are very close to the buying rate of tte Federal Reserve 
Banks. The rate may, however, go below the Reserve Banks' buying rate 
whenever the supply of f'unds of banks is large. But the discount rate at 
which dealers purchase acceptances cannot for a long time be significantly 
higher than the buying rat of the Reserve banks, since in such a amtuation 
dealers would offer eligible acceptances to the reserve banks wntil the 
market supply of acceptances declined and the rate dropped close to the 
Reserve bank buying rate. 
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In addition, the banker's acceptance enables the payee or a holder in due
course to sell the acceptance in the open market and obtain funds
quickly at a relatively low interest rate. Thus, for example, on January
11th, 1955, the rate on bankers' acceptances with maturities of 30 to
90 days was 1 and 3/8 to 1 1/4 percent, while the bank loan rate to
prime borrowers was three percent.

Accepting Institutions -- The Federal Reserve Act of 1913, Section 13,
authorized the member banks to accept drafts or bills of exchange drawn
upon them to finance the following four types of transactions: (1) the
foreign trade of the United States and the movement of goods between
foreign countries, (2) the shipment of commodities within the United
States, (3) the storage of readily marketable staple commodities in the
United States or abroad, and (4) the supply of dollar exchange. The
purpose of making available dollar credits to banks in foreign countries
is to enable the latter to pay for imports from the United States in periods
during which, because of the seasonal character of their principal export
products, their sales to the United States show a considerable decline.
Member banks are prohibited from accepting drafts drawn to obtain
dollar balance because dollar exchange is at a premium, or for other
speculative purposes.

Legal Limit of Acceptances by Banks -- Since accepting of draft does not crea
deposits subject to reserve requirements, and consequently there would be
no limit to the aggregate amount a bank could accept, the Federal Reserve
Act stipulates that the total amount of a bank's acceptances outstanding
at any one time must not exceed 50 percent of the bank's paid-up and
unimpaired capital stock and surplus. However, the Board of Governors may
derogate this regulation in case of emergency.

Eligibility of Acceptances for Discount - The Federal Reserve Bank is auth-
orized to discount eligible acceptances with a maturity at the time of
discount of not more than 90 days, except that acceptances drawn for
agricultural purposes and secured by warehouse receipts or other documents
securing title to readily marketable staples may be discounted with a
maturity up to six months. The Federal Reserve Bank may buy and sell
eligible acceptances in the open market in the United States or abroad.

Dealers - The acceptance market also includes dealers, i.e., middlemen
who make the market, and buyers who hold acceptances. Dealers ordinarily
buy acceptances outright as principal rather than act as brokers for a
commission. They carry only a small portfolio and try to sell immediately
all bills they acquire. Acceptances are traded on a discount basis and
the dealer's profit derives from the spread between the rate of interest
at which he buys and that at which he sells. The spread is currently one
eighth of one percent. The discount rates at which acceptances are traded
in the money market are very close to the buying rate of the Federal Reserve
Banks. The rate may, however, go below the Reserve Banks' buying rate
whenever the supply of funds of banks is large. But the discount rate at
which dealers purchase acceptances cannot for a long time be significantly
higher than the buying rate of the Reserve banks, since in such a situation
dealers would offer eligible acceptances to the reserve banks until the
market supply of acceptances declined and the rate dropped close to the
Reserve bank buying rate.
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Dealers are required to endorse bills sold to the Reserve banks but do 
not endorse bills sold to other buyers 1.mless requested, to do so, in 
which event they allow a slig)'itly lower discount rate, i . e., charge a 
higher price . Dealers erdinarily market the acquired acceptances by sending 
to prospective buyers a daily offering sheet giving the names of the 
accepting banks, denominations, maturities , and rates t which the 
acceptances are offered. 

!Vera -- The principal purchasers of bankers' acceptances are the 
commercial banks, t.he Federal Reserve banks , foreign encie in the 
United State , savings banks, insurance companies, etd. 

'll'e demand of bankers' acceptances from foreign source has been strong for 
years because they provide a safe short-term investment for temporarily 
idl.e doll r balances. Moreover, the income earned on acceptances acquired 
by non-residents foreign corporations is exempt from Federal income taxes 
while the income on 'f'r aaury bills is subject to 30 percent withholding tax. 

The Federal Reserve banks traditionally do not bid for their own account 
for acceptances in the market but they are ready to purchast at stated 
buying rates all eligibl acceptances offered by banks and dealers. Thus, 
commercial banks and dealers ma;y acquire acceptances freely, knowing that 
in case of need tcey can sell them to the Re erve banks . It is also the 
policy of the Reserve banks not to sell acceptances purchased for their 
own account but to hold them to maturity except when acquired under re­
purchase agreeroents . The Reserve banks, bowe-eer, actively buy ar.d sell 
acceptances in the market for foreign central banks. When a foreign central 
bank requests the l<"'ederal Reserve Bank of ·ew York to buy for its account, 
tre latter charges • fee of 1/8 percent per annWll on the face amount of the 
acceptances purchased; this fee represents the Federal 1s guarantee of pay­
ment, since it enoorses all acceptances purchased. Endorsed acceptances 
are shown in tbe Wednesday statement of tl~e twelve Federal Reserve banks 
as a contingent liability. 

In executing their open market policy, the 1'"ederal Reserve ba1lks play an 
active role in .fi.Xing the acceptances rates . Whenever they wait to buy 
acceptances for their own account, they erely have to redU.ce their 
buying rates . This induces offers of acceptances to the Reserve banks. 
Conversely, by putting tlie rate above the market level, they assure that 
few acceptances will be offered. 

D. Federal Fund Market 

Federal funds are sight claims on the Federal Reserve banks consisting 
of balances maintained with tl'>e Reserve banks by member banks, per 
collection panks 1 and foreign central banks, ebecks of the United States 
Treasury, and cashiers 1 ( officers ' ) checks of the Federal Reserve Banks . 
These claims :represent to tr holder im:'nedi.ately available funds at the 
Reserve banks, while funds in the form of cheeks drawn on conmereial banks 
become available at the Reserve banks only the next day, when clearing 
house balances are settled on th books of tre Federal Reserve Banks . The 
t.erm "Federal fundsn is commonly referred to the amount of reserve 
balances that ind1 vidual member banks rave in excess of legal requirements 
and are willing to lend to b ks deficient in reserves. Deals in ederal 
funds are day-to- day loans made through tte transfer of reserve balances 
on the books of the Federal Reserve Banks . 

Pham Quang Pham
Page Seven

Dealers are required to endorse bills sold to the Reserve banks but do
not endorse bills sold to other buyers unless requested, to do so, in
which event they allow a slightly lower discount rate, i.e., charge a
higher price. Dealers ordinarily market the acquired acceptances by sending
to prospective buyers a daily offering sheet giving the names of the
accepting banks, denominations, maturities, and rates at which the
acceptances are offered.

Buyers -- The principal purchasers of bankers' acceptances are the
commercial banks, the Federal Reserve banks, foreign agencies in the
United States, savings banks, insurance companies, etd.

The demand of bankers' acceptances from foreign sources has been strong for
years because they provide a safe short-term investment for temporarily
idle dollar balances. Moreover, the income earned on acceptances acquired
by non-residents foreign corporations is exempt from Federal income taxes
while the income on Treasury bills is subject to 30 percent withholding tax.

The Federal Reserve banks traditionally do not bid for their own account
for acceptances in the market but they are ready to purchast at stated
buying rates all eligible acceptances offered by banks and dealers. Thus,
commercial banks and dealers may acquire acceptances freely, knowing that
in case of need they can sell them to the Reserve banks. is also the
policy of the Reserve banks not to sell acceptances purchased for their
own account but to hold them to maturity except when acquired under re-
purchase agreements. The Reserve banks, however, actively buy and sell
acceptances in the market for foreign central banks. When a foreign central
bank requests the Federal Reserve Bank of New York to buy for its account,
the latter charges a fee of 1/8 percent per annum on the face amount of the
acceptances purchased; this fee represents the Federal's guarantee of pay-
ment, since it endorses all acceptances purchased. Endorsed acceptances
are shown in the Wednesday statement of the twelve Federal Reserve banks
as a contingent liability.

In executing their open market policy, the Federal Reserve banks play an
active role in fixing the acceptances rates. Whenever they want to buy
acceptances for their own account, they merely have to reduce their
buying rates. This induces offers of acceptances to the Reserve banks.
Conversely, by putting the rate above the market level, they assure that
few acceptances will be offered.

D. Federal Fund Market

Federal funds are sight claims on the Federal Reserve banks consisting
of balances maintained with the Reserve banks by member banks, per
collection banks, and foreign central banks, checks of the United States

Treasury, and cashiers' (officers') checks of the Federal Reserve Banks.
These claims represent to the holder immediately available funds at the
Reserve banks, while funds in the form of checks drawn on commercial banks
become available at the Reserve banks only the next day, when clearing
house balances are settled on the books of the Federal Reserve Banks. The
term "Federal funds" is commonly referred to the amount of reserve
balances that individual member banks have in excess of legal requirements
and are willing to lend to banks deficient in reserves. Deals in Federal
funds are day-to-day loans made through the transfer of reserve balances
on the books of the Federal Reserve Banks.
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The lending of Federal funds between banks in tt1e s a.--ne locality is 
transacted usually through an exchan of checks. The lending bank gives 
a check on the Federal Reserve Bank and for which it receives immediate 
credit. The borrowing bank gives a check dra'Wn on itself (casl:iers' check) 
for t.he anount of the loan plus interest, which will be credited the follow­
ing business day to tl'ie account of tre lending bank at the Federal Reserve 
Bank and charged to the borrowing bank . 

Loans (sales) of Federal funds between banks in different financial centers 
are made by utilizing the Federal Reserve wire transfer service. The 
lending bank transfers funds to the borrowing bank's account at tt.e Federal 
Reserve Bank and the next day the borroving bank wires back the amount plus 
interest to the account of the lending bank. 

While banks are th main sources of Federal funds, non- banking institutions 
also supply Federal funds to the market. The most importm t of them are 
government security dealers who may offer FederalfWlds acwuired through 
the sale of government securities to the Federal Reserve Bank. They may also 
acquire Federal .furxis through tll e sale of government eeeuri ties to non-
bank investors who have received United States Treasu17 checks for r deemed 
Trea ury issues and hand them over to dealers in payment for the pure ·ased 
securities. 

The demand for Federal funds comes chiefly .from member banks which have to 
remedy to a temporary deficiency in legal reserves . The banks prefer to 
borr-ov Federal funds instead of obtaini.na advances from t.te Federal Reserve 
Bank becau e the rate of Federal funds is generally lower than the discount 
rate, and because the banks are by tradition reluctant to be indebted to the 
Federal Reserve Bank. Other us41'S of Federal funds are government security 
dealers who need such funds to m ke payment to tl'..e lederal Reserve Bank on 
the day of delivery of securities purchased by them from the Federal Reserve 
Bank. 

The rate c arged tor Federal funds fluctuates from day to day with cl':.anges 
in tbe money market condi. tions . Drawing by banks on their balance with 
correspondent banks in large cities, srifting of funds by the united States 
Treasury from member banks to the ederal Reserve Bank, an outflow of gold, 
month-end or pre-holid•Y heavy demand for currency, transfer or funds by 
corporati ons from large banking centers to banks in other localities, mq 
render sorn banks deficient in reserve and increase the demand for Federal 
funds . Under these circumstances, the rate on Federal funds could move 
close to the discount rate of tle Federal Reserve Bank. 

E. The Treasury Bill Market 

Although the Treasury Bill Market is the youngest ber of the ! ew York 
Money Market 1 1 t has become by far t.he most important market 1 in terms of 
amount outstanding and trading aoti vi ty. The high degree of safety and 
marketability and the short maturity mak the Treasury ill suitable as a 
secondary reserve for banks, and for temporary employment of surplus funds 
by corporations, public authorities and politicil subdivisions . Treasury 
bills 1'."ere issued for tr e firet time in 192') . The Secretary of tbe United 
States Treasury is a thorized to sell Treasury bills mn a discount basis and 
payablest. maturity without interest. 
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The lending of Federal funds between banks in the same locality is
transacted usually through an exchange of checks. The lending bank gives
a check on the Federal Reserve Bank and for which it receives immediate
credit. The borrowing bank gives a check drawn on itself (cashers' check)
for the amount of the loan plus interest, which will be credited the follow-
ing business day to the account of the lending bank at the Federal Reserve
Bank and charged to the borrowing bank.

Loans (sales) of Federal funds between banks in different financial centers
are made by utilizing the Federal Reserve wire transfer service. The
lending bank transfers funds to the borrowing bank's account at the Federal
Reserve Bank and the next day the borrowing bank wires back the amount plus
interest to the account of the lending bank.

While banks are the main sources of Federal funds, non-banking institutions
also supply Federal funds to the market. The most important of them are
government security dealers who may offer Federalfunds acwured through
the sale of government securities to the Federal Reserve Bank. They may also
acquire Federal funds through the sale of government securities to non-
bank investors who have received United States Treasury checks for redeemed
Treasury issues and hand them over to dealers in payment for the purchased
securities.

The demand for Federal funds comes chiefly from member banks which have to
remedy to a temporary deficiency in legal reserves. The banks prefer to
borrow Federal funds instead of obtaining advances from the Federal Reserve
Bank because the rate of Federal funds is generally lower than the discount
rate, and because the banks are by tradition reluctant to be indebted to the
Federal Reserve Bank. Other uses of Federal funds are government security
dealers who need such funds to make payment to the Federal Reserve Bank on
the day of delivery of securities purchased by them from the Federal Reserve
Bank.

The rate charged for Federal funds fluctuates from day to day with changes
in the money market conditions. Drawing by banks on their balances with
correspondent banks in large cities, shifting of funds by the United States
Treasury from member banks to the Federal Reserve Bank, an outflow of gold,
month-end or pre-holiday heavy demand for currency, transfer of funds by
corporati from large banking centers to banks in other localities, may
render some banks deficient in reserve and increase the demand for Federal
funds. Under these circumstances, the rate on Federal funds could move
close to the discount rate of the Federal Reserve Bank.

E. The Treasury Bill Market

Although the Treasury Bill Market is the youngest member of the New York
Money Market, it has become by far the most important market, in terms of
amount outstanding and trading activity. The high degree of safety and
marketability and the short maturity make the Treasury Bill suitable as a

secondary reserve for banks, and for temporary employment of surplus funds

by corporations, public authorities and politicah subdivisions. Treasury
bills were issued for the first time in 1929. The Secretary of the United
States Treasury is authorized to sell Treasury bills on a discount basis and

payable maturity without interest.
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United States treauary bills are non-interest-bearing obligations aturing 
in 90 to 92 days offered weekly for competitive biddi~ on a discount 
basis . They are issued in denominations of l,coo, 5,ooo, 10,000, 
1001000, $5001000 and ,000,000 maturity value . 

Beginntng 19.34, the .maturity of some issues of treasury bills was lengthened 
to six months . 

Dealers Quotations - Treasury bills are quot d in tt e dealer market on a 
discount basis, and the quotations, given in terms of percentages yield, 
are re.fined to l/100 Qf one percent (or one "basis- point") . Thus, the 
Treasury bill of thirteen-week maturity like tt e :l.ssue of December 11th, 
1958, maturing March 13, 1959, was quoted on P--ecemoor 11th at 2.84 percent 
bid 1u1d 2. 81 percent asked. The spread between the bid and oft er quotations 
represents the dealer• s profit margin . On a 13- week bill, this three basis­
point spread would be equal to United States f75 per million dollars par 
value of bills traded. In faet, the dealer' pro.fit i less than thats if' 
the bills had three weeks to go to ma:turi ty, the spre d would be equal to 
about 17 per million. The sp:read widens during times of market uncertainty 
as the dealer tries to protect himself' from losses; al.so it widenB as bills 
approach maturity . 

The same kind of spr ad is maintained for certificates of indebtedness , 
Treasury notes and tr asury bonds. However, all ttese securities are quoted 
on a price basis . For example, t e od:.atanding certificates due in February 
1957, beari~ a 2 S/8 percent rate of interest, is generally quoted by dealen 
as ttis is written at 99 .31 bid a1d l.00.l offered. Actually, this quotation 
must be understood respectively 99 . 31/32 and 100. l/32. The figure after 
the decimal point does not represent hundredths of a percentage period or 
point, it represents thirty- seconds. Although it never st tes c.learly, it 
1 under11tood th•t Ule prices will in adM ti on include the interest accrued 
from the last interest-payment date to the date of delivery. Thus a 
purchaser of a 1 1 000 certificate tif the issue June 12th, 1956, for regular 
delivery on June 13th would have paid the f ollowing: 

:'rir.cip"l (100 l/32, the offered price)------ f 1 1000. Jl 
Accrued inter6st to June ljth --------------- 7.19 
TOTAL COST--------------------------------- i l,007.56 

Inthis case, the certificate purchaser will t at maturity the face amount 
of tl"e certificate ( 1 1000), the ac rued interest {17 .19) and the interest 
mentioned on the coupon. 

Security Marketing -- Virtually all the trading in government securities 
takes place in the over-the- counter market, although Treasury bonds are 
also listed on the ·ew York Stock Exchange . The over-the- counter market 
is made up of a group of dealer firms and dealer banks. Some dealer firms 
specialize almost in gov rnment securities while othem trade in a host 
of other securities such as state, mimicipal, and revenue securities, cor­
porate bonds, preferred and common stocks, banks and insurance company 
stocks, bankers' acceptances and foreign dollar bonds. 

The security quotations are subject to changes a• the buying and selling 
develops, and the market is reflected in dealer ' bid and offer prices in 
every minute . Most deals are made over the telephon in units of millions 
of dollars. If the customer calls several dealers he ay praetiaally receive 
the same quotation . This is because tl1e keen competi ti.on among dealers. 
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United States treausry bills are non-interest-bearing obligations maturing
in 90 to 92 days offered weekly for competitive bidding on a discount
basis. They are issued in denominations of $1,000, $5,000, $10,000,
$100,000, $500,000 and $1,000,000 maturity value.

Beginning 1934, the maturity of some issues of treasury bills was lengthened
to six months.

Dealers Quotations -- Treasury bills are quoted in the dealer market on a
discount basis, and the quotations, given in terms of percentages yield,
are refined to 1/100 of one percent (or one "basis-point"). Thus, the
Treasury bill of thirteen-week maturity like the issue of December 11th,
1958, maturing March 13, 1959, was quoted on December 11th at 2.84 percent
bid and 2.81 percent asked. The spread between the bid and offer quotations
represents the dealer's profit margin. On a 13-week bill, this three basis-
point spread would be equal to United States #75 per million dollars par
value of bills traded. In fact, the dealer's profit is less than that: if
the bills had three weeks to go to maturity, the spread would be equal to
about $17 per million. The spread widens during times of market uncertainty
as the dealer tries to protect himself from losses; also it widens as bills
approach maturity.

The same kind of spread is maintained for certificates of indebtedness,
Treasury notes and treasury bonds. However, all these securities are quoted
on a price basis. For example, the outstanding certificates due in February
1957, bearing a 2 5/8 percent rate of interest, is generally quoted by dealers
as this is written at 99.31 bid and 100.1 offered. Actually, this quotation
must be understood respectively 99. 31/32 and 100. 1/32. The figure after
the decimal point does not represent hundredths of a percentage period or
point, it represents thirty-seconds. Although it never states clearly, it
is understood that the prices will in addition include the interest accrued
from the last interest-payment date to the date of delivery. Thus a
purchaser of a $1,000 certificate of the issue June 12th, 1956, for regular
delivery on June 13th would have paid the following:

Principal (100 1/32, the offered price $ 1,000.31
Accrued interest to June 13th 7.19

$ 1,007.50TOTAL COST

Inthis case, the certificate purchaser will get at maturity the face amount
of the certificate ($1,000), the accrued interest ($7.19) and the interest
mentioned on the coupon.

Security Marketing - Virtually all the trading in government securities
takes place in the over-the-counter market, although Treasury bonds are
also listed on the New York Stock Exchange. The over-the-counter market
is made up of a group of dealer firms and dealer banks. Some dealer firms

specialize almost in government securities while others trade in a host
of other securities such as state, manicipal, and revenue securities, cor-

porate bonds, preferred and common stocks, banks and insurance company
stocks, bankers' acceptances and foreign dollar bonds.

The security quotations are subject to changes as the buying and selling

develops, and the market is reflected in dealers' bid and offer prices in
every minute. Most deals are made over the telephone in units of millions
of dollars. If the customer calls several dealers he may practically receive
the same quotation. This is because the keen competition among dealers.
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A dealer :may cal 1 a competitor and "ask for a run, n that is , get the other 1 s 
bid and offer prices . Thrugh runs are not n cessarily firm bids and offers 
from dealer to dealer, the price checking serv s to keep quotation of all 
dealers close together . 

When a deal ie completed, payment ay be in "cash," 1 . e . , the same day 
delivery of securities and payment, or "regular," - 1 . e . , deliv ry and 
payment next business ti • There is a heavy traffic in securities via vire 
transfer between New York and other money centers . In this connection, the 
Federal Reserve leased wire stem is of great help to smooth out the nation­
wide money market centered in New York . For example, it costs about 220 
for postage and insurance to s hip l million in bearer govermnent securities 
from ew York to Chicago. 'With the leased system, tr nsfer of bearer treasur.J 
bills can be accomplished within an hour at no cost. Such "CPD" transfers 
are made po:3sible by the Commission r of Public Debt of the Treasury, wrich 
thus helps to facilitate the .arketing of treasury securities. 

Suppose s omeone in Chic o wants to sell security to be delivered to a buyer 
in Hew York. The seller' dealer or bank delivers the security to the 
Chicago Fed. which retiree it, and asks the ew York Fed. to deliver the 
same amount of the security from its unissued stock to t.he named buy r. 

For transactions within the New York area, physical details - payments, 
handlings and trarisfers of securities -- are mostly handled by one New Yori< 
bank, acting as a clearing agent . This bank sends messengers to and fro 
dealer "cages.;" it keeps accounts of transactions and of fsets amounts 
owed to ealers from a day's trade. 

Marketing New Issues - - Each Thursday and the Tr asury invites "tender 11 from 
subscribers, compet.1 tive or no competitive, for a stated amount of 91- day 
and/or 182- day treasury bills to b issued seven cays later . 'lhe tenders 
must be received by Federal Reserve Bank or branch by 1:30 p. m. New York 
time on the following Monday. 

Since bills are sold on a discount basis, subscribers bid for chosen 
amounts a price ~low par or face falue . For example, bills bought a.t 

_,~t.532 will pay the bolder 100 in 91 days, giving him an inteJS st 
rate return equivalent to (100-99 . $32 x .36o equals 1.85 percent a year . 

91 

Tenders must be made for amounts that are even multiples of $1,000 maturiW­
value, and the bid price must be stated on the basis of 100 with not more 
than three decimals . 

A person may enter a non- competitive bid for not more than 200 ,ooo; th 
ubscriber ia awarded bills t the average of t°.t'e accepted bids . Non-

comp titive bids appeal to small country banks and others not in close touch 
with the market. 

After 1:30 p •• each Monday, Federal Reserve Banks send subscription data. to 
the Treasury. The Treasuxy allots non- competitive bids in full, allocates 

the remainder of tre total issued to the highest bidddrs on a competitiv 
basis . By Tuesday morning the Treasury tells bidders how many bills 
the~ have been warded. Government security dealers usually bid for 
izable amounts to sell to others . 
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A dealer may call a competitor and "ask for a run," that is, get the other's
bid and offer prices. Though runs are not necessarily firm bids and offers
from dealer to dealer, the price checking serves to keep quotations of all
dealers close together.

When a deal is completed, payment may be in "cash," i.e., the same day
delivery of securities and payment, or "regular," - i.e., delivery and
payment next business day. There is a heavy traffic in securities via wire
transfer between New York and other money centers. In this connection, the
Federal Reserve leased wire system is of great help to smooth out the nation-
wide money market centered in New York. For example, it costs about $220
for postage and insurance to ship $1 million in bearer government securities
from New York to Chicago. With the leased system, transfer of bearer treasury
bills can be accomplished within an hour at no cost. Such "CPD" transfers
are made possible by the Commissioner of Public Debt of the Treasury, which
thus helps to facilitate the marketing of treasury securities.

Suppose someone in Chicago wants to sell security to be delivered to a buyer
in New York. The seller's dealer or bank delivers the security to the
Chicago Fed. which retires it, and asks the New York Fed. to deliver the
same amount of the security from its unissued stock to the named buyer.

For transactions within the New York area, physical details - payments,
handlings and transfers of securities -- are mostly handled by one New York
bank, acting as a clearing agent. This bank sends messengers to and from
dealer "cages;" it keeps accounts of transactions and offsets amounts
owed to dealers from a day's trade.

Marketing New Issues -- Each Thursday and the Treasury invites "tenders" from
subscribers, competitive or non-competitive, for a stated amount of 91-day
and/or 182-day treasury bills to be issued seven days later. The tenders
must be received by a Federal Reserve Bank or branch by 1:30 p.m. New York
time on the following Monday.

Since bills are sold on a discount basis, subscribers bid for chosen
amounts a price below par or face value. For example, bills bought at
$92,532 will pay the holder $100 in 91 days, giving him an interest
rate return equivalent to (100-99.532) x 360 equals 1.85 percent a year.

91

Tenders must be made for amounts that are even multiples of $1,000 maturity
value, and the bid price must be stated on the basis of 100 with not more
than three decimals.

A person may enter a non-competitive bid for not more than $200,000; the
subscriber is awarded bills at the average of the accepted bids. Non-
competitive bids appeal to small country banks and others not in close touch
with the market.

After 1:30 p.m. each Monday, Federal Reserve Banks send subscription data to
the Treasury. The Treasury allots non-competitive bids in full, allocates

the remainder of the total issued to the highest bidders on a competitive
basis. By Tuesday morning the Treasury tells bidders how many bills
they have been awarded. Government security dealers usually bid for
sizable amounts to sell to others.
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Bu,yers may pay the bills on Thursday either in Federal funds or in 
maturing 'freasury bills . The Federal Reserve Bank it:self, which is an 
important bolder of bills, also enters the auction although never for 
an amount gr ater than that of the maturing Treasury bill which it holds 
for foreign accounts for th most part. It may bid to exchange its 
maturing issue for the new issue, or, if it wants to cut down the 
amount or money on the money- market, may intentionally bid to miss in the 
auction and thus allow its maturing bills to run off, i . e . , redeem them 
for cash. 

'l'he Tax Anticipation Bills - The Treasury offers fran time to time 
bills with maturities close to the quarterly tax payment dates which could 
b used in payment of taxes. 'lbese tax bills were i s ed to minimize the 
impact of concentrated aeavy tax collections on m ber bank reserve balances . 

V. The Federal Reserve anti the Money Market 

The basic function of the Federal Reeerve System is to regulate the flow 
of money and credit vi th a vi to promoting orderly economic gro-wtr and a 
stable dollar. According to the econol'llic conditions prevailing in th! 
country, the Federal Reserve Bank makes credit more readily available, lees 
readily available, or about tlie sam in availability, through two groups of 
instruments of control: quali.tativ and quantitative. Quantitative credit 
control instruments area (l) the discollllt rate, {~) the open market operations, 
( .3) raising or lowering reserve requirements, { 4) the float, and ( $) moral 
persuasion. Quantitative credit control is aimed at expansion or contraction 
of the total volume of credit. Its characteristics are theimpersonal.ity of 
the operations . TJ..ie tools are not directed toward particular banks, certain 
types of loans or investments, or some segments of the economy. H ce, their 
use is less difficult and more f'J.exible then that of selective controls . 

Qualitative or selective control endeavors to prevent the use of bank credit 
for purposes not considered desirable, and to direct tte flow of credit into 
channels deemed essential to the national. economy. 

Selective control instruments are: (1) regulation of security loans, (2) authori~ 
to fix margin requirements, (3) pow r to suspend tlie borrowing privilege of 
individual banks from the Reserve Banks, (4) acceptability of eligible papez-s1 
(5) control of consumer credit, (6) control of real estate construction credit, 
( 7) voluntary credit restrain, and (8) moral persuasion. 

Armed with these credit tools, is the Federal Re erve able to assure economic 
stability? Surprisingly, no• because a great variety of other J!orces also 
affect the credit and money flolf. These include, among others, governmental 
policies in regard to expendi. tures, taxes, and debtJ the diatribution of income 
among different strata of tl e populationJ policies of management, labor, 
agriculture and other sectors of the economyJ the course of .foreign trade and 
foreign investment; and the prospects for peace or war. 
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Buyers may pay the bills on Thursday either in Federal funds or in
maturing Treasury bills. The Federal Reserve Bank itself, which is an
important holder of bills, also enters the auction although never for
an amount greater than that of the maturing Treasury bills which it holds
for foreign accounts for the most part. It may bid to exchange its
maturing issue for the new issue, or, if it wants to cut down the
amount of money on the money market, may intentionally bid to miss in the
auction and thus allow its maturing bills to run off, i.e., redeem them
for cash.

The Tax Anticipation Bills -- The Treasury offers from time to time
bills with maturities close to the quarterly tax payment dates which could
be used in payment of taxes. These tax bills were issued to minimize the
impact of concentrated heavy tax collections on member bank reserve balances.

V. The Federal Reserve and the Money Market

The basic function of the Federal Reserve System is to regulate the flow
of money and credit with a view to promoting orderly economic growth and a
stable dollar. According to the economic conditions prevailing in the
country, the Federal Reserve Bank makes credit more readily available, less
readily available, or about the same in availability, through two groups of
instruments of control: qualitative and quantitative. Quantitative credit
control instruments are: (1) the discount rate, (a) the open market operations,
(3) raising or lowering reserve requirements, (4) the float, and (5) moral
persuasion. Quantitative credit control is aimed at expansion or contraction
of the total volume of credit. Its characteristics are theimpersonality of
the operations. The tools are not directed toward particular banks, certain
types of loans or investments, or some segments of the economy. Hence, their
use is less difficult and more flexible than that of selective controls.

Qualitative or selective control endeavors to prevent the use of bank credit
for purposes not considered desirable, and to direct the flow of credit into
channels deemed essential to the national economy.

Selective control instruments are: (1) regulation of security loans, (2) authority
to fix margin requirements, (3) power to suspend the borrowing privilege of
individual banks from the Reserve Banks, (4) acceptability of eligible papers,
(5) control of consumer credit, (6) control of real estate construction credit,
(7) voluntary credit restrain, and (8) moral persuasion.

Armed with these credit tools, is the Federal Reserve able to assure economic
stability? Surprisingly, no, because a great variety of other forces also
affect the credit and money flow. These include, among others, governmental
policies in regard to expenditures, taxes, and debt; the distribution of income
among different strata of the population; policies of management, labor,
agriculture and other sectors of the economy; the course of foreign trade and

foreign investment; and the prospects for peace or war.
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