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Drafted while the memory of the panics of 1893 and 1907
was still fresh, the framers of the .:ict sought to prevent the re-
currencs of such panics, when banks were unablie to realize upon
their reserves, and depcsitors were unavls to receive in currency
the furds due them.  To that end the old system of pyramided re-
¢+ serves which had failed rapeatedly w2s abolisked und the reserves
of all naticnal vanis and those of such stats barks as chose to
enter the System were sut on a mors scientific vasis, and were
mobilized in the Federal Resarve Danas. It is these reserve de-
posits, amounting now tc atout $i,300,035,000. - the reserves of
sixty per cent of the bank deposits of the country - that the
Federal Rsserve 3anis arte callzd upon to protect.

Right herz, let me call .;four attention t§ the fa;:t that
the interests of the depositors as well as the interessts of the
borrowers of a bank are sntitled to the fullest protection. Were -
it not for the depositors, thesre would be no banks, as we know
them, and I think this is a fact that has been toooften ovarlooked.

- ’ That the Federal Reserve Act has provided the public with
&n elastic currency abundantly able to meet all requirements during
the most severe crisis in the history of the country has been rrlly
demoAnstratedr.‘ ‘Ihat. elasticity is rade possible by the operal';ion
of sectién 13 of the Act, whereby memder lanks in need of funds to
make good their reserves may rediscount their eligibtle notzs with

the Federal Reserve iank.
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representative of all interests of the district. Three of them
are appointed by the govermment through the Federal Reserve board,
and they can have no connzction with any other bank. Three others,
known as Class A Dirzctors, ares elscted by the member banks as their
representatives, and they are practically always officers of member
banks. Three others, lmown as Class B Dirsctors, are also elected
by the member bank stockholders, but these airsctors are representative
of the industrial, commercial, and agricultural - the borrowing in-

terests - and can be neither of ficers nor diractors of any bank.

Further precaution has been taken to insure that all in-

terests are properly represented, accordingly, the member banks are

I

divided into three groups, according to size, the large banks in one
group, those of medium size in another, and the smaller banks in a
thifd- Each group then elects one Class A and one Class 3 director,
thus insuring fair representation.

The Federal Reserve‘Loard is a supervisory body and def?nes
by regulation what classes of paper may be discounted at the Federal
Reserve Lank, in accordance with the law. Sut, the Federal Reserve
Sozrd camnot compel a Federal Reserve Jank to make any loan which it
does not «care to, nor can it prohibit a Federal Reserve Bank from
making any legal loan. The only control it has over the loaning
policy of the Federal Reserve lanks is to authorize, and compel if
necessary, one Faderal Reserve Dank to come to,the assistance of

another.
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less acute. While four millions of our men were withdrawn from
productive activity and were actually taking part in the war or
training for it, and while much of our industrial machinery was
engaged in satisfying war requirements, nevertheless our fundamental
industries - agriculture, iron and steel, coal, textiles, etc. -
were in a prosparous comdition, and, though requiring some
readjustient, prepared to continus opsrations in times of peace.

The credit mechanism, ,as well as the industrial plants all
over the world, had been diverted from the service of the civil
population to the service of the States and their military needs.

In this respect also Amsrica, though affected by the same influences,
had suffered less than her allies. Currency inflation everywhere
was great, and in the United States prices were about double their
vpre-war lével.

The ysars immediately following the armistice, 1919 aﬁd 120,
were genarally speaking, characterized by continued business activity
and credit expansion, which developed into a world-wide post-war boom.
Prices were high and rising, production continued at a high rate, and
here in the United States prosperity was gensral.. In Europe the bel-
ligerent countries were endeavoring to réconstruct their economic
foundations. Their own resources were exhausted by the lecng struggle,
food supplies were low, raw material stocks were almost all gone,
and there was urgent need of imports in order to feed the populations
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with which to pay for imports, they still had large unexhausted
war cradits with the United States Treasury, end they were permitted
to utilize these cradits tc secure food and raw materials from the
United Statese.

Funds supplied directly by the United States Government in
1919 paid for no less than $3,000,000,00C. of our exports to Europe.

In addition European countriss ware able to vorrow large amounts privately
from our banks. A4S a consequence, our 2xports reached unprecedented
heights in 1919 and 192C, the value of exports of agricultural products
alone in 1919 teing $4,100,000,000. and in 190 $3,500,000,000.

It was not until the spring of 1920 that the period of post-
war prosperity and speculztion began to show siyns of a possible turn.
With Government credits exhausted and private credits increasingly
hard to obtain, European countries were no longar able to buy our
food and raw materials in such large quantities, or to pay such good
prices. Prices of all commodities, as well as of agricultural com-
modities reached their peak about June, 1920, and then declined
spectacularly. Once tke turn had come, the downward movement gathered
momentum as speculative booms collapsed and speculative holdings were
thrown on the market. All through the rest of 1920 and the first part
of 1921 prices continued to decline; only in the latter part of that
year did they become relatively stabilized, and not until 1322 did a rise
occur. |
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Prices of cgricultural products, which are peculiarly
sensitive to foreign demand, and, as raw materials generally more
quickly responsive to economic changes, dropped lower than those
of other comrodities.

Keaping this situation in mina, l:t us now see what the
Faderal Reserve System did to support agriculture. This should be
considered from two points:

First, to what extent did the Federal Reserve Sys tem extend
credit; and second, what was the attitude of the Federal Reserve
SOard; expressed through its rsgulations and rulings, towards
agricﬁltural paper.

Accommodation extended by the Federal Reserve Danks to their
member banks is measured prirarily by the volume of bills discounted
for member banks, the direct means by which a member bank in need of
funds may obtain accommodation from its Federal Reserve Dank.

In this connection I wish to emphasize the fact, referred to
before, that Federal Reservs oankscannot create credit, nor can they
make direct loans to individuals or corporations. The assistance of
the Federal Reserve Lanks is extended to agriculture and industry
through the member banks, which must first pass upon the borrower's
application for an extension of credit. The member bank is, of-éourse,
familiar with the neads of its community, with the reliability and
integrity of the oorrower, and the sufficiency of the security which
he offers, and will not be disposed to deny eredit to a customer who
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It is here that the function of the Federal Reserve
sank appears in so far as the extension of credit is concerned,
which is to furnish the member bank with needed funds by the
discount of eligible paper. |
This chart tells the story of how the Federal Reserve
Danks came to the aid of agriculture rmch more clearly than any
number of statistical tables. Thess tares curves show the course
of prices, the 1913 average price being taken in all instances as
100. The black lins fepresenting the price of all commodities
shows that in Novembsr, 1912, the average price stood at 203, and
then increased steadily until May, 1920, when it was almost 250,
or two and a half times the average 1513 price. Then followed
the sudden drop, as shown by the curve. The blue curve representing
live stock prices shows that for part of 1919 they stood sligntly
above the general average of prices, tien broke sharply, recovered
slightly, and then in October, 1920, several months after the
slump in other prices, declined to about the same level as crop
. prices, since when tney have fluctuated together at a level con-
siderably below that of the prices of othar commodities.
Prices of crops are shown by the red lirz, which starts at
November, 1913, at a level of 219, somewhat above the average price
of all commodities. Then followed a rapid rise until Augus: of 1919,
when there was a sharp break, which did not, howevar, bring the_price
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down to the genaral average. This decline lasted but three months,
followirg vhich came a2 rapid amd continual rise until a peal of 30U
was reached in June, 1920, about a month after the rrices of other
commoditizs had started to decline. Then came th: almost per;
pendicular decline which soon carried them velow the lavel of other
commoditiss, where they have remained ever since.
bt ’ Meanwhile, what was the Federal Reserve System dcing?

Throughout the war period there had been a rapid increase
in the amount of discounted paper held by the Federal Reserve banks,
and on N0vember 15, 1918, four days after the signing of the armistice,
the Federal Rsserve Danks held under discount for member banks a
total of $1,800,000,000. of eligible paper, the largest amount of
accomnodation extended to member banks by the Federal Reserve System
at any one time up to that date. But the post-armistice period
Saw an even greater extension of creait to member banks by the Federal
Reserve System, for there was an almost continuous increase in the
amount of discountad paper during the next two years, culminating on
November 5, 1920, in the stupsndous total of $2,827,000,000., wiich
marks the high point in the history of the Federal Reserve System.
That declining pricés should -ultimately result in a lessened re-
quirement for accommodation at the Fedsral Reserve 3Janks was only to
be expected, but as the chart shows, this reduction did not begin
until late in 1920, five months after the break in prices began. - There-

after it ran a practically parallel course with the price deciine.
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These being the facts, how can the statemsnt be justified
that the Federal Resarve System, by curtailing credit, brought about
the decline in prices?

An analysis of Federal Reserve Bauk discounts during this
period made for the Joint Commnission of Agricultural Inguiry, shows
that the decline in the loans of the Federal Peserve Banks began in
the industrial and financial sections.bf e country; and that while
liquidation of loans was occurring in the East, loans in tﬂé agri-

‘ cultural districts were increasing in volume.

Again I say, in the face of these facts: how can the Federal
Reserve System be said fo_oe_responsible for the decline in agri-
cultural prices? Such an accusation is }idjculous.

That the rapid increase in prices which marked the year
1919 and the first half of 1920, and the consequent increase in credit
requirements could not go on indefinitely is self-evident, and the
fact that the break in prices waich came was not confined to the
United States, but was comron to practically all of the civilized
world, further indicates that its cause is not to be found in the credit
or discount rate policy of the Federal Reserve Banks.

Inter-Federal Reserve Bank accommodation through the re-
discount or sale of paper discounted for member banks or purchased
invthe open market, as I have said, is the means providad to enable
one of the Federal Reserve Banks to obtain assistance from

D@mam%§9ﬁg%ERin time of need. Rediscount opsrations were rescrted ﬁo
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on a small scale for the first time late in 1917 and frequently
thereaftsr during the war. It was not until the post-wa®
paricd of expansicn, hewever, that the ever increasing demands
¢f member banks for accomrodaticn at the Faderal Reserve Banks
occasioned any misgivings as to the ability cf the Federal Re-
serve Sy-tem to ms2t any legitimate dcmand for credit, without
having recourse te the provision in the Federal Rsserve Act
authorizing the Joard te waive the minimmm ressrve requirements.

By ths enc of 1919, the reserve ratio of the Federal
Reserve Systam - trat is the ratio of its gold and lawful money
raserves to its combined deposit and TFederal ﬁ;serve ncte
liabilities - had fallen te 45%. Thrcughout 1920 this ratio
ranged betwszsn U2 and U5%. During the early post-armistice
peried ths Federal Resarve 3aznks in the Middle West had an excess
of lending powsr beycnd the needs of their districts, and they were
able tv rediscount paper for ethar Federal Reserve Banks in nead of
assistance. Just before the prices of farm crops began their pre-
cipitous declins, the situation wos revarsad and the increased
demands of member banks in the Middle West, not only forced the
Federal Reserve Eanks in the Middle Yest to withdraw their assistance
to other Federal Reserve Ianks, but compelled "them to rediscount
substantial amounts of their paper with other Federal Reserve Janks.

One point which I wish to stress is that the only way in
which the Federal Reserve lanks can axtend credit is through the
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imaturities  up te six months aré of nscessity somevhat tachnical

in language but may be sumrarized zs permitting Federal Reserve

Lanks to rediscount for six months any loans which are in the

proger form and which are used to finance

any ong or more of tha steps of planting, cuitivating, harvesting,

or marzsting a crop or of breading, fattening, or marketing live

stock. Moreover, one of the normzl phases cf marketing agricultural

products ;s carrying them for a reasonusble time in order to affect

thzir orderly marksting, rather than dumping large quantities on the

rarrat at cne time, anda paper which is used to finance the carrying

of a crep pending its orderly mark:tiag may be eligible as

agricultural paper.

The Fedaral Reserve -oard has alsc been partly respensible
for a change in existing laws, which has been very helpful to the
agriculture intsrests. Ycu vankers are familiar withVSection 5200
of the Revisad Statutes, which contains the limitaticn on the amcunt
which a nationzl vank ma- lend to any cne person. This limitation
is, in gsneral, 10% of the lending bank's capital and surplus, with
certain classes of paper excluded as not being considerasd loans of
money . The Foard falt that the classes of paper excepted frem this
loan limitation rmight progerly be oroadened in a way that would enable.
the farmsrs and cattle raisers to obtaiﬁ additional credit from
national banks withcut contravening any principles of sound banking,
and it racommended certain amendmentsto Section 5200 of the Revised

D@naedmr§§3§a$3s to accomplish this purpose.
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or exportation of goods, the domestic shipment of goods, or the

storage of readily marketable staples. Acceptances which grow out

of the domestic shipment of goods or the storage of readily marketable
staples must further be secureg at the time of acceptance by shipping
documents or warehouse receipts conveying or securing title to the
goods or staples in question. Under existing law all bankers!
acceptances, whether used to finance agricultural or commercial needs,
must be limited in maturity to three months in order to be eligible for
rediscount.

Bankers! acceptances have no. been used very extensively ink
connection with the shipment of agricultural products, although the Board
recently had occasion to rule that a national bank may accept a draft
drawn upon it, if secureﬁ by a bill of lading covering a shipment of
cattle to a cattle raiser who has purchased them with the intention of

fattening and re-selling them, and that such acceptances may be eligible

“for rediscount. This was a very liberal ruling in permitting the
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acceptance credit to cover the perioé required to fatten the cattle and
was a distinct advantage to farmers, since the Board has aiways ruled
that acceptances drawn to finance the manufacturing or processing of
industrial materials are ineligibdle. Bankers'! acceptances, however,

[ ]
used to finance the storage of agricultural products pending orderly
rarksting have recently been coming into more general use, both by
individual farmers, and more particularly by cooperative marketing
associations.

Most of the rulings on agricultural credits nmade since the

t R . . . . . Cas
%%QE%@&@E?%@&@ been in connection with cooperative marketing associations,
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which have-been of so much assistance in the orderly marketing of
agricultural products and in securing for the farmers a fair return
for their labor.

The Board recognizes that cooperation in marleting crops
under proper management is a step in the right direction that farmers
may  talke toward improving their credit standing and their general
economic condition, and it has gone as far as existing law permits in
encouraging the extension of credit to cooperative marketing
organizations. A vefy recent evidence of the Board's desire to provide
more ample credit facilities to the agricultural interests, is the
amendment to its Regulation B, dated December 19, 1922, which makes
eligible for purchase by Federal Reserve Banks in the open market,
banksrs' acceptances with maturities up to six months, drawn by
farmers or by cooperative marketing associations to finance the orderly .
marketing of staple agricultural products, and secured by warehouse
receipts coverirg such products. Such acceptances were formerly
eligible for purchase only with maturities not in excess of three
months, and their present eligibility for purchase with longer
maturities should prove the means of furnishing much of the additional
credit needed in such transactions,

The Board recently also issued a rumber of very liberal
rulings designed to secure to farmsrs operating through cooperative
marketing associations the maximum credit facilities possible under
present law. These rulings were made from time to time as questions were
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produce differing as widely as fruit from California, wheat from the
Middle West, and tobacco and cotton from the South, but the same
principles of sound financing were involved in all, and in each case
the cooperative association was a non-stock, non-profit corporation, the
members of which . consisted exclusively of growers of the particular
crop which the associatibn was organized to market. The growers
agreed to sell and deliver their entire crops to the association, title
passing at the time of delivery, and the association assuming absolute
control over the commodities and their re-sale. Generally speaking,‘
the commodities were pooled according to grades and after all of a
particular pool had been sold the proceeds were distributed pro rata.

It should be understood that the Board's rulings on this subject would
not necessarily apply tc associations operating on a materially
different plan.

Suver.l kinds of borrowings aré involved. If the grower
«2zires to do the borrowing himself, he can borrow on his own note, using
the note or its proceeds to finance the carrying of his product for such
reasonable period as is necessary in order to effect orderly marketing.
Such a note constitutes agricultural paper, and may be rediscounted with
raturities up to six months. Or he can draw a draft on the cooperative
marketing aséociation at the .time he delivers his crop, the association
accepting it. He then discounts the draft at his local bank, which,
under the Board's rulings may rediscount it at a Federal Reserve Bank
-’aé agricultural paper with a maturity up to six months, if the grower
uses the proceeds for an agricultural purpose. If tﬁe assoclation
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payments‘to the growers for praduce delivered, its notes are
eligible for rediscount, but the Bozrd has held that under existing
law such notes are commercial notes, the maturity of which must not
exceed ninety days, because the proceeds of such notes are used for
the commercial purpose of buying the commodities from the growers.
There was considerable discussion over the case where the
grower draws his own draft on the association, as to whether the draft
should be considered agriculturzl and have a six months. maturity.
The point was made that the grower in all probability would use the
money so obtained in paying debts previously incurred, and that unless
this could be held to be an agricultural purpose, little agricultural,
or six month# . credit could be obtained in this way. The Federal
Reserve Board ruled, however, that when a farmer or grower delivers
his crop to a cooperative marketing association actually engaged in
orderly marketing and whern he is obliged to borrow money for ofdinafy
general purposes, such as the payment of obligations previously incurred
in growing or harvesting the same crop, a draft drawn by him on the
association may properly be considered as drawn for an agricultural
purpose, because it puts him in fuﬁds so that he can carry his crop
cending its orderly marketing. As I said before, the carrying of
agricultural products for such periods as are reasonably necessary in
order to accomplish orderly marketing is a legitimate and necessary
step incident to normal distribution and constitutes an agricultural
purpose. The Board pointed out, however, that there is a distinction
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and mere speculétive withholding from the market in the hope of
obtaining higher prices. Under the Federal Reserve Act paper drawn
to finance speculation is ineligible for rediscount.

Another very libeial ruling which has been of material aid
to cooperative marketing associations is the ruling that bankers!
acceptances drawn to finance the domestic storags of commodities pending
orderly marketing by such associations are eligibtle for redisccunt.
The association arranges with some national or state bank to éccept
drafts secured by warehouse receipts, and, after acceptance, such
drafts are eligible for rediscount by ﬁéderal Reserve Banks with thr;e
months maturity. Under the new amendment to the Board's regulaticn
they may also be purchased in the open market with maturities up to
six months,

One of the most recent, and also one of the most liberal,
rulings of the Board on this subject was tc the effect that where a
merber of a cooperative marketing association delivers his crop to the
association and at substantiaily the same time draws a draft on the
association, which is accepted by it and discounted by the drawer at his
own bank, the draft is a "bill of exchange drawn in good faith agcinst
actually existing values". By virtue of this ruling, such a draft is
not subject to the 10% limitation prescribed in the Federal Reserve Act
on the aggregate amount of paper of any one borrower which a Federal

Reserve Bank may rediscount for any one member bank.
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These are probably the most important rulings ' made by
the Federal Ressrve Board on this subject, but, of course, there are
other classes of eligible paper that can be used in borrowing Ly
cooperative marketing associations, The point I wish to erphasize
is the past and present willingness of the Board to assist the

cooperative marketing movement in every appropriate way.

I hé&éréhown how the ﬁ;;;d is 1limited by the terms of the
law in ruling upon the eligibility of paper for rediscount and how it
has gone as far as it could under the terms of existing law in foste;—
ing the need of agriculture for broader credit facilities. Under these
circumstances,; only Congress has power to provide additional credit
facilities to agriculture by liberalizing the provisions of existing
law, or by creating new eredit nachinety,

The post-war period of expansion and inflation, followed
quickly by the inevitable deflation, with its particularly harmful
effect on the agricultural ';nterests, made it evident that the
existing credit machinery of the countsy was inadequate to care for
the needs of tbe farmers. The Federal Reserve System can properly
supply only short term credits, because the asset§ of Federal Reserve
Banks furnish ;he basis for a large prart of the country's currency,
and they must be kept liquid. The Federal Farm Loan System, on the
other hand, provides long term credits, but there is an obvious need

for some machinery to provide what may be called intermediate credits
Digitized for FRASER

htto/f loyisfed
Fg;grarlfzeeés@r\?gggn@c%%}tguigo three years.



- 22 - : _ X-3642
Among the rany bills introduced in Congress designed to
extend additional credit facilities to the agricultural interests,
perhaps the most important are the bills recently introduced by 3
Senator Capper and Serator Leuroct. These bills have been passed by

the Senate and are now being considered by the House, and unless some-

thing unfoiseen develops, it seems probable that a bill embodying:the
best features of each, will become law during the present session of
Congress. You are, no doubt; familiar in a general way with the
provision of these bills, so that I need not discuss tham at length, )
even if time permitted, but I wish to point out how the Federal Reserve |
Board has supported the agricultural interests by recommending the }
enactment of such a bill, and by recommending also the passage of other %
legislation which would provide still further credit facilities to the ' %
farmers.
As frequently happens with regard to legislation affecting

banking and credits, the Board was requested to consider and comment on

the so-called Capper and Lenroot bills., In response to this request,

the Board on December 21, 1922, addressed a letter to the Chairman of 4
the Senate Banking and Currency Committee, expressing its approval of %
the general purpose of both bills and making detailed comments on ’
certain provisions in thém‘ Except for expressing its general approval
of the purpose, the Board refrained from commenting on those portions

of the bills, which contain provisions creating new machinery to supply

agricultural credits of an intermediate type, running from six months

to three years, because such matters were not properly within the
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