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R . G . E M E R S O N , ASSISTANT SECRETARY 

W . M . 1MLAY, FISCAL AGENT 

November 24,1920* 
X-2070 

Sub jec t : Extension of Credi t to Farmers* 

Dear S i r : 

The Beard has rece ived severa l te legrams r ecen t ly from 
ind iv idua l s and Boards of Trade i n towns loca ted i n Northeas tern 
Nebraska, South Dakota, and North Dakota, a l l couched i n subs tan-
t i a l l y the same words and phrases , urging the Federal Reserve 
Board " to dec lare t h a t an emergency now e x i s t s and to a r range f o r 
c r e d i t extension t o fa rmers" . 

For your informat ion, a copy of one of these te legrams 
i s sent t o you herewith, toge ther with a copy of the Board ' s r e p l y . 

Vary t r u l y yours, 

Enclosures . 

Governor. 

To Chairmen of a l l F.R, Banks. 
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COPY OF TELEGRAM 

Hon. l.P.Gr. Harding, 
Governor, Federal Reserve Board, Washington, D.C. 

Our country i s f u l l of corn, oats , imaature pigs and pa r t l y f a t t e d 
c a t t l e , 'Your Board i s i n s i s t i n g tha t farmers s e l l these products to 
reduce ex i s t ing indebtedness. The only sa lable produce i s corn a t 40 
cents and oats a t 33 cents per bushel. A sale a t t h i s p r i ce w i l l not 
pay the cost of r a i s i n g the crop and w i l l not l i qu ida te any indebtedness 
but wi l l simply force the crops into, the hands of speculators and a very 
l a rge part of the farmers into bankruptcy and a t a time when the consumer 
i s able to pay a f a i r p r i c e . This means that general bankruptcy wi l l 
follow. We earnest ly urge your Board to declare tha t an emergency now 
ex i s t s and to arrange fo r credi t extension to farmers so t h a t some of the 
ex is t ing indebtedness can be paid out of the proceeds of the present crop. 
Your Board outl ined a pol icy l a s t spring to bring down p r i ce s and i n so 
fa r as p r i ces of farm products are concerned you have cer ta in ly more than 
accomplished your purpose. If your Board would br ing pressure to ma e a 
decent market our farmers would gladly s e l l t h e i r products* 
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November 24,1920* 

Dear S i r : 

A telegram dated November 22nd, signed by yourself and i n behalf 
of one hundred and e igh ty - f ive others , has been received and duly con-
sidered by the Federal Reserve Board. 

Our information i s t h a t the p r i ce condit ions of which you com-
p l a i n a re due in p a r t to the d i f f i c u l t y of maintaining a l a rge volume of 
exports because of the c r ed i t s i t u a t i o n abroad, i n par t t o the unusually 
l a rge crops which have been produced t h i s year , and in pa r t to the f a c t 
t h a t the farmers, f o r one reason or another, ca r r ied over a l a r g e r amount 
than usual of l a s t y e a r t s crops. The f a l l of p r i c e s has a l so been 
acce le ra ted because of grea ter economy on the p a r t of consumers and t h e i r 
re luctance to pay the p r i c e s which prevai led some months ago. 

The Federal Reserve Board r e g r e t s the embarrassments which are 
a t tendant upon the comnerce, business and ag r i cu l tu r e of the country, but 
des i r e s to s t a t e most pos i t ive ly tha t these condit ions have not been 
brought about by any a c t s or p o l i c i e s of the Federal Reserve Board or the 
Federal Reserve System. On the other hand, the Board conf ident ly a s s e r t s 
t ha t but for the precautionary measures taken several months ago condi-
t i o n s would have been f a r worse today than they a r e and the prospects of 
s t a b i l i z a t i o n and recovery much more remote. The Federal Reserve Board 
has not i n s i s t e d t h a t farmers s a c r i f i c e t h e i r products or tha t they adopt 
any p a r t i c u l a r po l i cy . The Federal Reserve Banks do not deal d i r e c t l y 
with the publ ic but a re permitted by law to rediscount f o r member banks 
paper defined by the Federal Reserve Act as e l i g i b l e . 

There has been no reduction in the volume of c r ed i t extended by 
the Federal Reserve Banks during the past year, f o r the volume of paper 
rediscounted by Federal Reserve Banks and the amount of Federal Reserve 
notes outstanding a re each higher by several hundred mi l l ions of d o l l a r s 
than a year ago. Member banks have rediscounted with Federal Reserve 
Banks a much l a r g e r propor t ion of t h e i r t o t a l loans and discounts than 
they have ever done before - an amount about ten times grea ter than normal. 
The Federal Reserve Banks i n the a g r i c u l t u r a l d i s t r i c t s have discounted 
f o r t h e i r member banks amounts so l a rge tha t i n many cases t h e i r own 
reserves would ha te been reduced to l e s s than one-half the leg&l minimum 
but f o r the f a c t t h a t they were permit ted by the Federal Reserve Board 
to rediscount with other Federal Reserve Banks. The t o t a l volume of these 
in ter -bank red iscounts which have gone f o r the l a r g e r p a r t t o member banks 
i n farming sec t ions has a t timtw been i n excess of $250,000,000. This 
r ep re sen t s a sum more than e ight times a s great ""as the maximum depos i t s 
ever made by the United S ta t e s Treasury with r a t i o n a l banks to a id i n 
crop moving opera t ions . 
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The Federal Reserve Board i s advised by t h e Federal Reserve Bank 
i n your d i s t r i c t t h a t c r ed i t f a c i l i t i e s a r e not toeing denied to your 
member banks, al though many of them have under discount amounts f a r in 
excess of what would be regarded as a normal and reasonable l i n e . The 
Federal Reserve Bank has merely i n s i s t e d tha t as notes which have been 
rediscounted wi th i t a re paid the borrowing member bank apply the proceeds 
t o the reduct ion of i t s indebtedness to the Federal Reserve Bank. 

Neither the Federal Reserve Beard nor the Federal Reserve Banks 
undertake to d i r ec t the c red i t policy of member banks; t h i s r e s t s with the 
d i r ec to r s of each such i n s t i t u t i o n , and, of course, the Federal Reserve 
System has no control whatever over the c r e d i t s of non-member banks. No 
doubt many banks f e e l tha t they a r e unduly extended and a r e endeavoring 
to secure l i q u i d a t i o n or reduction of loans a t matur i ty , but any d i r e c t 
pressure brought t o bear upon the farmer to s e l l h i s products i s exerted 
by the member and non-member banks and not by the Federal .Seserve Board. 

Numerous telegrams have been received during the pas t two days, 
couched i n subs t an t i a l ly the same words and terms as yours, from ind iv id -
ua ls and t rade bodies in you* sect ion indica t ing organized e f f o r t to 
bring pressure to bear upon the Federal Reserve Board. In each of these 
telegrams the Board i s urged "to declare tha t an emergency now e x i s t s 
and to arrange for c r ed i t extension to farmers". Such a dec la ra t ion by 
the Board would be l i a b l e to cause a rea l emergency and would accentuate 
the d i s t r e s s ins tead of r e l i ev ing i t . An extension of loans to farmers 
can be granted only by the banks with which the farmers deal or t o which 
they a re indebted. The ... Federal Reserve Board has been a consis tent 
advocate of orderly marketing of crops, but as has been pointed out by 
members of the Board i n public addresses, orderly marketing does not mean 
the ty ing up of bank c r e d i t s and the withholding of e n t i r e crops from.the 
market by means of addi t iona l c r e d i t s from banks, but means gradual sales*. 
The a p p l i c a t i o n of the proceeds of these sa les to ex i s t i ng indebtedness 
would place the individual farmer, the merchant and the loca l bank i n 
s tronger p o s i t i o n and would make i t poss ib le f o r the loca l bank to do more 
for the farmer than i t can do if crops a r e withheld e n t i r e l y . I am sending 
you a copy of an address which I made several weeks ago before the Chamber 
of Commerce, a t Cleveland, Ohio, and would i n v i t e your a t t e n t i o n p a r t i c u l a r l y 
to those paragraphs which have been marked. 

In conclusion I would say tha t the Federal Reserve Board recognizes 
the f a c t tha t ag r i cu l t u r e i s a basic and v i t a l indus t ry . The Board has 
always assumed a sympathetic a t t i t u d e towards a l l mat te rs re la . t ing . to 
ag r i cu l tu re and i t has done, i s doing and w i l l continue to do a l l i t can 
in a "legit imate and proper way to a s s i s t the farmer i n h i s c red i t problems. 
I t w i l l not , however, be forced i n t o the adoption of p o l i c i e s which i n i t s 
judgment would be unwise and ruinous, and which would eventual ly involve 
the farmer, a s well as others , i n d i s a s t e r . 

Very t ru ly yours, 

W. P. G. HARDING, 

Governor 
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