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MEHORANDUNM
.of~ the | .
PRINCIPAL RULINGS OF THZ FSUSRAL RISERVE BOAFD
showing w~hat kinds of paper of
COCPERATIVE MARKETING ASSOCIATIONS
are eligibls for rediscount or purchase by
FEDERAL RESERVZE BANSS

Submitted at the Fo;arth General Session, Decambar 15’,
1922, of the National Council of Farmeré Cooperatiye
Marketing Associations at Wasaington, D. C., in cone
nection with the remarks of Mr. 4. C. Miller on the

topic "How ths Fedsral Reserve System Can Help Cooperation.™
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In connaction with the rapid 4 vslopment of the ccoperative mar- ’
kating movement during the past eighteen months, the Fedaral Resarve
: Board has bean called upon from ti;ne“to time to ruls as to the eligibil-
ity for rediscount or purchase by Federal Ressrve Danks of certain
classes of paper growing out of ths operutions of such aé»ociatiqns.
" Bach such rﬁling was basad u,pén a particular state of facts submitted
to the boara for a ruling, nd a ruling.to the effact that a particular
kind of paper is eligible w0:s not msan that any other kind of paper is’
ineligible., There are many kinds of paper which have nevar been submitted
to the Board for a ruling, and, therefors, the Boara's rulings on tais .
subjsct do not cover evary ;:ind of papar of cooiaerative marketing asso-

" . ciations which may be purchassd or reaiscounted by Federal Reserve banks::
For the information of thos: inte;'estsd, however, there is given below a
brief non-technical summsry indicating in a gensral way the classes of
paper which the Eéderai Reasrve Board has already rul2a way be redis-

counted or purch‘ased by Fedsral Resarve banks.

CLASSES OF ASSOCIATIONS UNDER CONSIDELATION.

In each- case passed on by the boara ths cooparative marksting
association involved was organized without capital and ite members con-
sisted exclusively of . groaers of th2 particular crop whicn the as:.ocia-
tion was organized to marxet. The growars agreasd to sell ana deliver
their entire crops to the association, title passing at the time of de-
livery, and the associé.tion assuming absolute control over the commoditias

. and their re-sale. Genarally spa2aking, the comoditiss were poolea accord-
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ing to grad:s and after all of a particular pool hed bsen sold thas procaeds
were distributed pro rata amonyg the growsrs who had contributaa tq that

pf)ol. Thass rulings, taerafore, would not nacassarily apply to the paper of
associations which operite on any plan‘substantlal;y aiffersnt from that
;;\iﬁt dascribad. ‘ ‘

FUICTION OF SUCH ASSOCIATIONS.

The proper function of such associations is to assist in the orasrly
markating of apricultural products; and if such.an association should en-
dage in ths speculative holding of a crop for higher prices, much of its
papar anich normally soula os aligible for purchase or rediscount by Fed-
sral Reserve banss would become ineligible; because Federal Resasrve banks
cannot purchasa or rac:{iscount paper arawh to finance speculation. .

GHOVIRS' NOTHS TO FILNCS CARRYING OF CROPS
PEPDING OPPERLY MAK.ETING,

Inasmuch as aéricﬁlturo.l products shouli notv bs dumpsd upon the
marl;.et as% soon as harx)a..tei, but should bz marketved gradually, the carrying
of agricultural prodaucts by the growers thaereof for such perioas as are
reaaonably rgéces»ary in orasr to assist w2 6rder1y mar¥eting tharsof is a
progsr Stép in tha process ‘of distribﬁtion, and a fat‘mér's o"n note ‘which is
dravn, or thes pro;;eaas of which are used, to finance th3 carrying of ths
farmer's j)rod.ucts for -such reasoné,ble period is a note which has bsen issued.

or drawn-for an agricul tural purposs ind which nay, therefore, be radiscount-

-ed by Fadaral Resaervs banks with a maturity up to sii months.

O SkSY DRAFTS ACSIPTID 3Y ASCUOCIATIONS.

‘ﬂhera, at ths tins growers ael:wer their crogs to a cooperative mar-

R o
.

keti‘ng asmciation, the a.ssoclation accepts dr@ft‘ drasm upon it by the growers,
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such drafts when discountad by the growars at their local banis with their
own indorsements, are eligible for rediscount by Faieral Reserve Danks as ag-
ricultural paper with ;naturities up to six months provided the procesds are
used by the growers for agricultural purposes.
Th: following is an exémpio of what may be considered am agricultur-
al purpose: When a grower delivers his crop to a cooperative marxketing associ~
ation which is actually engaged in oraerly maerketing, and the grower is obliged
to botrow monsy for ordinary general purposes, such as the payment of obliga-
tions previously ‘incurred in growing or harvebt{ng ‘the same ‘crop, a draft
drawn by the grower on thé association for a part of ths market value of the
crop may proparly be considersd to b2 arawn for an agricultural purpose, '
. because such a borrowing enables the gro;ver to meét his obligations wifhout
~ selling his crop immadiately and thus "oarry" the crop, which is one of the

gteps in the process of distribution.

NOTES OF ASSOCIATIONS FOR FUNDS TO FINANCE PACKING
AND MARGETING.

Notes of an association the procaeds of which ars usad to pay the cur-
"rent axpensas of such association, such as ths payment of wages snd the pur-
chase of éupplie’s in connsction with its business of packing and market-
ing agricultural products grown by others, are 2ligible for rediscount as

. commercial papar with‘ma‘mrities not in excess of 90 days.

OM!ODITIES PURCHASED.

Likewise, the notes of associations rapresenting direct borrow-
ings by such associations, ths proceeds of which have been or are to be used

to make pay;nents to the prowers for commoditiss aeliversd to the association
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are aligible for radiscount by Federal hesesrve Banks if they have maturi-
ties not in excese of 90 days, because the procaeds ;ara used for the commer-
cial purpose of dbuying the commodities from the growers.

BANKERS! ACCEPTANCES DRAWN BY SUCH ASSOCIATIONS.

Bankers'! acceptances drasm by such associations to finance the

-domestic storage of comcditiss panding oraerly marketing are eligible both

ffor‘ rediscount by Federal Ressrve Banks and for purchase by Federal Reserve"
Sanks in the open market. In cr2ating such acceptances the association
arranges for a coedit with some national ‘or oS‘tate bank which accepts its
drafts to the amount arranged for, th: drafts being secured by warehouse re-
ceipts‘covering non-perishablé, staple agricul tural products stored in indepen-
dent wafehouses, ahd. after acceptance such drafts are 2ligible for rediscount
or for purchase in épen market by Faderal Reserve dexnks. " Under axisting law,
they are eligible for rediscount only whan éhs.y‘ hava not more than three ,
mﬁnths to run. Haretofore, they have been sligible for purchase by Fed~

eral Reserve Banks Snly whan their maturitiss at the tims of purchase did

not exceed threse months; but a recont amepdment to the Board!s reéu_iatiéns
permits them to be purchased with maturities up to six months. vankers! ‘

accaptances -are racognized as the most desirable form of cradit, as they

"sell on ths credit of the accapting bank as well as on their backing of

stg.ple commodities, and they usually take the lowest rates of intarest, if
X \
GROVER'S DRAFP ON ASSOCIATION EXCEPTED FiOM LIMITATIONS.

One of the most recant, and also one of the most liberal,rulings

.org/
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of the Doard on this subject was to ths effect that whers a member of a co-
opsrative association.delivers his crop to the association and at substan-

tially the same time draws a draft on the association shich is accepted by

‘ it and discountzd by ths drawer at his own tanik, such a draft is a "bill of

exchange drawmn in good faith against actually existing values" and, therefore,
is exceptsa from the 1C% limitation prascribed in th: Faderal Reserve Act on
th.e aggresate amount of paper of any one borrower which a Federal Reserve Bank

may rediscount for any onz member bank. Tais should be very deneficial to

. 'the farmers and their coop:rativs marizeting association, because it permits

the rediscount of such paper in unlimitad amounts.
QTHER CLASSES OF ELIGILLE PAPER.
The above are not all of tiae rulin;s m.ds by the Federal Reservs
Board on thris sub,jedt, and, of course, ther:2 are other clagses of eligible

paper that can bs used in borrowing by cooperative markating associations, .

but thess ure probably thé rost important rulings which have been issued so

far. It should be understood also thiat tha above statemants are not intended

" as precise technical statemsnts. AlL of tue Board's v.irious rulings on this

subject 2xcept the ons last mentgioned were brought together and sumsarized
in the Faderal Reserve bulletin for Septsmber, 1922 (page 1044 of ths final
edition and page 269 of ths first 3dition) to which reference should be made

by managare of associations, banlcers‘anu others intersstad in exact statements

.and in the lsgal points involved.
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