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( coPY ) December 21, 192Z.

Honorable George P. lcLean, Chairman,
Banking and Currency Committze,
United States Senate,

Washington, D. C.

My dear Mr.: Chairman:

The Federal Reserve Board has received your letter of December
7th requesting its views on two bills, S. 4003 and S. 4103, introduced by
Senator Capper and Senator Lenroct, respectively, to proviae additional
credit facilities for agriculture.

The Board has studiad these bills very carefully, and desires to
express its approval of the gencral purpose of both of them. Senator
Lenroot's bill, S. 4103, appears to be a re~draft of his earlier bill,

5. 3051, the enactment of which was recommended in the report of the Joint
Commission of Agricultural Inquiry and which received the approval of the
Federal Reserve Board in a letter addressed to you by Governor Harding on
behalf of the Board, under date of January 26, 1922, a copy of which is
enclosed herewith.

Senator Capper's bill, S. 4063, is similar in many respects to
a bill, H. R. 11763, introduced in the House of Representatives by Repre-
sentative McFadden which was commented on favorably by the Federal Reserve
Board in a letter addressed to the Secretary of the Treasury under date of
July 12, 1922, a copy of which is enclosed herswith. Furthermore, Senator
Cappar's bill contains featurss which the Board thought should have been
incorporated in H. R. 11763 so as to provide additional credit facilities
for agriculture in general as well as for the liva stock industry.

The major portion of each of these bills consists of provisions
creating facilities for sup.lying the need pointad out in .the report of the
Joint Commission of Agricultural Inguiry for agricultural credits of an
intermediate type, running from six months to three years, to finance the
production and marketing of agricultural products and the breeding, raising,
fattening and marketing of live stock-

The Board will confine itself in this commuication to the pro-
visions of these bills which amend the Federal Reserve Act or otherwise di-
rectly affect the Federal Reserve System. It has studied these provisions
with especial care. . There are certain comrents and constructive suggestions
which the Board desires to call to your attention, with a view of safe-
guarding the elasticity and soundness of the currency issued through the
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Federal Reserve Banks, and also of making the proposed amendments more
liberal and practicable.

Both bills would make certain classes of agricultural paper
2ligible for rediscount by Federal Reserve Banks with maturities up to
nine months. The Board calls your attention to the fact that this would in
a measure affect the elasticity of the Pederal Ruscrve Note currency based
thercon, but believes this might be done if restricted within the limits
prescribed in S. 4063.

The provision of Scnator Lenroot's bill designed to make nine
months paper eligible for rediscount was not in his carlier bill which re-
ceived the apyroval and support of the Federal Reserve Board as indicated
above. It would amand Scction 13 of tne Federal Reserve Act by changing
the proviso at the end of the second paragraph therzof to read, in part,
as follows:

"PROVIDED, That notes, - drafts and bills of exchange
drawn or issucd for agricultural purposes, including the
preparation for mar:eting and the orderly wmarketing of
farm products, by the producers of such proaucts or
their cooperative or-anizations, or based on live stock,
and having a maturity at the time of discount of not more
than nine months, cxzclu-ive of days of grace, may be dis-
counted in an amount to be limited to a percentage of the
assets of the Fedsral Reserve 3ank to be ascertained and
fixad by the Federal Reserve Board.™

This is a very broad provision and would not only extend the
class of paper eligible for rediscount as agricultural paper to include
paper drawn to finance the preparation for market and orderly marketing of
farm products by cooperative marketing associations but would also make
eligible for rediscount with maturitiecs up to nine months all agricultural
paper, whether drawn to finance the marketing of a crop which has already
been harvested or to finance the production of a crop which has not yet
been planted. The Board favors that part of this amendment which extends th.
class of paper eligible for rediscount as agricultural paper to include
paper drawn to finance the preparation for markst and orderly marketing of
agricultural products by cooperative marksting associations composed ex-
clusively of growers, and would have ruled nerstofore that such paper is
eligible as agricultural paper had the terms of existing law permitted. The
Board is of the opinion that that part of the amendment which would extend
the maturity of eligible agricultural paper t0 nine months, should be
limited to paper secured by warshouse receipts or other such documents con-—
veying security title to readily marketable, non~perishable, staple agri-
cultural products, or at least that no paper with maturities in excess of
six months should be accepted as collateral security for Federal Reserve
notes unless so sccurad. There is undoubtedly an important distinction te-
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tween paper drawn to finance the storage or markating of a crop which has
already been harvasted and that drawn to firaunce the production of a crop
which may not even be planted and which is subject to conditions beyond .
the control of the grower, such as drought, frost, hail, blight, or the
ravages of the boll weevil, which may cause a complete crop failure. The
former class of paper is recognized as sound, especially when secured by
warehouse receipts or otuer such documents covering non-perishable,
readily marizcetable, staple agricultural products waich are being marketed
or stored pending orderly marzsting, because there is something tangible
alrsady in existence out of the sale of which the borrower can reasonably
expcct to obtain the funds with wlhich to ligquidate his obligation. The
latter class of paper, however, is subject to such hazards as to make it
undesirable as a basis for ths issus of note currency, because the bor-
rower must succeed in growing and harvesting a crop and then selling it
at a fair price in order to realize the funds with which to pay off his
obligation, and through no fault of his own he may have a crop failure
which will deprive nim of the means of mecting his obligation, thus
making it mecessary for the bank to carry the loan for a year longer and
probably make him an adaitional loan to enable him to produce his next
Crop.

That part of Scnator Capper's bill, S. 4063, which would make
nine months paper cligible for rediscount is contained in a proposed new
ssction to be inssrted in the Federal Ressrve Act and designated Section
13 (a), and is limited to papsr drawn to finance the orderly marketing of
agricultural products or the fattening of live stock for market. It also
requires such paper to be secured by warchous:ss receipts or other nego-
tiable documents conveying or scecuring title to readily marketable, non-
perishable agricultural products or by chattel mortgages on live stocks

The second paragraph of Scenator Capper's proposed new Section
13 (a) of the Federal Reserve Act would also make paper of cooperative
marksting associations eligible for rediscount as agricultural paper when-
ever the proceeds (a) have becn or ars to be advanced by such an asso-
ciation to any members thercof for any agricultural purpose, oOr (b) have
been or are to be used by such an association in making payments to any
members thercof on account of agricultural products delivered by such
membars to the association or (c) havs been or are to be used by such an
assoclation to mest expenditures incurred or to be incurred by the asso-
clation in connection with the grading, processing, packing, preparation
for market, or marketing of any agricultural product handled by such an
association for any of its members. The Federal Raserve Board has not
ruled as to the eligibility of paper of class (a); but such papsr might
Pe held to be ineligible under oxisting law, and the Board considers it
desirable that such paper should be made eligitle for rediscount as agri-
cul tural paper by an express amendment to the Act. Paper of the kinds
described under (b) and (c) is now eligible for rediscount as commercial
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paper with maturities not in excess of ninety days, and the Board also ap-—
proves of the amendment making such paper eligible for rediscount as agri-
cultural paper. In its letter of July 12, 1922, which is referred to above,
the Board has herctofore gone on record as approving a provision of H. R.
11763 making paper of classes (a) and (c¢) eligible for rediscount as agri-
cultural paper. The Board, therefors, apyroves of all the provisions of
this paragraph. It would suggest, howsver,the insertion of a proviso making
it absolutely clear that the enumeration of thres classes of paper of co-
operative marketing associations as eligible for rediscount is not intended
to carry the inplication that other paper of such associations is nscas-
sarily ineligible. The Board nas ruled that saveral other kinds of paper
of cooperative markesting associations are cligible, and would regret to sce
- 8uch paper made ineligible. '

The proposed new section 13 (a) which would be addsd to the Federal
Rescrve Act by Senator Capper's bill is scientifically planned and un-
usually well worded, and the Board advocates its adoption in its pressnt
form except for the slight amendment just mentioned.

o Senator Lenroot'!'s bill, S. 4103, would authorize Federal Reserve

. banks to rediscount agricultural paper for Fuderal land Banks as well as
member banks (provided it does not bear the sndorsemsnt of non-member ~ ...~
State banks or trust corpanics which are eligible for membership in the
Federal Resarve System), and to buy and scll bonds and other such obli-
gations issued by Federal Land Banks. The Federal Reserve Board has
previously approved a bill containing these provisions but rather doubts
the advisability of its enactment.

Senator Lenroot's bill also contains a provision amending Section
[ of the Faderal Reserve Act so as to permit Federal Reserve Banks to pay
to their member banks anextra dividend up to 3% in addition to the 6%
cumlative dividend to which they are aow entitled, whenever their net
earnings exceed 12%. The Board approves this amendment in principle but

suggssts that all reference to the payment of dividends out of surplus be
omitted.

N Both bills contain provisions to amend Section 9 of the F§aeral
Reserve Act so as to permit State banks in places of not more than 6,000 in-
habitants to be admitted to rerbersiiip in the Federal Reserve System with a
minimum capital of $30,000, if their applications are accompanied by adequate
undertakings to increase their capital to $50,000 within three years, and to
permit Stats banks located in towns of not more than 3,000 inhabitants to be
admitted to membership with a minimum capital of $15,000 if their appli-
cations ar: accumpanicd by similar undertakings to increase their capital
tc §25,000 witain thres years. Thuse provisions are similar to these of a
bill introduced by Senator Harris, S. 3531, which was approved by a majority
Of the members of the Federal Ressrve Board, and which passed the Senate on
July 8, 1922. The Board, therefore, approves thess provisions.
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Senator Capper's bill would also amend Section 13 of the Federal

Reserve Act so as to permit bankers! acceptances drawn for agricultural
purposes and secured at the time of acceptance by warehouse raceipts or
other suéh documents conveying or securing title covering readily market-
able staples to be rediscounted with maturities up to six months, whersas,
they are now eligible for rediscount only when they have maturities at

- the time of discount not exceeding three months. The Board approvss of
this provision, as it is somewhat in line with a recent amendment to its
Regulation b permitting Federal Reserve Banks to purchase in the open
market bankers' ace¢sptances with maturities nct in excess of six months
which are drawn by growers, or by cooperative marieting associations com-
posed exzclusively of growers, of non-perishable, readily marketable stapl:
agricul tural products, to finance the orderly marketing of such products
and secured at the tims of acceptance by warshouse, terminal or other
similar receipts conveying sscurity title to such products.

Senator Capper's bill would also add a nsw paragraph at the
_end of Section 1l of the Foderal Reserve Act to be designated Section 1h
(f) which would authorize Federal Reserve banks to purchase and sell in
the open market either from or to domestic banks, firms, corporations or
individuals, acceptances of agricultural credit corporations organized
under Title I. Such corpcrations are authcrized to accept drafts drawn
for agricultural purposes with maturities not exceeding nine months when
secured by warchouse recsiyts or other such documents conveying or securin.
title to non-perishable, readily markzetable agricultural products or by
chattel mortgagss or other like instruments conveying a full and para-
mount lien on live stock which are besing fattened fcr markst. The Hoard
approvaes of the purposes of this amendment, but suggests that the term
"Federal Agricultural Act" appsarin; in the amendment as now draftad, be
changzd to "Rural Credits Act" to conform to other portions of the bill.

There is one amendment not coverea by <ithsr or these bills
which the Federal Resecrve DBoard would like to suggest in this con-
nection, because it believes that it would be of distinct benefit in as-
sisting the marketing of staplc agricultural products and would not
inject any undesirable paper into the Federal Rsserve System. It ap-
psars to be ths custom of many member banks to discount during crop
moving psriods large volum:s of sight drafts sccured by bills of lading
covering the shipment of agricultural products, and such drafts arc
not eligible for rediscount at Foderal Rescrve Banks because they have
no definite maturity. It has bozn ropresentcd to the Doard that these
drafts constitute the most liquid kind of paper and usually are paid
with gr2at promptn:sss. Thz Board bzlizvazs that to psrmit the radis-
count of such drafts would gr:zatly assist merbor banks in financing
the movement of crops and, th:rofors, racommends that the following
paragraph be inserted in Ssction 13 of the Federal Resarve Act immedi-
ately after the second paragraph thoreof:
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"Opon the endersem:nt of any of its member banks,
which shall be deemed a waiver of demand, notice and
protest by such bank as to its own endorsemant ex-
clusively, and subjact to regulations and limitations
to bs prescribed by the Federal Reserve Board, any
Federal Reserve Bank may discount or purchase bills
of exchanga payable at sight cr on demand which are
drawm to finance the domestic shipment of non-perishable
readily marketuble staple agricultural proaucts and
are secured by bills of lading or other shipping
documents conveying or securing title to such staples:
PROVIDED, However, that all such bills of exchange
shall be forwarded _romptly for coliection, and demand
for payment shall be made with reascnable promptnass
after the arrival of such staples at their destination:
PROVIDED, Furthsar, that no such bill shall in any
event be held by or for the account of a Federal
Reserve Bank for a period in ecxcess of 90 days. In
discounting such bills Federal Reserve Dbanks may com-
pute tae interest to be deducted on the basis of
ths estimated life of swuch bill, and adjust the dis-
count after payment of such oills to conform to the
actual life thercof.”

If the Board can give you further informaticn on this subject

or be of any assistance in any way it will be very glad to do so.
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Very truly yours,
(signed) Edmund Platt

Acting Governor.

Federal Reserve Bank.of St. Louis





