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Honorable George P. !dcLean, Cnairman, 
balli~in6 and Currency Committ~e, 
United States Senate, 
Wa::>hin5ton, D. c. 

My dear Mr. Chairman: 

X-3607a 

December 21, 192~. 

The Federal Reserve .Boa.rd has received your letter of December 
7th requesting its views on two bills, S. 4063 and S. 4103, introduced by 
Senator Capper and Senator Lenroot, respectively, to proviue addit.ional 
credit facilities for agriculture. 

The Board has studied t:i1ase bills very carefully, and desires to 
express its approval of the e,en2ral purpose of both of them. Senator 
Lenroot's bill, S. 4103, appears to be a re-dr~ft of ~is earlier bill, 
S. 3051, the enactment of which was recomr.1ended in the report of tha Joint 
Comnission of .Agricultural Inquiry and w'.L.ich received the ap]:Jroval of the 
Federal Reserve Board in a letter ad~essed 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, ~traduced in the House of Representatives b¥ Repra­
scntativa McFadden 1.ihich was contnantad on favorably by the Faderal Ras9rva 
Board in a latter addressed to the Secretary of the Treasury under date of 
July 12, 1922, a copy of Which is enclosed herewith. Furthermore, Senator 
Capper's bill contains f aaturas which the Board .thought should have been 
incorporated in H. R. 11763 so as to provida additional cradi t facilitias 
for agriculture in general as well as for the live stock industry. 
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The rrajor portion of each of these bills consists of provisions 
creating facilities for sup_..lying the need pointed out in:the report of the 
Joint Comrnission of Agricultural Inquiry for agricultural credits of an 
intermediate type 1 running from six months to three years, to finance the 
production and marketing of agricultural products and the breedin~. raising, 
fattening and marketing of live stock. 

The Board will confine itself in this communication to the pro­
VlS 1ons of thase bills which amend the Federal Rc:serve .Act or otherwise di·­
rectly affect the Federal Reserve System. It ha=:~ studied these provisions 
with especial care. There are certain comments 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 
eligible for rediscount by Federal Reserve ~anks with maturities ·up to 
::1ine months. The Board calls your attention to the fact that this would in 
a measure affect the elasticity of the lederal R3s~rve Note currency based 
thereon, but believas this might be done if restricted within the limits 
prescribe~ in S. 4063· 

The provision of Sdnator Lenroot's bill designed to make nine 
months paper eligible for rediscount was not in his earlier bill WhiCh re­
ceived the ap~roval and support of th~ Federal Reserve Board as indicated 
above. It would am~nd Sc:;ction 13 of t"i1~J Fedclral Raserve Act by chane;in5 
the proviso at the end of the second paragraph thereof to read, in part, 
as follows: 

"PROVIDED, That not.:;s ,, drafts and bills of exchange 
drawn or issu3d for agricultural purposes, including the. 
preparation for mar::atint, and the orderly mrka ting of 
farm product~, by the producers of suCh prouucts or 
their cooperative or 5anizations, or based on live stoCk, 
and having a rraturity at the time of discount of not rrcre 
than nina months, aAcluJive of days of grace, may be dis-· 
countod in an an1ount to be limited to a percentage of the 
assdtS of the Fed6ral R~serva ~ank 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 praparation for markJt and orderly marketing of 
farm products by cooperative marketing associations but would also make 
eligible for rediscount with maturities up to nine mon~s ~agricultural 
paper, whether drawn to finance the roa.rk..::ting of a crop which has already 
been harvested or to finance the production of a crop WhiCh has not yat 
been planted. The Board favors that part of this amendment which extends tlh 
class of paper eligible for rediscount as agricultural paper to include 
papar drawn to finance the preparation for market and orderly marketing ot 
agricultural products by cooperative mark3ting associations composed ex­
clusively of growers, and would have ruled :..:teretofora that such paper is 
eligible as agricultural paper had the terms of existint. law parmitted. The 
Board is of the opinion that that part of the amendment whiCh would extend 
the maturity of eligible agricultural paper to nine months, should be 
limited to paper secured by warihouse receipts or other such documents con­
veying security title to readily markatable, 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 Sdcurad. There is undoubtedly an im.portant distinction re-

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



47 

-3-

tween papar drawn to fi~ca the storage or markating of a crop Which has 
already been harvasted and that drawn to fil.snce 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 weavil, which may c;.1use. a compl.:;te crop failure. The 
former class of paper is recognizud as sound, especiB~ly when secured by 
warahouse receipts or ot:!,or such documents covering non-perishabla, 
readily ms.rketable, staple agricultural products wnich are being marketed 
or stortld pending orderly mar~.;ting, because there is something tangible 
already in existence out of the sale of wnich the borrower can reasonably 
exp.;;;ct to obtain the funds with which to liquidate his obligation. The 
latter class of paper, however, is subject to suCh hazards as to make it 
undesirable as a basis for the isaua of note currency, because the bor­
rower nust succeed in growing and harv~sting a crop and then selling it 
at a fair price in order to realize tho funds with which to pay off his 
obligation, and through no fault of his own he may have a crop failura 
which will depriva :f.:.ir.a of the means of rnaeting his obligation, thus 
making it n.ecassary for tha bank to carry the loan for a year longer and 
probably make him an a.dll-i tional loan to enable him to produce his next 
crop. 

That part of Senator Capper .t s bill, S. 4063, which would make 
nine months papar eligible for rediscount is contained in a proposad new 
section to be in·serted in tha Federal Rasdrva Act and designated Section 
13 (a), and is l·imi..ted to papar drawn to finance the ordarly marketing of 
agricultural products or the fattening of live stock for market. It also 
requires such paper to be secured by ·;.;arohousas receipts or .othe:r nego­
tiable doc'U.lllOnts conveying or securing title to readily ma.rketabl<?, non­
pcrishabla agricultural products or by Chattel mortgages on live stock• 

The second· paragraph of Sanator Capper's proposad new $ection 
13 (a) of the Federal Reserve Act would also rrBke paper of cooperative 
narkdting associations -el.igible for redisccrunt as agricul tur~ paper when­
ever the proceeds (a) have been or are to be advanced by such an asso­
ciation to any membars thereof for any agricultural purpose:), or (b) have 
been or are to be used by such an association in making p~ents to any 
members thereof on account of d.gricultural products dc:)j.ivered by such 
membars to the association or (c) hava been or are to be used by such an 
as~ociation to m3at expenditures incurred or to ba incurred by the asso­
ciation in connection with tne grading, processing, ~acking, preparation 
for narket, or marketing of any agricultural product handled by such an 
association for any of its members. The Federal Reserve Board has not 
ruled as to the eligibility of paper of class (a); but such paper might 
be held to be ineligible under existing law, and the :Board considers it 
desirable that such J>aper should be made eligi bl.e for radiscount as agri­
Cul. tural J>aper by an express amendment to the .A¢t. Paper of the kinds 
described und~r (b) and (c) is now eligible for rediscount as co~rcial 
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papar with maturitie~ not in excess of ninety ~ys, 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 abov~, 
the Board has heretofore gone on record as approving a provision of H. R. 
11763 making p~par of claSS3S (a) and (c) eligible for rediscount as agri­
cultural paper. The Board, ther.;fora, apJ:iroves of all the provisions of 
this paragraph. It would sugg~st, howev,.-;r, the ins~rtion of a proviso making 
it ab9~lute1y clear that the en~ration of three class~s of paper of co­
operative marketing associations as e.ligibL~ f'or rediscount is not int.anded 
to carr,y the inplication that othar papar of such associations is neces­
sarily ineligible. The Board has rubd that s~v;;;Jral othar kinds of papar 
of cooperative markdting as~ociations are eligibla, and would regret to see 

.. such paper made ineligible. 

The proposed new s~ction 13 (a) which would be added to the F~d~ra1 
R:lserve Act by Senator Capper's bill is scientifically planned and un­
usually well worded, and the Board advocat~s its adoption in its pres~nt 
fo~ except for the slight amdnwmclnt juSt mdntioned. 

Senator Lanroot t s bill, S. 4103, wo·old au,thorize Federal Reserve 
._ba.riks to rediscount agricultural paper for Fqdclral Land Banks as well as 
memb~r banks (provid.-3d it dods not baar tha dndorsem.mt of non-mamber ' . . : -
State batiks or trust co~panias which are eligible for membership in the 
Federal Reserve Systam) 1 and to bU¥ ·apd sell bonds and oth~r suCh obli­
gations issued by Fedaral Land Banks. Tha Fadara.l Rasarv 3 :Boad has 
previously approved a bill containing these ~revisions but rather doubts 
tha advisability of its enactmant. 

Senator Lanroot's bill also contains a provision amending Section 
7 of tne Federal Reserve Act so as to Pdrmit Federal Reserve banks to pay 
to their member banks anaxtra dividend up to 3~ in addition to the 67~ 
C'U.ml.ll.ative dividend to which they are l!OW entitled, whenever thair nat 
earnings exceed 1~~- The ~oard approves this amendment in principle but 
suggest~ that all refer,mca .to tha paymant of a.ividand.s out of surplus be 
omitted. 

Both bills contain provisions to amand Section 9 of the F~deral 
Reserve Act so as to ~ermit State bank~ in places of not more than 6,0JO in­
habitants to be admitted to r.0t·:b...;rs~1ip in the Faderal Reserve System with a 
minimum capital of $}o;ooo, if thair applications are accompanied by adequate 
undertakings to increase 'their capital to $50,000 within three yaars, and to 
~erndt Stata banks located in towns of not more than 3,000 inhabitants to be 
aQmitted to membership with a minimL~ capital of $15.~00 if thair appli­
cations ar~ acc0mpanicd by similar undertakings to increase their capital 
to ~25,000 within three years. Th..;;se provisions are similar to tro1e of a 
bill introduced by Senator Harris, S. 3531, which was approved by~ ~ajority 
of the members of the Federal R~servQ Board, and whiCh ~assed the Senate on 
July 8 , 1922:.. The J3oard, ther d or~ , approves the sa provisions . 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



49 
-5-

Senator Capper's bill would also amend Section 13 of the Federal 
Reserve Act so as to perrrdt bank~rs 1 acceptances drawn for agricultural 
purposes and secured at the time of acceptance by warehouse receipts or 
other suih doc~nts conveying or securing title covering readily ~ErkJt­
able staples to be rediscounted with maturities up to six months, wh0reas, 
they are now eligible for rediscount only when they have maturities at 
the time of discount not exceeding three months. The Board approves 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 
rrarket bankers 1 acc-;;pta,nces with maturities net in excess of six months 
which are dra\11/l'l by e,'Towers, or by cooperative r:-:.cirl:eting associations com­
posed exclusively of 6-rowers, of non-perisha-ble, readily marketable stapl: 
agricultural products, to finance the orderly marketing of such products 
and secured at the time of acceptance by warehouse, terminal or other 
similar recei.I,;ts conveying security ti tla to such products. 

Senator Capl_Jer 1 s bill would also add a new parae.;raph at the 
end of Section 14 of the Federal Reserve hCt to be designated Section 14 
(f) which would authorize Federal Reserve 3anks to purchase and sell in 
the open market either from or to dq~stic banks, firms, corporations or 
individuals, acceptances of agricultural credit corporations organized 
under Title I. Such corporations are authorized to accept drafts drawn 
for agricultural purposes with nnturi ties not exceeding nine months when 
secured by warahou.se rec2i;ots or othdr such docuroonts conveying or securin_ 
title to non-parishabl;:;, raadily rnarb.3tabla agricultural products or by 
chattel mortgages or other like instruments conveying a full and para­
mount lien on live stock which are being fattened fer market. The :Joarci 
approves of the purposes of this amendment, but sug~ests that th0 term 
"Federal Agricultural J ... ct 11 appearin:_;, in the amc:ndment as now drafted, be 
changad to "Rural Cradits .Act n to conform to othclr portions of tha bill· 

There is one a.m~;;nd.ment not coverea. by o;;ith:sr of these bills 
which the Federal Reserve Board would li~o to suggest in this con­
nection, because it believ2s that it would be of distinct benefit in as­
sisting the marketing of staple agricultural products and would not 
inject any undesirable paper into tha Federal Rsserv~ System. It ap­
pears to be tha custom of rrany momb-:;r banks to discount during crop 
moving p~riods large volumss of sight drafts s0cured by bills of la~ing 
covering the shipment of agricultural products, and suCh drafts arc 
not eligible for rediscount at F~deral Reserve Banks because th~y have 
no dcfini te rraturity. It has b.nn npresent~d to the Board that these 
drafts constitute the most liquid Kind of paper and usually are paid 
with gr'3at promptn::;ss. The Board b·:>li3vzs that to p.:;rmit the rJdis­
count of such drafts would gr,:atly assist mcmbJr banks in financing 
the movement of crops an1, th·::;rJfor:;, r:;commcnds that the following 
paragraph be insertGd in Section 13 of the Federal R.:;sJrv.:: Act imr.edi­
ately after tho second paragraph thereof: 
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"Upon the enrlorsem3nt of any of its member banks, 
which shall be deama~ a waivar of damru1d, notice and 
protest by such bank as to its own endorsemant ex­
clusively, and subj:3ct to regula-tions and limitations 
to ba prescribed by tha Federal R~sarve Board, any 
Federal Reserve Bank may di~count or purchase bills 
of exchanga payable at sight or on demand which are 
dra,vn to finance the donklstic shipment of non-perishable 
readily market~blo ~taple abricultural prociucts and 
are secured by bills of lading or oth3r shipping 
documents conveying or securin6 title to such staples: 
PROVIDED, However, that all such bills of ezchange 
shall be forwarded ~romRtly for collection, and demand 
for payment shall be made with reaacnable prorrr,ptness 
after the arrival of such staples at th9ir destination! 
PROVIDED, Further, that no such bill shall in any 
event be h-:ld by cr for tne account of a Federal 
Reserve ~ank for a period in excess of 90 days. In 
disco~~ting 6Uch bills Federal RaBerva banks may com­
pute the interest to ba deduct8d on the basis of 
tha estirr.ated life of such bill, and adjust the dis­
count after paym~nt of .:ouch ·oills to conform to the 
actual life ther.aof. 11 

If the Board can give you furth0r informaticn on this subject 
or be of any assistance in any way it Nill be very glad to do so. 

Very truly yours, 

(signad) Edmund Platt 

Actin0, Governor. 
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