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THE SEASONAL BORROWING PRIVILEGE 

The F e d e r a l Reserve System's seasona l borrowing p r i v i l e g e was 

i n i t i a t e d i n A p r i l , 1973. The i n t e n t of the p r i v i l e g e , was to p r o v i d e a 

seasonal source of funds to banks i n reg ions which are h i g h l y dependent 

on a seasonal i n d u s t r y , such as a g r i c u l t u r e o r t o u r i s m . Such banks 

o f t e n depend on the seasonal i n d u s t r y f o r t h e i r main source of d e p o s i t s 

and make l a r g e volumes of loans to the seasonal i n d u s t r y . Moreover , 

t h e i r d e p o s i t i n f l o w s f r e q u e n t l y c o i n c i d e w i t h seasonal downturns i n 

l o a n demand; c o n s e q u e n t l y , funds are most a v a i l a b l e when loan demand i s 

lowest and are l e a s t a v a i l a b l e when l o a n demand i s a t a peak. The 

seasona l p a t t e r n i s a r e c u r r i n g one; s i n c e many of the banks e x p e r i e n c i n g 

s e a s o n a l i t y have l i t t l e access to n a t i o n a l money markets , they t y p i c a l l y 

h o l d l a r g e volumes o f l i q u i d a s s e t s i n the o f f - s e a s o n i n a n t i c i p a t i o n of 

the c y c l i c a l upswing i n loan demand. L i q u i d funds are o f t e n he ld i n the 

form of Uni ted S t a t e s government s e c u r i t i e s which can be drawn down 

e a s i l y as l o a n demand i n c r e a s e s . I t was hoped that the seasona l borrowing 

p r i v i l e g e — b y p r o v i d i n g banks w i t h a r e l i a b l e a l t e r n a t i v e seasona l 

l i q u i d i t y source—would enable those banks to draw down t h e i r l i q u i d 

a s s e t s as w e l l as to use t h e i r own d e p o s i t s to boost loan volume i n 

l o c a l nonseasonal i n d u s t r i e s . 1 

The p r i v i l e g e was implemented v i a an amendment to the F e d e r a l 

Reserve System's R e g u l a t i o n A . 2 The amendment s p e c i f i e d t h a t a bank's 

e l i g i b i l i t y f o r seasonal borrowing would be cont ingent on having a 

" s e a s o n a l need f o r funds" which p e r s i s t e d f o r a p e r i o d of a t l e a s t e i g h t 

weeks. A bank w i t h access to n a t i o n a l money markets was cons idered to 

be i n e l i g i b l e . 



Once a bank was e s t a b l i s h e d as e l i g i b l e , i t was s t i l l r e q u i r e d 

to meet some seasonal needs from i t s own f u n d s . A c c o r d i n g l y , a " d e d u c t i b l e " 

c l a u s e s p e c i f i e d that the seasonal borrowing by a bank would cover on ly 

the seasona l needs i n excess of 5 percent of the bank 's t o t a l average 

d e p o s i t s i n the prev ious y e a r . The volume and d u r a t i o n of seasonal 

loans were to be based on h i s t o r i c a l seasonal f l u c t u a t i o n s i n loans and 

d e p o s i t s , and the bank was expected to make advance arrangements f o r i t s 

seasonal c r e d i t needs w i t h i t s d i s t r i c t ' s F e d e r a l Reserve B a n k . 3 

Concepts u n d e r l y i n g the seasona l borrowing p r i v i l e g e can be 

i l l u s t r a t e d g r a p h i c a l l y , as i n F igures l a - l c . F i g u r e l a shows the 

h y p o t h e t i c a l seasonal f lows of funds at a t y p i c a l a g r i c u l t u r a l bank. 

Depos i t s beg in d e c l i n i n g i n the s p r i n g as farmers use t h e i r cash ba lances 

to pay f o r farm i n p u t s . C r e d i t needs i n c r e a s e at the same t i m e . The 

d i f f e r e n c e between loans and d e p o s i t s — d e f i n e d as "net fund a v a i l a b i l i t y " — 

d e c l i n e s s e a s o n a l l y through the s p r i n g and summer, then i n c r e a s e s as 

farmers harvest t h e i r crops and i n c r e a s e t h e i r cash b a l a n c e s , as i n 

F i g u r e l b . 

The " s e a s o n a l needs" a t the a g r i c u l t u r a l bank are q u a n t i f i e d 

as the v a r i a t i o n i n net fund a v a i l a b i l i t y r e l a t i v e to the peak i n net 

fund a v a i l a b i l i t y , as i n F i g u r e l c . For i n s t a n c e , i n t h i s i l l u s t r a t i o n 

the peak i n net fund a v a i l a b i l i t y occurs i n January. Consequent ly , the 

example shows, seasonal needs are zero i n January and p o s i t i v e i n a l l 

o t h e r months. For the bank to be e l i g i b l e f o r seasonal b o r r o w i n g , the 

seasona l need must p e r s i s t f o r at l e a s t e i g h t weeks, i n which case the 

bank may borrow to cover seasonal needs i n excess of 5 percent of the 

p r e v i o u s ca lendar y e a r ' s d e p o s i t s . 



F igure la 

Deposits and loans a t ag banks t y p i c a l l y f l u c t u a t e r e c i p r o c a l l y ; 
as cash balances f a l l and r i s e , c r e d i t demand r i s e s and f a l l s . 

Dcpos i ts 

F i gure lb 

Funds a v a i l a b l e f o r new l e n d i n g , t h e r e f o r e , c o n t r a c t and expand 
s e a s o n a l l y at these banks. 



F igure l c 

A bank's "seasonal needs" is the amount necessary to extend the 
one-month peak in lending power throughout the rest of the year . 

F igure 2 

Seasonal borrowings add to the bank's supply of loanable funds 
so nonseasonaI community lending can increase without r i s k i n g 
the funds needed f o r normal seasonal loan demand. 

Depos i ts 

/ N e t Fund A v a i l a b i l i t y 



The seasonal borrowing p r i v i l e g e can be used, as i n F i g u r e 2, 

to boost t o t a l l o a n a b l e funds by supplementing the d e p o s i t s of the l o c a l 

community. Consequent ly , the bank which borrows can boost year-round 

l e n d i n g w i t h o u t ever drawing net fund a v a i l a b i l i t y below a d e s i r e d 

minimum l e v e l . 

I t should be noted that the f l o w s d e p i c t e d in F i g u r e s l a - l c 

and i n F i g u r e 2 are by no means the o n l y c o n c e i v a b l e p a t t e r n s . The 

i n f l o w of cash i n t o an i s o l a t e d a g r i c u l t u r a l bank, f o r i n s t a n c e , depends 

on the r a t e a t which farmers s e l l t h e i r c r o p s . The r a t e of s a l e s depends, 

i n t u r n , on f a r m e r s ' e x p e c t a t i o n s of p r i c e movements over the course of 

the market ing y e a r . I t i s , i n a d d i t i o n , by no means c e r t a i n that farmers 

w i l l s e l l t h e i r crops i n the f a l l . 1 * 

The seasonal p a t t e r n s of fund f l o w s i n 1974 d i d i n f a c t d i f f e r 

somewhat from t r a d i t i o n a l p a t t e r n s , both f o r the banks which used the 

seasonal borrowing p r i v i l e g e and f o r those which d i d n o t . However, i t 

cannot be determined i f t h i s was due to the changed s t r u c t u r e o f farm 

markets o r to other economic f a c t o r s i n f l u e n c i n g fund f l o w s . 

P r e v i o u s l y , peaks i n net fund a v a i l a b i l i t y had been reached as 

e a r l y as January w i t h lows coming as e a r l y as June (see Table 1 ) . In 

past y e a r s , an i n f l o w o f funds from the wheat harvest prov ided some 

midsummer r e l i e f to r u r a l banks, but t h i s d i d not happen i n e i t h e r 1973 

o r 1974. Loan demand remained s t r o n g through the summer. Moreover, i n 

1974 farmers appeared to hold g r a i n f a r past the "normal" time of s a l e . 

In the d i s t r i c t , n e a r l y 50 banks used the seasonal borrowing 

p r i v i l e g e i n 1974, a s u b s t a n t i a l i n c r e a s e over 1973 when on ly 18 banks 

used the p r i v i l e g e (see Table 2 ) . 5 The d i s t r i c t ' s volume of seasonal 

loans peaked i n August , 1974, a t b e t t e r than $20 m i l l i o n . 



Table 1 

Peaks and Troughs in 
Aggregate Net Fund A v a i l a b i l i t y 

1 970-74 

Borrowing Banks Nonborrowing Banks 
Y e a r Peak Trough Peak Trough 

' 9 7 0 Mar. h J u l y 1 Jan . 1 June 2k 

'971 Apr . 7 June 23 Mar. 3 June 23 

'972 Mar. 8 June 28 Jan . 5 June 21 

'973 Mar. 7 J u l y k Jan . 1 June 27 

>97/i Mar. 6 Aug. 21 Mar. 6 Aug. 21 

Table 2 

Number of Banks Which Used the 
Seasonal Borrowing P r i v i l e g e 

in 1973 or I 9 7 4 , by State 

E l i g i b l e Number of Banks Borrowing 
State Banks 1973 197A 

Mich igan 2 0 0 

Minnesota 112 k ]k 

North Dakota 37 8 16 

South Dakota 33 ] Zj 

Wiscons in 12 2 1 

Montana 72 3 

N i n t h D i s t r i c t 268 18 k3 



S t i l l , fewer than o n e - f o u r t h of the banks that appeared e l i g i b l e 

a c t u a l l y used the p r i v i l e g e ; 6 and i n the aggregate, the volume of borrowings 

amounted to o n l y 2 percent of the t o t a l loans o u t s t a n d i n g at a l l borrowing 

banks. I t should be noted that many of the banks f o r which the seasonal 

borrowing p r i v i l e g e might be i d e a l l y s u i t e d are not members of the 

F e d e r a l Reserve System and, hence, are not e l i g i b l e f o r seasonal borrowing . 

Moreover , some of the l a r g e member banks i n the N i n t h D i s t r i c t have 

access to n a t i o n a l money markets and t h e r e f o r e are not e l i g i b l e f o r 

seasonal borrowing . But the reasons why a g r e a t e r number of a p p a r e n t l y 

e l i g i b l e member banks d i d not use the p r i v i l e g e are not e n t i r e l y c l e a r . 

There are s e v e r a l hypotheses, however. One might h y p o t h e s i z e , 

f i r s t , that the banks which were the l e a s t l i q u i d i n 1974 would have 

been the most l i k e l y banks to use the seasonal borrowing p r i v i l e g e . 7 

The evidence here i s mixed. There i s some i n d i c a t i o n that the s e a s o n a l i t y 

of loan demand was more severe i n 1974 at borrowing banks than at 

nonborrowing banks. In the aggregate, the d e c l i n e i n net fund a v a i l a b i l i t y 

a t borrowing banks from March 6 through August 21 (from p e a k - t o - t r o u g h 

i n net fund a v a i l a b i l i t y ) was 36 p e r c e n t , compared to 16 percent at 

nonborrowing banks. Over that p e r i o d , d e p o s i t s grew s l i g h t l y a t nonbor

rowing banks but d e c l i n e d by n e a r l y 4 1/2 percent at borrowing banks; 

l o a n growth was about the same f o r the two groups of banks. At both 

groups of banks, p a r t of the d e c l i n e i n net fund a v a i l a b i l i t y was o f f s e t 

by r e d u c i n g the h o l d i n g s of U n i t e d S t a t e s government s e c u r i t i e s , and i n 

both cases , the cutback i n h o l d i n g s of U n i t e d S t a t e s s e c u r i t i e s — e x p r e s s e d 

as a percentage of loans outstanding—was a l s o about the same f o r the 

two groups of banks (and amounted to about a f o u r t h of the t o t a l s e c u r i t i e s 

he ld on March 6 ) . In the fed funds market , the borrowing banks as a 
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group remained a net purchaser of fed funds throughout most of 1974; the 

group of nonborrowing banks was, on the o t h e r hand, a net s e l l e r of 

f e d e r a l funds u n t i l l a t e i n the summer of 1974. Thus, i t appears that 

the borrowing banks were indeed l e s s l i q u i d than the nonborrowing banks 

and that the seasonal borrowing p r i v i l e g e was indeed h e l p i n g to boost 

l i q u i d i t y where i t was most needed, though i t should be noted that some 

o f the borrowing banks had l o a n - t o - d e p o s i t r a t i o s of l e s s than 50 percent 

a t the time they were borrowing (see Table 3 ) . 

Table 3 

Loan- to-Depos i t Rat ios at 
Borrowing Banks, June 3 0 , 197^ 

Rat io Number of Banks 

Greater than .70 22 

.600- .699 16 

. 5 0 0 - . 5 9 9 8 

Less than . 5 0 0 3 

A second hypothes i s i s that a g r i c u l t u r a l l y o r i e n t e d banks 

might be more l i k e l y to u t i l i z e seasona l borrowing than urban b a n k s . 6 

A g r i c u l t u r a l banks have a l a r g e r p r o p o r t i o n of t h e i r loans to farmers 

and t h e r e f o r e are more engaged i n seasonal l e n d i n g than are n o n a g r i c u l t u r a l 

banks. Moreover , data i n d i c a t e s that the p r o p o r t i o n of banks a p p a r e n t l y 

e l i g i b l e f o r seasona l borrowing r i s e s as the bank i s more i n v o l v e d i n 

farm l e n d i n g . 9 In 1974, however, many o f the N i n t h D i s t r i c t banks which 



borrowed had l e s s than 20 percent of t h e i r loans to farmers . In the 

f i r s t h a l f of 1974, when farm l o a n demand was r i s i n g r a p i d l y , many of 

the borrowing banks were c u t t i n g back on farm l e n d i n g , both i n r e l a t i v e 

and i n a b s o l u t e terms. 

A t h i r d h y p o t h e s i s i s t h a t , s i n c e the seasonal borrowing 

p r i v i l e g e was t a i l o r - m a d e f o r s m a l l banks which lacked access to n a t i o n a l 

money markets , the independent banks i n r u r a l areas would r e l y most 

h e a v i l y on the seasonal borrowing p r i v i l e g e . The evidence of 1974, 

however, does not support t h i s h y p o t h e s i s . The m a j o r i t y of N i n t h D i s t r i c t 

banks whic.li used the seasonal borrowing p r i v i l e g e i n 1974 were members 

of mult ibank h o l d i n g companies, a n d — i t can be argued—they have a 

g r e a t e r access to n o n l o c a l sources of funds than do o t h e r banks. When 

h o l d i n g company banks d i d make use of the p r i v i l e g e , they borrowed 

g r e a t e r volumes, than d i d other banks, f o r longer p e r i o d s of t ime. 

Table 4 

A f f i l i a t i o n of Banks Using 
The Seasonal Borrowing P r i v i l e g e in 1974 

S t a t e 

Mich igan 

Minnesota 

Montana 

North Dakota 

South Dakota 

Wiscons in 

Banks Thought To Mult ibank Hold ing 
Be E l i g i b l e For Company Banks Which Other Banks Which 

Seasonal Borrowing Used The P r i v i l e g e Used The P r i v i l e g e 

2 

112 

72 

37 

33 

12 

0 

1 1 

7 

9 

2 

0 

0 

3 

7 

7 

2 

1 

N i n t h D i s t r i c t 268 29 20 

http://whic.li


Table 5 

P o t e n t i a l and A c t u a l Use 
of the Seasonal Borrowing P r i v i l e g e 

By A f f i l i a t e s of M u l t i b a n k Holding Companies 
And By Other Banks 

Number of Banks Number of Percent of Apparent ly E l i g i b l 
Apparent ly El g i b 1 e Banks Borrow ng Banks Which Borrowed 

A f f i 1 i a t e s Other A f f i 1 i a t e s Other A f f i 1 i a t e s Other 

M i c h i g a n 2 0 0 0 0.0 0.0 

Minnesota 37 75 1 1 3 29.7 4.0 

Montana 18 5k 7 7 38.9 13.0 

North Dakota 9 28 9 7 100.0 25-0 

South Dakota 7 26 2 2 28.6 7-7 

W i s c o n s i n 1 1 1 0 _± 0.0 9.1 

N i n t h D i s t r i c t lh )3k 29 20 39.2 10.3 
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The heavy use of seasona l burrowing by mult ibank h o l d i n g 

company banks was perhaps the most i n t e r e s t i n g development i n 1974. A 

m a j o r i t y of the banks which used the seasonal borrowing p r i v i l e g e were 

a f f i l i a t e s o f mul t ibank h o l d i n g companies (see Table 4 ) . A g r e a t e r 

p r o p o r t i o n of the e l i g i b l e mult ibank h o l d i n g company banks used the 

p r i v i l e g e than d i d other banks. Roughly three of every seven a f f i l i a t e 

banks used the p r i v i l e g e (see Table 5 ) ; on ly about one i n e i g h t of the 

remain ing banks used the p r i v i l e g e . The t o t a l volume of borrowing by 

mul t ibank a f f i l i a t e s was b e t t e r than t w o - t h i r d s of t o t a l seasonal borrowing 

over n e a r l y a l l of 1974 (see Table 6 ) . 

Table 6 

Share of Total Seasonal Borrowings 
Held by M u l t i b a n k Hold ing Company A f f i l i a t e s 

Last Wednesday In Share of Total 
(percent) 

February 100 

March 100 

Apr i 1 84 

May 77 

June 79 

J u l y 70 

Augus t 79 

September 83 

October 88 



C h a r a c t e r i s t i c a l l y , the a f f i l i a t e s of mul t ibank h o l d i n g companies 

were not h e a v i l y i n v o l v e d i n farm l e n d i n g — a t l e a s t not as much as o t h e r 

borrowing banks. Only 10 percent of the a f f i l i a t e s had made more than 

AO percent of t o t a l loans to farmers , compared to b e t t e r than t h r e e -

f i f t h s of the other banks (see Table 7 ) . Moreover, the a f f i l i a t e h o l d i n g 

company banks were c u t t i n g back on farm loans over the f i r s t h a l f of 

1974, a t ime when farm- loan demand was growing r a p i d l y (see Table 8 ) . 

( I t s t i l l may be, however, that the h o l d i n g company banks were c a r r y i n g 

a g r e a t e r volume o f seasona l loans than they would have c a r r i e d i n the 

absence of a seasonal borrowing program.) 

A f o u r t h hypothes i s i s that the high cost of funds , coupled 

w i t h usury c e i l i n g s i n N i n t h D i s t r i c t s t a t e s , tended to d i scourage 

seasonal l e n d i n g by banks. There i s perhaps some credence to t h i s 

c l a i m . Seasonal funds are not a f r e e good, and the d i s c o u n t r a t e 

through the summer of 1974 was 8 p e r c e n t . In a d d i t i o n , i n t e r e s t r a t e s 

on farm loans are t y p i c a l l y l e s s v a r i a b l e than i n t e r e s t r a t e s on commercial 

l o a n s , and t h i s tended to encourage a s h i f t away from seasona l l e n d i n g 

i n the summer of 1974 as r a t e s on nonfarm loans rose s u b s t a n t i a l l y 

h igher than r a t e s on farm l o a n s . Other e v i d e n c e , however, weighs a g a i n s t 

the c o s t - o f - f u n d s h y p o t h e s i s : for i n s t a n c e , many banks—even those 

which d i d not use the seasonal borrowing p r i v i l e g e — t u r n e d to the c o s t l y 

fed funds market f o r funds i n 1974 when they might have borrowed at a 

lower r a t e under the seasonal borrowing p r i v i l e g e . 

Other hypotheses have been suggested which a t t r i b u t e the 1973 

and 1974 seasona l borrowing e x p e r i e n c e to e x i s t i n g a t t i t u d e s and i n s t i 

t u t i o n s i n the r u r a l banking s e c t o r . Margaret Bedford suggests that the 

low r a t e of borrowing i n 1973 may have been due to the l a t e date at 



Table 7 

Farm Loans as a P r o p o r t i o n 
of Total Loans 

at Borrowing Banks 
(June 30, 1974) 

Hold i ng 
Company Other 

Percent A f f i l a t e s Banks 

0 - 2 0 15 7 

2 0 . 1 - 4 0 11 0 

40 .1-60 2 5 

6 0 . 1 - 8 0 I 7 

8 0 . 1 - 1 0 0 1 

Table 8 

Adjustments in Balance Sheet Items 
December 3 1 , 1973"June 3 0 , 1974 

Hold i ng 
Company Other 

A f f i 1 i a t e s Banks 

Percent Change in Total Loans + 9 - 6 +12.4 

Percent Change in Loans Secured 

By Farmland 0 . 0 +19-7 

Percent Change in Loans to Farmers - 4 . 0 +11.3 

Percent Change in Commercial Loans +20.7 +29-7 

Percent Change in Deposits - 0 . 9 + 0 . 5 

Loan- to-Depos i t R a t i o , Dec. 31, 1973 0.647 0.624 

L o a n - t o - D e p o s i t R a t i o , June 30, 1974 0.715 0.699 



which the p r i v i l e g e was implemented; by A p r i l of 1973, many banks had 

a l r e a d y made t h e i r p lans f o r the r e s t of the y e a r . 1 0 L i k e w i s e , i t has 

been suggested that the 1974 e x p e r i e n c e was due to a f a i l u r e by banks to 

a n t i c i p a t e the sharp upturn i n loan demand which a c t u a l l y occurred i n 

the summer of 1974. This argument suggests t h a t , had more banks arranged 

f o r seasona l borrowing i n advance, the volume of seasonal loans might 

have been s u b s t a n t i a l l y l a r g e r . 

S t i l l another h y p o t h e s i s a t t r i b u t e s the low r a t e of borrowing 

by s m a l l e r banks to the " r e l u c t a n c e t h e o r y , " by which i t i s argued that 

bankers i n g e n e r a l have a r e l u c t a n c e to be indebted to the F e d e r a l 

Reserve S y s t e m . 1 1 

Summary 

The i n t e n t of the seasona l borrowing p r i v i l e g e was to supplement 

bank l i q u i d i t y d u r i n g y e a r l y t imes o f seasonal p r e s s u r e s . S ince the 

seasonal borrowing p r i v i l e g e o f f e r s banks a r e l i a b l e source of seasonal 

l i q u i d i t y , i t was hoped that r u r a l banks would cut back i n t h e i r h o l d i n g s 

of l i q u i d s e c u r i t i e s (to meet seasonal needs) and would use t h e i r funds 

to boost l o a n volume i n t h e i r l o c a l communit ies . Is t h i s be ing accomplished? 

The answer i s not yet apparent . The data shows that among 

borrowing banks, loans i n 1974 d i d i n c r e a s e — a t the expense of Uni ted 

S t a t e s government s e c u r i t i e s (see Table 9 ) . But the same t h i n g was t rue 

among nonborrowing banks, i n d i c a t i n g that i t may have been g e n e r a l 

bus iness c o n d i t i o n s , r a t h e r than the seasona l borrowing p r i v i l e g e , which 

was r e s p o n s i b l e f o r the p o r t f o l i o adjustments a t r u r a l banks. 

I t appears that some banks d i d make good use of the seasona l 

borrowing p r i v i l e g e to supplement t h e i r l i q u i d i t y . However, a bank's 

l i q u i d i t y a t any p o i n t i n t ime depends on a number of s e c u l a r and 



c y c l i c a l i n f l u e n c e s , as w e l l as on r e c u r r i n g seasonal i n f l u e n c e s , and 

thus whether the borrowed funds were be ing used p r i m a r i l y to help meet 

the l o a n demand o f a seasonal i n d u s t r y i s not c l e a r . 

Table 9 

U.S. Government Securit ies 
as a Percentage of Loans Outstanding 

on the Date of Peak Net Fund A v a i l a b i l i t y 

Borrowing Banks Nonborrowinq Banks 

1974 .1895 .2004 

1973 .2551 .3336 

1972 .3256 .2977 

1971 .2438 .3244 

1970 .2536 .2588 

Nor i s i t e v i d e n t that there are any s y s t e m a t i c reasons why 

some banks used the seasona l borrowing p r i v i l e g e w h i l e o t h e r s d i d n o t . 

There i s , however, some i n d i c a t i o n that the borrowing banks were more 

hard-pressed f o r funds. A p p a r e n t l y , the mult ibank h o l d i n g company 

a f f i l i a t e s were q u i c k e r than other banks to make use o f the seasona l 

borrowing p r i v i l e g e . But the s m a l l a g r i c u l t u r a l banks f o r whom the 

seasonal borrowing p r i v i l e g e was p r i m a r i l y intended d i d not make heavy 

use o f i t . 

W i l l the seasonal borrowing p r i v i l e g e come to be used by more 

banks i n the f u t u r e ? P o s s i b l y ; though as Emanuel H e l i c h a r w r i t e s , a 

word of c a u t i o n i s i n o r d e r : 



" . . . a p a t i e n t and p e r s i s t e n t e f f o r t w i l l be r e q u i r e d to 
demonstrate that banks can employ the p r i v i l e g e to 
b e n e f i t t h e i r c o m m u n i t i e s . " 1 2 

I t might be added that c o n s i d e r a b l e e f f o r t has a l r e a d y been 

taken by bank o f f i c i a l s to encourage the use of the seasonal borrowing 

p r i v i l e g e — b u t whether there w i l l be a payoff to such e f f o r t s i s s t i l l 

u n c e r t a i n . 



FOOTNOTES 

For a more d e t a i l e d d i s c u s s i o n of the d e s i g n o f the seasonal 
borrowing p r i v i l e g e , see Emanuel M e l i c h a r , "Toward a Seasonal Borrowing 
P r i v i l e g e : A Study o f I n t r a - Y e a r Fund Flows at Commercial Banks," i n 
R e a p p r a i s a l of the F e d e r a l Reserve Discount Mechanism, V o l . 2, (Washington, 
D.C. : Board of Coventors o f the F e d e r a l Reserve System, 1971-72), 
pp. 93-106. 

ALso, Emanuel M e l i c h a r , "Seasonal Discount A s s i s t a n c e at R u r a l 
Banks: E v a l u a t i o n of a F e d e r a l Reserve P r o p o s a l , " A g r i c u l t u r a l F inance  
Review, U.S. Department of A g r i c u l t u r e , V o l . 30 ( J u l y 1969) , pp. 44-57 . 

2 Advances and D iscounts by F e d e r a l Reserve Banks—Regulat ion A, 
Board of Governors of the F e d e r a l Reserve System (Washington, D.C.: 
A p r i l 19, 1973) , pp. 3-4 . 

3The genera l g u i d e l i n e s of R e g u l a t i o n A were made more s p e c i f i c 
i n an a c t i o n taken by the Board of Governors on A p r i l 3, .1973, p r i o r to 
the implementat ion of the p r i v i l e g e . 

The more s p e c i f i c g u i d e l i n e s were intended to he lp i n d i v i d u a l 
Reserve Banks and l e n d i n g o f f i c e r s judge whether a bank a c t u a l l y lacked 
"reasonably r e l i a b l e access to n a t i o n a l money markets" and a l s o to 
determine the terms of seasonal c r e d i t f o r which banks would be e l i g i b l e . 
Access to n a t i o n a l money markets was presumed to be l a r g e l y a f u n c t i o n 
o f bank s i z e . Any bank w i t h d e p o s i t s of l e s s than $100 m i l l i o n q u a l i f i e d 
a u t o m a t i c a l l y f o r seasonal b o r r o w i n g . Banks w i t h d e p o s i t s i n excess of 
$250 m i l l i o n were a u t o m a t i c a l l y i n e l i g i b l e . For banks in the i n t e r m e d i a t e 
range—with d e p o s i t s r a n g i n g from $100 m i l l i o n to $250 m i l l i o n — c o n s i d e r a t i o n 
was to be g i v e n to the s p e c i f i c bank's l i a b i l i t y management p r a c t i c e s 
and other f a c t o r s which might i n d i c a t e i t s degree of access to n a t i o n a l 
markets . 

Banks were expected to arrange f o r seasonal borrowing in 
advance of the p e r i o d of seasonal need. Hence, bankers were r e q u i r e d to 
p r o j e c t the amount and d u r a t i o n of t h e i r seasonal needs. The requirement 
seemed reasonable i n s o f a r as banks' seasonal needs a r e r e c u r r i n g from 
year to y e a r . The r a t i o n a l e o f the advance s p e c i f i c a t i o n was t h a t , 
f i r s t , i t was necessary f o r r e v i e w procedures by Federa l Reserve l e n d i n g 
o f f i c e r s and, second, that an advance e s t i m a t e of seasonal c r e d i t needs 
was necessary f o r the. o v e r a l l c o o r d i n a t i o n of monetary o p e r a t i o n s . 
However, "prearrangement was not intended to prevent a r e c o n s i d e r a t i o n 
of a seasonal c r e d i t accommodation, e i t h e r as to amount or d u r a t i o n . " 

Though the r a t e s on seasonal funds might d i f f e r from market 
r a t e s , a r b i t r a g e by banks was to be curbed through the m o n i t o r i n g a c t i v i t i e s 
o f F e d e r a l Reserve Banks. Lending o f f i c e r s were g iven a u t h o r i t y to 
reopen d i s c u s s i o n of seasonal needs i n i n s t a n c e s of f l a g r a n t abuse of 
the p r i v i l e g e . Nonethe less , net s a l e s of f e d e r a l funds i n s m a l l amounts 
were not to be regarded as i n a p p r o p r i a t e so long as the s a l e s represented 
"temporary measures to avo id excess r e s e r v e s . " 

''In f a c t , s e v e r a l b e h a v i o r a l p a t t e r n s might be adopted by 
producers . At harvest t i m e , they may draw down commodity i n v e n t o r i e s to 



pay o f f loans and to i n c r e a s e cash b a l a n c e s . Or they may, a l t e r n a t i v e l y , 
choose to postpone t h e i r cash r e c e i p t s i n hopes of c a p i t a l i z i n g on 
f a v o r a b l e p r i c e movements. The producer i s more l i k e l y to postpone h i s 
s a l e i f he expects p r i c e r i s e s . 

Thus there i s no a_ p r i o r i reason f o r s e a s o n a l i t y i n fund 
f l o w s . Indeed, the t y p i c a l seasonal p a t t e r n observed i n the postwar 
p e r i o d may have been merely a consequence of having had a p a r t i c u l a r 
p r i c i n g s t r u c t u r e i n these y e a r s . In t h i s p e r i o d , government-held 
s t o c k s i n s u r e d that market p r i c e s would not d e v i a t e f a r from loan r a t e s 
at any time i n the c r o p y e a r . Consequent ly , farmers could not expect 
p r i c e g a i n s from h o l d i n g commodities over the c r o p y e a r , and s a l e s — o r 
CCC loans—tended to be bunched i n the autumn months f o l l o w i n g h a r v e s t . 
Thus the d e p o s i t i n f l o w s at r u r a l banks and the loan repayments at r u r a l 
banks would a l s o be h i g h e s t i n the autumn months. 

But i n the c u r r e n t f ree-market a g r i c u l t u r e the s i t u a t i o n has 
changed. P r i c e s are h i g h l y v a r i a b l e . E x p e c t a t i o n s of p r i c e gains may 
induce farmers to hold crops f a r past the " t y p i c a l " market ing d a t e s . 
Rather than o p t i n g to hold h i s wealth i n the form of cash b a l a n c e s , the 
farmer may choose to hold down h i s cash b a l a n c e s , m a i n t a i n h i s s t o c k s of 
commodities t e m p o r a r i l y , and perhaps extend h i s loans at r u r a l banks. 
Loan demand might then w e l l p e r s i s t f a r past the t y p i c a l seasonal borrowing 
p e r i o d . Of c o u r s e , i f s torage f a c i l i t i e s are not a v a i l a b l e o r c r e d i t 
cannot be o b t a i n e d , s a l e s may be bundled at harvest t ime. S t i l l , i t 
seems l i k e l y that the seasonal fund f l o w s i n a f ree-market a g r i c u l t u r e 
w i l l d i f f e r from the t y p i c a l p a t t e r n i n an a d m i n i s t e r e d a g r i c u l t u r a l 
p r i c i n g system. 

5The. exper ience i n the N i n t h D i s t r i c t corresponds to the 
exper ience i n o t h e r a g r i c u l t u r a l d i s t r i c t s and i n the n a t i o n . For a 
review of the e x p e r i e n c e i n the Kansas C i t y and D a l l a s d i s t r i c t s , s e e , 
r e s p e c t i v e l y , Margaret E. B e d f o r d , "The Seasonal Borrowing P r i v i l e g e , " 
Monthly Review, F e d e r a l Reserve Bank of Kansas C i t y (June 1974), pp. 1 0 -
16; and C a r l G. Anderson, J r . , "Seasonal Borrowing Increases : F u r t h e r 
Gains Seen f o r 1 9 7 5 , " Farm and Ranch B u l l e t i n , F e d e r a l Reserve Bank of 
D a l l a s (March 1975) . 

The n a t i o n a l e x p e r i e n c e f o r 1973 i s summarized i n Emanuel 
M e l i c h a r and H a r r i e t Ho lderness , "Seasonal Borrowing at the F e d e r a l 
Reserve Discount Window," A g r i c u l t u r a l F inance Review, U.S. Department 
of A g r i c u l t u r e , V o l . 35 (October 1974) , USDA-ERS, pp. 4 2 - 5 1 . 

°A t e n t i v e l i s t i n g o f the banks which appeared e l i g i b l e f o r 
seasonal borrowing was prepared by the Board of Governors of the F e d e r a l 
Reserve System. The l i s t served merely as an e s t i m a t o r of bank e l i g i b i l i t y 
and was not meant to d i scourage n o n l i s t e d banks from b o r r o w i n g . In 
f a c t , s e v e r a l o f the banks which have borrowed were not l i s t e d on the 
o r i g i n a l Board p r i n t o u t . The term " e l i g i b l e bank" as used i n t h i s paper 
r e f e r s to banks l i s t e d on the B o a r d ' s computer p r i n t o u t . Other banks 
were i n f a c t e l i g i b l e , but t h e i r e l i g i b i l i t y was not recognized u n t i l 
they a c t u a l l y a p p l i e d f o r use of the p r i v i l e g e . 

7 M e l i c h a r c i t e s the s e c u l a r d e c l i n e i n r u r a l bank l i q u i d i t y as 
one o f the pr imary reasons f o r the new seasonal borrowing p r i v i l e g e . 
See M e l i c h a r , "Toward a Seasonal Borrowing P r i v i l e g e : A Study of I n t r a -
Year Fund Flows at Commercial Banks ." 
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V i r g i n i a Timenes and Emanuel M e l i c h a r , "Seasonal Borrowing 
P r i v i l e g e : A New Dimension in A d m i n i s t r a t i o n o f the F e d e r a l Reserve 
Discount Window," 1973 Proceedings of the American S t a t i s t i c a l A s s o c i a t i o n 
(Washington, D.C. : 1974) , p. 608. 

9 I b i d . 

1 0 B e d f o r d , p. 13. 

The r e l u c t a n c e theory i n s o f a r as i t a p p l i e s to the r e g u l a r 
d i s c o u n t mechanism i s d i scussed i n C lay J . Anderson, " E v o l u t i o n of the 
Role and the F u n c t i o n i n g of the Discount Mechanism," R e a p p r a i s a l of the  
F e d e r a l Reserve Discount Mechanism, V o l . 1, (Washington, D.C. : Board 
of Governors o f the F e d e r a l Reserve System, 1971-72) , pp. 135-163. 

1 2 M e l i c h a r and H o l d e r n e s s , p. 50. 
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