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This Spring the American Bankers
Association and the Independent Bankers
Association of America issued the
following proposal, “The Rural
Economic Development Partnership.” It
is the intention of both the ABA and the
IBAA to pursuade Congress to examine
the proposal with the intention of creating
legislation that would create a new
funding source for commercial banks that
serve rural Americans. What follows is a
description of the proposal.

ural banks are currently hampered in

their ability to meet the long-term
credit needs of their communities because
of the mismatch between the characteris-
tics of their deposit base and the types of
credit needed in the market. Rural banks
hold primarily short-term deposits while
meaningful rural economic development
requires substantial quantities of long-
term capital.

In the housing arena, the Federal Home
Loan Bank System has successfully ad-
dressed this mismatch by facilitating fi-
nancial institution access to the agency
markets. We propose to replicate the suc-
cess of the Federal Home Loan Bank Sys-
tem in the rural and agricultural develop-
ment sphere using a redirected and refo-
cused Farm Credit System. Under this pro-
posal, Farm Credit Banks will act as con-
duits between the agency markets and
commercial banks so that those institu-
tions can more readily provide long-term
funds for rural and agricultural develop-
ment as well as other competitively priced
rural credit needs.

In order to ensure the System maintains
its agricultural and rural focus, commer-
cial bank participation will be limited to
those institutions holding at least 10% of
their assets in agricultural and rural devel-
opment loans. Additionally, Farm Credit
System Associations would remain struc-
tured exactly as they are today and could
still access funds through the Farm Credit
Banks.

New Roles for Rural Lenders
The proposal envisions new roles for the
current players in the rural credit delivery
system.

e Farm Credit Banks will become lim-
ited purpose, wholesale lenders for com-
mercial banks and FCS associations and
will retain no retail lending ability.




* FCS associations will remain limited
purpose lenders unless they choose to exit
the System in the manner stipulated by
current law.

¢ Commercial bank members will re-
main autonomous institutions, regulated
by their current regulators, and will not be
subject to regulation by the Farm Credit
Administration.

Advantages of Membership

Access to the agency markets will allow
the Farm Credit Banks to obtain funds at
near Treasury rates and to pass those fund-
ing advantages on to their commercial
bank and association members through
advances for such loans each institution is
permitted to make. Also, Farm Credit
Banks will facilitate member asset/liabili-
ty management by providing funds that
match the maturity of member agricultural
and rural development loans. Finally, ac-
cess to Farm Credit Bank advances will
provide greater liquidity, where needed, to
member institutions, further facilitating
the provision of rural credit.
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Capitalization of Farm Credit Banks

As in the Home Loan Bank System, new
commercial bank participants will be re-
quired to capitalize their local Farm Credit
Bank by purchasing stock from that Bank.
At a minimum, banks will be required to
purchase stock in an amount equal to .1%
of their aggregate unpaid loan principal,
but not less than $1,000. For purposes of a
mandatory stock purchase calculation,
“aggregate loan principal” will include the
principal of the institution’s rural loans for
agricultural or aquatic purposes, rural
housing loans in rural areas with commu-
nities not in excess of 2,500 inhabitants,
loans for farm-related services, and loans
for rural economic development.

Also, as in the Federal Home Loan
Bank System, a commercial bank drawing
down advances from a Farm Credit Bank
will be further required to maintain a capi-
tal investment in the Farm Credit Bank in
an amount equal to at least 5% of out-
standing advances. Capital stock pur-
chased for purposes of the minimum stock
subscription noted above will qualify as
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capital eligible to meet the 5% of out-
standing advances rule. Though Farm
Credit Bank liabilities will be the joint and
several responsibility of all of the Farm
Credit Banks, member institutions will
have only their Farm Credit Bank stock
investment at risk.

It should be noted that stockholder
institutions will be eligible to receive divi-
dends on all stock purchased from the
Farm Credit Banks.

Types of Capital Allowed as Collateral

As in the Federal Home Loan Bank System,
member commercial banks will obtain ad-
vances from the Farm Credit Banks by
pledging eligible assets as collateral for
those advances. Those assets will reflect
the continued rural focus of the Farm Cre-
dit System. Eligible collateral will include
whole first mortgages on agricultural real
estate, Fannie Mae, Freddie Mac, Ginnie
Mae and Farmer Mac securities, deposits
of a Farm Credit Bank, loans to agricultur-
al producers, harvesters of aquatic prod-
ucts, rural housing loans, economic de-

velopment loans or securities representing
a whole interest in such loans as well as,
on a limited basis, other related collateral
acceptable to the Farm Credit Banks.

Farm Credit Bank Governance
Each Farm Credit Bank will be governed
by a 12 member board of directors, eight

of whom will be elected by the members
of the Bank. At least one board member of
each Farm Credit Bank, either elected or
appointed, will be a representative of a state
or nationally chartered bank.

To ensure that the Banks remain true to
their public mission of encouraging access
to credit for rural development, at least
four directors will be appointed by the
Farm Credit Administration. Appointed
directors will be barred, during their term
of office, from serving as an officer of any
Farm Credit Bank or as director or officer
of any member of a Bank or holding shares,
or any other financial interest in, any mem-
ber of a Bank.

Elected board members will serve for
two year terms for a maximum of three
terms while appointed directors shall
serve for four year terms. Board members
shall be compensated for their time as
determined by the board and approved by
the Farm Credit Administration.

Exiting the System

Commercial bank members wishing to
exit the system will receive payment for
their shares from their Farm Credit Bank
in an amount equal to the par or book val-
ue of those shares, whichever is less.
Members choosing to leave the System
will not be allowed to reenter the system
for 5 years. A







