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Rural Banks and the Federal Reserve's New Seasonal Borrowing Privilege

Emanuel Melichar*

In April 1973 the Federal Reserve Board rev1sed the adminis-
tration of its discount w1ndow (Regulation A) to 1nstitute a '"'seasonal
borrow1ng pr1v1lege“ for many of the member banks of the Federal Reserve
System [2] | Under this prlvilege a member bank that 1acks access to
money markets and that experiences a relatively substantial outflow of
funds at about the same t1me each year can prearrange to borrow from its
Federal Reserve Bank to accommodate part of that outflow. With the
availability of seasonal funds thus 1mproved many . of these banks can
be more respon31ve to both seasonal and other credit needs of their com-
munities. Because seasonal economies arevcommon in rural areas, it is
particularly appropriate that rural bankers and agricultural flnance

peclallsts be acquainted with the rationale, nature, and potent1a1
1mpact of the new seasonal borrowing privilege. ‘

Mgm}'

Previous attitude toward seasonal borrow1ng

The general principles governing admlnistration of the discount
w1ndow durlng the last two decades were set forth in the 1955 rev131on
of Regulation’A. At that time, almost a11 banks had heav11y 11quid

' positions.  They could effectively meet most short-term fund outflows,

* I am grateful for gu1dance prov1ded by P. D. Ring, Assistant Director,
and Virginia Timenes, Economist, Division of Federal Reserve Bank
Operations, and for statistlcal assistance supplied by Harriet Holderness
Research Assistant, Division of Research and StatlSthS Board of
Governors of the Federal Reserve System.



Ty’Selling 1iquid assets during the period |

ludlng seasonal dralnsﬁl

outflow and then relnvesting the subsequent inflow into similar
urltres.- ‘Given th1s banklng env1ronment the over-all intent of the
5>gu1de11nes was to 11mit the amount of credlt available at the

count Window, particularly:during periods of monetary restraint.
s;fonrthe'issue of‘credit for*seasonaibnurposes, "it was indicated

t the Eederal ReServe‘had:responsibility for responding to the seasonal

W ngs in reserves'that'affect'the banking sYStem as a whole' but that

w'm,i‘ber banks should generally meet foreseeable seasonal sw1ngs out of
d’thelr own resources. Slnce seasonals are, by deflnltlon,_largely foree‘
higseeable it is reasonable tovbelieve thatvcredit for snch'purnoses was
B 1ntended to be restrlcted to the exceptional case" [9, p. 40] |
| Spec1f1ca11y, Regu&atlon A as adopted in 1955 allowedtuse of
vthe dlsc0unt w1ndow if a bank experlenced "seasonal requlrements for |
.credlt beyond those whlch can reasonably be met by use of the bank's own
resources" [1, p. 3]. A survey in 1965 estahllshed that adm1n1strat10n
of borrowing:under'thls guideline dlffered substantlally among Federal
Reserve Banks [9, p. 45]. Most Reserve Banks,ﬁhonever; 1imited.borrowing
ar1s1ng ‘from seasonal events to cases where the need was unforeseen and
of such-pr0portions that it clearly'cOuld not,be met from the bank's own
' resourcesﬂwithoutiﬁnreasonable‘sacrifice;". | | |
Reaggraisal‘of’golioj |
- In the decade following the 1955 revision of Regulation A,.
tOtaliloan denands:onrcommercial banks tendedbto rise muohlfastervthan'

bank deposits. By the mid-1960's, liquidity positions of many banks had



been reduéedff fthe-point at which shor tgrh fluctuations in loan demands

or in deposits caused increasingly difficult portfolio adjustment problems -

for bank maﬁ;g:@ent.f In recogniti6n of??ﬁézééssible implications of the
chaﬁged bankiﬁg;environment for apprOpriéﬁe discount pelicy, a Federai
Reserve Systgm committee was formed to ééndﬁct an intensive reappraisal
of all aspeéts of the discount mechanism. Tﬁé committee agreed with. -
other obSErQErssfhatva probiem in rural bankihg hadmemerged‘ "Particu-
larly in'agricultural areas, where credit needs have been rising. very .
rapidly, such trends seem likely to continue, progfessively narrowing
the abi1itylof>the local baﬁks to meet the short-term credit demands in ..
their commnities" [7, pp. 15-16]. ' |
The ﬁanagement5of’seas¢nal fund flows was of particulaf éonb;‘

cern. Banking resources devotéd‘tb.the seasonal cycle Weré being uti=
lized in loeal loans forzon;y;paft of eachjyeér, and some bankS'now'had- 
alternative, year-rbund local lending'Opportunities'fér,these-fundé. .
In this circumstance,bboth the’communi;ies and the banks ihvdlved could
IOrdiﬁarilyv benefit if the_-bank‘s) drew on outs’iae _séurées of funds to help
meet théir seasonal needs. Unfortunately,‘howeﬁef;:thé committéequund
that fbedause'of size, structure, and location, banks in small towns are
often at a telative'disadvanfagefin‘Obtainingzcredit>frbm other external
. _sources,,such'as'fhe-iSsuanceaof ;arge-denominatiOn:¢er;ificatesbof
 deposit'. .i,_",AConSequently,,the_cqmmittee‘repofted;:"séasonal fluctu-.
ations in 1Qans’an&/or-deﬁésits»creéte as#etéand—liabilitywmanagemént
problems wHiCh'maﬂy:smaller-baﬁks*seem unable to accommodate without

pimpairfng?in;one way~0r another the-quality andfadequaconf banking .



serv1ce they offer to their communities." The committee concluded that,
"under these clrcumstances, it has become .appropriate to modify present
seasonal lendlng practices at the discount window to provide~;ncreesed
assistance to member banks in accommodating seasonal demands upon tnem"
[7, pp.-15-16]. | |
Design of the'new privilege

o **Ingits‘1968 report, the committee therefore proposed tne .
cestablishmenﬁ.of,a "'Seasonaijborrowing priviiege,' renewable from one
yeaf td‘theénexts . . o to provide@reaSOnably'assured credit access to

banks with definable and relatively substantial seasonal pressures for

'the~epproximate duration of such pressures, normally expected to be
several’ months, ‘but possibly ranging up  to as much as 9 months in
except10na1 cases" (7, p. 16].: The committee outllned a specific dec
sign for adn;nistratlon of the suggested‘pr1v11ege, and in so doing'
relied‘on‘enfiricel evidence indicating that the target banks--the
smaller‘banks for which seasonality~preeented significant partfoliov
adjustmentiproblems--conld be reached and'other banks largely excluded
by permitting bofrowing only in cases of the larger relative,odtflows :
[55~pp;1104-106]; Internal memoranda subsequently published also in-
dicatefconmictee awareness‘than."many,ofnthe small banks with large
relative seasonal flows are'probeb1y~heavily involved_in financing agri-
cultufe, a'sector.that‘invrecent decades has»Been generating credite ,.ik
demands in excess of its éontributidn:tc,the.ngWth,qucouncry‘benking,,.
resources. ‘The‘éeasonal discount progrem would,nrovida ainec’edditipn‘_ -

to'theflending;reeources.ofnsuch:banks thet currently_findvitediff;cnlp g



to meet total local farm credit deﬁands" [3, p. 109]; 

After the proposed privilege was favorably receivéd, par-
ticulafly by rural bankers, the Federal Reserve System's‘&iscount
officers undertook an extensive investigatiOnvto devise administrative
procedures that would accomplish the objectives sougﬁt. An‘approbriate'
data Base was constructed'to permit thévsimﬁlétioﬁ of alternafive rules
and praétices. Seemingly viable administrative procedures were devised,
énd a refined design was ultimately published for public comment in 1972

and implemented by the Federal Reserve Board on April 19,‘1973.

Nature of the Privilege
Eligibility of banks

To be considered for seasonal dis¢0unt crediﬁ,.a member bank.
must "lack reasonably reliable access to national mbney mérkets." One .
' indicator of such access is the ability of the bank to sell large de~
‘nomination (SIO0,000 and over) negotiable time certificates of deposit
(CD's). Studies by Board staff indicate that the relativa,dutstahdiﬁé 
volume of such CD's at individual banks is in genefal directly related
to the Ovefiéil.Size of the baﬁks. Tﬁe avefége relative VOlume'is;low
at banks with deposits under $100 million.and gradually increases with
deposit size; ‘The ability to raise funds thrdugh other money-market
activiiies, such as by direct purchases of Federal funds or by sales ofl
- notes, finance bills, and securities under repurchaée égreements, is also
generally related to the size of»the institution.‘

Qualification for seasonal borrowing

A bank's seasohal need for funds is defined as the need Yarising



Table 1. 1Illustration of a Bank's Potential Seasonal. Credit Need

I | .
Seasonal pattern j Net fund availabiiity Potential
Month 1 ! 1 | Difference! scasonal
Average | Average | Tota . , Jrbe LLﬁ ) .
deposit$@$_‘loans, (deposits i from | borrowing=
LT T T less loans) peak monthj
(millions of dollars)
January.... .. $10.1 $5.7 S4 .4 $0.1 $0.0
February... - 10.1 5.7 b.4 .1 .0
March...... 9.9 5.4 4.5 .0 .0
April...... 9.9 5.5 4.4 .1 .0
May.coaeann 9.8 5.9 3.9 .6 .1
June..... . 9.7 6.1 3.6 .9 4
July....... 9.8 6.1 3.7 .8 .3
August..... 9.6 6.2 3.4 1.1 .6
September.. 9.9 5.9 4.0 .5 .0
October.... 10.1- 5.7 4.4 .1 .0
November. .. 10.2 5.7 4.5 .0 .0
December. ... 10.2 5.8 4.4 .1 .0

1/ Difference in net fund availability between peak availability month and
specified month, less 5 per cent of average deposits for the preceding
year and subject to possible adjustments. '

Source: Business Review, Federal Reserve Bank of Dallas, May 1973, p. 8.




7.

from a combination of expected patterns of movement in its deposits and
loans." For a bank to‘qu31ify for seasonal bofr0wing,,a dip in its net .
fund availability (deposits minus loans) should recur at about the same.
time each year andrmust pérsist for at least eight consecutive weeks.
The amount of seasonal,creditrexténded'during this period is:
ordinarily to be 1imit¢d_to the amount by which the,seasonalldip exceeds
5 per cent of the bank's average totalbdeposits in the preceding calendar
year. |
For illustrative purposes; in Table 1 monthly seasonalAcrédit
needs have been calCuléted,for a bank that has avéraéé depositSIOf
$10 million and that, as is typical in rural areas,.experiences_a séa- 
sonal run-off in deposits along with simultaneous Seasonal,incféasebin
outstanding loans. The bank could appl& to its Reserve Bank, ?referabiy e
no later than ear1y March, fo: seasonal credit during the four months
April through July;__The~amounts_that.the bank could borrow in these
months are shown»iﬁ the last.column of the table; i |
‘Ar;anging for seasonal credit
:. Arrangements for use of the seasonal borrowing privilege“shoﬁld
be made well in advénce of the period of seasonal need. In processing |
seasonal loan requests,,a,Reserva,Bagk's loan officer ﬁillvtypicaily
| .:eview the Reserve Bank's file ofvdgpqsig and loan dataAfor’that_bank
fOr-thebmpsﬁ tecent five years to dgtérmine ifithe se#Sonal pattern Qf
. these t&puitems’ﬁgéts ﬁhé dufa;ioﬁ andmré1ative size requirements stated

in the regulation. In addition, the loan officer may discuss the nature
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of the seasonal need and other matters thaﬁ will help him to administer
the credit onee it is arranged.

In some iﬁstances the Reserve Bank's loan officer mayrneed
to obtain additional data in or&er to assess the credit request, be-
cause the record of a bank's loans and deposits does not always provide
adequaté indication of a seasonal need. In particular, some banks may
increase their‘holdings of money market instruments--such as Federal
funds sold, cdmmercial paper, and purchased participations--when they
have excéés fﬁhds available and then let such holdings run off as their
local seasonal needs for credit develop. Because amounts of thesé
holdings are included in total loans in official reports made by the
bank, théy tend to obscure the 1o¢a1 seasonal variations unless sepé-
rately identified. Siﬁilarly,kscme banks make seasonal loans to locél
governments that for reporting purposes are classified as securities
rather than ioans; Other banks may have sold seasonal loans to their
correspondents. Adjustments for these and similar factors may be
desirable in calculating the seasonal need.

The determination of the seasonal pattern in net fund availability
is a key e1emah£ tﬁat affacts ﬁhe amount and duration of the seasonal
borrowing for which a bankvis deemed to qualify. Most bankers already
have a general impression of their seasonal need, which can bé refined
by averaging actual data on net fund availability for the last few years.
At the Reserve Banks, each bank's request can be compared to the seasonal
variation indicated for that bank by a videly-accepted conputational

procedure, variant X~11l of Census Method II. The 1éttér.resu1t,-however,,



-9-

is only employed as a first approximation to a bank's probabla qualifi-
cation for seasonal borrowing because the input data generally do mnot
reflect various adjustments that may be desirable as outlined above.

Potential Use of the Privilege

Potential use of the new pr1v1lege has been determined in a

o statistical sense by computing the maximum borrow1ng for which each

memb er bank might qualify. To do this, monthly‘data on net_fund availa-
bility at each bank were‘constructed from weekly data>on‘depositsxand
loans;fwhich were readily'available'on an individual’bank basis 551& for .
 years after‘19o7; There were 5, 420 banks for which data were available
throughout the 1968-1972 period or, in the caserf mergers, for Whlch ‘
comparable data for this period could be constructed (Banks establlshed
during the period were omitted from the analySis.) The seasonal adjust- o
‘ment procedures of Census Method 11, variant X-11, were applied to each
of these series to obtain the seasonal variation 1n ‘net fund availability'
pro;ected for 1973. Potential seasonal borrow1ng at each bank was then
computed as previously 1llustrated in Iable 1. | | | x

' For purposes of these estimates, banks with deposits up to»‘
$250 million_were considered. Also ‘the loan data used were not adJusted
~ for items suchias”sales of Federal fundS~orvpurchases of commercial i
.'paper; Mbnthly-average data were employed throughout. |

Wlthln these 1imitations, the data that follow indicate/tﬁ“\
maximum use that member banks could have made of the seasonal borrowing
pr1v1lege if it had been in ex13tence during,all of 1973. In practice,

'.’of course, many banks’ that would qualify w111 not apply for the pr1v11ege
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Table 2. Banks potentially qualifying for the seasonal borrowing privilege

, _ Qualifying banks as .. - Percentage
Characteristic percentage of all-- ' distribution
of bank - Insured . L v v of
. ' ' commercial | Member ' qualifying
banks ~ banks. ' . banks

«All:qﬁalifying banks.;... 14 34 - 100

'ww_Areaj_

.- New England.....vuveee. 29 48 6
© Mideast.... ' . : 11 o5 6
: L. 31 18
w0 22 0 15
4 50 26
20 43 18
33 55 9
2. 3 -2

_ Location off@énk:

I SMSA..iieeerrennea.. 1225 30
- Not in SMSA............ o150 40 70

.. Farm loans éé”petCeﬁtagé
, MofGtotal loans:

 No farm loans.......... . 13 29 12
Ltobdeeevinannennsnnas . 120 0 22 0 19
560 2bieeiiiiiennienns 12 , 27 23
25 t0 49uuiiiiiinnnines 15 44 22
50 and over............ 19 - 68 o 24 -
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. simply because they do not have additional local lending opportunities
in which to employ such funds, or because they prefer to provide for
their seasonal needs in other ways.

Incidence of qualification

An estimated 1,930 member banks qualify for the seasonal borrowing
privilege during some period of the year. As indicated in Table 2,
this number represents 14 per cent of all insured commercial banks and
34 per cent of all member banks. The proportion of member banks
qualifying varies considerably among different areas of the nation,
ranging from 15 per cent in the Mideast to 50 per.cent or more in ther
‘Plains and Rocky Mountain States.

Banks in rural areas are more likely to qualify. Of member
banks located in Standard Metropolitan Statistical Areas (SMSA's),
25 per cent qualify for the privilege, cqmpared with 40 per cent for member
banks outside of these areas. The relative'iméortance of farm lending
activity is clearly related to qualification.r For instance, among :
member banks at which farm loans constitute at least one-half of all
loans outstanding, 68 per cent qualify for seasonalAborrowing.

The degree of agricultural lending activity also greatly
affects the intrayear pattern of potential seasonal borrowing. Among
banks with no farm loans, qualification for seasonal borrowing is fairly
evenly distributed throughout the year, with pe;haps a slighﬁ peak duriﬁg
the year-end holiday season (Table 3). But at the banks heavily in-
volved in farm lending, qualification for the privilege varies sharply

from a mid-winter low to a peak in late spring.
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Table 3. Estimated mphtﬁiy pattern of potential seasonal borrowing

‘Characteristic
of bank

Month

Jan

Feb

Mar

Apr

May

Jun

Jul

Aug

Sep

Oct

NOV

Dec

Qualifying banks as percentage of all member banks

All qualifying bank§; H 34

Area: | |
New England...... 48
MideaStivieeceores 15
Southeast..i..... 31
.Great Lakes...... 22
Plains....ceeeceee 50
‘Southwest...:.... 43
Rocky Mountain... 35
Far West...oveee. 33

Location of bank:
InASMSA;....;.;..f€ .. ‘ 25
NOt in SMSA.- s e '._v‘:::,"',' ® 40 -

Farm loans as percentage . |

of total loans: o
No farm loané.:;.{;;.. 29
1t0 4--.¢'0,¢oo'o..'i:;oo 22
5 to 2biiiienninan, el 27

25 to 49uuiiiiiiiine. . L4

50 and OVer........... 68

7 13 17

N

Pt

® o

38
7
7
10
16
15
23
16

10

15

A

10

16
24

43
9
11
11
25
21
30
19

11

21

15
11
12
23
37

19

36

12

11
31
23
36
19

10
24

12

10

13
27

47

23 24 20 19 17 14

34

18

14

39
29

42

22

12

30

13
12

17
35

s

.33

20
13
40
31

43

23

30

12
18

36 .
56

13

14

27

19

11

32
24
44
20

13

25

13
11
15
30
45

19

22
10
26

22

44
18

15
22

13-

12
15
28
36

10

23
10
22
21
37
11

15
19

13

12

14
25
31

L

20

19
21
28

12
16

13
10
11
18
29

12

18
14

20
14

12

12

15
10

12
24

10

.19
11

11
16

i0

OwNOo o™
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A different measure of the inéidence_ofvthe néw privilege is the
proportion of total bank loans -that are made by tﬁe‘member banks that quali-
fy.. As shown in the flrst two columns of Table 4, the quallfylng member banks
hold 6 5 per cent of the totalIOutstandlng loans at all 1nsured com-
merc1a1 banks and 8.1 perﬂcent of the loans at all member banks. These
proportions are'rélatiVely low because large banks were excluded from
theiprivilegé; In rural areas where few large banks‘are located, the
pfoportions are considerably higher. For instance, qualifying banks
outside of SMSA's hold 27 7 per cent of all. bank loans in these areas.

Potentlal amount of borrow gb

Over the year as a wnmla, potential seasonal borrowing averages{,a
$591 million;i In June, the peak monfh, 1,311 banka qualify to norfqn
$883vmi11ion. By January, potential boffowing dropa to the yeaffs 1OWHA
of $188 million at 397 banks. |

Thése amounts pf nOtential saasonal borrowing are Vefy'small
wnen compared with total bufstanding loans held by banks. On an annnall
average basia, potential seasonal boribwing:correépondsrtp just 0.21 per
cent of toEalAloans at allrnember banks; aIn‘June, the peak month, when .
24 per centvnf member banks qualify for'saaaonal bdrrOWing, the pntgn-:j
tial borrowing fepresents only 0.32 per cent of thelpntstanding>19an§ “
at all member banks. Obvionsly,neven maxinnn nSeidf fha nrinilége wnuldx
have felatively_minor imnact on 6ver-ail lending by'member banks.

On the other hand, tﬁe-pqtent;al impact on individual banks
exposed to ré}atively'aévereLSeasonal variation can be of considerable

signifibance tb,these banks, as Shownnin the last two columns of Table 4.
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Table 4. Potential impact of the éeasonal“borfowing privilege -

Total loans at quallfylng Potential seasonal borrowing
banks as percentage of - as percentage of: total loans
Characteristic v ) total. 1oans at all--, at qualifying banks
of bank = : "~ Insured '
' ' , commercial - Member Annual Peak
~banks | = banks - average S month 1/
~United StateS...cececcioces  __’ 6.5 . 8.1 2.6 . 7.6
,Aree: |
New England AU A 13.9 18.2 2.3 6.0
Mideast. . eoevesoeeesidanee - 2.0 2.2 2.4 7.1
- ,SOUtheaStonbo.»......A 0o 0 i 10.3 15-3 300 805
Gl’.‘eat Lakes.........-.... 506 6.9 1-5 5-5
“ PlalnS-.o.......-.-..‘.... 15.8 26.0 206 ; ) 7.5
_Southwest................ 11.4 "15.5 3.7 - 10.1
-Rocky Mountain......v.... . 18.6 23.1 3.4 8.9
Far West................. 1.3 1.4 L4 5.2
ALocatlon‘of‘bank: -
In SMSAoononcoooo-oo‘"cool. 4.8 505 204 bl 7-1
Not 1n SMSA.............. v. . 14.8 27’7 3.0 B 8.4
Farm loans as percentage of
‘total loans:
No farm 108RS.....vevusis 9.7 13.7 2.7 7.8
1t04..0l..0..000..l...» . 3.9 . . 404 2.2 6.5
5 to 24..........'-....."7 ' 10.9 15.8 2.3 7.1
25 tO 49..0..0‘-... o0 o 0 00 7 15.8 ‘ 33.6 3.5 :904‘
50 and over.........-p...' 22.0 - 58.9 4.7 12.0

1/ ,Peektmbnfﬁvaf‘eecﬁ-in&ividual bank.
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At the qualifying banks, potential borrowing corresponds to 2.6 7

of outstandlng loans on an annual basis. Furthermore, the peak m

potent1a1 borrow1ng for individual quallfylng banks averages 7. 6 per“'
cent of the outstanding loans at these banks, and this ratio r1sesjto
12.0 per cent at the banks atAwhich farm loans comprise one-half{orb
more of'total loans. At 36 per cent of the qualifying banks, potentlal
borrowing during the peak month of seasonal need exceeds 10 per cent of
loan volume. As these data demonstrate the seasonal borrowing privi-

- lege can be of SLgnlflcant assistance where seasonallty is 1ndeed a

material factor, as 1t often is at ‘rural banks.
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