
IV 

Federal Savings and Loan Associations 

PLACE OF SAVINGS AND LOAN ASSOCIATIONS 

IN THE CAPITAL MARKET 

S AVING and loan associations are a vital part of the American 
capital market; yet they are much less known to the general public 

than many other institutions of our financial organization. Stock 
exchanges, for example, are more conspicuous; banks and bank trans
actions of varied kinds are employed by a larger number of individuals; 
and insurance companies enjoy greater prominence. The savings and 
loan business, while totalling many billions of dollars of assets, has 
been less in the public eye than these other institutions.  

There are many reasons for this. The savings and loan business is 
chiefly a small man's business. There is no impressive "bigness" in it, 
It is a local business and has until recently received little recognition 
as a national factor. Savings and loan associations are almost uni
versally mutual in character, which means that the investors and 
borrowers own and control the business. Moreover, in their operations, 
savings and loan associations are normally limited to two purposes
the advancement of savings and the financing of homes in their 
communities.  

While the savings and loan business has been noteworthy for its 
strictly local pattern, it is the largest single factor in the Nation's 
home-mortgage finance. Of the $17.3 billion of estimated nonfarm 
home mortgages outstanding on December 31, 1937, savings and loan 
associations held $3.5 billion or about 20 percent, the largest single 
block. Moreover, savings and loan associations in the past decade 
have accounted for about one-half of the new mortgage loans made on 
nonfarm one- to four-family homes by all private financial institutions.' 

What this means in terms of our national economy is evident from 
the fact that nonfarm home mortgages are the largest single item of 

1 See also Section II, p. 3.  
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private long-term debt in the United States. Of the almost $75 billion 
total private long-term indebtedness in 1934, nonfarm home mortgages 
accounted for $18.1 billion or 24 percent.  

CHART IX 

DISTRIBUTION OF PRIVATE LONG-TERM DEBT 
ACCORDING TO PURPOSE 

UNITED STATES - 1934

Source: United States Department of Commerce DIVISION OF RESEARCH AND STATISTICS 
"Long-Term Debts in the United States" FEDERAL HOME LOAN BANK BOARD 

ORIGIN OF FEDERAL SAVINGS AND LOAN ASSOCIATIONS 

Savings and loan associations have been operating in this country for 
more than 100 years under charters of the individual States and under 
various names such as building and loan associations, cooperative 
banks, and homestead associations. Federally-chartered institutions of
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this type are of comparatively recent origin. Their establishment 
came as a result of the depression which brought to light existing 
weaknesses in the structure of many financial institutions.  

When Congress, in the special session of 1933, considered measures 
for the relief of home owners under threat of dispossession, it was con
fronted with the almost equally urgent problem of devising ways and 
means to revive thrift and home financing. Immediate relief for dis
tressed home owners was provided by the refinancing operations of 
the Home Owners' Loan Corporation. However, to minimize the 
possibility of a recurrence of such a crisis, and to strengthen private 
home financing as an effective instrument of home ownership, assist
ance beyond temporary relief was imperative. Moreover, there were 
1,555 counties in the United States-approximately one-half of the 
total number of counties-in which there were no local home-financing 
institutions whatever.  

The necessity of dealing with these problems induced the Congress 
to embody in the Home Owners' Loan Act of 1933 provisions for the 
creation of Federal savings and loan associations as private institu
tions under Federal charter. The purpose of authorizing the estab
lishment of these institutions was twofold: (1) To provide thrift and 
home-mortgage lending facilities in those communities where such 
facilities were unavailable or inadequate; and (2) to combine under 
Federal charter the best policies and practices developed in the savings 
and loan industry during the 107 years of its experience. The organ
ization, incorporation, and supervision of Federal savings and loan 
associations were vested in the Federal Home Loan Bank Board.  
Federal associations were to be established either by conversion from 
State to Federal charter, or by the granting of charters to newly 
organized institutions. In order to supply immediate funds for home 
finance and to encourage private investments, the Secretary of the 
Treasury, and later the Home Owners' Loan Corporation, were 
authorized, within limits fixed by Congress, to subscribe to the shares 
of Federal savings and loan associations. It was furthermore provided 
that each association which obtains a Federal charter must apply and 
qualify for membership in the Federal Home Loan Bank System, and 
when the Federal Savings and Loan Insurance Corporation was 
created in 1934, all Federal associations were required to secure 
insurance of their accounts by this Corporation.
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COMPARISON WITH THE ESTABLISHMENT OF 

THE NATIONAL BANK SYSTEM 

The program for the encouragement of a national system of thrift and 
home-mortgage finance has a highly instructive parallel in the develop
ment of national banks. The circumstances leading to the authoriza
tion of Federal savings and loan associations are indeed in many re
spects similar to those which led to the establishment of national banks 
in 1863. Just as until 1863 the banks of the country were loosely 
regulated and without any element of unity, so up to 1933 there was 
in the United States a heterogeneous group of thrift and home-financ
ing institutions which, although numerous, were poorly distributed 
geographically and in many areas incapable of meeting adequately the 
home-financing needs of the people.  

Before the Civil War, banking operations in this country were 
carried on either by private individuals and firms or by institutions 
chartered under State laws. With the exception of the First and 
Second Banks of the United States (which engaged in commercial 
banking to only a very limited extent), there were no nationally-char
tered institutions licensed to engage in general banking operations.  
The various State laws were widely divergent, and except in New 
England and New York, extraordinarilylax.  

The National Bank Act of 1863 provided for a voluntary conversion 
of State banks into national banks. To insure uniform and construc
tive regulatory policy, responsibility for the supervision of national 
banks was vested in a specially created agency of the Government, 
the Office of the Comptroller of the Currency. With the passage of 
the National Bank Act and the adoption of strengthening amend
ments, material improvement in the banking structure was brought 
about. Some measure of stability and cohesion was created and 
stricter and more uniform regulation and controls were established.  

The same objectives which made national banks desirable were thus 
responsible to a large extent for the action of Congress authorizing 
the establishment of Federal savings and loan associations under 
uniform and constructive regulation by a Federal agency.  

THE GROWTH OF THE FEDERAL SAVINGS AND LOAN SYSTEM 

The following table and Chart X shows the growth in number and 
combined assets of Federal savings and loan associations since their 
inception:
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Number of associations Estimated assets (in thousands of 
dollars) 

Date 

Total New Converted Total New Converted 

June 30, 1934 ------- 370 320 50 $41,402 $3, 198 $38, 204 
June 30, 1935 ----------- 851 554 297 304, 569 36,145 268, 424 
June 30, 1936 ------- ------ 1,135 637 498 655, 192 116, 670 538, 522 
June 30, 1937 ---- --------- 1, 286 647 639 986, 297 222, 528 763, 769 
June 30, 1938------------------- 1, 346 640 706 1, 213, 874 301, 242 912, 632 

CHART X

NUMBER AND ASSETS OF FEDERAL SAVINGS AND 
FIGURES AS OF JUNE 30

LOAN ASSOCIATIONS

DIVISION OF RESEARCH AND STATISTICS SConverted Federal Savings and Loan Associations FEDERAI HOME LOAN ANK BOAR 

Newly Chartered Federal Savings and Loan Associations 

With the present number of 640 new and 706 converted Federal 
savings and loan associations, the objective of a wider geographical 
distribution of adequate thrift and home-financing facilities has to a 
large extent been achieved. On June 30, 1938, 2,868 counties or ap
proximately 94 percent of all counties were being served wholly orin part 
by Federal associations (which are permitted to lend over an area within 
50 miles of their location). A map prepared as of June 30, 1938, 
indicates the counties now being served by Federal associations, and 
the counties which in 1933 had not had the benefit of local home
financing institutions (Exhibit 23). p 

During the fiscal year ended June 30, 1938, the number of Federal 
savings and loan associations increased from 1,286 to 1,346, the
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number of investors in such associations from 801,347 to 1,030,096, 
and the estimated total assets from $986,298,000 to $1,213,874,000.  
In this period, 90 new charters were issued, of which 13 were for newly 
established Federal associations and 77 for converted State-chartered 
associations. On the other hand, there were 30 terminations of char
ter because of consolidation, merger, or liquidation. Exhibit 24 
presents comparative data on Federal associations chartered, number 
of investors and total assets by States and Bank districts as of June 
30, 1937, and June 30, 1938.  

Of the 1,346 Federal savings and loan associations recorded as of 
June 30, 1938, there were 81 new and 235 converted Federal associa
tions with assets over $1,000,000; 367 new and 442 converted had 
assets over $100,000 and up to $1,000,000; and 192 new and 29 con
verted associations had assets of less than $100,000.  

RISE OF PRIVATE INVESTMENTS 

Recent trends indicate an increasing importance of private invest
ments in the capital structure of Federal savings and loan associations.  
Since November 1935, the Secretary of the Treasury has no longer 
subscribed to share-accounts in Federal associations, and under a new 
policy adopted by the Federal Home Loan Bank Board in 1937, 
investments of the Home Owners' Loan Corporation have been re
stricted to cases of special importance such as community-wide rehabil
itation programs. However, Federal savings and loan associations 
have been able to expand their total share capital considerably by a 
steady increase of private share investments. In the fiscal year ended 
June 30, 1938, Governmental investments on the one hand and private 
investments on the other increased as follows: 

Amount of investments in all Federal savings and loan associations 

[In thousands of dollars] 

Type of investor June 30, 1937 June 30, 1938 crease (-) or 

U. S. Treasury_----.-------------- ------ $-- -$48,184 $47,802 -$381 
Home Owners' Loan Corporation.-------------- - 150,356 170,764 +20, 408 
Private investment (repurchasable capital) ------------ .594,928 763, 725 +168, 797 

On June 30, 1938, the ratio of private investments to total invest
ments was 77.7 percent as against 74.8 percent on June 30, 1937.  
Exhibit 25 shows private investments and investments of the United 
States Treasury and of the Home Owners' Loan Corporation by States 
as of June 30, 1937, and June 30, 1938.
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FEDERAL SAVINGS AND LOAN ASSOCIATIONS 49

The continuous increase of private investments is a most encourag
ing sign of the soundness of the Federal savings and loan associations.  
In an identical group of 1,148 associations, 2 private investments have 
grown from $469 million at the end of 1936 to $607 million on June 30, 
1938, an increase of 29.4 percent. The increase during the fiscal 
year 1938 was 19 percent.  

Private investments in 1,148 identical Federal savings and loan associations 

Private in- Percent in
Date vteis icrease over pre

ceding period 

Dec. 31, 1936.-----------..-----..----------------------- $468,822,200 ------------
June 30, 1937-........---------------. ---------------- 510,006,100 8.8 
Dec. 31, 1937----------------------------------- - 550,395, 900 7 9 
June 30, 1938------------ ------------------ 606,674,400 10.2 

As is indicated by the foregoing figures, the rate of increase in 
private investments slowed down slightly in the second half of 1937.  
In the first 6 months of 1938, however, private investments have in
creased rapidly, and their rate of increase has exceeded that of the 
corresponding period of 1937 despite the reduced national income.  

LENDING ACTIVITY OF FEDERAL ASSOCIATIONS 

In the fiscal years 1937 and 1938, Federal savings and loan associations 
have supplied more than 35 percent of the total amount loaned 
on mortgages by all savings and loan associations. Between August 8, 
1933, on which date the first charter was issued to a Federal savings 
and loan association, and June 30, 1938, these institutions loaned 
$799,775,158, exclusive of loans made for the purpose of refinancing 
loans previously held by them.  

The following table shows the amount of loans made by reporting 
Federal savings and loan associations from January 1935 through 
June 1938, by half-year periods: 

Number of Amount of 
Period associations at mortgage loans 

end of period during period 

January-June 1935 ----------...... --------- --------------- 851 $42, 572, 638 
July-December 1935.--------.--------------------------- 1,023 74, 781, 919 
January-June 1936 --------------- ---------------- 1,135 91,034, 700 
July-December 1936...------------------ -------- ------..... . 1, 212 135,101, 799 
January-June 1937.----------------------------------------- 1,286 157, 550, 000 
July-December 1937------ ----------------------------------- 1,328 146, 606, 100 
January-June 1938..------------------------------------- 1, 346 134, 280,900 

2 A group of identical associations was chosen in order to eliminate the effect of conversions of State 
chartered into Federally chartered associations, and newly established Federal associations during the 
period under consideration.
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50 IEPORT OF FEDERAL -HOME LONAN BANK BOARD, 1938 

There was an increase in volume in every six months' period up to 
the middle of 1937 when, in accordance with the general decrease in 
economic activity and residential construction, the volume of new 
loans fell off. As compared to the drop in other business indices, 
however, the lending activity of Federal associations has been well 
maintained.  

CHART XI 

HOW THE AVERAGE DOLLAR LOANED BY REPORTING FEDERAL SAVINGS 
AND LOAN ASSOCIATIONS WAS SPENT

1935 
FIRST 6 MONTHS LAST 6 MONTHS

FIRST 6 MONTHS
1937

1936 
FIRST 6 MONTHS LAST 6 MONTHS

LAST 6 MONTHS FIRST 6 MONTHS

....CONSTRUCTION I ....HOME PURCHASE ..... REPAIRS and RECONDITIONING 

Ii...REFINANCING ... OTHER PURPOSES 

DIVISION OF RESEARCH AND STATISTICS 
FEDERAL HOME LOAN BANK BOARD 

In the last few years, there has been a gradual shift in the purposes 
for which mortgage loans were made by Federal associations. Con
struction loans and loans for home purchase have grown in relative 
importance, while the proportion of refinancing loans has constantly 
decreased; the percentage of repair and reconditioning loans has 
remained fairly stable. In the first half of 1935, 48 percent of total 
loans were for refinancing; in the corresponding period of 1938, only 
23 percent were for this purpose. Loans for home purchase, on the 
other hand, were 17 percent of the total in the first half of 1935 and
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29 percent in the corresponding period of 1938, and construction 
loans increased from 20 percent to 33 percent. During recent years, 
Federal savings and loan associations have thus been participating 
more fully in the financing of home construction by devoting more 
and more of their lending funds to this purpose.  

A summary of loans made by reporting Federal savings and loan 
associations during the fiscal year ended June 30, 1938, by States and 
Bank districts and according to purpose, is presented in Exhibit 26.  
Exhibit 27 shows total mortgage loans outstanding of Federal associa
tions by States and Bank districts together with Federal Home Loan 
Bank advances to these associations.  

FINANCIAL OPERATIONS 

Consolidated balance sheets available for the calendar year 1937 
indicate that the operations of Federal savings and loan associations 
during the year were, on the whole, satisfactory (see Exhibits 9 and 
10). The ratio of first-mortgage loans to total assets increased from 
76.26 percent at the end of 1936 to 79.39 percent at the end of 1937.  
During the same period, the ratio of second mortgages dropped from 
0.15 percent to 0.06 percent. The ratio of real estate owned decreased 
from 10.82 percent to 8.41 percent, while the ratio of real estate sold 
"on contract" increased from 2.93 percent to 3.33 percent. The in
creased lending activity of Federal associations was accompanied by 
a reduction in the ratio of cash to total resources from 4.77 percent 
to 4.05 percent.  

On the liability side of the balance sheet, the ratio of Government 
share subscriptions to total assets was 19.65 percent at the end of 1937 
as compared to 19.46 percent at the close of 1936. Advances from 
Federal Home Loan Banks increased from 7.67 percent to 9.31 percent 
of total resources during 1937, while the ratio of other borrowed money 
decreased from 0.28 percent to 0.21 percent. The ratio of reserves and 
undivided profits dropped from 6.07 percent to 5.35 percent.  

The standardized accounting system used by Federal savings and 
loan associations and the standard form of annual reports required by 
the Federal Home Loan Bank Board result in comparable income and 
expense data for these associations. For the first time in the history 
of the savings and loan business, therefore, a close analysis and 
comparison of operating costs on a broad basis has been possible.  

Analyses of this type help the management of an individual associa
tion to determine its efficiency and earning power as compared with
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52 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1938 

other associations; they are useful tools for shaping operating policies; 
they likewise assist the Federal Home Loan Bank Board in setting 
standards for supervision and regulation.  

Exhibit 28 presents the results of an analysis of operating costs for 
1937, including 1,301 reporting institutions out of a total number of 
1,328 Federal savings and loan associations in existence at the end of 
that year. Since the normal expense and income ratio for a small 
association may not apply to a large institution, the reporting associa
tions were grouped as to size. The break-down as to size discloses that 
the ratio of operating expense to gross income is generally lower in 
institutions with more than $1,000,000 assets than in the smaller 
institutions. Likewise, the ratio of operating expense to net assets 
tends to decrease with growing size of institutions, at least above the 
$500,000 bracket. The ratio of net operating income to average 
invested capital, on the other hand, clearly shows a tendency to be 
higher in the smaller institutions and lower in the larger institutions.  

TERMINATION OF THE SAVINGS AND LOAN DIVISION 

On January 11, 1938, the Savings and Loan Division of the Federal 
Home Loan Bank Board was discontinued and the remaining Washing
ton personnel transferred to the Office of the Governor of the Federal 
Home Loan Bank System. Through this Division, the Board took a 
prominent part in rehabilitating those applicant institutions which did 
not measure up to the Board's standards of eligibility for conversion 
into'Federally-chartered institutions, or for insurance of share accounts, 
or for Treasury and Home Owners' Loan Corporation investments.  
These programs included financial and corporate reorganizations of 
associations, write-down of assets, and in many cases, segregation of 
the sound and liquid assets from frozen assets, the former being used 
as the capital of a live and going institution, and the latter being 
subject to gradual liquidation.  

The field services heretofore performed by the Division have been 
assumed by the officers of the Federal Home Loan Banks. A tabula
tion of receipts and disbursements of the savings and loan promotion 
fund for the fiscal year ended June 30, 1938, is attached as Exhibit 29.  

ENABLING STATE LEGISLATION 

During the fiscal year, the legislatures of two States, Georgia and 
Pennsylvania, enacted laws specifically permitting conversion of State
chartered member associations of the Federal Home Loan Bank Sys-
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ter into Federal savings and loan associations. Such enabling legis
lation has now been enacted in 40 States and in the Territory of Hawaii.  
In the reporting period, legislation was enacted in 19 States relating to 
investment by guardians, executors, administrators, insurance com
panies, or fiduciaries in the shares of Federal savings and loan associa
tions.  

THE STRUCTURE OF FEDERAL SAVINGS AND LOAN ASSOCIATIONS 

The plan of operation adopted for Federal savings and loan associations 
in 1933, and modified in subsequent years, followed closely the model 
developed by a committee of the United States Building and Loan 
League. A Federal savings and loan association receives its capital 
as payments of investors on share accounts and lends such capital 
chiefly upon the security of first liens on homes. Borrowers are 
permitted to repay their loans in monthly installments over a period 
up to 20 years.3 

Federal savings and loan associations are subject to supervision by 
the Federal Home Loan Bank Board. Through its cooperation and 
counsel, the Board seeks to assist and guide individual managements 
as helpfully as possible without assuming or accepting the inherently 
local functions and responsibilities of management. By decentraliza
tion-designating the officers of the twelve Federal Home Loan Banks 
as its supervising agents for institutions in the respective Bank dis
tricts-supervision by the Board tends more fully to respond to the 
varying conditions of the different sections of the country and to the 
particular needs of each institution.  

Each Federal savings and loan association is locally owned and 
locally managed. Its directors are local leaders selected by its mem
bers. Each borrower is a member and is entitled to vote and partic
ipate in its meetings. Each investor may cast one vote for each $100 
invested, or fraction thereof, but, regardless of the amount of his 
investment, no investor may cast more than 50 votes.  

Loans made by Federal savings and loan associations are based 
upon a type of contract that is easily understood, and the borrower's 
pass book clearly indicates the progress made toward the attainment 
of that goal which every home owner cherishes; namely, a debt-free 
home. This type of loan is known as the "direct-reduction loan".  
The amount by which each monthly payment exceeds the interest is 

3 
Twenty-five years for a limited amount of home-mortgage loans insured under the National Housing 

Act, as amended.

53

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

1937-38



54 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1938 

applied directly to the reduction of the principal. Interest is calcu
lated monthly on the unpaid balance of the loan. This type of loan 
results in a lowering of the interest cost to the borrower in comparison 
with older-type loans, and also brings about a distinct improvement in 
the morale of the borrower because he has a much clearer under
standing of the transaction as a whole, and is in a position to know, at 
all times, the exact status and unpaid balance of his loan.  

Federal savings and loan associations are not permitted to assess 
fees and fines for late installment payments by their savers. The 
borrower is not penalized for inability to meet current obligations 
other than by a proper charge for interest on the unpaid balance of the 
loan. His obligation is completely independent of the earnings of the 
institution, or the dividends declared on share accounts, or of any 
other contingency not written into the loan contract.  

The payment of a bonus for regular and systematic long-term in
vestment has replaced the system of fines and forfeitures which has 
often been the subject of criticism. The encouragement of long-term 
investment is sound policy for a financial institution which lends its 
funds primarily on long-term mortgages.  

When the Federal savings and loan association is described as the 
national bank of the home-financing field, two things are implied: 
First, that it receives its charter from an agency of the Federal Govern
ment and is supervised by that agency; and second, that in contrast 
to the wide variety of practices employed by State-chartered institu
tions, each Federal savings and loan association, no matter where 
located, conforms to the same general pattern of structure and 
operation.  

One effect of chartering Federal savings and loan associations 
throughout the country has been to encourage the movement toward 
standardized practice in State-chartered institutions of similar type.  
Many such institutions have adopted the direct reduction loan plan 
and other features of the Federal savings and loan associations when 
opportunity has been afforded them to witness the results of such 
practices in the growth of Federally chartered associations.  

Further progress in simplifying the Federal charter was made with 
the issuance of a new form of charter, together with a complete revision 
of rules and regulations, on December 1, 1936. For a summary of 
the revisions made, see the Fifth Annual Report of the Federal Home 
Loan Bank Board, pages 24-25.  

Since its approval, the revised charter has been issued to all newly 
organized or newly converted associations. Those chartered prior to
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December 1, 1936, may adopt the new charter at their own option.  
On June 30, 1938, a total of 1,206 revised charters had been granted to 
old and new associations, leaving only 140 associations operating under 
the 1933 charter.  

RISK RATING AND VARIABLE INTEREST RATES 

Comparatively new features in the lending practice of savings and 
loan associations are risk rating and variable interest rates. A loan 
made upon a modern, well-constructed home in a good neighborhood, 
to a borrower with a regular income adequate to make the necessary 
monthly payments, can safely be made at a lower rate of interest than 
a loan secured by an old, poorly designed home in a deteriorating 
community, to a borrower whose income is irregular and where collec
tion expense may, therefore, prove high. Similarly there is less risk 
of loss in a loan amounting to 50 percent of the appraised value of a 
property, than in an 80 percent loan, if other circumstances are the 
same. Finally, a 10-year maturity because of its quicker amortization 
generally represents a smaller risk than a 20-year maturity.  

Thus, on the basis of a number of factors, the degree of risk can be 
determined and the rate of interest varied accordingly.  

An association which charges a low interest rate exclusively can 
afford to make only those loans which carry a minimum of risk. Its 
volume of loans will therefore be restricted. An association charging 
a high rate of interest on all its loans will attract only those borrowers 
who are not able to obtain funds at a lower cost elsewhere. Such an 
association will experience a high collection cost and will risk the poten
tial acquisition of real estate through foreclosure. By the application 
of risk rating, an association is able to attract good risks at lower 
interest rates and to make some loans where the risk is slightly greater 
but the return higher, thus buttressing its average risk through 
intelligent diversification.  

The problem which savings and loan associations face is to secure 
a volume of business and resultant income sufficient to maintain 
expenses, to pay a competitive dividend, and to provide adequate 
reserves; at the same time they must avoid delinquencies and the 
acquisition of real estate in the future. The variable interest rate plan 
has helped some associations to solve this problem.  

Federal savings and loan associations are not required to adopt the 
variable interest rate plan but may charge, within the framework of 
their State laws, such rates of interest and other charges as their boards 
of directors may determine.  

98591-38--5
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Federal Savings and Loan Associations 

INCREASE IN NUMBER AND ASSETS OF FEDERAL ASSOCIATIONS 

DURING the year ending June 30, 1939, the number of savings and 
loan associations operating under Federal charter increased from 

1,346 to 1,386. 1 This net addition of 40 institutions to the Federal 
system of savings and loan associations was due, in the main, to con
versions of State-chartered associations to Federal charter. As by 
and large the purpose of the Act providing for the establishment of 
new Federal savings and loan associations in areas not adequately 
served has been accomplished, the chartering of newly organized 
associations has naturally diminished in importance.  

From July 1, 1938, to June 30, 1939, there were 78 charters issued, 
of which 4 were for new associations, and 74 for associations converting 
from State to Federal charter. During the same period, there were 
38 charters canceled because of merger and liquidation. At the end 
of the fiscal year 1939 there were 100 applications for the issuance of 
Federal charters on file.  

Owing to the continued growth in the resources of existing Federal 
savings and loan associations, the percentage increase in aggregate 
assets during the year by far exceeded the percentage increase in the 
number of associations operating under Federal charter. On June 30, 
1939, the total estimated assets of Federal savings and loan associa
tions stood at $1,442,069,000, as compared to $1,213,874,000 at the 
end of the preceding fiscal year-an increase of 18.8 percent. Exhibit 
34 presents the number and estimated assets of Federal savings and 
loan associations, classified by new and converted associations, for 
each of the fiscal-year periods from June 30, 1934, to June 30, 1939.  

1 
The difference between the 1,386 Federal savings and loan associations reported as chartered and the 

1,380 Federal savings and loan associations listed as members of the Federal Home Loan Bank System is due 
to the lapse of time between the issuance or withdrawal of Federal charters and the issuance or withdrawal 
of membership certificates. The difference results from such time lapses mainly in the cases of conversions 
from State to Federal charter and terminations.  
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CHART XXIX 

NUMBER AND ASSETS OF FEDERAL SAVINGS AND LOAN ASSOCIATIONS 
FIGURES AS OF JUNE 30 

NUMBER OF F. S. 8 L ASSOCIATIONS ESTIMATED ASSETS 
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Converted Federal Savings and Loan Associations 

Newly Chartered Federal Savings and Loan Associations 
DIVISION OF RESEARCH AND STATISTiGS 

FEDERAL HOME LOAN BANK BOARD 

The following table indicates significant changes in the size distri
bution of Federal savings and loan associations during the fiscal year 
1939; there was a general shift from the lower to the higher asset 
brackets, with the result that the number of associations in the asset 
brackets up to $250,000 decreased from 539 to 454, while the number 
of associations in each of the higher asset brackets increased.  

Distribution of Federal savings and loan associations, by size groups 

Number of associations 
Asset size group 

June 30, 1938 June 30, 1939 

All associations ---------------- --------- ---- 1, 346 1, 386 

Less than $100,000 -------------------------------------------- ---- 219 146 
$100,000 to $250,000---------------------------------------------------- 320 308 
$250,000 to $500,000- --------- --------- - 241 284 
$500,000 to $1,000,000 ------- --------------------------------------------- 250 264 
$1,000,000 to $2,500,000..-- ------------------------------------------- --- 218 260 
Over $2,500,000.--------------------------- 98 124 

At the end of the reporting period, 47 percent of all Federal savings 
and loan associations had assets in excess of $500,000, and 28 percent 
had assets in excess of $1,000,000.  

Exhibit 35 shows the number, estimated assets, and mortgage loans 
outstanding of Federal savings and loan associations as of June 30,
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1938, and June 30, 1939, by Federal Home Loan Bank Districts and 
by States.  

During the year, the largest increase in the number of Federal sav
ings and loan associations was in the Pittsburgh Federal Home Loan 
Bank District where there was a net addition of 21 institutions. The 
Cincinnati, Topeka, and Los Angeles Districts show smaller increases, 
and in several Districts, among which are Boston, New York, and Little 
Rock, the number of associations operating under Federal charter 
remained unchanged.  

The increase in assets was general throughout the country. Again, 
the largest relative gain-of more than 50 percent-was in the Pitts
burgh District, which recorded the above-mentioned addition of 21 
Federal associations. The Los Angeles District ranked next with a 
growth in assets of Federal associations of 36 percent.  

Mortgage loans outstanding increased by more than $195,000,000 
to well above one billion dollars on June 30, 1939.  

CONTINUED GROWTH IN PRIVATE INVESTMENTS 

Ever since their organization, public confidence in Federal savings 
and loan associations has manifested itself in a large flow of private 
funds into these institutions. The fiscal year 1939 witnessed a further 
rapid increase of private investments. The number of private inves
tors in Federal savings and loan associations rose from 1,030,096 to 
1,299,915, an addition of 269,819 new investors, or 26 percent. The 
total amount of private investments in shares of Federal savings and 
loan associations increased from $763,725,000 to $990,872,000, or 30 
percent. Some of this growth was, of course, due to the increase in 
number of Federal associations, but studies for an identical group of 
associations demonstrate that irrespective of changes in the number 
of associations, private funds have been entrusted to this youngest 
sector of the savings and loan industry at a steadily rising rate.  

Index of private repurchasable capital in comparable Federal savings and loan 
associations 1 

[Cumulative; average month 1936=100] 

Private re- Percent in- Private re- Percent in
Date purhasable crease overDate purchasable crease over 

capital preceding capital preceding 
year year 

June 30, 1935 .--------- 91--------------June 30, 1938 .------ 133 17 
June 30, 1936 ------- ----- 100 10 June 30, 1939-.. - 165 24 
June 30, 1937 .------.... 114 14 

1 This index eliminates the'effect of conversion of State-chartered into Federally-chartered associations, 
and the addition of newly established Federal associations during the period. Any growth of associations 
due to consolidation, merger, or purchase of assets from other institutions is not reflected in the index.
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Exhibit 36 gives a detailed summary of the number of private 
investors and the volume of private investments in Federal savings 
and loan associations as of June 30, 1939, by Federal Home Loan 
Bank Districts and by States.  

The continuous increase of investments by private shareholders 
resulted in a diminishing proportion of Government investments in 
the capital structure of Federal savings and loan associations. Such 
investments were made until November 1935 by the Secretary of the 
Treasury, on behalf of the United States Government, in the amount 

CHART XXX of $49,300,000; when these funds 

PRIVATE AND GOVERNMENT INVESTMENTS approached exhaustion, the Home 
IN FEDERAL SAVINGS 8 LOAN ASSOCIATIONS Owners' Loan Corporation was 
PERCENT DISTRIBUTION BY FISCAL YEAR PERIODS authorized to invest in shares of 

Mo NA Federal savings and loan associa
U.S. GOVERNMENT tions and other member institu

so - tions of the Federal Home Loan 
Bank System up to $300,000,000.  
It may be said that these Govern

so ment investments in savings and 
S- loan associations are a parallel 
40 _ to the support given the commer

PRIVATE cial banks by subscriptions of the 
- Reconstruction Finance Corpora

o tion for preferred stock of banks.  
In both cases, Government assist
ance was designed to strengthen 

935 936 1937 1938 1939 the capital structure of financial 
DIVISION OF RESEARCH AND STATISTICS institutions, to encourage the flow 

FEDERAL HOME LOAN BANK BOARD 
of private money into such insti

tutions, and to expedite the resumption of lending activity after the 
financial crisis.  

As shown in the above chart, the proportion of Government 
investments in the total share capital of Federal savings and loan 
associations increased in the fiscal years 1936 and 1937, but declined 
substantially in the two following years.  

During the fiscal year 1939, for the first time since the organization 
of Federal savings and loan associations, Treasury and HOLC invest
ments in these institutions declined not only as a percent of total 
share capital but in absolute amount. At the end of the fiscal year 
1938, net investments of the United States Treasury and the Home 
Owners' Loan Corporation totaled $218,567,000. A year later, such 
investments were reduced to $217,025,500. This decrease was due to 
substantial voluntary repurchases of Government investments by
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Federal savings and loan associations, and to the policy of the Bank 
Board restricting new investments by the Home Owners' Loan 
Corporation to special cases, primarily in connection with reorganiza
tions of individual associations and community-wide rehabilitation 
programs.  

The terms under which investments were made by the Secretary 
of the Treasury and the Home Owners' Loan Corporation provide 
that neither the Treasury nor the HOLC may request the retirement 
of such investments for a period of five years from the date of the 
investment, and that thereafter requests may be made at the discre
tion of the Federal Home Loan Bank Board, but in no event in an 
amount exceeding (in any one year) 10 percent of the total amount 
invested in shares of any association by the Secretary of the Treasury 
or the Home Owners' Loan Corporation. As of June 30, 1939, the 
five-year period had expired in the case of 21 Federal savings and 
loan associations which had been the first recipients of Treasury 
investments. After having determined that the associations were 
in a position to meet this request, the Federal Home Loan Bank Board 
consented to call upon each of these associations to retire 10 percent 
of the Treasury investments made prior to July 1, 1934. These 
retirements become effective after the close of the fiscal year 1939.  

However, a growing number of Federal savings and loan associations 
have begun voluntarily to repurchase share investments of the Gov
ernment prior to the expiration of the five-year period. Particularly 
during the fiscal year 1939, the increase in private capital supplied the 
large majority of the associations with ample money to meet the 
demand for mortgage loans, and many associations had surplus funds 
available with which to retire shares subscribed for by the Govern
ment. The Federal Home Loan Bank Board has permitted such 
repurchases as a matter of sound policy whenever this was compatible 
with the condition of the associations in question.  

Voluntary repurchases of Government investments by Federal savings and loan 
associations (cumulative), June 30 

Investment by- 1936 1937 1938 1939 

Treasury.-----------.......-----------------..----- $77,000 $1,116, 300 $1,497, 300 $5, 308, 300 
HOLC ----------------------------..------------ 0 12, 000 231, 000 1,490,000 

Under the rules and regulations prescribed by the Federal Home 
Loan Bank Board, voluntary repurchases of Treasury and HOLC 
investments are applicable to the next succeeding requests for re
purchase which the Secretary of the Treasury or the Home Owners' 
Loan Corporation is permitted by law to make.
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96 REPORT OF FEDERAL HOME LOAN BANK BOARD, 19 39 

New investments of the Home Owners' Loan Corporation in shares 
of Federal savings and loan associations during the fiscal year 1939 
aggregated only $1,649,000, as compared to $18,864,900 in the 
preceding fiscal year-a reflection of the above-mentioned policy to 
restrict such investments to cases of special importance where addi
tional liquidity is needed.  

Exhibit 37 presents a survey of share investments by the United 
States Treasury and the Home Owners' Loan Corporation in Federal 
savings and loan associations, as of June 30, 1938, and June 30,1 

CHARTXXXI1939, by Federal Home Loan 
CSTIATDXXXIEO Bank Districts and by States.  

MORTGAGE LOANS MADE BY During the calendar year 1938, 
FEDERAL SAVINGS a LOAN ASSOCIATIONS for which full information on 

BY FISCAL YEAR PERIODS dividend payments is available, 
(MILLIONS OF DOLLARS)Y 

3318----------------------------- Federal savings and loan associa
2927 ------------- tions distributed $34,660,567 in 
280 dividends, of which $26,904,351 

went to private shareholders, 
while $1,688,805 and $6,067,4111.  
respectively, went to the United 
States Treasury and the Home 
Owners' Loan Corporation which 
receive dividends on their share 
investments on the same basis, 
as do the private investors.  

EXPANSION OF LENDING 
ACTIVITY 

In the fiscal year 1939, the mort
1936 1937 1938 1939' gage-lending activity of Federal 

DIVISION OF RESEARCH AND STATISTICS savings and loan associations 
FEDRA HMELOA BNKBORDreached a new high. The esti

mated volume of mortgage loans made during this period totaled 
$333,959,000, as compared with $281,851,000 in the preceding fiscal
year period. This growth of more than 18 percent in mortgage
lending activity is all the more remarkable as the number of associa
tions operating under Federal charter increased only slightly during 
the year.  

The rapid expansion of their mortgage-lending activity is perhaps 
the most convincing evidence that the Federal savings and loan 
associations supply a much needed function. While the success of 
each association may be due to a variety of conditions, the progress 
of thep.Federal system of savi-ngs( and loan associations ai; a.whole
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has been the result primarily of four factors: the ability to attract 
ample funds; generally sound financial condition; aggressive and 
mostly full-time management; and the almost universal operation 
under one simple loan plan, the direct-reductioa plan. All these 
factors have enabled Federal savings and loan associations to meet 
the sharp competition in the home-mortgage macket without difficulty.  

Of the total amount of mortgage loans made by Federal savings and 
loan associations during the past fiscal year, $142,412,000, or two
fifths of the total, was for home construction, reconditioning, and 
repair. The following figures show the distribution of mortgage 
loans written by Federal savings and loan associations during the 
year, classified by purpose of loan: 

Estimated volume of mortgage loans made by Federal savings and loan associations 
during fiscal year 1939, by purpose of loan 

Purpose Amount Percent of Purpose Amount Percent of 
total total 

Construction---------... .. $123,870,000 37.1 Other purposes-------..... $28,942,000 8.7 
HIome purchase---------95,161, 000 28.5 
Refinancing------------67,444,000 20. 2 Total------........---.. 333, 959, 000 100. 0 
Reconditioning and re

pair ----------------.. . 18, 542, 000 5. 5 

A summary of loans made by reporting Federal savings and loan 
associations during the year ended June 30, 1939, classified by purpose 
of loans, by Federal Home Loan Bank Districts and by States, is 
given in Exhibit 38.  

FINANCIAL OPERATIONS 

On the basis of the annual reports submitted by Federal savings and 
loan associations on standard forms, a detailed consolidated state
ment of operations has been compiled for the first time since the 
organization of such associations. The statement for the calendar 
year 1938, presented in Exhibit 39, shows that 1,355 reporting Fed
eral savings and loan associations operating during that period pro
duced a gross operating income of $66,666,000. Of this amount, 
$19,049,000, or 28.6 percent, was used for operating expenses. The 
aggregate net income (after interest and other charges) amounted to 
$44,464,000, of which 77.9 percent was distributed in dividends to 
accountholders and 22.1 percent added to reserves and undivided 
profits. As in previous years, these aggregate additions to reserves 
were far above statutory requirements.  

Among operating expenses, compensation to directors, officers, and 
employees, and expenditure for advertising are the two largest items.
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Total expense for compensation during the calendar year 1938 
amounted to $8,852,000, or an average of $6,533 per reporting asso
ciation, and absorbed 13.3 percent of gross operating income. Ex
penditure for business promotion totaled $2,086,000, or an average 
of approximately $1,540 per reporting association, and equalled 3.13 
percent of gross operating income. Special studies made during the 
fiscal year 1939 indicate that savings and loan associations are using 
the various media of advertising to an increasing extent, and that 
Federal savings and loan associations play a leading part in this 
development. 2 

The Federal Home Loan Bank Board, through the twelve Federal 
Home Loan Banks, exercises supervision over the accuracy and 
fairness of the advertising of Federal savings and loan associations 
as well as of State-chartered associations insured by the Federal 
Savings and Loan Insurance Corporation. Efforts have been made 
to assist insured associations in the development of proper and effective 
methods of business promotion.  

As operating ratios vary considerably according to the size of insti
tution, an analysis of such ratios, grouped as to size of association, is 
presented in Exhibit 40. On the basis of this analysis, local manage
ments are able to compare the operations of an individual association 
with those of a representative number of associations in the same size 
group. The data may also serve as a yardstick for operating budgets.  

In the last few years, Federal savings and loan associations have 
made more intensive use of budgets as an instrument of business 
management and control. Through such budgets, associations are 
able to set definite goals to be attained in a given year, and to check 
the results of their operations in a more effective manner. Main 
factors in savings and loan budgets are the income obtained from 
mortgage loans and other sources, operating expenses-particularly 
compensation and advertising, an adequate dividend to attract 
capital, and the attainment of a strong reserve position.  

As was pointed out in another section of this report,3 decreased 
earnings resulting from the competition in the mortgage market, and 
the decline of interest rates on home mortgages have caused savings 
and loan associations in some sections of the country to reduce their 
dividend rates-in line with the general reduction of investment yields 
and of the interest paid on savings by other financial institutions.  
Exhibit 41 shows the average annual dividend rates paid by Federal 

I For a detailed survey of business promotion expenditure of savings and loan associations, see Federal 
Bome Loan Bank Review, May, June, and July, 1939.  

* Survey of Housing and Mortgage Finance, pp. 43 to 44.
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savings and loan associations, by Federal Home Loan Bank Districts 
,and by States, for the calendar years 1937 and 1938.  

Of the 46 States for which comparable data are available, 23 showed 
decreases in the average dividend rates paid by Federal savings and 
loan associations, and of the 12 Federal Home Loan Bank Districts, 
9 reflected reductions of such rates. The greatest decline was in the 
Boston District where average dividend rates fell from 3.53 to 3.29 
percent.  

Combined balance bheet items of Federal savings and loan associa
tions as of December 31, 1937, and December 31, 1938, are presented 
in Exhibits 30 and 31. Principal changes during the year were a 
decrease of real estate owned from 8.41 to 7.46 percent of total assets, 
an increase of first mortgage loans from 79.39 to 79.80 percent of 
aggregate assets, and improved liquidity in the form of larger cash 
holdings. The substantial flow of private money into Federal 
savings and loan associations is reflected in an increased ratio of 
private repurchasable capital to total resources; at the close of 1937, 
this ratio was 61.27 percent and a year later, 65.88 percent. Con
versely, the ratio of Government investments to total resources 
declined from 19.65 to 16.58 percent.  

PROPOSED FEDERAL LEGISLATION 

As was mentioned in the preceding section dealing with the Federal 
Home Loan Bank System, the Bank Board has supported legislative 
proposals embodying a number of amendments to the laws governing 
the operations of its agencies. Among these amendments introduced 
in the Seventy-sixth Congress, the following main provisions refer to 
the operations of Federal savings and loan associations: 

1. Extension of lending and investment powers.-Under the existing 
statute, mortgage loans made by Federal savings and loan associations 
are restricted to first liens of not more than $20,000 on one- to four
family homes or combinatioh home and business properties, located 
within 50 miles of their home office. However, up to 15 percent of 
the total assets of a Federal savings and loan association may be 
loaned on first liens on "other improved real estate" without regard 
to the $20,000 and 50-mile limitations. The proposed legislation 
provides that the Federal Home Loan Bank Board shall be authorized 
to permit individual Federal savings and loan associations, because 
of their size or location, to lend within the 50-mile limit but without 
regard to the $20,000 limitation an additional 15 percent of their total 
assets on properties designed principally for residential use which 
may be for more than four families. The legislation as reported by
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the House Committee on Banking and Currency would place a $100,000 
limit on the size of any loan made under this provision.  

Experience has shown that the present limitations on the character 
of mortgages which Federal savings and loan associations are allowed 
to make are too narrow for associations located in larger cities. In 
such cities a substantial portion of the existing dwelling units is in 
multi-family structures and the building and financing of such struc
tures is an economic necessity. The proposed amendment would 
permit Federal savings and loan associations which have surplus 
funds to participate more fully in the financing of these multi-family 
structures. Apart from giving Federal savings and loan associations 
in large cities an outlet for their funds, this provision will enable these 
associations to cooperate to a greater extent in the housing program 
of the Government.  

Furthermore, the proposed legislation would permit Federal savings 
and loan associations to participate more fully in the program under 
Title I of the National Housing Act (insured loans up to $2,500 for 
alterations, repairs, and improvements, and for new construction).  

Finally, it is proposed to liberalize the investment powers of Federal 
savings and loan associations by allowing such associations to invest 
in those types of securities which are legal investments for trust funds.  
The Home Owners' Loan Act of 1933 limits investments of this type to 
obligations of the United States and the bonds of the Federal Home 
Loan Banks. Under this limitation, they cannot invest idle funds 
for their reserves or for temporary return in other sound securities.  
The proposed amendment would place them in a position to make 
better use of funds which, because of any current low demand for 
mortgage loans, they are unable to invest in mortgages. Investment 
would also be permitted in obligations of the Federal Savings and 
Loan Insurance Corporation.  

2. Conversion from Federal to State charter.-There is no express 
provision in the existing law by which -a Federal savings and loan 
association may abandon its Federal charter and convert into a 
State-chartered institution. Many of the State statutes authorize a 
Federal savings and loan association to obtain a State charter by this 
process of reconversion. The proposed amendment would expressly 
permit Federal savings and loan associations to reconvert into State
chartered institutions and would thus declare the principle of reciproc
ity between the respective States and the Federal Government in the 
matter of the conversion of home-financing institutions.  

The amendment also expressly provides that State-chartered insti
tutions may not convert to Federal charter if conversion would be in 
contravention of the State law. This provision merely gives statutory
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recognition to the decision in Hopkins Federal Savings and Loan 
Association v. Cleary, 296 U. S. 315 (1935).  

STATE LEGISLATION 

At the beginning of the fiscal year 1939, laws specifically permitting 
conversion of locally chartered member associations of the Federal 
Home Loan Bank System into Federal savings and loan associations 
had been enacted in 40 States and the Territory of Hawaii. During 
the fiscal year such laws were enacted in Vermont and Wisconsin.  
Legislation to permit the reconversion of Federal savings and loan 
associations into State-chartered institutions was enacted during said 
period in nine jurisdictions, including the two last named. In the 
reporting period, legislation was enacted in eighteen jurisdictions 
relative to investment by savings and loan associations, fiduciaries, 
banks, savings banks, insurance companies, or public corporations in 
the shares of Federal savings and loan associations. In one State 
(New York) a provision authorizing State-chartered associations to 
subscribe to shares of Federal savings and loan associations was 
repealed.  

Since many of the legal relations which attach to Federal associations 
and their shares and accounts depend upon local rather than Federal 
law, it is considered desirable, for purposes of clarification, that it be 
expressly provided in the local statutes that such associations and the 
holders of their shares and accounts shall have the same rights, powers, 
privileges, exemptions, and immunities as locally chartered associa
tions and their shareholders. Legislation on this point, which was 
regarded as adequately covered in only four jurisdictions at the 
beginning of the 1939 legislative sessions, was enacted in six additional 
jurisdictions during the reporting period.  

The example of the Federal savings and loan associations has been 
an important factor in shaping the course of State legislation in the 
savings and loan field since 1933. To an increasing extent the trend 
of State laws has been toward the modernization of the structure and 
operations of State-chartered savings and loan associations through the 
permissive or required use of the direct-reduction loan, through specific 
statutory authorization of optional-payment shares, through pro
hibitions or restrictions on the issue of securities creating a debtor
creditor relation or having a definite maturity or rate of return, 
through mandatory provisions for adequate reserves, and through the 
reduction or abolition of fines, penalties, and forfeitures. All these 
are, and from the beginning of the prograrm have been, features of the 
Federal savings and loan associations by virtue of provisions of the 
Home Owners' Loan Act of 1933 authorizing the organization of such
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associations, or by virtue of the charters, bylaws, and regulations 
prescribed by the Federal Home Loan Bank Board. Their adoption 
for the Federal savings and loan associations was the first instance of 
their general use throughout the Nation, though each of them had 
previously been used in particular localities. The reception of these 
features into the system of FederaL savings and loan associations was 
also an important factor in bringing about their incorporation into 
the Uniform Savings and Loan Act. The Uniform Savings and 
Loan Act is designed to serve as a model for State legislation, and 
through this channel the practices adopted for the operations of 
Federal savings and loan associations will play a further part in mold
ing the pattern of State legislation.  

CONSTITUTIONALITY OF FEDERAL SAVINGS AND LOAN 
ASSOCIATIONS 

On January 16, 1939, in the case of Martin et al. v. First Federal 
Savings and Loan Association, 305 U. S. 666, the United States Supreme 
Court, upon the motion of the Attorney General of Wisconsin and 
the members of the Banking Commission of that State, dismissed the 
writ of certiorari to the United States Circuit Court of Appeals for 
the Seventh Circuit in First Federal Savings and Loan Association oJ 
Wisconsin v. Loomis et al., 97 F. (2d) 831 (1938). With this dismissal, 
the decision of the Circuit Court of Appeals, upholding the constitu
tionality of the provisions of Section 5 of the Home Owners' Loan 
Act of 1933 for the chartering and operation of Federal savings and 
loan associations, has become final.  

The origin of the case dates back to July 1936, when the State 
Attorney General and the members of the Banking Commission 
petitioned the Supreme Court of the State for leave to file in that 
court an original proceeding in the nature of quo warranto against 
the association and its directors, alleging that the defendants were 
illegally conducting a building and loan business in the State without 
complying with the Wisconsin laws in regard to the organization, 
incorporation, and operation of building and loan associations.  
Thereupon, the association filed suit in the United States District 
Court for the Western District of Wisconsin against the Attorney 
General and the members of the Banking Commission, reciting, 
among other things, that defendants had threatened to bring suit and 
had made public assertions that the association was unlawfully 
operating in Wisconsin and that Section 5 of the Home Owners' Loan 
Act of 1933 was unconstitutional and void. The bill prayed an 
injunction to restrain defendants from interfering with the association
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and a declaration that the latter had a lawful right to transact business 
in the State.  

The defendants, by their amended answer, substantially admitted 
the facts alleged, but contended that Section 5 was unconstitutional 
and beyond the powers of Congress, that the plaintiff association was 
therefore not legally organized or incorporated, and that it was doing 
business in Wisconsin without right and in contravention of the laws 
of the State. The District Court, after hearing the case without 
testimony, on the association's motion to strike the amended answer, 
held Section 5 to be constitutional and enjoined the defendants from 
interfering with the transaction of business in Wisconsin by the asso
ciation (First Federal Savings and Loan Association v. Finnegan et al., 
19 F. Supp. 678 (1937).) This decision was affirmed by the Circuit 
Court.  

In the opinion rendered by the majority of the Circuit Court, it 
was held that the provision of Section 5 that Federal savings and loan 
associations shall act as fiscal agents of the United States when desig
nated by the Secretary of the Treasury, and may act as agent for any 
other instrumentality of the United States when designated by such 
instrumentality, brings such associations within the implied power of 
Congress to create financial corporations as fiscal agents of the Govern
ment. This power, the court stated, has been recognized so often
beginning with McCulloch v. Maryland, 4 Wheat. 316, and continuing 
through Smith v. Kansas City Title and Trust Company, 255 U. S.  
180-that it must be regarded as a settled matter. The majority 
opinion also expressed the view that Section 5 is sustainable under 
the general welfare clause of the Constitution. After referring to 
recent cases in which the Supreme Court upheld the validity of certain 
provisions of the Social Security Act under the authority of Congress 
to expend money for the general welfare, the majority opinion stated: 
"To our mind the preservation of home owners and the promotion of 
a sound system of home mortgage is none the less national in scope 
than the- provisions for the unemployed and the aged. Its scope, as 
affecting the welfare of the Nation as a whole, is of equal importance.  
To say that Congress has the authority to make provision for one class 
but not the other is to make a distinction justified by neither logic nor 
common sense. The problem presented in one case is no less national 
in its aspect than that presented in the other."
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