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BUSINESS LOANS BY FEDERAL RESERVE B A M S 

WEDNESDAY, JUNE 12, 1940 

U N I T E D S T A T E S S E N A T E , 
SUBCOMMITTEE ON R E C O N S T R U C T I O N F I N A N C E 

CORPORATION M A T T E R S OF T H E C O M M I T T E E 
ON B A N K I N G AND C U R R E N C Y , 

Washington t D. C. 
T h e subcommittee met at 10:30 a. m., pursuant to call, in room 

301, Senate Office Building, Senator Robert F . Wagner presiding. 
Present: Senators Wagner (chairman of the subcommittee), A d a m s , 

Clark of Idaho, Downey, Hughes, and T o b e y . 
Present also: Senators Danaher and M e a d . 
Senator W A G N E R . T h e subcommittee will come to order. T h i s 

meeting is for the purpose of a hearing on S. 3839, introduced b y 
Senator Mead. A n d I take it, Senator M e a d , that y o u wish a copy 
of the bill made a part of the record. 

Senator M E A D , Y e s ; M r . Chairman. I also m a y speak in regard 
to S. 2998, introduced b y me last October. 

Senator W A G N E R . T h e bills will be made a part of the hearing. 
(The bills referred to, S. 3839 and S. 2998, are as follows:) 

fS. 3839, 76th Cong. 3d Sess.] 
A BILL To amend scction 13b of the Federal Reserve Act, as amended 

Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 13b of the Federal Reserve Act, as 
amended, is amended to read as follows: 

"SEC. 13b. (a) In exceptional circumstances, when it appears to the satis-
faction of a Federal Reserve bank that a business enterprise located in its district 
is unable to obtain requisite financial assistance on a reasonable basis from the 
usual sources, the Federal Reserve bank, pursuant to authority granted by the 
Board of Governors of the Federal Reserve System, may make loans to, or purchase 
obligations of, such business, or may make commitments with respect thereto, on 
a reasonable and sound basis. 

"(b) Each Federal Reserve bank shall also have power to discount for, or 
purchase from, any bank, trust company, mortgage company, credit corporation 
for industry, or other financing institution operating in its district, obligations of 
any business enterprise; to make loans or advances direct to any such financing 
institution on the security of such obligations; and to make commitments with 
regard to such discount or purchase of obligations or with respect to such loans 
or advances on the security thereof, including commitments made in advance 
of the actual undertaking of such obligations. Each such financing institution 
shall obligate itself to the satisfaction of the Federal Reserve bank for at least 
10 per centum of any loss which may be sustained by such bank upon any of 
the obligations acquired from such financing institution, the existence and amount 
of any such loss to be determined in accordance with regulations of the Board of 
Governors of the Federal Reserve System: Provided, That in lieu of such obliga-
tion against loss any such financing institution may advance at least 10 per 
centum of such advance of credit without obligating itself to the Federal Reserve 
bank against loss on the amount advanced by the Federal Reserve bank: Pro-

1 
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vided7 however, That such advances by the financing institution and the Federal 
Reserve bank shall be considered as one advance, and repayment shall be made 
pro rata under such regulations as the Board of Governors of the Federal Reserve 
System maj7 prescribe. 

""(c) The aggregate amount of loans, advances, and commitments of the Fed-
eral Reserve banks outstanding under this section at any one time, plus the 
amount of purchases and discounts under this section held at the same time, 
shall not exceed the amounts paid to the Federal Reserve banks by the Secretary 
of the Treasury under subsection (d) of this section, except that when the amounts 
so paid by the Secretary of the Treasury are, in the judgment of the Board of 
Governors of the Federal Reserve System, inadequate for operations under this 
section, the Federal Reserve banks, with the approval of the said Board, may 
continue operations under this section through the utilization of their other 
funds until the amount of such other funds so utilized equals the amounts received 
by them from the Secretary of the Treasury. All operations of the Federal 
Reserve banks under this section shall be subject to such regulations as the 
Board of Governors of the Federal Reserve System may prescribe. 

"(d) In order to enable the Federal Reserve banks to make the loans, discounts, 
.advances, purchases, and commitments provided for in this section, the Secretary 
of the Treasury is authorized and directed to pay to each Federal Reserve bank 
not to exceed such portion of the sum of $139,299,557 as may be represented by 
the amount paid by each Federal Reserve bank for stock of the Federal Deposit 
Insurance Corporation, and not already paid to a Federal Reserve bank under the 
provisions of this section, upon request by the Board of Governors of the Federal 
Reserve System, in such amounts and at such times as the Board of Governors 
deems necessary to enable the Federal Reserve banks to make the loans, dis-
counts, advances, commitments, and purchases authorized by this section, and 
upon execution by each Federal Reserve bank of an agreement (to be endorsed 
on the certificate of such stock) to hold such stock unencumbered and to pay to 
the United States all dividends, all payments on liquidation, and all other pro-
ceeds of such stock, for which dividends, payments, and proceeds the United 
States shall be secured by such stock itself, up to the total amount paid to each 
Federal Reserve bank by the Secretary of the Treasury under this section. Pay-
ments heretofore made by the Secretary of the Treasury to any Federal Reserve 
bank under the provisions of this section shall be subject only to the terms of 
the section as now amended. The Board of Governors of the Federal Reserve 
System shall have authority to reallocate among the Federal Reserve banks the 
funds received from the Secretary of the Treasury as said Board may find 
necessary in order to meet existing needs. Whenever the Board of Governors 
of the Federal Reserve System shall conclude, either as a result of a decrease in 
the volume of operations or otherwise, that the amounts paid to the Federal 
Reserve banks by the Secretary of the Treasury under this section are no longer 
needed for operations under this section, the total amount received from the 
Secretary of the Treasury under this section, after making adequate provision 
for losses incurred in the use of such amount and after adding any net income 
derived from the use of such amount, shall be paid to and become the property 
of the United States, such payments to be made as orderly liquidation of assets 
acquired through the use of such amount, as in the judgment of the said Board, 
will permit. All amounts required to be expended by the Secretary of the 
Treasury in order to carry out the provisions of this section shall be paid out of 
the miscellaneous receipts of the Treasury created by the increment resulting 
from the reduction of the weight of the gold dollar under the President's proclama-
tion of January 31, 1934; and there is hereby appropriated, out of such receipts, 
such sum as shall be required for such purpose." 

[S. 2998, 7f)th Cong., 2d sess.] 

A BILL To establish a permanent industrial loan corporation to assist financing institutions in making 
credit available to commercial and industrial enterprises 

Be it enacted by the Senate and House of Representatives oj the United States of 
America in Congress assembled, That section 13b of the Federal Reserve Act is 
amended to read as follows: 

"SEC. 13b. (1) This section may be cited as the 'Industrial Loan Corporation 
Act'. 

"(2) There is hereby created a body corporate with the name Industrial Loan 
Corporation (hereinafter called the Corporation). The principal office of the 
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Corporation shall be located in the District of Columbia, but it may designate 
and utilize as its agents for the performance of its functions any or all of the 
Federal Reserve banks, which are hereby authorized to act in such capacity, may 
establish branch offices, or may designate and utilize other persons or other exist-
ing institutions as its agents for the performance of its functions. The Cor-
Eoration shall have power (a) to adopt, alter, and use a corporate seal, which shall 

e judicially noticed; (b) to have succession until dissolved by Act of Congress 
or in accordance with subsection (16) of this section; (c) to sue and be sued, com-
plain and defend, in any court of law or equity; (d) to make contracts and to lease 
or acquire such real estate and equipment as may be necessary for the transaction 
of its business; (e) to prescribe by its board of directors bylaws and rules, regula-
tions and requirements, not inconsistent with law, as to the manner in which its 
business and operations may be conducted and the powers granted to it by law 
may be exercised and enjoyed. The Corporation may exercise all powers specifi-
cally granted by this section and such incidental powers as may be reasonably 
necessary to effectuate the provisions of this section in accordance with its pui-
poses and to prevent evasions of such provisions. All rules and regulations of the 
Corporation shall be presciibed by the board of directors and all determinations 
of matters of general policy for the Corporation shall be made by the board of 
directors; but it is the sense of Congress that in the administration of the Industrial 
Loan Corporation Act the Corporation shall endeavor to decentralize its activities, 
and all functions of the Corporation other than the prescribing of rules and regu-
lations and the determination of matters of general policy may be performed 
through such members of the board of directors, such Federal Reserve banks, or 
such officers, employees, or representatives as the board of directois may pre-
scribe; and the board of directors shall not be required to authorize, approve, or 
otherwise pass upon individual transactions. 

"(3) For the purpose of providing funds to a commercial or industrial business, 
the Corporation is authorized, subject to such regulations and requirements as 
it may prescribe, (a) to make loans, to discount obligations for, and purchase 
obligations from such a business; (b) to purchase preferred stock in a corporation 
engaged in such a business; (c) to discount for or purchase from a financing insti-
tution obligations of, or preferred stock in a corporation engaged in, such a busi-
ness; (d) to make loans to $ financing institution on the security of such obliga-
tions or preferred stock; and (e) to jnake commitments to make any such loans, 
discounts, or purchases. The Corporation shall not make or acquire any such 
loan or obligation which has a maturity exceeding ten years, nor shall the Cor-
poration purchase any such preferred stock unless the issuer of the preferred 
stock is obligated to retire the same within ten years; and all such loaus, obliga-
tions, or preferred stock shall provide in a manner satisfactory to the Corporation 
for installment payments on the loan or obligation, or periodic retirements of the 
preferred stock, sufficient to amortize at least 40 per centum of the principal 
amount within a period of ten years. The Corporation may include in its regu-
lations, among other things, provisions regarding the kinds of preferred stock 
which it may acquire, and regarding the purchase price of obligations and pre-
ferred stock and the rates of interest and discount applicable to transactions here-
under, and may define for the purposes of this or other subsections of this section 
the terms 'commercial or industrial business', 'financing institution', 'obliga-
tion', and 'preferred stock'. The Corporation may exercise the authority granted 
in this subsection either directly or in cooperation with financing institutions; 
but the amount of funds provided by the Corporation pursuant to this subsection 
for any one commercial or industrial business and outstanding at any one time 
shall not exceed SI,000,000. 

"(4) The Corporation is authorized and empowered to issue its notes, deben-
tures, bonds, or other such obligations, which may be redeemable at the option 
of the Corporation before maturity in such manner as may be stipulated in such 
obligations, and shall mature at such times, be so secured, and bear such rate or 
rates or interest as may be determined by the Corporation. The aggregate of 
all obligations issued under this section and outstanding at any one time shall not 
exceed $500,000,000. Such obligations may be issued in payment of any loan, 
discount, or purchase authorized by this section or may be offered for sale at such 
price or prices as the Corporation may determine. Such notes, debentures, 
bonds, or other such obligations shall be fully and unconditionally guaranteed 
both as to interest and principal by the United States and such guaranty shall 
be expressed on the face thereof. In the event that the Corporation shall be 
unable to pay upon demand, when due, the principal of, or interest on, such notes, 
debentures, bonds, or other such obligations, the Secretary of the Treasury shall 
pay to the holder the amount thereof which is hereby authorized to be appro-
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priated, out of any moneys in the Treasury not otherwise appropriated, and 
thereupon to the extent of the amount so paid the Secretary of the Treasury shall 
succeed to all the rights of the holders of such notes, debentures, bonds, or other 
such obligations. The Secretary of the Treasury, in his discretion, is authorized 
to purchase any notes, debentures, bonds, or other such obligations of the Corpora-
tion issued hereunder and for such purpose the Secretary of the Treasury is author-
ized to use as a public-debt transaction the proceeds from the sale of any securities 
hereafter issued under the Second Liberty Bond Act, as amended, and the purposes 
for which securities may be issued under such Act, as amended, are extended to 
include any purchases of the Corporation's notes, debentures, bonds, or other 
such obligations hereunder. The Secretary of the Treasury may, at any time, 
sell any of the notes, debentures, bonds, or other such obligations of the Corpora-
tion acquired by him under this section. All redemptions, purchases, and sales 
by the Secretary of the Treasury of the notes, debentures, bonds, or other such 
obligations of the Corporation shall be treated as public-debt transactions of the 
LTnited States. The Corporation shall have power to purchase at any time and 
at any price any of the obligations issued by it, and any such obligations so 
purchased may be sold or resold at any time and at any price. 

"(5) The Corporation is also authorized to borrow from any Federal Reserve 
bank, and any Federal Reserve bank is authorized to make advances to the 
Corporation, on the latter's promissory notes having maturities of not more than 
four months which are secured to the satisfaction of such Federal Reserve bank, 
at rates of discount established in accordance with the provisions of subsection 
(d) of section 14 of this Act and subject to such rules and regulations as the 
Board of Governors of the Federal Reserve System may prescribe. 

"(6) The Corporation is authorized and empowered from time to time to set 
aside such amount, not exceeding $25,000,000, of its surplus as it may deem advis-
able as an insuiance fund, for the purpose of insuring banks whose deposits are 
insured under section 12B of the Federal Reserve Act, against losses which they 
may sustain upon obligations which they may acquire on or after the date on which 
the Industrial Loan Corporation Act becomes effective from any commercial or 
industrial business for the purpose of providing funds to such business. Such 
insurance may be granted to any such bank in such circumstances and upon such 
terms and conditions as the Corporation may by regulation or otherwise prescribe, 
including among other things limitations, to the extent deemed necessary, on the 
rate of interest borne by an insured obligation, on' the amount of obligations 
insured for any one bank, on the types of obligations insured, and on the percent-
age of the total amount of the obligations of any type acquired by any one bank 
to which the insurance shall apply, and requirements for the payment of pre-
miums by the insured banks; but no such insurance shall be gi anted to any one 
bank with respect to outstanding obligations of one obligor which exceed $25,000, 
in amount, and each sueh insured obligation shall provide by its terms and on a 
basis satisfactory to the Corporation for amortization by payments which will 
extinguish the debt secured thereby within a period of not exceeding ten years. 

"(7) The net earnings of the Corporation, after making adequate provision for 
losses, shall be transferred to its surplus or undivided profits account. Upon the 
liquidation or dissolution of the Corporation all assets remaining after the pay-
ment of all indebtedness of the Corporation shall be paid to and become the 
property of the United States. 

"(8) The Corporation is authorized to sell, exchange, or otherwise dispose of 
any obligations or preferred stock which it . has acquired, with or without its 
endorsement or guaranty and upon such terms and conditions as it may deem 
advisable. The provisions of the Securities Act of 1933 shall not applyto any 
obligations issued by the Corporation under subsection (4) of this section, nor to 
transactions by any person in connection with any acquisition by the Corporation 
of obligations or preferred stock or any commitment to acquire them under sub-
section (3) of this saetion, nor, after any such obligations or stock are so acquired 
by the Corporation, to any subsequent sale, exchange, or other disposition of 
them by any person. 

"(9) Any and all notes, debentures, bonds, or other such obligations issued by 
the Corporation shall be exempt both as to principal and interest from all taxation 
(except surtaxes, estate, inheritance, and gift taxes) now or hereafter imposed by 
the United States, by any Territory, dependency, or possession thereof, or by 
any State, county, municipality, or local taxing authority. The Corporation, 
its franchise, loans and other assets, its capital stock, its surplus, its reserves, 
and its income, shall be exempt from all taxation now or hereafter imposed by the 
United States, by any Territory, dependency, or possession thereof, or by any 
State, county, municipality, or other taxing authority; except that any real 
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property of the Corporation shall be subject to State, Territorial, county, munici-
pal, or local taxation to the same extent according to its value as other real 
property is taxed. 

"(10) Notwithstanding any other provision of law, all suits of a civil nature at 
common law or in equity to which the Corporation shall be a party shall be deemed 
to arise under the laws of the United States, and the district courts of the United 
States shall have oiiginal jurisdiction of all such suits; and when the Corpoiation 
is a defendant in any such suit, it may, at any time before the trial thereof, remove 
such suit from a State court into the distiict court of the United States for the 
proper district by following the procedure for the removal of causes otherwise 
provided by law. No attachment or execution shall be issued against the Cor-
poration or its property before final judgment in any suit, action, or proceeding 
in any State, county, municipal, or United States court. 

"(11) The Corporation is authorized and empowered to take such steps as it 
may deem appropriate to encourage and assist in the formation of committees of 
representatives of small businesses and others in local communities to explain to 
possible or prospective applicants for funds the facilities of the Corporation pro-
vided in this section and to advise with and assist piospective applicants in con-
nection with their requests for financial assistance from the Corporation. 

"(12) The management of the Corporation shall be vested in a board of 
directors consisting of the members of the Board of Governors of the Federal 
Reserve System, and the chairman and vice chairman of the board of directors 
shall be the chairman and vice chairman, respectively, of the said Board of 
Governors. At meetings of the board of directors three members shall be neces-
sary for a quorum. The Corporation may utilize, as its officers and employees, 
any employees of the Board of Governors of the Federal Reserve System, and any 
officers or employees of any Federal Reserve bank. If the Corporation shall 
find it advisable, it may employ additional officers or employees, and the employ-
ment, compensation, leave, and expenses of such additional officers and em-
ployees shall be governed solely by the provisions of this section, specific amend-
ments thereof, and rules and regulations of the Corporation not inconsistent 
therewith. No director of the Corporation and no officer or employee of the 
Board of Governors or of any Federal Reserve bank shall receive any compensa-
tion from the Corporation by reason of any services which he may perform for it. 
The Corporation shall determine and prescribe the manner in which its obliga-
tions shall be incurred and its disbursements and expenses allowed and paid, and 
may deposit in any Federal Reserve bank its funds, which shall not be construed 
to be Government funds or appropriated moneys. The Corporation may invest 
its funds in direct obligations of, or obligations guaranteed as to principal and 
interest by, the United States. The Corporation shall reimburse the Board of 
Governors of the Federal Reserve System &,ryd the Federal Reserve banks and 
its other agents for their expenses in carrying out the provisions of this section 
on such basis as may be determined by the Board of Governors of the Federal 
Reserve System. 

"(13) The Corporation shall have a capital stock and surplus which shall be 
paid in in the amounts and out of the funds hereinafter provided. The Secretary 
of the Treasury is hereby authorized and directed, on the date on which the 
Industrial Loan Corporation Act becomes effective, to purchase from each Federal 
Reserve bank the stock of the Federal Deposit Insurance Corporation heretofore 
subscribed for by such bank and to pay to such bank therefor an amount equal 
to the entire sum which the said Secretary was originally given authority to pay 
to such bank under the provisions of this section less the difference between the 
aggregate amounts paid to such bank by the Secretary of the Treasury and the 
aggregate amounts paid to the Secretary of the Treasury by such bank under the 
provisions of this section prior to the date on which the Industrial Loan Corpora-
tion Act becomes effective. When the payment of such amount has been made 
by the Secretary of the Treasury to such bank, the United States shall become 
and be the owner of all the stock in the Federal Deposit Insurance Corporation 
h e r e t o f o r e subscribed for or held by the said Federal Reserve bank and all rights 
of the said Federal Reserve bank with respect to said stock shall be transferred to 
and vested in the United States. Any and all of the obligations and liabilities to 
the United States and to the Secretary of the Treasury which have been imposed 
upon or incurred by any Federal Reserve bank under this section at any time 
prior to the date on which the Industrial Loan Corporation Act becomes effective 
shall on said date be completely discharged and terminated, and no Federal Re-
serve bank shall, after said date, have any obligation or liability to the United 
States or the Secretary of the Treasury by reason of any provisions of this section. 
The amount required to be paid to each Federal Reserve bank by the Secretary 
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of the Treasury under the provisions of this section shall be paid out of the 
miscellaneous receipts of the Treasury created by the increment resulting from the 
reduction of the weight of the gold dollar under the President's proclamation of 
January 31, 1934, and there is hereby authorized to be appropriated, out of such 
receipts, such sums as shall be required for this purpose. 

"(14) Upon the receipt by each Federal Reserve bank from the Secretary of 
the Treasury of the amount specified in subsection (13) hereof, such Federal 
Reserve bank shall forthwith pay the entire amount so received to the Industrial 
Loan Corporation and also shall forthwith pay to the Corporation an amount 
equal to the difference between the aggregate amounts paid to such bank by the 
Secretary of the Treasury and the aggregate amounts paid to the Secretary of the 
Treasury by such bank under the provisions of this section prior to the date on 
which the Industrial Loan Corporation Act becomes effective; and out of the 
aggregate amounts paid to the Industrial Loan Corporation in this manner the 
Corporation shall set aside $100,000,000 as its capital and the remainder as surplus 
and shall issue to and in the name of the United States, and deliver into the 
custody of the Secretary of the Treasury, capital stock in the amount of $100,-
000,000. No stock in the Industrial Loan Corporation shall be transferable, have 
any voting rights, or be entitled to any dividends. Upon the payment of such 
funds to the Industrial'Loan Corporation by the Federal Reserve banks, the 
Corporation shall forthwith purchase from each Reserve bank, and each Federal 
Reserve bank shall sell to the Corporation, all assets held by the Reserve bank 
which were acquired under the provisions of this section prior to the date on which 
the Industrial Loan Corporation Act becomes effective, and such sale shall, be 
made at the appraised value of the assets on the effective date of the Industrial 
Loan Corporation Act, such appraisal being made according to such rules and 
regulations as the Board of Governors of the Federal Reserve System may pre-
scribe. All commitments of each Federal Reserve bank outstanding under this 
section on the date on which the Industrial Loan Corporation Act becomes effective 
shall forthwith be taken over and assumed by the Corporation. 

"(15) When designated for that purpose by the Secretary of the Treasury, the 
Corporation shall be a depositary of public moneys under such regulations as may 
be prescribed by said Secretary; and it may also be employed as a fiscal agent of the 
Government; and it shall perform all such reasonable duties, as depositary of 
public money and fiscal agent of the Government, as may be required of it. 
Obligations of the Corporation shall ,be lawful investments, and may be accepted 
as security for all fiduciary, trust, and public funds the investment or deposit of 
which shall be under the authority or control of the United States or any officer or 
officers thereof. The Corporation shall be entitled to the free use of the United 
States mails in the same manner as the executive departments of the Government. 

"(16) Whenever it shall appear to the Board of Governors of the Federal 
Reserve System, either by reason of a decrease in the volume of the operations of 
the Corporation or otherwise, that there is no longer a reasonable need for the 
continuance of the facilities of the Corporation, the said Board may order the 
dissolution of the Corporation, and thereupon the Corporation shall be liquidated 
and its affairs wound up under regulations prescribed by the said Board. 

"(17) The Corporation shall annually prepare a full report of its operations, and 
this report shall be included by the Board of Governors of the Federal Reserve 
System in the annual report made by it to the Speaker of the House of Represent-
atives in accordance with the provisions of section 10 of this Act." 

SEC. 2. Subsections (h), (i), and (k) of section 22 of the Federal Reserve Act 
are amended by inserting after the words "Federal Reserve bank" wherever they 
occur in such subsections the words "or the Industrial Loan Corporation"; and 
subsection (j) of said section 22 is amended by inserting after the words "Federal 
Reserve bank" the words "and of the Industrial Loan Corporation". 

SEC. 3. (1) The third paragraph of section 24 of the Federal Reserve Act is 
amended by striking out the word "established" where it appears in said para-
graph, by substituting the words "the Industrial Loan Corporation" for the words 
"a Federal Reserve bank" wherever they appear in said paragraph, and by strik-
ing out the words "or (d) in which" which appear in said paragraph and substitut-
ing therefor the following: "(d) which are insured by the Industrial Loan Cor-
poration, or (e) in which". 

(2) The last sentence of paragraph "Seventh" of section 5136 of the Revised 
Statutes, as amended, is further amended by inserting before the colon after the 
words "national mortgage associations" a comma and the following: "or obliga-
tions of the Industrial Loan Corporation". 
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SEC. 4. Sections 1, 2, and 3 of this Act shall become effective on the 1st day 
of the second calendar month following the date of its enactment. 

Senator WAGNER (chairman of the subcommittee). Senator Mead r 

we will be delighted to hear from you. 

STATEMENT OF HON. JAMES M. MEAD, A SENATOR FROM NEW 
YORK 

Senator M E A D . Mr. Chairman and members of the subcommittee, 
first of all I wish to tell you how deeply I appreciate this opportunity 
to appear here and speak in regard to this matter. 

Your consideration of the bills which I have introduced has en-
couraged me to continue my effort to establish the opportunity for 
small-business men to enjoy the credit facilities that their bigger 
competitors have been enjoying right along. 

We are all agreed that the industrial resources of the Nation must 
be coordinated and geared into a great productive machine which 
can produce quickly and efficiently the necessary weapons of national 
defense. We read over and over again that the time has arrived 
when opposing groups of our people must lay down their differences 
and strive for unity. 

We do not know what productive necessities lie ahead, but it is not 
outside the realm of thoughtful consideration that the industrial 
agencies of this Nation may be called upon, as never before, to co-
operate in supplying vital military equipment. 

We hope with all our hearts that the economic resources of this 
Nation shall not have to be dissipated in the wasteful pursuit of 
rearmament. Nevertheless, this is no time for miscalculation nor 
for indifference to the gravity of world conditions. 

With these unpleasant but realistic portents in mind, the Congress 
must assume earnest responsibility in providing for the well-being-
of certain branches of our industrial system which have been sur-
viving with great difficulty during the past few years. 

Senator ADAMS. Senator Mead, would an interruption bother you? 
Senator M E A D . N O . 
Senator ADAMS. D O you mean to lay the foundation for your present 

effort upon the need for national defense, so that if the emergency 
should pass you would no longer have an interest in it? 

Senator M E A D . N O , that is not what I have in mind, but imperative 
is the great need for a national defense program. Having in mind 
the great part that the small-business man played in this same 
program in the World War, and realizing his desire to improve plant 
facilities so that he may take advantage of the opportunity to serve 
the Government in this crisis, prompted me to preface my remarks 
with that statement. 

I realize that if the principle is established, if the system whereby 
small-business men may secure adequate credit facilities is established, 
then their plants, which will serve the Government in this crisis, will be 
in fine shape to continue peacetime operations, after the crisis is over. 

Small business enterprise has been experiencing great difficulty in 
securing adequate long-term credit and capital at reasonable rates of 
interest. I am going to go into that subject further a little later in 
mv remarks, but I predicate what I say now on the thought that little 
business is in extremely severe circumstances. 

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



B U S I N E S S LOANS B Y F E D E R A L R E S E R V E B A N K S J J 

Now, it occurs to me that this is not a time when we, as a Nation, 
can afford to sacrifice any essential industries, large or small, that may 
contribute to our productive ability directly or indirectly in the pro-
vision of national defense requirements. In considering our great 
industrial power, the little business in a little plant in a little obscure 
community is just as vital and just as important as the great huge 
corporation with its far-flung branches. Little business is scattered 
in small villages and hamlets throughout the Nation, but, even so, 
little business is, collectively, an empire all of its own. It is a strong 
arm on which the Nation must depend for strength in any national 
emergency. 

It is an unfortunate circumstance that little business today, through 
a strangulation of credit and capital is, to a large extent, operating 
with antiquated machinery, with old processes, and has been reduced 
to a relatively low level of productive efficiency. The small business 
man supplies the raw materials which big business needs. Through 
his hands flow countless important articles with which we shall be 
more and more in need. 

Therefore, what I say to you today about little business is of vast 
importance in this program of national defense upon which we are 
about to embark. We must strengthen the utility of little business, 
increase its productive efficiency, and revitalize its place in the eco-
nomic sphere. If more adequate credit and capital through local banks 
is all that little business requires, and that is my conviction, we 
ought to immediately concern ourselves with the satisfactory dis-
position of this problem. 

I want to read for you a very brief summary of the chief features 
of S. 2998 

Senator ADAMS (interposing). We only have before us on the 
committee table S. 3839. 

Senator M E A D . We also have S. 2998. I can take up S. 3839 
first if you wish. These proposed amendments to section 13b of the 
Federal Reserve Act would eliminate certain limiting provisions. It 
is important that we have that in mind. Section 13b of the Federal 
Reserve Act now authorizes Federal Reserve banks to make loans 
direct to established commercial and industrial enterprises for working 
capital purposes for periods up to 5 years. 

Senator ADAMS . Senator Mead, you speak of that as a limitation, 
and yet that is an expansion and departure from the original Federal 
Reserve Act. 

Senator M E A D . It was, yes. When it was introduced and passed 
under the sponsorship of Senator Glass, it was a liberalization, at that 
time, but it is a severe limitation to restrict small business in the 
matter of loans for working capital purposes only for a period of 5 
years when their bigger competitor can secure loans for unlimited 
periods and for all other purposes, I mean other than for working 
capital purposes. 

I will take up this explanation of the proposed amendments to 
section 13b of the Federal Reserve Act as contained in S. 3839: 

Section 13b of the Federal Reserve Act now authorizes Federal 
Reserve banks to make loans direct to established commercial and 
industrial enterprises for working capital purposes for periods up 
to 5 years. It also authorizes the Federal Reserve banks to grant 
commitments to or participate with financing institutions with respect 
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to any such loans. The limitations now contained in the act with 
respect to working capital, established businesses, and maturities 
make it impossible for the Federal Reserve banks to grant credit to 
many worthy enterprises, particularly where additional funds are 
needed for expansion or improvement. 

The proposed amendment would eliminate these limiting provi-
sions and permit Federal Reserve banks to extend credit to any 
business enterprise, without restriction as to purpose, for such periods 
as the circumstances in each case would warrant. 

And I might say that that is the gist of the amendment. It is a 
liberalizing amendment. 

Under present law the Secretary of the Treasury is authorized to 
pay to the Federal Reserve banks up to $139,299,557, out of the incre-
ment resulting from the reduction of the weight of the gold dollar, 
for the purpose of enabling the Federal Reserve banks to make indus-
trial advances. This is the amount paid by the Federal Reserve 
banks for stock in the Federal Deposit Insurance Corporation. The 
Secretary of the Treasury has paid to the Federal Reserve banks 
approximately $27,000,000 for this purpose. The law now requires 
the Federal Reserve banks to pay the Government annually 2 per-
cent, if earned, on the amount received from the Secretary of the 
Treasury. The proposed amendment would direct the Secretary of 
the Treasury to pay to the Federal Reserve banks when requested 
bv the Board of Governors of the Federal Reserve System such 
portions of the sum of $139,299,557, not already paid to the Federal 
Reserve banks, as the Board of Governors may deem necessary to 
enable the Federal Reserve banks to make the loans, discounts, 
advances, purchases, and commitments therein authorized, would 
eliminate the provisions for the annual payment by the Reserve banks 
of 2 percent, and would authorize the Board of Governors to make 
such reallocation among the Federal Reserve banks of funds received 
from the Secretary of the Treasury as it may find necessary to meet 
existing needs. 

The amendment also provides that whenever the Board of Gover-
nors of the Federal Reserve System shall conclude that the amounts 
paid to the Federal Reserve banks by the Secretary of the Treasury 
are no longer needed for operations under section 13b, the amount 
received from the Secretary of the Treasury, plus income and less 
expenses and losses, shall be paid to and become the property of the 
United States. 

The amendment eliminates the requirement of the present law that 
each Federal Reserve bank shall have an industrial advisory com-
mittee to pass on all loan applications. 

Senator ADAMS. What is the objection to that? 
Senator M E A D . It was suggested in the interest of better adminis-

tration and to facilitate the issuance of loans. It is hoped that 
Federal Reserve banks, and the Federal Reserve Board, through its 
regulations and instructions, would cut red tape and permit the 
functioning of this liberalizing amendment to the end of expediting 
the issuance of loans. In other words, it would expedite the volume 
of loans required for small businesses. 

Under the present section 13b each financing institution obtaining' 
a commitment from or participating with a Federal Reserve bank on 
any loan must bear at least 20 percent of any loss that may be sus-
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tained. The proposed amendment would modify this to provide 
that the financing institution must bear at least 10 percent of any loss 
that may be sustained on such a loan. 

Now, Mr. Chairman and members of the subcommittee, that is an 
explanation of the bill, S. 3839. I might say that it is the more modest 
approach to the problem I have in mind. 

As I mentioned awhile ago, there is another bill here, S. 2998, which 
is also suggested as an approach to the solution of this problem. It 
embodies not only the philosophy of the bill I have just explained but 
it sets up an industrial loan corporation within the Federal Reserve 
System, or by that System, to make loans to business through this 
proposed corporation. It establishes a system of coordinating busi-
ness loans, and it would permit the corporation to borrow, sets forth 
regulations for the management of the corporation, and for the dis-
solution of the corporation when it is no longer needed. It requires 
an annual report to be made to the Congress of its activities, to be 
submitted by the Federal Reserve Board. 

Senator W A G N E R . D O you want us to consider both of these bills? 
Senator M E A D . Well, this is a minor modification of the existing 

section. In view of the lateness of the session it is quite possible that 
such a proposal could get further than the major proposal. 

Senator W A G N E R . When you say "such a proposal" you mean 
S. 3839. 

Senator M E A D . Yes. That is the minor proposition. And the 
bill S. 2998 is the major proposal. I have here an explanation of that 
bill, which is only two pages long, if I may read it? 

Senator W A G N E R (chairman of the subcommittee). We will be glad 
to hear it. 

Senator M E A D . This is an explanation of S. 2 9 9 8 , which is referred 
to as the Industrial L0311 Corporation bill. 

Industrial Loan Corporation: The bill would terminate the present 
limited authority of the Federal Reserve banks to make industrial 
loans, and would transfer this authority, in broadened and more 
effective form, to the Industrial Loan Corporation, which the bill 
would set up as an integral part of the Federal Reserve System. The 
activities of the Corporation could be promptly set in motion through 
the existing facilities of the Federal Reserve System. The plan would 
involve no increase in the Budget. 

Loans to business by Corporation: The Corporation could extend 
financial assistance to commercial or industrial businesses by acquiring 
their notes, debentures, bonds, or similar obligations, by purchasing 
preferred stock in such businesses, or by making commitments to ac-
quire such obligations or stock. Such obligations could not have a 
maturity in excess of 10 years and provision would have to be made, 
in a manner satisfactory to the Corporation, for periodic repayments 
or retirements on such obligations and stock sufficient to repay or 
retire at least 40 percent of the principal amount within a 10-year 
period. The Corporation could extend its assistance to industrial or 
commercial businesses directly or in cooperation with financing insti-
tutions, but it could not have more than $1,000,000 of funds outstand-
ing at any time to any one commercial or industrial business. 

Senator ADAMS . This would go beyond the lending field and pro-
vide for investments. That is, it would provide that the proposed 
institutions may purchase preferred stock, which is an entire departure 
from the credit-extending feature. 
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Senator M E A D . Well, of course, it is assumed that it will have power 
similar to the power of the Reconstruction Finance Corporation, and 
that it will be able to make such purchases in the interest of the safety 
of the investments of the United States. These investments will per-
mit the business enterprise to expand and to rehabilitate present 
plants; at the same time it will probably prove safer than an outright 
loan. 

Senator ADAMS. I S there not a very wide distinction between the 
situation of the R. F. C. and Federal reserve banks? The capital of 
such banks is contributed by private institutions. There you are 
dealing with capital furnished by private institutions. In the case of 
the R. F. C. the Government furnishes the credit. If the Govern-
ment wants to do what it pleases with its own funds, that is one thing, 
but it is hardly a parallel to have banks buying preferred stock with 
money that belongs to the banks, and, in turn, you must remember 
the bants are dealing with money which belongs to their depositors. 

Senator M E A D . I do not believe that we should delimit the opera-
tions of private banks, and if the Government is permitted to invade 
this field it seems to me the banks should be permitted also to invade 
this other field if it presents a lucrative opportunity. 

Senator ADAMS. But this in substance would be compelling banks 
to take money of their depositors and invest it in preferred stock of 
industry. 

Senator M E A D . We have another provision in the bill that permits 
of raising this money which will be at the disposal of the corporation. 
And in view of the fact that our banks are burdened with idle cash it 
seems to me we ought to be exploring every possible field for profitable 
investment. 

Senator ADAMS. But we do not want to go into a field which will 
prevent banks from paying depositors their money. We do not want 
them placed in the position where they might have to say: We have 
some preferred stock, and how would you like to have that stock? 

Senator M E A D . I believe the Federal Reserve Board, and the pro-
posed corporation, which would be an integral part of the system, 
will be able to make liquid a sufficient amount of money to cover the 
requirements of depositors. 

Senator DANAHER . Let me ask Senator Adams if his objection in 
that particular 

Senator ADAMS (interposing). It is a comment, not an objection. 
Senator DANAHER . I understand that it was more in the nature of 

a comment. But let me consider it for my present purpose as an 
objection. 

Senator ADAMS. All right, if you wish to do so for the purpose of 
your question. 

Senator D A N A H E R . Would that objection be met if it were put on 
an optional rather than a compulsory basis, I mean with reference to 
the individual? 

Senator ADAMS. There will be the option, I take it. 
Senator D A N A H E R . Yes. 
Senator ADAMS. But who will have the option? 
Senator D A N A H E R . The Federal Reserve banks. I mean a Federal 

Reserve bank will have the option as to whether or not it will partici-
pate in the machinery they set up. 

Senator ADAMS. That would take away a good deal of the objection. 
Here the Federal Reserve Board is appointed at Washington, and as 
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to the banks they elect the majority of the representatives, but the 
Board is the representative of the Federal Government. 

Senator DANAHER . While I am not on this subcommittee yet I 
have attended almost every hearing that has been held on this sub-
ject, and am perfectly convinced there is a need for equity or invest-
ment capital somewhere. How we will provide it is the problem. 
Whether or not this bill does it is questionable. I agree with Senator 
Adams in his approach to this subject, now construing the present 
position as an objection, but I do think some means might be found 
whereby we might open an outlet for capital up to 5 years, or perhaps 
10 years. Certainly today that is lacking in any number of fields, 
particularly with reference to small businesses. 

Senator M E A D . In view of the condition of banks today—and 
we have read recently of banks forced to close their doors because of 
the drain upon their resources resulting from idle money—I think 
something must be done. In view of the safeguarding provisions 
included in this bill I think it would help the situation. 

Senator ADAMS . I take it you would rather have a bank closed 
because of having too much money than because of not having enough 
money. 

Senator M E A D . I think having banks that are overstuffed with 
money, and banks that have not enough money, are twin evils. Those 
are evils that have developed in the working out of our Democratic 
processes, and we have to find some outlet or our Democratic processes 
will probably be weakened. At any rate I can see no objection to the 
proposed corporation under the safeguarding influence of the Federal 
Reserve System enjoying the same privilege which the R. F. C. now 
enjoys as long as the investment is safe, as long as the liquid require-
ments of the system will be met. 

Senator CLARK of Idaho. Referring to the lay-out provided for here 
in S. 2998, is that the set-up that was presented to the monopoly 
committee, the T. N. E. C., by Mr. Berle, I think it was? 

Senator M E A D . I doubt it. It may have some relationship to it 
but it is not identical. Perhaps I better read further along here and 
thereby I may answer some of your questions. 

Insuring business loans: The corporation could set aside an amount 
not exceeding $25,000,000 as an insurance fund for insuring banks 
whose deposits are insured by the Federal Deposit Insurance Cor-
poration against losses which such banks may sustain on future loans 
to commercial or industrial businesses. The corporation could 
prescribe regulations regarding such matters as limitations on the rate 
of interest on insured loans, the types of obligations insured, the 
percentage of total obligations of any bank which would be insured, 
and premiums to be paid for the insurance, but no such loan could be 
insured unless it was for an amount not exceeding $25,000 and was to 
be amortized over a period not exceeding 10 years. 

Capital and surplus of corporation: The capital and surplus of the 
Industrial Loan Corporation would be supplied from a fund of about 
$139,000,000 which has already been appropriated (out of the incre-
ment resulting from the devaluation of the dollar) for the purpose of 
assisting Federal reserve banks in making industrial loans. The 
Secretary of the Treasury was authorized to pay this sum to the re-
serve banks for this purpose on the security of the approximately 
$139,000,000 of Federal Deposit Insurance Corporation stock which 
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the reserve banks were required to purchase when the Federal Deposit 
Insurance Corporation was organized. 

Senator ADAMS . With that provision these two bills do not go along 
parallel. That is, this major bill would exclude the other because 
otherwise you would be making use of the same fund twice. 

Senator M E A D . Oh, yes; you could not have the two bills. What I 
am concerned with is securing a bill at this session, and if this bill is 
too complicated I prefer the minor and less complicated bill. 

Senator W A G N E R . I was just looking at this bill, S. 3839. That 
does riot provide for any purchase of preferred stock. 

Senator M E A D . Oh, no; I will continue with this explanation of 
S, 2998: 

Pursuant to this authority, the Secretary has paid approximately 
$27,,000,000 to the reserve banks and the proposed plan w ôuld require 
him to pay the balance, or about $112,000,000. The reserve banks 
would be required to use all of these funds to supply the capital and 
surplus of the Industrial Loan Corporation which would consist of 
about $39,000,000 of surplus and $100,000,000 of capital stock, to be 
issued to the United States and delivered to the Secretary of the 
Treasury. The Federal Deposit Insurance Corporation stock now 
owned by the Federal reserve banks would also be transferred to and 
be owned by the United States. The outstanding industrial loans 
and commitments of the Federal reserve banks would be transferred 
to the Industrial Loan Corporation. Upon the dissolution or liquida-
tion of the Industrial Loan Corporation all its assets in excess of in-
debtedness would be paid to the United States. 

Borrowing by Corporation: The Corporation could issue notes, 
debentures, bonds,, or similar obligations to the amount of $500,000,-
000, and such obligations would be guaranteed as to principal and 
interest by the United States and would have tax exemptions similar 
to those of other Government guaranteed obligations. The Corpora-
tion also could borrow from any Reserve bank on the Corporation's 
promissory note secured to the satisfaction of the Reserve bank and 
having a maturity not exceeding 4 months. 

Management of Corporation: The members of the Board of 
Governors of the Federal Reserve System would be the directors of 
the Industrial Loan Corporation and the chairman and vice chairman 
of the Board of Governors would be chairman and vice chairman, 
respectively, of the Corporation. The Corporation could utilize the 
Federal Reserve banks as its agents, and could use any employees of 
the Board of Governors or the Reserve banks as its own officers or 
employees, reimbursing the Board of Governors or the Reserve banks 
for such services. No director of the Corporation and no officer or 
employee of the Board of Governors or of any Reserve bank would 
receive any extra Compensation for his services for the corporation. 
The bill provides that the Corporation "shall endeavor to decentralize 
its activities" and that functions other than the prescribing of regula-
tions or the determination of general policies may be performed 
through designated representatives. 

Dissolution of Corporation when not needed: The Board of Gover-
nors of the Federal Reserve System could order the dissolution and 
liquidation of the Corporation whenever it appears, either by reason 
of decreased volume or otherwise, that there is no longer a reasonable 
need for the facilities of the Corporation. 

239561—40 3 
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Small-business men's committees: The Corporation would be 
authorized to take appropriate steps to encourage and assist in the 
formation of committees of representatives of small business and others 
in local communities to explain the corporation's facilities and assist 
prospective borrowers in presenting their applications. 

Annual report: A full report of its operations would be made by 
the Corporation annually and included in the annual report submitted 
to Congress by the Board of Governors of the Federal Reserve 
System. 

Now, Mr. Chairman, I understand that your committee has a 
favorable report from the Federal Reserve Board on the similar bill, 
S. 3 8 3 9 . We also have present the chairman of the Federal Reserve 
Board and one of the members of the Board of Governors. If it is 
your desire—and it would meet with my approval I assure you—to 
take up S. 3 8 3 9 , we will dismiss S. 2 9 9 8 with the explanation, which 
can be made a part of your record, and revert to the smaller bill, 
which has the approval of the Federal Reserve Board, namely, S. 3 8 3 9 , 
for our further discussion this morning. 

Senator W A G N E R (chairman of the subcommittee). Very well. 
Senator M E A D . S. 3 8 3 9 is the minor bill. It is the one that I 

developed in the first part of my talk, and that is the one that has the 
approval of the Federal Reserve Board. 

Senator W A G N E B . That is the bill which you desire the sub-
committee to consider at this time. 
- Senator M E A D . It is my belief that that bill may get some place at 
this time, that it can make progress, that it does not require the study 
nor the effort on the part of the committee or of the Congress that the 
other bill might require. Therefore I think it would be the wisest 
choice for us to make; and because the chairman of the Federal 
Reserve Board is here I would like you to ask him to answer any 
questions or make any statement that he may desire to make. 

Senator W A G N E R . Very well. Have you concluded your state-
ment, Senator Mead? 

Senator MEAD. I have concluded, unless you have some questions? 
Senator W A G N E R . Any questions by members of the subcommittee? 
(A pause without response.) 
We thank you very much, Senator Mead. 
Now, Chairman Eccles, will you come forward to the committee 

table and give us the benefit of your views on S. 3839? 
Mr. E C C L E S I will be glad to do so. 
Senator W A G N E R . I think, before we ask you any questions, we 

would like you to give us your views generally on this proposed 
legislation. 

STATEMENT OF MARRINER S. ECCLES, CHAIRMAN, BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE SYSTEM, WASHINGTON, 
D. C. 

Mr. E C C L E S . The Board has felt that the existing authority given 
to the Federal Reserve System to make direct loans to industry is 
entirely inadequate, and for that reason that, unless the law is 
amended, they should be entirely relieved of any responsibility in con-
nection with making such loans by repealing the present provision of 
the law and authorizing them to liquidate the loans which they now 
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hold and the commitments which are outstanding to banks, thus 
returning to the Treasury the funds that have been advanced and 
upon which the Federal Reserve System is required to pay, if they 
earn it, 2 percent. 

But in the absence of such a repeal, we feel that the Congress should 
give us broader powers to deal with this problem of making direct 
loans. It hardly seems fair to be charged with the responsibility and 
be unable to carry it out because of the great restrictions and limita-
tions on loans. 

We are not asking during my time, nor has the Federal Reserve 
System asked, for increased powers to enter this field. It is up to the 
Congress to determine whether or not they desire the Federal Reserve 
System to enter this field. 

There has been considerable argument as to whether or not the 
Federal Reserve System should do this type of lending; whether the 
Reconstruction Finance Corporation should not do the lending in its 
entirety. 

It seems to me there is this to be said in this connection: The 
direct lending was initiated in the first instance by Governor Black, 
who was the head of the Federal Reserve Board, in 1934, and it was 
as a result of his effort that this legislation was originally enacted. 

The Reconstruction Finance Corporation, very shortly after the 
effort was made by Governor Black to get this power, also undertook 
to get a duplication of the authority to make this type of loan. So 
that from the beginning there has been a divided responsibility, or 
authority, to make loans of this sort. 

There has been this exception, however: That the law governing 
the Reserve System's authority to make direct loans has not been 
amended since 1934 to meet the situation; whereas during that period 
there have been three or four important amendments to the F. C. 
law, and as a result, of course, the Reserve System has, for all 
practical purposes, for the past 2 or 3 years, I would say, been almost 
out of business in this particular field. 

The Federal Reserve System, it seems to me, is particularly well 
organized and adapted to do a job of this sort. With 12 banks and 
24 branches, making 36 offices, located in the trade areas throughout 
the United States, with the close relationship of those banks and 
branches to the member banks, and the member banks include all 
national banks and a large number of State banks, practically all of 
the larger State banks, we should be adapted to do this job. In other 
words, member banks of the Federal Reserve System that do business 
with these Reserve banks and branches constitute more than 85 
percent; that is, they hold more than 85 percent, of the deposits of 
the banking system. These Reserve banks have been established for 
a period of 25 years. They have a trained staff of people who are 
well qualified and who, at the present time, have little to do in the 
field of credit, because the member banks, due to the larger excess 
reserves that they have had since the twenties, have little need for 
borrowing from the Reserve System; and this staff is what we may 
term a stand-by organization, and they could very well perform this 
function without any extra cost or expense. They have the facilities 
in the way of buildings, equipment, and so forth, and they have a 
very close daily relationship with the banks of the area and know the 
credit needs of the people better than anyone else of the area. 
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For that reason, it would seem to me that, under the direction of the 
Board for the purpose of carrying out a uniformity of policy and regu-
lations governing loans, the Federal Reserve System is in a particu-
larly good position to perform this function. 

Now, the R. F. C. in a good many instances occupies quarters in the 
Reserve banks. They had to set up an organization to do this work. 
They have, of course, other fields of activities besides this, such as the 
taking of the preferred stock and debentures of banks, such as the 
specialized field of loans to railroads, and such as the specialized field 
that is recently proposed in the legislation to help finance the arma-
ment program. Those are large, specialized fields that I do not believe 
the Reserve System should go into, and they are not in any way, of 
course, contemplated under this proposed bill or under the other 
proposed bill that Senator Mead his discussed. 

This bill, or the other bill, for that matter, contemplates pretty 
largely the loans being made by the local banks, the member banks in 
the area, with the commitment made by the Reserve System. 

Senator D A N A H E R . May I interrupt you, Mr. Eccles? 
M r . ECCLES . Y e s . 
Senator D A N A H E R . Would you right at that point be willing to 

explain to us the commitment in loans now outstanding under the 
present section 13b and compare that particular situation with what 
could be done under section 13b as amended? 

Mr. ECCLES . Yes; I will be glad to do that. 
As Senator Mead has explained to you, the present law has very 

great limitations. First, the loans must be for working capital pur-
poses and they must not exceed 5 years and they must be made on a 
reasonable and sound basis to established businesses. In other, 
words, the law pretty generally confines the Reserve System to the 
type of lending that the banks themselves would make without the 
Reserve System. 

There is the further feature that the Federal Reserve banks each 
have to put up one-half of the amount that is loaned. I do not believe 
that that was ever contemplated in the law. The $139,000,000 of 
the surplus of the Federal Reserve Banks that was appropriated by 
Congress for capital of the Federal Deposit Insurance Corporation, 
it was expected, would be returned to the Federal Reserve Banks out 
of part of the gold profit, and there was set aside $139,000,000 of the 
gold increment in the Treasury for the purpose of reimbursing the 
Reserve banks for the amount of the surplus that had been taken 
away. However, that was to be reimbursed to them only for the 
specific purpose of making these direct industrial loans. 

The Treasury was given broad powers with reference to the appro-
priations, and they made a regulation that they would not appropriate 
any of this money except on a basis of dollar for dollar of what the 
Reserve banks put up. That in itself was a great deterrent, because 
with the surplus of the banks reduced by $139,000,000, and the 
banks being required to put up part of what was remaining in loans, 
made them rather restrictive in the credit policy, in addition to com-
plying with statutory restrictions. The requirement that they put 
up dollar for dollar with the $139,000,000 fund naturally caused them 
possibly to be more restrictive than was contemplated or than they 
otherwise would have been. 
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Senator ADAMS . Mr. Eccles, so that I may get the chronology clear 
in my mind, the Federal Deposit Insurance Corporation law was 
passed prior to the gold devaluation? That is, the § 1 3 9 , 0 0 0 , 0 0 0 was 
put in out of the capital or the surplus of the Federal Reserve System 
into the Federal Deposit Insurance Corporation. That was one 
transaction in and of itself? 

Mr. ECCLES . That is correct. 
Senator ADAMS . When you refer to a restoration, that was a sub-

sequent step not contemplated originally? 
Mr. ECCLES . That is correct. It has the same effect as if it had 

been contemplated. 
Senator W A G N E R . Mr. Eccles, just so I might be clear on this, you 

are talking about dollar for dollar. Does that mean, for instance, 
that if a loan of $ 1 0 0 , 0 0 0 was to be made, $ 5 0 , 0 0 0 would be a commit-
ment from the fund of $ 1 3 9 , 0 0 0 , 0 0 0 ? 

Mr. E C C L E S . That is right. 
Senator W A G N E R . And the other $ 5 0 , 0 0 0 
Mr. E C C L E S (interposing). Would come out of the surplus of the 

bank. The proposed amendment, of course, changes that. The 
restrictions that have been referred to and exist in the present law 
would be eliminated in the amendments. 

Senator C L A R K of Idaho. How will this work with the present 
R. F. C. set-up? Will it parallel it if this amendment is passed and 
enacted into law? 

Mr. E C C L E S . Yes, it will. 
Senator C L A R K of Idaho. Will you get into a competitive situation 

there? For instance, suppose a loan was refused by the R. F. C. 
Would you dare commit yourself if they turned it down? 

Mr. E C C L E S . Well, we had, right from the beginning, a competitive 
situation. 

Senator C L A R K of Idaho. Yes; but you just did not make loans. 
Mr. E C C L E S . Well, we made the first 3 years more than the R. F. C. 

made, until they got their amendments. We both had a compara-
ble situation. 

Senator M E A D . You had a better record than they did. 
Mr. E C C L E S . I would prefer this not to be on the record. 
Senator W A G N E R (chairman of the subcommittee). Leave this off 

the record. 
(A discussion was had which, at the direction of Senator Wagner, 

chairman of the subcommittee, was not recorded, and after which 
the following occurred:) 

Senator D A N A H E R . I think that ought to be in the record, Mr. 
Chairman, and I have in mind that Mr. Jones himself testified before 
this very committee that the experience with these small loans was 
such that he expected the losses would be plenty—they were his 
words—and we will all recall that when the lending-spending bill was 
under consideration. I do not think there is any element of contro-
versy between these two respective agencies. On the contrary, they 
should analyze for us and give us any expert opinion on a pending 
measure. I move that it be included in the record. 

Senator C L A R K of Idaho. Why don't you just submit the figures? 
Senator W A G N E R . I do not suppose he can put something in the 

record that is already off the record, unless he has an extraordinary 
memory of what he said. 
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Why don't you just submit the figures? 
Mr. ECCLES . Can we not submit those figures, Mr. Smead? Yes. 

The figures are just a matter of record. 
Senator W A G N E R . D O not be quite so sensitive about your views. 

The other departments are not so sensitive about theirs. 
Mr. ECCLES. I do not hesitate to express my views. I do not want 

to make it appear that there is any controversy between us, because, 
as I stated very frankly, as far as the Board or System is concerned, 
either Congress should repeal the present authority of the Federal 
Reserve bank or give us power and authority to really do a job; and 
we think, under the present circumstances, because of the extraor-
dinary facilities we have, that we can do it, and there is no question 
that the R. F. C., with its greatly increased responsibility in specialized 
fields, will likely have a great deal to do. 

The figures referred to above are as follows: From the passage of the 
act in June 1934, to January 31, 1935, when Congress first liberalized 
the R. F. C. authority to make these loans, the Federal Reserve banks 
had made loans and participations of thirty-two-million-odd dollars 
against approximately $9,000,000 for the R. F. C. From January 31, 
1935, until April 1938—when the bars were dropped again as to 
R. F. C. lending—i. e., SH years after the passage of the act, the 
accumulative figures show that the Federal Reserve banks had made 
loans and participations of one hundred and eleven-million-odd dollars, 
as against approximately $105,000,000 for the R. F. C. The amend-
ment of April 13, 1938, removed practically all restrictions on business 
loans by the R. F. C. From that date until the end of June 1939, the 
Federal Reserve banks continued to make new loans increasing the 
accumulative total of loans and participations by $21,000,000. 
During this period the R. F. C/s authorizations increased approxi-
mately $235,000,000, although disbursements increased only about 
$73,000,000. As of June 28, 1939, the Federal Reserve banks had 
authorized loans totaling one hundred and seventy-nine-million-odd 
dollars, of which $14,000,000, or approximately 8 percent, had been 
canceled, whereas the R. F. C. had authorized a total of four hundred 
and thirty-four-million-odd dollars, of which $85,000,000, or approxi-
mately 20 percent, had been canceled. None of the restrictions con-
tained in the act authorizing the Federal Reserve banks to make these 
loans, as originally passed, have been removed. 

The smaller lending up to, say, a million dollars as a maximum, can 
be decentralized and can be done through the Federal Reserve banks 
and the branches, and this fund which was set aside by Congress for 
this purpose—and only $27,000,000 of it has been used—could be 
made effective and could be used. 

There is this situation that may develop. Due to the preparedness 
program and the proportion that it is likely to reach and the period 
over which it may well extend, there are, no doubt, a great many 
small businesses that would be able to get contracts for the innumer-
able supplies in practically eveiy field that the Government will 
require and they will need, no doubt, some capital. 

The Government—at least, if you can judge by what happened in 
the last war—is often very slow in making payments, and we can 
expect that it may be as long as 6 months and in some cases a year 
before payments are made. That, I think, has happened in the past, 
and I do not believe that the larger businesses which are well financed 
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should have necessarily the great competitive advantage that they 
would have over many smaller businesses that may under the present 
circumstances not be well financed. 

The smaller businesses, too, would very likely have difficulty going 
to a capital market. The cost involved in the changes that have been 
made in the elimination of the local underwriters, the bank security 
affiliates, and the registration requirements, has made the problem of 
capital financing to the small concern very much more difficult than 
was the case during former periods. 

Senator C L A R K of Idaho. You mean for capital loans? 
Mr. E C C L E S . That is right. 
Senator C L A R K of Idaho. As distinguished from working capital? 
Mr. E C C L E S . That is right. I am speaking of the longer term 

capital loans. 
Senator H U G H E S . What do you mean by the cost of the registration? 
Mr. E C C L E S . Well, I meant merely that there was certain ac-

counting, certain inevitable costs, involved, and when it is charged 
against a small issue it makes it greater than if it is spread over a 
lar^e issue. 

Senator H U G H E S . Yes; I realize that. 
Senator C L A R K of Idaho. Is your Board substantially of a uniform 

opiniont that is, perhaps not with everything you have said, but 
generally, as regards the ability of the Federal Reserve System to 
take over a broader field? 

Mr. E C C L E S . Well, I would say the Board would be unanimous 
in the view that the System could do this job. I would not want to 
say that the Board is unanimous in preferring the responsibility to 
do the iob. I would say that a majority of the Board would be 
favorable—in fact, would like to have the responsibility to do this 
job. There is a letter from the Board stating the position of the 
Board on this question, so that the Board is on record as favoring 
this, but that was not the question you asked me. 

The loans, as I started to say before we got a little off the question 
here, would be largely made, I think, by the member banks in each 
Federal Reserve area, the commitments for those loans being made 
by the Reserve banks. 

For example, here is a concern to which a bank would not be willing 
to make a long-term loan on the terms required, but if the Reserve 
bank would say, "We will insure," which is in effect what a commit-
ment means, or, "We will make a commitment to take up 90 percent 
of that loan at any time you desire us to do so, you carrying 10 per-
cent of it, but on the 90 percent you will have to pay us. 1 or ll/2 
or 2 percent, as the case may be, for the commitment," that is the 
way most of these loans are made, so that it is a question of the bank 
having the opportunity to make a credit that they now may not 
make. 

Most of the loans that would be made would originate with the 
banks and they would merely use this broader facility of the Reserve 
System to enable them to make loans of this sort which at the present 
time, so far as making them through the Reserve System is concerned, 
they cannot make. 

Now, a good many of them are being made through the R. F. C. 
Senator C L A R K of Idaho. I do not want to unduly prolong this, 

but let me ask you this question. Would that create a situation 
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where the banks would tend to get all of their loans or more than 
usual insured? Might you not get into a situation where the Federal 
Reserve System would be substantially underwriting a greater part 
of bank loans? 

M r . ECCLES . N o . 
Senator CLARK of Idaho. You think not? 
M r . ECCLES . N o . 
Senator CLAKK of Idaho. On account of that \){ percent? 
Mr. ECCLES . Very definitely. If a loan can be carried by a bank 

without a commitment, they are not going to have any desire to pay 
1% to 2 percent for that commitment. As a practical matter, the 
bank will, carry all of the loans, if they feel that the risk is not too 
great, and to the extent that they feel it is greater than they want to 
carry, they may carry 20 percent, sometimes as high as 50 percent. 
On the border-line cases they may go only as far as 10 percent and 
take the lower rate and get the Reserve System or the R. F. C. to 
make the commitment. 

Now, it works out, as a practical matter, very well, and as to the 
extent of lending that could be made, of course nobody can say, be-
cause looking to the future right at the moment, it is difficult to say 
how many of the small and middle-sized concerns, which are under-
financed will get some of the Government and other business as a 
direct result of the Government preparedness program that is available. 

in this connection—and this is a little aside from the question, but 
I think this may be a proper time to mention a matter that would 
be very helpful, and if there is no objection on the part of possibly 
the Treasury, which may have something to say about it, and I have 
not discussed the matter with them, because it is something that has 
come up very recently—there is the question of assignment of claims 
against the United States. May I just read a brief memorandum in 
that connection? 

Senator W A G N E R . Yes. May I ask you this question first? It is 
a very simple question. You spoke of long-term loans. 

M r . ECCLES . Y e s . 
Senator W A G N E R . H O W many years would a long-term loan run? 
Mr. ECCLES . Well, you may make a loan in which you require 50 

percent, say, to be amortized over a period of 10 years—something 
like that—but I would not put limitations or restrictions on that. I 
think the question of the terms of the loan ought to be left discre-
tionary. I would think, however, that 10 years would be the usual 
type of loan, and many of them shorter than that, but 10 years, I 
believe, would be the period of time that most borrowers would be 
satisfied with as a maximum. 

Senator Mead has indicated that the proposed amendment is 
minor. The setting up of the Industrial Loan Corporation as pro-
vided in S. 2998 would, in my opinion, very much more adequately 
meet the situation. It would give the Board here power of initiation. 
The Reserve banks and branches would be used, of course. The 
loans would originate there and they would make the loans and they 
would service the loans as the agent for the proposed Industrial Loan 
Corporation, which would be a corporation under the Board. 
• There was the further provision that the Industrial Loan Corpora-
tion could issue debentures up to about three times or four times the 
capital that they had, so that if $139,000,000 of capital which would be 
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available out of the gold profit was inadequate, they could raise addi-
tional funds for the purpose of carrying out a broader lending operation. 

It has been indicated, however, that it is late in the session of Con-
gress and it may be 

Senator W A G N E R (interposing). It may be or it may not be. 
Mr. ECCLES . That the proposed Industrial Loan Corporation bill 

would be difficult to take up at this time.. I wanted to draw the dis-
tinction, however, between the broader powers and functions that 
would be given to the Board through the Industrial Loan Corporation 
and the. proposed amendments. 

Speaking of this question of assignment of claims, if claims could be 
assigned, there are, no doubt, many small a;nd medium-sized concerns 
which would be able to get credit directly from their banks, possibly 
without using the commitments by the R. F. C. or the Federal Reserve, 
and there are others that would be able to get credit from the Federal 
Reserve with such an amendment as proposed that possibly could 
not even get it from the Federal Reserve under those conditions 
without being able to make an assignment. In other words, the 
ability to make assignments of claims for war orders would be of 
great assistance, I think—— 

Senator ADAMS (interposing). What do you mean by "war orders"? 
Senator CLARK of Idaho. He means defense orders. 
Mr. ECCLES . Defense orders; the war-preparedness program. As 

an important means of facilitating the Government's defense pro-
gram, I wish to invite the attention of the committee to the desirability 
of removing the prohibition of the law upon the assignment of claims 
against the United States where those claims arise out of. contracts 
with the Government providing for the production or the manufacture 
of materials and supplies necessary to the defense program. 

Under the existing law, all assignments of claims upon the United 
States are void unless made in accordance with certain procedure after 
the claim has been allowed and a warrant issued for its payment. 

I sympathize with the objective of this statute, which is the pro-
tection of the Government, and I am not proposing that it should be 
repealed or even modified except for a temporary period. I believe, 
however, that there may be many manufacturing or business con-
cerns, particularly the smaller ones, who are not in a position finan-
cially to carry out a contract with the Government unless they can 
get credit by putting up the Government contract itself as security. 
If they were permitted to do this in cases where the materials to be 
furnished under the contract are a part of the Government's program, 
they would be enabled to borrow their necessary working capital from 
a bank or elsewhere by assigning their claim against the Government 
under a contract and then proceed to carry out the contract success-
fully. This obviously would be in the interest of the Government. 

I feel that any such exception to the law, however, should be care-
fully limited, and I would suggest that it be restricted to a temporary 
period of, say, 3 or 4 years and be applied only to contracts with the 
Army and the Navy and the Procurement Division. 

Moreover, in order to prevent the Government from being bothered 
with numerous very small assignments, I feel that a maximum 
amount of, say, $3,000 should be placed upon assignments which 
would thus be recognized by the Government and that it be required 
that the entire amount of any such claim, and not merely a part 
interest therein, be assigned. 
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Senator D A N A H E R . YOU said "maximum." You mean minimum, 
do you not? 

Mr. ECCLES . Minimum, that is right. 
Senator D A N A H E R . Before you go on with that 
Mr. ECCLES (interposing). I finished that. 
Senator D A N A H E R . We would require an amendment to this pend-

ing amendment even to cover that situation? 
Mr. ECCLES . I am not suggesting that that be made in any part of 

this bill. It would seem that this possibly should be a separate matter, 
or it could be put in as an amendment to the proposed R. F. C. bill, 
which covers this large credit field. 

I do not know what objection some other agency may have, but as 
a practical matter, I know that numerous bankers raised this question 
and there have been innumerable instances where the bankers have 
felt that such an amendment of this sort should be made. 

Nothing has been done, and I would not raise it now under normal 
conditions, but we are thinking of ways and means of aiding these 
smaller concerns to bid, and not give larger concerns that are well 
financed an advantage in that respect. This sort of thing would help, 
without question, many concerns to make bids that otherwise could 
not do so. 

Senator W A G N E R . Have you that statute? 
Mr. ECCLES. N O . WTe could prepare one with a suggested amend-

ment. 
Senator H U G H E S . There may be many people who make bids and 

secure contracts and then they might not be able to carry out those 
contracts. 

Mr. ECCLES . Well, they could not carry out the contract unless they 
got financed. 

Senator H U G H E S . And then the bank would have to carry out the 
contract? 

Mr. ECCLES . That is up to the bank. If a bank is going to be 
willing to extend the credit the bank is going to be pretty well satisfied 
that it is going to be able to carry it out. 

Senator D A N A H E R . Will you look at subsection (a) of the pending 
bill and see if that is not an appropriate place to add a clause to cover 
this very thing? 

Mr. ECCLES . Of course, this is a bill that has not passed the House 
&t all. It occurred to me that if there is a definite assurance that this 
present R. F. C. bill that is pending or some other bill would be passed, 
something of this sort might be made as an amendment. This pro-
posed bill has got to be taken up in the House and the question of tying 
something on to it would seem to me not to be so desirable, because 
this bill may not pass. We ought to try to get this sort of thing 
through now. 

Senator H U G H E S . It might be tied, as I understand it, on to some 
other bill? 

Mr. ECCLES . Yes. Of course, it is up to Senator Mead. If Sen-
ator Mead would want to suggest this as part of this proposed bill, 
he might do that. 

Senator M E A D . It recommends itself very highly to me, because I 
can see it is in the interest of the smaller businessman that we are 
trying, in this bill, to help. I would hope it would add strength to 
the possibilities of this bill. If it must be passed at this session it 
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probably would be better to tie it on to a bill that is already passed 
in both Houses. 

Mr. ECCLES . The bankers would be very much in favor of this sort 
of bill. 

^ Senator M E A D . So far as I am concerned, with regard to the pending 
bill, I will accept that as an added provision to Senate 3839. 

Senator W A G N E R . There must have been a reason for the pro-
hibition in the statute. There must have been some abuses. 

Mr. ECCLES . I suppose there were, and I can imagine there would 
be. What I am suggesting here is that there would be some limita-
tions. 

Senator W A G N E R . What are the limitations? 
Mr. ECCLES . Well, a minimum amount, for instance, and that the 

entire claim be assigned. If here is a concern that wants to divide 
the assignment up among 50 creditors, it would be a terrible situation, 
and you would not want the Government to have to accept a partial 
assignment, the idea being that a concern wrould get financed for the 
entire amount, and the Government under those conditions would 
simplify very much the handling of such an assignment. 

Senator CLARK of Idaho. Well, under normal conditions, the Gov-
ernment does not like assignments bobbing up all over. 

Mr. ECCLES. I don't blame them. 
Senator CLARK of Idaho. They do not recognize attachments or 

garnishments. 
Mr. ECCLES . This would be merely limited to the Navy, the Army, 

and the Procurement Division. It would not cover the whole field. 
Those are the limitations that I am suggesting. 

I have not studied this particular question thoroughly and have not 
gone into what all the objections may be. I am looking at it purely 
from the standpoint of one means of helping concerns to get credit 
from banks, a means that does not now exist. 

Senator CLARK of Idaho. Well, there might be some opposition, 
too. I can see where the General Accounting Office won't like it. 

Mr. ECCLES . They won't like it. 
Senator CLARK of Idaho. There may be things that arise in the 

performance of the contract that would reduce it ancl there might 
be come question with the banks, and I can see where the Comp-
troller might not like to have that. 

Senator D A N A H E R . And that is the chief reason for the existence of 
3477, because after the World War we had millions and millions of 
dollars in conflicting claims. We even had to set up a special board 
in the Department of Justice to handle them. 

Mr. ECCLES . Inasmuch as we are talking about this question of 
credit, it occurred to me that this may be a good place to raise it at 
least for the consideration of this committee. I am not making a 
recommendation. I am not here proposing this, but I do think that 
it is something that the committee might well want to consider in 
connection with this whole subject. 

Senator H U G H E S . I think it is. 
Mr. ECCLES . Mr. Chairman, I do not think of anything more to 

say on this subject. If there are any questions that any member of 
the committee would like to ask, I will be glad to try to answer them. 

Senator W A G N E R . Mr. Eccles, you said that you had really no 
recommendation to make, that it is up to Congress to decide this 
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question of policy, but I wanted to ask you a question with regard to 
that, because I know you are a student in many fields, but particu-
larly in the economics field. Do you think it desirable at this time, 
perhaps because of the emergency which we all recognize now, that 
this sort of power supplementing what is being done by the R. F. C. 
is a very desirable proposal? 

Mr. ECCLES . I think it is possibly more desirable now than it has 
ever been. I think that the use that the facilities of the Reserve 
System can be in this field is evident, and certainly it cannot be in 
any way harmful to the situation, and I can see that it may very well 
be helpful. 

As I stated earlier, a great portion of the efforts and activities of 
the R. F. C. is likely to be in these large, specialized fields, and the 
Reserve banks and the branches would undertake to make the smaller 
loans largely through the member banks that they are in daily con-
tact with in their community, and it is a natural relationship. 

It does seem a rather unusual situation to expect a member bank, 
if'it wants to get a commitment for a capital loan to a customer, to 
go down to the Federal Reserve bank and not see the Federal Reserve 
bank about it, but see the R. F. C. agency that is located in the 
Federal Reserve bank. That is what happens. Why not go directly 
to the Federal Reserve bank and get the commitment? Today the 
member bank goes to the Reserve bank, not to see the Reserve people, 
but to see the R. F. C. agency that is located in the Federal Reserve 
bank. 

Senator H U G H E S . Could it be extended to the nonmember bank 
also? 

Mr. ECCLES . That is right. There is no limitation. I merely 
mentioned the member banks because about 85 percent of the deposits 
are in the member banks. 

Senator H U G H E S . There are many State banks. 
Mr. ECCLES . The bigger State banks are member banks. This in 

no way would exclude any of the banks. Any bank could come in. 
Senator W A G N E R . There is the small borrower or the small business-

man, who has difficulty in securing loans, and I think the facilities for 
him ought to be increased. 

Senator D A N A H E R . I had some correspondence with the Governor 
and he wrote me a splendid letter under date of May 28, 1940, in 
response to my letter. I wonder if you would mind putting that in 
the record? 

Mr. ECCLES . You mean the letter I wrote in reply to your letter? 
Senator D A N A H E R . Yes. 
Mr. ECCLES . The opinions expressed in this letter are mine. 
Senator D A N A H E R . I thought it was so good and so clear in expla-

nation, Mr. Chairman, and I would be very happy to read that into 
the record. 

Senator W A G N E R . Very well. 
Senator D A N A H E R . It is dated May 28, 1940, addressed to me: 
I am in receipt of your letter of May 18, 1940, and its enclosures, in which you 

ask for any comments I may care to make with reference to Senator Mead's 
proposed amendment (S. 3839) to section 13b of the Federal Reserve Act. 

Section 13b of the Federal Reserve Act now authorizes the Federal Reserve 
banks to make loans and advances with maturities not exceeding 5 years to estab-
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lished industrial and commercial businesses in order to supply them with working 
capital. It also authorizes the Federal Reserve banks to participate with financing 
institutions in making such loans and to make commitments in connection 
therewith. 

The requirements of the present law that such loans may be made only to pro-
vide working capital, only to established businesses, and only with maturities up 
to 5 years have made it impossible for the Federal Reserve banks to grant credit to 
many worthy business enterprises, particularly in cases where additional funds are 
needed for expansion or improvement. Senate bill S. 3839 would broaden the 
authority of the Federal Reserve banks in making industrial loans by eliminating 
these unnecessary restrictions. Similar restrictions, originally contained in the 
law under which the Reconstruction Finance Corporation makes advances to 
business enterprises, have been eliminated. 

In addition to the above changes, S. 3839 would eliminate the industrial advisory 
committees, which are now required to pass upon applications for loans made 
under section 13b of the Federal Reserve Act. The bill would also direct, instead 
of merely authorize, the Secretary of the Treasury to pay to the Federal Reserve 
banks up to $139,299,557 out of the increment resulting from the reduction in the 
weight of the gold dollar in order to enable them to make such loans. This would 
involve no additional appropriation of public funds or increase in the Budget, as 
the Secretary of the Treasury is already authorized to pay to the Federal Reserve 
banks all amounts which he would be directed to pay under this bill. Such 
amounts would be paid to the Federal Reserve banks from time to time, upon 
request by the Board of Governors of the Federal Reserve System, and in such 
amounts as the Board of Governors deemed necessary to enable the Federal 
Reserve banks to make the loans, advances, commitments, etc., authorized by 
the amendment. Senator Mead's proposed amendment would also increase 
from 80 to 90 percent the portion of any loss which might be assumed by a Federal 
Reserve bank on loans made by financing institutions in cooperation with or under 
commitments obtained from Federal Reserve banks. 

It seems to me that the Federal Reserve banks can be most helpful to worthy 
business enterprises which cannot obtain credit on a reasonable basis from the 
usual sources, by encouraging banking institutions to make loans to them under 
the protection of commitments from the Reserve banks, for which fees are charged, 
obligating the Reserve banks to absorb an agreed portion, not in excess of 90 
percent, of any losses that are sustained on the loans. 

If the Federal Reserve banks are to do effective work in this field, they should 
not be required to turn down loans to business enterprises simply because the 
proceeds are to be used in part for plant rehabilitation or expansion or for any 
other reason except that the loans cannot be make on a reasonable and sound basis. 
Section 13b of the Federal Reserve Act, should, therefore, in my opinion, be 
amended along the lines of S. 3839. 

Should Congress, however, be unwilling to amend section 13b as indicated or 
in any other way broaden -the powers of the Federal Reserve System to provide 
credit in the field under discussion, it is my strong feeling that in fairness to the 
Federal Reserve, section 13b should be entirely repealed and the loans and com-
mitments now outstanding under that section be gradually liquidated. So long 
as the section is in effect in its present restricted form the Federal Reserve banks 
suffer from the erroneous implication that they are not willing to extend this 
type of credit, whereas the greatly liberalized powers of the Reconstruction Finance 
Corporation in this field make it impossible for the Federal Reserve banks to make 
a comparable showing. My own preference is, of course, that the section be 
amended or that some other legislation be enacted to broaden the powers of the 
Federal Reserve System to provide such credit since the 12 Federal Reserve banks 
and their branches with experienced staffs in close contact with the business con-
ditions and credit needs at all these points constitute an almost ideal field organ-
ization for carrying out the purposes Congress had in mind when section 13b 
was enacted. The desirability of such legislation is increased, it seems to me, 
in the present situation when many businesses might contribute substantially 
to the production of goods for the enlarged national-defense program provided 
adequate credit for fixed capital as well as for working capital is readily available. 

The opinions expressed in this letter are my own and do not necessarily represent 
the views of any other member of the Board. 

Sincerely yours, 
MARRINER S. ECCLES, Chairman. 
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Senator W A G N E R . I have received a letter from the Treasury 
Department with regard to this legislation, and it is rather lengthy 
I just want to read this so we might comment on it: 

M Y DEAR M R . CHAIRMAN: Further reference is made to your letters of February 
14 and April 25, 1940, requesting an expression of the Treasury Department's 
opinion as to the merits of S. 3343 and S. 3839 to amend section 13b of the 
Federal Reserve Act, as amended. Inasmuch as S. 3839 differs only slightly from 
S. 3343, this report will relate to both bills. 

Section 13b at present authorizes the Federal Reserve banks to make loans to, 
or purchase obligations of, established industrial or commercial businesses for 
the purpose of providing such businesses with working capital, the loans or obliga-
tions not to have a maturity exceeding 5 years. The proposed legislation would 
amend these provisions of section 13b to eliminate the requirements that the loans 
or obligations be made to established businesses, that they be made for the purpose 
of providing working capital and would also eliminate any requirement as to the 
maturity of such obligations. Section 13b at present authorizes the Federal 
Reserve banks to discount for, or purchase from, banks or other financial institu-
tions obligations entered into for the purpose of providing working capital for 
established businesses provided that each such financing institution obligates 
itself for at least 20 percent of any loss sustained by the Federal Reserve bank 
upon any of the obligations so acquired from such institution. 

The proposed legislation provides that the financing institution obligate itself 
for only 10 percent of any such loss sustained by the Federal Reserve bank. 
Loans heretofore made under section 13b have been made jointly with Treasury 
funds and funds of the Federal Reserve banks. The proposed legislation would 
amend section 13b to provide that the industrial loans by. the Federal Reserve 
banks would be made only from amounts paid to the Federal Reserve banks by 
the Secretary of the Treasury under the section, except that when in the judgment 
of the Board of Governors of the Federal Reserve System, the amounts paid by 
the Secretary of the Treasury were inadequate for operations under the section, 
the Federal Reserve banks, with the approval of the. Board, might continue opera-
tions through the utilization of their own funds until the amount of such funds 
so utilized equaled the amounts received by the banks from the Secretary of the 
Treasury. Payments heretofore made by the Secretary of the Treasury to any 
Federal Reserve bank under the provisions of section 13b would be subject only 
to the terms of the section as amended by the proposed legislation. 

It is the view of the Treasury Department that if Federal Reserve banks are 
to continue to make industrial loans, as contemplated by the proposed legisla-
tion, they should be permitted to do so with their own funds and the Government 
should withdraw its funds heretofore advanced to the banks for this purpose and 
terminate the authorization for further advances. Under the proposed amend-
ment to section 13b the Federal Reserve banks would make industrial loans 
principally from funds furnished by the Treasury. If Treasury funds are to be 
used for industrial loans consideration should be given to the question of whether 
such funds could be more effectively administered by an existing executive agency 
of the Government. 

The maximum amount at present authorized by section 13b for advancement 
to the Federal Reserve banks is $139,299,556.99, of which $27,546,310.97 has been 
advanced. There has been no advance to any Federal Reserve bank under this 
authorization since October 1937. Total payments received by the Treasury from 
banks amount to $845,842.05. A total of only $24,578.66 was received by the 
Treasury from five banks, as a result of 1939 operations, under the 2-percent pay-
ment provision prescribed in section 13b. 

Since June 1934 there has been over $139,000,000 in the Treasury available 
upon call by the Federal Reserve banks but the maximum amount of loans out-
standing at any time was only $32,719,000, on October 30, 1935, and on February 
21, 1940, only $12,721,000 of loans were outstanding. The peak of outstanding 
commitments was $28,002,000, on November 27, 1935, and they totaled only 
$8,638,000, as of February 21, 1940. The gross amount of loans made by all 
Federal Reserve banks to December 31, 1939, was $62,900,000 and repayments 
$48,700,000, leaving a balance of $14,200,000. Gross commitments to December 
31, 1939, were $70,200,000 and reductions and expirations were $61,100,000, 
leaving a balance of $9,100,000. 

On the basis of the aggregate funds employed, both Treasury and Federal 
Reserve bank funds, gross earnings, expenses, losses and reserves for losses and 
current net earnings, as of December.31, 1939, were as follows: 
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Gross earnings $6, 817, 773. 77 
Less: Expenses: 

Administrative $3, 605, 259. 35 
Expense for maintenance of miscellaneous 

assets acquired 36, 629. 84 
Losses charged off (other than those charged 

to reserves) 416, 444. 75 
Losses charged to reserves 319, 308. 39 
Reserve for loss 2, 041, 528. 70 

6, 419, 171. 03 

Current net earnings 398, 602. 74 
Section 13b of the Federal Reserve Act as it now exists contains a number of 

ambiguities and the Treasury Department has experienced considerable difficulty 
in arriving at any definite basis of agreement with the Board of Governors of the 
Federal Reserve System relative to the status of funds heretofore advanced by the 
Trepsury, especially with respect to an acceptable formula for determining defi-
nitely the income derived from the use of funds advanced by the Treasury, and 
the bearing which profits and losses have upon the amount of funds subject to 
repayment by the banks. Consequently, the banks have been operating under 
arrangements promulgated by the Board of Governors of the Federal Reserve 
System but which have -not been agreed to by the Treasury. 

Certain provisions of section 13b, which provide for the payment to the United 
States of all dividends, all payments on liquidation, and all other proceeds of the 
stock of the Federal Deposit Insurance Corporation which has been pledged as 
security for advances to the Federal Reserve banks, are ineffectual because no 
dividends are now payable on stock of the Federal Deposit Insurance Corporation 
and there is little likelihood of repayments being available from the liquidation of 
such stock, as the Corporation has no limitation upon its life. 

Other provisions of section 13b governing payments to the Treasury by the 
Federal Reserve banks provide as follows: 

"Each Federal Reserve bank, in addition, shall agree that, in the event such 
dividends, payments, and other proceeds in any calendar year do not aggregate 
2 per centum of the total payment made by the Secretary of the Treasury, under 
this section, it will pay to the United States in such year such further amount, if 
any, up to 2 per centum of the said total payment, as shall be covered by the net 
earnings of the bank for that year derived from the use of the sum so paid by the 
Secretary of the Treasury, and that for said amount so due the United States 
shall have a first claim against such earnings and stock, and further that it will 
continue such payments until the final liquidation of said stock by the Federal 
Deposit Insurance Corporation." 

It is not clear from the above language whether the payments to the Treasury 
constitute payments of interest or payments upon the principal amounts advanced 
to the Federal Reserve banks. Heretofore, net earnings in the aggregate, after 
charging against earnings all expenses of the Federal Reserve banks incident to 
making industrial advances, as calculated on the basis adopted by the Federal 
Reserve banks, have not been sufficient to reimburse the Treasury up to the full 
2 percent per year on the total payments to all banks. 

The maximum amount of advances and loans under section 13b outstanding 
on a monthly basis, as of the last Wednesday of each month, was on November 27, 
1935, when advances outstanding amounted to $32,634,000 and commitments 
outstanding amounted to $28,002,000, a total of $60,636,000. Treasury advances 
to Federal Reserve banks on that date amounted to $23,517,000 and, accordingly, 
the Federal Reserve banks had approximately $37,000,000 of their own funds 
employed for this purpose. Subsequently, as loans and commitments were 
liquidated the Federal Reserve banks have withdrawn their funds and are treating 
the remaining loans and commitments outstanding as being financed entirely with 
funds received from the Treasury. Aggregate outstanding loans and commit-
ments have been less than $27,000,000 since the end of April 1939. As a result 
of this treatment of the account by the Federal Reserve banks, the losses on slow 
loans, which in many cases are now becoming unrealizable and subject to sub-
stantial losses, are being charged in a number of banks entirely as losses against 
funds advanced by the Treasury, notwithstanding the fact that when such loans 
were originally made there was a joint participation of Treasury and Federal 
Reserve bank funds. 

The proposed legislation to amend section 13b would still leave ambiguities 
whereby ultimate losses from these joint transactions could be charged to the 
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funds advanced from the Treasury, and does not make any reference to prorating 
ultimate losses against the Federal Reserve banks' funds used. Section 13b as 
originally enacted contemplated the use of Treasury funds and Federal Reserve 
bank funds, and the arrangements made between the Treasury and the Federal 
Reserve banks in the latter part of 1934 were based upon a joint use of funds. 
It is believed, therefore, that any amendment of section 13b should clarify the 
statute so as to treat advances and commitments heretofore made as joint under-
takings in which not more than 50 percent of the funds were Treasury funds and 
the balance Federal Reserve bank funds. Such an amendment might also 
provide that loans and commitments should be liquidated on the same basis, the 
earnings, expenses, and losses being apportioned on such basis. The balance of 
Treasury funds after liquidation and apportionment of earnings, etc. should 
be returned and covered into the Treasury as miscellaneous receipts. 

There is transmitted herewith a draft of a proposed amendment to section 13b 
which provides for the discontinunace of further advances from the Treasury, 
repayment of advances heretofore made, and a clarification of ambiguities now 
existing in the operation of the section. 

If it is determined as a matter of policy to authorize the Federal Reserve banks 
to continue to make industrial loans with Treasury funds, and for the Government 
to assume all expenses and losses, and receive al^net earnings, if any, on such 
loans, it is suggested that only the balance of the amount originally available, 
namely, approximately $112,000,000, be used for new loans made after the 
effective date of the amendatory act. Industrial loans and commitments now 
outstanding should be liquidated on such a basis that losses and earnings would be 
shared jointly by the Federal Reserve banks and the Treasury, as set forth above. 

Due to your request for expedition, the Department has not been able to 
secure advice from the Bureau of the Budget as to the relationship of the proposed 
legislation to the program of the President. 

Very truly yours, 
D . W . BELL, 

Acting Secretary of the Treasury. 

Senator D A N A H E R . Does that not suggest one question, after all? 
W h a t effect would the adoption of 13b as amended have on outstanding 
loans and commitments? 

Mr. E C C L E S . Well, my understanding of that was that the 
$ 2 7 , 0 0 0 , 0 0 0 that has been turned over to the Reserve System and has 
been loaned would be a portion of this entire fund. Now, I do not 
know that there would be any particular objection to that. In other 
words, we can take $111,000,000 of new loans, and as these loans are 
liquidated the loss and expense would be prorated based upon the 
participation of the Reserve banks and the Treasury. 

Does the present bill contemplate that, Mr. Vest? 
M r . V E S T . I t contemplates that the amount that is not paid shall 

be paid over. 
M r . E C C L E S . A S far as the $ 2 7 , 0 0 0 , 0 0 0 is concerned, the losses on 

those loans and the expenses would be prorated and the income from 
the loans would be prorated on a 5 0 - 5 0 basis and would be separate 
and apart from the use of the $111,000,000. 

Senator D A N A H E R . Could not we fix it so we started with a clean 
slate on this new proposition, because they were written on a narrower 
basis? 

M r . E C C L E S . Wi th regard to these loans that are liquidated, instead 
of returning the $ 2 7 , 0 0 0 , 0 0 0 to the Treasury, we should be permitted, 
it seems to me, to add it to the fund of the $ 1 1 2 , 0 0 0 , 0 0 0 . T h a t is 
what was contemplated, instead of returning it to the Treasury at all. 
W e will assume that we have received from the Treasury $ 2 7 , 0 0 0 , 0 0 0 , 
and as those loans are liquidated the losses upon those loans and 
expenses would be absorbed out of the $ 2 7 , 0 0 0 , 0 0 0 , and what may be 
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left of the $27,000,000 would then be added to the $112,000,000 and 
would be used as a revolving fund. 

Senator DANAHER . Governor, would you examine the bill and see if 
it covers that, &nd, if it does not, would you send us suggested changes? 

Mr. ECCLES . Isn't that the way it would work? 
Mr. V E S T . That is the way it would work. 
Mr. ECCLES . And according to our present understanding of their 

proposal, there is no point in the question they raise. 
Mr. SMEAD. T O clear up the situation, we have never had a definite 

agreement with the Treasury on accounting procedure and who is to 
sustain the losses. We now have less loans and commitments out-
standing than we have money from the Treasury. Presumably the 
Treasury would sustain any losses, but we never have reached a 
definite agreement. 

Mr. ECCLES . Isn't this what we have done? We have taken the 
interest on the loans; we have kept a detailed record of the expense of 
making the loans; we have taken that expense plus the losses on the 
loans; and then we have taken those two items and deducted from 
them the earnings. If the interest collected is in excess of the losses, 
then, of course, there is something left over, and we have paid one-half 
of what is left over to the Treasury, up to 2 percent. If we did not 
get 2 percent, we would not pay them that. 

Senator DANAHER . Governor, would you say that the language on 
page 5, starting on line 3, with the -word' "whenever" applies? 

Mr. ECCLES . If there is any question about it, it seems to me we 
would have no difficulty working out a clarification of the thing that 
should be satisfactory to all concerned. I would like to see, Mr. 
Chairman, any amendment that the Treasury may propose with 
reference to it. 

Senator W A G N E R . It is in the letter that I read. 
Mr. ECCLES . May we have a copy? 
Senator W A G N E R . Yes, and I will ask that this be inserted in the 

record at this point. 
(The document referred to is as follows:) 

A BILL To amend section 13b of tho Federal Reserve Act, as amended 

Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 13b of the Federal Reserve Act, as 
amended, is amenced by adding at the end thereof the following new subsection: 

"(f) On and after July 1, 1940, no further payments shall be made by the 
Secretary of the Treasury to .any Federal Reserve bank under, subsection (e) of 
this section, and payments made prior to July 1, 1940, with the exception of those 
amounts of such payments directed to be returned to the Treasury pursuant to 
the third sertence of this subsection, shall be returned and covered into the 
Treasury as miscellaneous receipts as rapidly as loans, discounts, advances, 
purchases, and commitments outstanding under this section on July 1, 1940 are 
liquidated. For the purpose of adjusting the accounts of the respective Federal 
Reserve banks and the Treasury Department covering payments by the Secretary 
of the Treasury under this section subsequent to June 19, 1934, and for deter-
mining the amount to be returned to the Treasury, not in excess of 50 per centum 
of tho aggregate amount of all loans, discounts, advances, purchases, and commit-
ments outstanding under this section at any time shall be considered to represent 
funds advanced by the Secretary of tho Treasury, and the balance of the aggre-
gate amount of such loans, discounts, advances, purchases, and commitments 
shall be considered to represent funds of the respective Federal Reserve banks. 
The aggregate of all payments made by the Secretary of the Treasury to any 
Federal Reserve bank under this section in excess of 50 per centum of "the total 
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amount of loans, discounts, advances, purchases, and commitments by such bank 
under this section outstanding on July 1, 1940, and all other amounts paid under 
this section to such bank by the Secretary of the Treasury which, on July 1, 1940, 
are not employed for loans, discounts, advances, purchases, or commitments under 
this section, shall be returned to the Treasury within six months after July 1, 1940, 
and shall be covered into the Treasury as miscellaneous receipts. The amount to 
be returned to the Treasury by each Federal Reserve bank shall be reduced by the 
total amount paid to the Treasury by such bank pursuant to subsection (e) of 
this section. All earnings, expenses and losses on the loans, discounts, advances, 
purchases, and commitments of each Federal Reserve bank under this section 
shall be prorated between the funds paid to such bank by the Secretary of the 
Treasury and the funds of such bank, on the basis of the amounts of the respective 
funds so employed, but in no event shall more than 50 per centum of the total 
earnings, expenses, or losses of any Federal Reserve bank be prorated to the funds 
paid to such bank by the Secretary of the Treasury. This proration of earnings, 
expenses, and losses shall operate to increase or reduce, as the case may be, the 
total amount to be repaid to the Treasury by each Federal Reserve bank. Upon 
repayment to the Treasury by any Federal Reserve bank of the total amount 
directed to be repaid by such bank under this subsection, the agreement executed 
by such bank pursuant to subsection (e) of this section shall be terminated ipso 
facto, and the stock of the Federal Deposit Insurance Corporation owned by such 
bank shall no longer be pledged as security for the amount paid to such bank by 
the Secretary of the Treasury. The Secretary of the Treasury shall have tha 
power to make such rules and regulations as he may d^em necessary for the 
administration of the provisions of this subsection." 

Senator W A G N E R . We will take an adjournment until Friday. 
(Thereupon, at 12:10 p. m., an adjournment was taken until 

Friday, June 14, 1940, at 10:30 a. m.) 
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FRIDAY, JUNE 14, 1940 

U N I T E D STATES S E N A T E , 
SUBCOMMITTEE ON RECONSTRUCTION F I N A N C E 

CORPORATION M A T T E R S OF T H E C O M M I T T E E 
ON B A N K I N G AND C U R R E N C Y , 

Washington, D. C. 
The subcommittee met at 10:30 a. m., pursuant to adjournment, 

in room 301, Senate Office Building, Senator Robert F. Wagner, 
presiding. 

Present: Senators Wagner (chairman of the subcommittee), Adams, 
Hughes, Clark of Idaho, and Townsend. 

Present also: Senators Danaher and Mead. 
Senator W A G N E R . The subcommittee will come to order. Mr. 

Wiggins, did you wish to say something on this subject? 
M r . W I G G I N S . Y e s , s i r . 
Senator W A G N E R . Can you tell us now? 
M r . W I G G I N S . Y e s , s i r . 

STATEMENT OF A. I . M. WIGGINS, PRESIDENT, BANK OF HARTS-
VILLE, HARTSVILLE, S. C.; CHAIRMAN OF THE COMMITTEE 
ON FEDERAL LEGISLATION OF THE AMERICAN BANKERS 
ASSOCIATION 

Senator W A G N E R . You represent the American Bankers Associa-
tion? 

Mr. W I G G I N S . Yes, Mr. Chairman. I am president of the Bank 
of Hartsville, at Hartsville, S. C., and am chairman of the committee 
on Federal legislation of the American Bankers Association. 

Mr. Chairman, I wash to comment on Senate bill 3839, under which 
it is proposed that the powers of the Federal Reserve banks be ex-

Eanded; and I wish to say that we neither oppose nor favor the measure, 
ut we do wish to comment on it and to bring to the committee certain 

facts that we think make some contribution to the problems involved 
in the proposal before the committee. 

There apparently is provided in the bill a provision to expand the 
present powers under section 13b, for the Federal Reserve banks to 
make industrial and "commercial loans. 

As to the provisions relating to the use of the Treasury funds or 
Federal Reserve funds, we have no comment at all to make; we think 
that is entirely a matter for Government agencies and for Congress. 
However, we are struck with the fact that, according to the testimony 
of Chairman Eccles and the report from the Treasury Department, 
both of these agencies seem to want the funds of the other agency 
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used for the purpose of making these loans. It seems to us somewhat 
significant that apparently neither of the agencies wants its own money 
used in making these loans—according to the letter which was filed 
with your committee earlier in the week, and the testimony of Mr 
Eccles. 

I think there is general agreement that the conclusion that follows 
from Mr, Eccles' testimony is that the Federal Reserve banks have not 
done any considerable job in making loans to industry under the pow-
ers they now have. The report of the Federal Reserve System—the 
Federal Reserve Bulletin—shows that as of December 31, 1939, the 
total of the industrial advances of the Federal Reserve banks, out-
standing at that time, was only $13,683,000. 

Senator D A N A H E R . IS that under the existing section 13b? 
M r . W I G G I N S . Y e s . 
Senator D A N A H E R . Thank you. 
Mr. W I G G I N S . Yes, that amount of advances of Federal Reserve 

banks, outstanding at that time, was $13,683,000. Naturally we can 
assume that if the powers are expanded, there will be more loans 
made; but we point so the fact that that is the total amount of loans 
outstanding as of December 31, 1939. 

It is very difficult, from the form in which the reports are made by 
the Government agencies, to find out exactly what they are doing; 
but by using some mathematics we find that the number of loans 
they made, according to the reports contained in the Federal Reserve 
Bulletin, for the full year 1939 total 128, for a total amount of $13,-
209,000. That r e p r i n t s the loans made during 1939, according to 
calculations,'subtractions of totals outstanding, as shown in the Fed-
eral Reserve Bulletin. In other words, it has not been any important 
factor in the volume of credits extended up to this point. 

Senator W A G N E R . I S not that because of the limitation in the law 
itself? 

Mr. W I G G I N S . Mr. Chairman, I am going ahead to comment briefly 
on the Reconstruction Finance Corporation, which does not have the 
limitations, and I shoulcHike to undertake to develop what they are 
doing. 

According to this same Federal Reserve Bulletin, the total loans 
outstanding made by the Reconstruction Finance Corporation to 
industrial and commercial business, as of the end of December 1939, 
was $130,625,000. That is, according to the report of the Federal 
Reserve Bulletin. We have undertaken to .find out how many loans 
the Reconstruction Finance Corporation actually made during 1939, 
but we have not been successful in determining that. None of the 
reports that we have been able to obtain carried that information. 
We made a request of the Reconstruction Finance Corporation for 
the information as to the amount of loans—number and amount— 
during 1939, for industrial and commercial banks; and they told us 
they did not have that in such form that it could be given to us; but 
we felt that that would be an important fact in the situation of know-
ing what has actually been done and what is actually being done. 

I do not want the committee to get the impression that I am either 
criticizing the Federal Reserve banks or the Reconstruction Finance 
Corporation for what they have done or have not done. I am merely 
trying to get the facts with respect to what credit has been extended 
under the powers that they have. I think all of us agree that both 
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of these agencies have been diligent and constructive in their efforts 
to make these loans. I know that is true, from personal experience 
with the Reconstruction .Finance Corporation. I have been on the 

F. C.'s advisory committee, down in our section of the country, 
pince it was first established; and the R. F. C.'s relatively small amount 
of loans is not due, in my opinion, in any sense to any lack of diligence 
or effort on their part to make these loans. 

Senator WAGNER. HOW many did you reject? I suppose you acted 
in an advisory capacity? 

M r . WIGGINS . Y e s , sir. 
Senator WAGNER . What percentage of the loans applied for did you 

reject, so far as you remember? 
Mr. WIGGINS . Mr. Chairman, I could not give you that with any 

degree of accuracy. I will say that the loans rejected, as I recall 
them, have been in greater degree in recent years than they were in 
the earlier years. The average quality of loan applied for, from the 
credit standpoint, has not been as good recently as it was earlier; so 
that I believe our records would show that a larger percentage of 
loans has been rejected recently than in former years. 

Senator W A G N E R . Just so that I might be informed: You are a 
banker in your community, are you not? 

Mr. WIGGINS . Yes, sir; I am president of a small country bank in 
South Carolina. 

Senator W A G N E R . Yes. These applications do not come to the 
Reconstruction Finance Corporation unless the applicant showed, in 
the normal course of business, that he was unable to secure the loan 
from a bank? 

Mr. WIGGINS . That is correct, sir. 
Senator W A G N E R . SO that as a member of the banking fraternity, 

having refused this loan, you then also act as an adviser to the Re-
construction Finance*Corporation, to give advice with respect to 
whether or not, nevertheless, that loan should be granted by the 
Reconstruction Finance Corporation? 

Mr. WIGGINS . That is true. 
Senator W A G N E R . IS there not a little conflict in that? 
Mr. WTIGGINS. Possibly so, to the extent that a banker who has 

refused a loan from his own funds might be inclined also to reject the 
loan—as a member of an advisory committee—no matter whose 
funds he represented. 

Senator W A G N E R . Yes; or he might like to see his position sustained 
by the advisor}7 committee, too? 

M r . WIGGINS . Y e s . 
On the other hand, the temptation is on the other side in some cases, 

whereby the bank would like to see some customer get money that 
the banker, himself, is not willing.to loan. 

Senator D A N A H E R . Particularly if he can bail out the bank, in part? 
Mr. W I G G I N S . Of course, many of these loans are made in coopera-

tion between the banks and the Reconstruction Finance Corporation, 
in participation. 

Senator W A G N E R . Yes; I know of that type. 
M r . WIGGINS . Y e s . 
Senator W A G N E R . But usually in the smaller loans there is no type 

of participation. 
Mr. WIGGINS . Yes, sir; generally speaking, that is true. 
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Senator W A G N E R . I just wondered whether there was not a little 
conflict there. 

Mr. W I G G I N S . I might say that the Reconstruction Finance Corpo-
ration disregards the recommendations of its advisory committee when-
ever it sees fit to do so. It takes it for what it is worth, and then acts 
on its own judgment; and we have some cases in which the Recon-
struction Finance Corporation has made the loan, where the advisory 
committee thought it was not a sound loan. 

Senator W A G N E R . The reason I asked that is not to be critical but, 
rather, because I wanted to be informed. 

I am sure that one of the reasons that prompted the introduction 
of this legislation by my colleague, who has been interested in this 
matter for a long time, is because many persons have not been able 
to obtain these small loans from the banks; and, so, if the banker, who 
refuses to make the loan himself, acts in an advisory capacity for the 
R. F. C., I do not see how it changes the situation any. 

Mr. W I G G I N S . Yes. As a matter of fact, of course, it is seldom that 
a banker who has dealt with the applicant in his own bank, passes on 
the loan when it gets to the R. F. C. It is a voluntary service, as 
you know, and a large advisory committee is set up, and three mem-
bers of the whole committee are required to pass on each application; 
and it is rather rare that the same banker who may have refused a 
loan to the particular applicant is also on the advisory committee of 
the R. F. C. that passes on the loan there. 

Senator D A N A H E R . May I ask a question, Mr. Chairman? 
Senator W A G N E R . Certainly. 
Senator D A N A H E R . Had you finished your comment on that par-

ticular approach to this matter? Because if you have, I have a 
specific question I want to ask your judgment on. 

Mr. W I G G I N S . I should like to make this point; that in spite of these 
facilities—limited as they may have been in the case of the Federal 
Reserve banks—there has not been any comparatively large amount 
of loans made, in terms of the credit requirements of this country. 

In that connection I want to give yon some figures on what has 
been done during 1939 in credit extensions by banks. These figures 
are available this morning for the first time, and they are based on an 
actual survey by the American Bankers Association, by means of a 
questionnaire sent to all the banks of the country. Forty-four per-
cent in number of the banks responded with the information, and that 
44 percent in number represents 75 percent of the deposits and approxi-
mately the same percentage of the banking resources of the country. 
So the figures we give you are from the 44 percent in number and 
approximately nearer two-thirds in resources. 

Whereas the industrial advances of the Federal Reserve banks at 
the end of December 31, 1939, were-S13,683,000 and the outstanding 
loans of the Reconstruction Finance Corporation, as of the same date, 
were $130,625,000, the outstanding loans of all the banks in the 
country—this is statistical—from this report, were $22,167,000,000. 
In other words, the total outstanding loans of these two agencies in 
this field were only two-thirds of one percent of the total amount of 
loans outstanding, of all the banks. 

Senator D A N A H E R . Loans outstanding are commercial loans? 
Mr. W I G G I N S . N O ; all the loans of the banks. 
Senator D A N A H E R . Of whatever kind? 
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Mr. W I G G I N S . Of whatever kind. 
Senator D A N A H E R . Even on mortgages? 
Mr. W I G G I N S . Even on mortgages. 
Senator D A N A H E R . All the loans of the banks? 
Mr. W I G G I N S . All the loans of the banks—credit extensions. Those 

figures are not broken down; it is a total figure. 
Senator D A N A H E R . Very well. 
Mr. W I G G I N S . N O W , Senators, the significant fact, and the one in 

connection with which I am sorry I do not have the R. F. C. figures 
of loans made in 1939, is this: Whereas, the total of the industrial 
advances of the Federal Reserve banks is a total of 128, of an aggre-
gate amount of $13,209,000, during the same period of 12 months 
the 44 percent in number of the banks, representing two-thirds of the 
banking resources, actually made during the same period new loans— 
not renewals, but new loans—totaling 12,675,000 in number, or a total 
amount of $23,115,000,000. 

Senator H U G H E S . How many loans was that? 
Mr. W I G G I N S . 12,675,000 in new loans. 
Senator ADAMS . And the Federal Reserve made 128? 
M r . W I G G I N S . Y e s , s i r . 
Senator W A G N E R . Those 1 2 , 6 7 5 , 0 0 0 new loans represent how much 

money? 
Mr. W I G G I N S . Representing $ 2 3 , 1 1 5 , 0 0 0 , 0 0 0 . Now, gentlemen, 

they are actual figures obtained from the records of the banks of the 
country, through a questionnaire; and they represent only two-thirds 
of the banking resources—from which we have been able to get this 
data. 

There are other significant figures obtained from this questionnaire: 
Of these new loans, there were made during the last 6 months of the 
year, as compared with the first 6 months—and I think there is some 
significance in the changes—in the last 6 months of 1939, these 44 
percent in number of banks made 6,643,000 of these new loans, in 
an amount of $12,592,300,000. In addition to that, during that 
same period they renewed 6,106,000 loans, in an aggregate amount of 
$7,835,600,000, In other words, they made more new loans, in an 
amount of more than 50 percent greater than the dollar volume of 
the loans renewed. 

Now, Senators, those figures will astonish many people who have 
questioned whether or not banks are lending money. 

I should like to call your attention also to the fact that included 
in these new loans made by banks there were 285,000 new mortgage 
loans, in an aggregate amount of $899,600,000. 

I also call your attention to the fact that many banks, particularly 
the larger banks, have outstanding what they call lines of credit to 
business; and a survey for the first 6 months of 1939 showed that 
only 27 percent of the lines of credit outstanding were being used. 
For the last 6 months of the year the 'reports show that 33 percent 
of the lines of credit outstanding, for banks, are being used. Of the 
total outstanding lines of credit of $5,507,000,000 to business, there 
was actually being used of that $1,817,000,000. A great deal has 
been said about loans to small business, and so forth; and of course 
I know that average figures do not necessarily mean a great deal; 
but we have broken this down into averages; and we find that the 
average size of new loans made during the last half of 1939 was 
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$1,896; the average size of all of the new loans made during the last 
6 months was less than $2,000. 

The average size of loans renewed was $1,283. The average new 
mortgage loans are $3,091. I give you those figures to show that, 
relatively, the operation of banks is in the field of small loans. 

Senator C L A R K of Idaho. May I inquire, Mr. Chairman? 
Senator W A G N E R . Certainly. 
Senator C L A R K of Idaho. I suppose that a large percentage of 

loans—both those outstanding and those that have been made—are 
what might be called turn-over or inventory loans—that is, short-term 
commercial paper? In other words, eliminating* the mortgage loans, 
of course, wiiich are in a class entirely by themselves, I suppose, I am 
just asking you, really, if the great bulk of those are probably 90-day 
or 120-day paper or perhaps up to a year? 

Mr. W I G G I N S . May I answer that by saying that a great deal of it 
is short-term; but I should like to call your attention in connection 
with that question to a survey made by the Board of Governors of 
the Federal Reserve System, about a year ago, which shows that on 
April 19, 1939, reports from 400 banks—and I assume they are the 
larger banks—but from approximately 400 banks, a survey showed 
that they had outstanding at that time 24,900 intermediate-term 
loans, aggregating $1,420,000,000. 

Senator C L A R K of Idaho. $ 1 , 4 2 0 , 0 0 0 , 0 0 0 ? 
Mr. W I G G I N S . Yes; $ 1 , 4 2 0 , 0 0 0 , 0 0 0 , from these 4 0 0 banks. 
Senator C L A R K of Idaho. What would be the term? What would 

the term of those loans average? 
Mr. W I G G I N S . Most of the term loans run from 3 years to 5 years, 

and some run from 6 years on up to 10 years. Many of the banks 
have gone into 10-year-term loans. 

Senator C L A R K of Idaho. Would you consider those capital loans? 
Mr. W I G G I N S . In many crses they are. In many cases they are 

loans to replace working cap tal which has been lost. They use the 
longer term in order to permit them, out of earnings, to repay over a 
period of time. 

Senator C L A R K of Idaho. Would you consider many of those loans 
what might be termed "risk capital"? 

Mr. W I G G I N S . Necessarily, bank loans cannot be used very largely 
in the risk-capital field. 

Senator C L A R K of Idaho. That is my thought ; yes. 
Senator T O W N S E N D . There might be a risk there, but you would 

not want to use the word? Is that correct? 
Mr. W I G G I N S . Yes; there is risk. 
Senator T O W N S E N D . I am sure there is some risk there. 
Mr. W I G G I N S . Yes, there is risk. 
Senator W A G N E R . They are not wiiat you call "venture loans," 

are they? 
Mr. W I G G I N S . Well, of course, Mr. Chairman, every lean has in it 

some element of risk, and that is where the element of judgment comes 
in; but when you are lending money on a term loan, at or 4 or 5 per-
cent, naturally you must reduce your risk to a minimum. 

In that connection, Senator, may I call your attention to this fact: 
Of these 24,900 intermediate-term loans, aggregating $1,420,000,000, 
92 percent of them were loans of $100,000 oi lers; 92 percent of tha 
term loans in the 400 banks were in amounts of $100,000 or less. I. 
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bring that out because of the considerable discussion we have had 
about small loans. 

So I bring these figures and these facts before this committee not in 
any way to disparage the efforts of the governmental agencies that 
have been attempting to supply a field and a particular credit require-
ment, but for the purpose of calling to your attention, to bring out as 
forcefully as I may, the fact that it is almost insignificant, in terms of 
the total credit needs of business and industry of the country, as sup-
plied by the chartered banking institutions of the United States. 

Senator TOWNSEND . Do you have in your statement there, any-
where, a break-down of the number of loans applied for and turned 
down, and the amounts? 

Mr. WIGGINS . By the chartered banks? 
Senator TOWNSEND . Yes. 
Mr. WIGGINS . Senator, we are working that up. It has been 

rather difficult to get adequate data on that particular subject; 
because many banks do not keep such records. 

Senator TOWNSEND. I know that is true. 
Mr. WIGGINS . But we now have more banks—at our urgent 

request—keeping those records; and as soon as we are able to 
accumulate enough to really .mean anything, we hope to have an 
opportunity to present the figures to this committee. 

Senator TOWNSEND . Are you a banker? 
Mr. WIGGINS . Yes, sir; I am president of a small country bank. 
Senator TOWNSEND . From your experience as a banker, you would 

not expect to find a very great percent of loans that were applied for 
and not granted, would you? 

Mr. WIGGINS . It is a rare case, today, when a banker turns a loan 
down. I will give you a persona] illustration from our own institu-
tion, of what 1 think is rather typical today: We had a case of a man 
who needed some money. He lived about 40 miles away; he was 
running a little meat business. He had been fairly successful, and he 
needed $2,000 to buy some more equipment to extend his little meat 
business. When he applied for a loan to us, with a statement, the 
loan could not be made. He did not have a statement that would 
justify it. But we sent a man 40 miles away to this little town, and 
lie spent 2 or 3 hours here, finding out if there was any way that we 
could work out a loan for this man. It wound up by our having to 
take a little insurance policy and a claim, on a couple of trucks and 
a chattel mortgage on some machinery; but the net result was that we 
worked out a loan for this man and made him the loan of $2,000, and 
spread it over a period of 3 years, so that he could pay it out of the 
earnings of that little business. 

I mention that because I think it is typical of what banks are doing 
today. 

Senator TOWNSEND. I think it is. I happen to be president of a 
little bank, and I am also a director of a bank in the State; and my 
colleague is also a stockholder and director. I know from my own 
experience that just those things happen, and we do try to make every 
loan that is applied for, in any way possible to feel secure. 

Mr. W I G G I N S . In our own bank I would say that we make 9 5 per-
cent of the loans applied for—certainly, not on the original basis 
applied for in every case; but we make the loan if we can—and it is 
not because we are Good Samaritans; it is because we have surplus 
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funds that we cannot make a profit on. Half of our funds are cash 
that we want to invest, and if we invest it we make more income. 

Of course, I do not want to create the impression that the bankers 
have suddenly become Good Samaritans. It is common sense that 
they make the loans if loans can be had, that are reasonably safe. 

I would also like to call attention to one other fact, Mr. Chairman; 
and I think it is very heartening in these most tragic times: that the 
chartered banks of this country have never had greater deposits than 
at the present time. In my opinion they have never been in a sounder 
financial condition; and, also, at the present time they have the 
staggering total of excess reserves, according to the report in the 
morning paper, of $6,610,000,000; and whatever the demands of this 
country and no matter how great the credit requirements may be in 
this emergency which seems to lie ahead, the chartered banking system 
is able, has the resources, has the attitude, has the interest and the 
desire adequately to serve the credit needs of business and industry 
in this country. 

I call your further attention to the fact that this excess reserve of 
$6,610,000,000 will support additional credits of more than $40,000,-
000,000. It is amazing that the excess reserves of the banking system 
of this country are adequate to make loans aggregating almost the 
•entire national debt; and I say that, to me, that is a heartening situa-
tion for us to meet during these trying times. 

Senator CLARK of Idaho. I would like to get your opinion on this. 
I t is a little collateral, but it has been suggested to the committee that 
certain small and intermediate businesses obtaining contracts from the 
Government for what may be called defense orders have been unable 
adequately to finance themselves or finance these contracts because 
the Government does not pay very promptly sometimes, and under 
the existing law, contracts with the Government cannot be assigned 
to a bank for purposes of credit. 

It has been suggested that for a brief period of time, more or less 
In the nature of an emergency, that statute be modified to permit the 
assignment of contracts with the Government—War Department and 
Navy Department—to banks for purposes of credit. The purpose, 
of course, would be to enable a small and sound business to compete 
in a measure with the great corporations in obtaining Government 
contracts. 

Here is some suggested language. I would like to get your views on 
it. You seem to have a rather remarkable grasp of this whole 
situation: 

In any case in which the entire amount of a claim upon the United States of 
S3,000 or more based upon a contract entered into on behalf of the United States 
by the War Department, Navy Department, or the Procurement Division of the 
Treasury Department is transferred or assigned to a bank or other lending agency 
as security for a loan or credit, the proceeds of which are to be used to finance 
the performance of the contract with the United States upon which such claim is 
based, such transfer or assignment, if otherwise valid, shall not be rendered invalid 
with regard to the United States or any other person by the fact that the claim is 
one upon the United States, notwithstanding any other provision of law. 

The provisions of this paragraph shall be effective until the expiration of a 
period of 4 years from the enactment of this act. 

Would you think that would be of some assistance to business in 
general, particularly to small and intermediate business? 

Mr. W I G G I N S . I should think it would. In a facility that increases 
the usability of a business7 credit resources—and a credit is a re-
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source—it would seem to me to be of value to that business in ob-
taining credit. 

Now, as to the proposal, there are so many administrative problems 
involved from the standpoint of the Government that I am not quite 
sure how practical the thing might be in operation; but answering 
your question as to its desirability, from the standpoint of giving a 
business an additional credit resource that can be used, I think it 
unquestionably would be. 

Mr. Chairman, if I may be permitted to do so, the figures have 
just been handed me, which have been dug out from four quarterly 
reports of the R. F. C., which would supplement the statement which 
I originally made, and the figures show that authorizations of loans 
by the Reconstruction Finance Corporation to industrial and com-
mercial business during the vear 1939 aggregated 1,689, in a total 
amount of $124,379,563. 

That compares with the figure that I gave you of 128 loans made 
by the Federal Reserve banks, totaling $13,209,000, and 12,675,000 
loans were made by banks, in a total amount of $23,115,000. 

Senator TOWNSEND . Your statement covers only the Federal Re-
serve banks, is that correct? 

Mr. WIGGINS . My last statement as to banks covers all banks, 
Senator. 

Senator TOWTNSEND. Covers all banks? 
Mr. WIGGINS . Covers all banks. 
Senator DANAHER . May I ask you a question as to your judgment 

with reference to the elimination of the requirement that 2 percent 
be paid out of earnings? 

Mr. WIGGINS. A S proposed in this bill? 
Senator DANAHEB . Yes; this bill would eliminate that. 
Mr. W I G G I N S . I think, Senator, it is largely a matter of to whom 

he is going to furnish the money and who is going to take the losses. 
As between the Federal Reserve banks and the Treasury Department, 
it is a matter of deciding who is to get any income or take any losses. 
k Senator DANAHEB . If we left the requirement in that the 2 percent 
P>>e paid, if earned, it probably would facilitate negotiating some adjust-
ment there, would it not, if it had to be done? 

Mr. WIGGINS . Frankly, I would prefer not to comment on the 
question that seems to be involved between the Treasury and the 
Federal Reserve System. Evidently there is something in that 
picture that needs consideration. 

Senator D A N A H E R . All right. There is one other question I have. 
This bill, on page 2, starting with line 13, reads: 

Each such financing institution shall obligate itself to the satisfaction of the 
Federal Reserve bank for at least 10 percent of any loss which may be sustained 
by such bank— 
and so forth. 

Now, under the present section 13 b, the percentage of participation 
it must bear is at least 20 percent of any loss that may be sustained. 
Do you think that the relaxation of that proportion is called for under 
present exigencies? 

Mr. WIGGINS. D O I get your question to mean whether or not it is 
desirable to reduce the desired participation from 20 to 10? 

Senator D A N A H E R . That is right. 
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Mr. WIGGINS . I do not believe that would have any material effect 
one way or another. Some banks might be willing to take 10 percent 
of a loan who might not be willing to take 20 percent, and there might 
be some additional participation as a result of that. 

Senator D A N A H E R . It would not be great, in any case? 
Mr. WIGGINS . I should not think so. It would seem to me that 

a bank that would not be willing to take 20-percent participation in a 
loan would not want to fool with 10 percent, but there might be some 
cases; no doubt, there would be. 

Senator ADAMS . Mr. Chairman, I did not mean to interrupt, but 
there were two or three figures that I think might be added to the 
accumulation. I am looking at the Federal Reserve Bulletin of 
June 1940, and it may be of interest. 

The total number of banks in the United States is 15,035. 
The total amount of deposits is $58,344,000,000. 
The total amount of loans and investments in all the banks was 

$50,883,000,000. 
The total amount of loans was $22,167,000,000. 
The total amount of investments was $28,000,714,000. 
Mr. W I G G I N S . Mr. Chairman, if I may be permitted to make one 

further point—we are talking about small business—I might say 
that the banks are a small business, very largely. Of the 15,000 
banks in this country today, 12,000 of them have deposits of less 
than $2,000,000, approximately 85 percent, and they employ an 
average of 3 officers and 11 employees. 

The average officer's salary in the banks of the United States is 
less than $3,500 for all of the bank officers in the United States, and 
if 3tou omit the large metropolitan centers, the figure, of course, is 
much less. 

Senator T O W N S E N D . That is the average of all banks? 
Mr. W I G G I N S . Of all bank officers in the United States; it is under 

$3,500. 
Senator TOW'NSEND . That is a great surprise to me. 
Mr. W I G G I N S . And I would like to make a further point showing 

that banks are a small business. Of the national banks of the United 
States, 75 percent of them pay annual dividends of $5,000 or less, 
and over half of them pay annual dividends of $3,000 or less. So 
wiien we talk *about small business and small loans and loans to small 
business, that is the field that the vast majority of the banks them-
selves are in, because they are a small business. 

Senator CLARK of Idaho. Of course, that is true, and there have been 
times when we have had to find extraordinary methods of helping that 
type of small business through Government agencies. 

Mr. W I G G I N S . That is right. 
Senator CLARK of Idaho. Those times, we know, are past now—at 

least, for the present. 
Senator T O W N S E N D . We are doing some of it now. 
Senator CLARK of Idaho. Some capital rehabilitation is being done 

by the R. F. C. in banks? 
Senator TOWNSEND . Oh, yes. 
Mr. W I G G I N S . I would like to point out the fact that the advances 

by the R. F. C. to banks have been a most profitable operation to the 
Government financially and the loans are being repaid with interest. 
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Senator C L A R K of Idaho. I think there is no question about that, 
but I was merely calling attention to the fact that frequently all types 
of small business, including banks, may have, in certain instances, to 
draw upon the credit resources of the Federal Government. 

Senator ADAMS. A S a matter of fact, banks are not earning enough 
to pay the dividends on the preferred stock of the R. F. C. It is a 
loss to practically all of them, and they are eager to get rid of the 
preferred stock because of the burden on them. 

Mr. W I G G I N S . That is true. 
Senator H U G H E S . They try to get rid of it as fast as they can. 
Mr. W I G G I N S . More than half of it has been retired. 
Senator W A G N E R . It is as much as that? 
Mr. W I G G I N S . My recollection, Senator, is that the total advances 

are over $1,000,000,000 and the total outstanding amount is less than 
$500,000. 

Senator T O W N S E N D . D O you mean $ 5 0 0 , 0 0 0 or $ 5 0 0 , 0 0 0 , 0 0 0 ? 
Mr. W I G G I N S . I mean $500,000,000. 
Senator W A G N E R . YOU have given us some interesting figures. 
Mr. W I G G I N S . I might say, in conclusion, in connection with the 

question the Senator asked, that in a long study of this whole field— 
and I am a small country banker and a small country businessman 
and have been managing director of a wholesale grocer business for 
20-odd years, as well as president of a country bank, and I think I 
know first hand many of the problems of little business—my conclu-
sion is that there is nowhere in the picture any lack of credit for busi-
ness or for individuals that have any reasonable basis for credit that 
will give any reasonable assurance that the loans will be repaid, and 
that our difficulty today is largely in the field of working capital needs, 
and not the working capital needs that can be supplied properly by 
loans but the working capital field that must necessarily be supplied 
by share capital. That is where our deficiency is at the present time. 

Senator H U G H E S . W7ould you mind repeating that? I just did 
not get that. 

Mr. W I G G I N S . I made this observation; that, based on rather exten-
sive experience in small business over a long period of time, my con-
clusion is that our financial difficulties today in small business in financ-
ing themselves is not so much in the field, or is not to any great extent 
in the field, that can be served by loans, but it is in the field that must 
be served by risk capital, or share capital, or ownership money. 
For instance^ a bank can lend a business part of its working capital, 
but necessarily the owner of that business must have some working 
capital of his own in there as a cushion between the risk of the loan 
money and the possible losses of the business. 

Nowt, no machinery, no new machinery, no machinery that I have 
been able to conceive of, can supply those funds except on the basis 
of taking an interest in the business, and if you will examine the loans 
made by the Federal Reserve banks under section 13b and the loans 
made by the R. F. C. for business and industry, you will find that the 
majority—a substantial majority—of those loans were made for the 
purpose of restoring working capital that has been lost, and that has 
been done by pledging the fixed assets of the business to provide 
working capital. It could be moved over in the working-capital side 
of the business, but secured by the fixed investments of the business, 
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and that is where the demand today is for funds. It is for working-
capital. 

It is only in some cases that that working capital can be supplied 
through loans secured by fixed assets and put into working capital 
but in the vast majority* of cases, where their fixed assets and other 
conditions are not satisfactory to assure the repayment of a loan, the 
money must be provided hy ownership-investment. 

Senator H U G H E S . By going out and getting capital; by getting 
someone to come in and invest in your business. 

Mr. W I G G I N S . That is true. 
Senator T O W N S E N D . From your observations, is the demand for 

this character of funds very great? 
Mr. W I G G I N S . Senator, I can speak positively for my own com-

munity. I would be willing to pay anybody $10 this morning who 
will find any man in my community who wants to borrow $500 and 
has any reasonable security for it that will pass any reasonable bank's 
approval, and can't get it. 

Now, as to the capital needs for working capital, for share money,, 
for ownership money, for the risk money, there is a little demand 
here and there. 

Senator T O W N S E N D . But not great? 
Mr. W I G G I N S . But not great. In my own experience I know of 

only one case at the moment where a man needs $10,000. He might 
need any amount, but he happens to need $10,000 for a little business 
that has been broke, and he has taken it over and put in his own funds, 
two or three thousand dollars, and he wants to get somebody else to 
put in $10,000 of ownership money, of share money, in order that he 
can conduct this little business. That is the only case of my own 
knowledge that I know of at the present time in my section. 

Senator CLARK of Idaho. Of course, there is a demand to some 
extent, or is there, for 10-year money in smaller sums than under-
writing concerns will touch; maybe 15-year money. A man wants 
to put a new front in his building, we will say, or wants to renew the 
set-up in the interior of his store and get new fixtures or maybe 
expand and take on additional space and put in new inventories. He 
cannot pay it back in 5 years—that is, he cannot comfortably and 
reasonably pay it back—but he can in 10 years or 15 years, and it is 
a sound, safe loan. As I say. it is too small for the underwriters. 
The testimony before this committee time and again has been that 
they won't touch anything less than $10,000,000. There is not 
enough in it to put out a bond issue or security issue. 

What do you think of that field in there? Do you not think that 
in that loan field there is really quite a demand? A bank normally 
won't take that type of loan. It is for too long a period, and it 
really ought to be in a bond issue of some kind. 

Mr. W I G G I N S . Senator, I think—and I have been analyzing this 
field, the demands and needs and sources—that there is at a point 
somewhere in the field you have mentioned what I call an hiatus— 
there is ji:st a little vacancy there—and I think the R. F. C. lias done 
a great job in filling that need in a great many cases. At the same 
time there are many small bond houses all over the country that are 
anxious and willing to handle these small issues. 

I have had personal experience with one. We floated in the com-
pany in which I am interested, I think it was, $400,000 of 5 percent 
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preferred stock, and my recollection is that it cost us about 4 points 
to sell it, which was very reasonable. 

Senator TOWNSEND . What kind of business was it? 
Mr. WIGGINS . It is a paper-manufacturing business. 
Senator W A G N E R . Were you able to sell them without difficulty? 
Mr. WIGGINS . We did; yes, sir; with no difficulty at all. Of course, 

that particular business had $3,000,000 worth of resources behind it, 
and it was one of the choice things to buy, but I do agree that there is 
a hiatus right in there to a limited extent. I do not think it is as 
great as people think, because banks have moved into that field to a 
considerable extent in recent years. 

I know many cases of modernization of stores, and things of that 
sort, where they do not require 15 years, but they do require 5 or 6 
or 8 years, and in some cases 10 years, and the banks have gone in and 
have been glad to get it. There are plenty of cases right here in 
Washington. 

Senator W A G N E R . Are there any other questions? 
Senator ADAMS. Mr. Chairman, a year ago, at the time the matter 

was up before, I wrote to the Denver Clearing House, which represents 
all the larger banks there, and they have gone through their records 
and have submitted figures as to their acceptation or declination of 
loans. The banks have taken care of 1,175 loans, an aggregate of 
$11,500,000, and during the same year 28 loans, aggregating $275,000 
were known to have been declined. 

That was not a complete list of declinations, because the banks do 
not keep a record of all of them. Someone might come up to a counter 
and ask for a loan and they would tell him that it is an undesirable 
loan. 

Senator W A G N E R . What percentage was that? 
Senator ADAMS. There were 1,175 loans accepted and 28 loans 

declined. 
Senator M E A D . The figures given by the witness have been very 

impressive, as would be, naturally, any figures that pertain to the 
United States at large, whether they pertained to population or 
production or bank loans, or whatever the figures may be, but I recall 
that the witness admitted that the small loans were, for the most part, 
for 30, 60, 90 days, or a year at the most. 

What the witness did not say, and what I would like to bring out, is 
this. There have been a great many loans made by the banks as a 
result of the direct or indirect influence of the R. F. C. I wonder if 
we could get a break-down of that volume of business in which the 
R. F. C. had a commitment or in which the banks were assured of a 
take-off or in which there was some participation—willing participation 
—either on the part of the R. F. C. or the Federal Reserve. It seems 
to me that there must be some activity where the R. F. C. or the 
Federal Reserve either participated or agreed to participate in some of 
this volume of business that the banks have done. 

Senator TOWNSEND . Mr. Jones is here and he probably could tell us. 
Senator M E A D . Mr. Jones, the witness gave us the very limited 

number of loans that the R. F. C. actually approved in a given period 
of time and the very meager amount of money as compared with the 
very large amount of money the private banks gave out, and it oc-
curred to me, when those figures came out, that there was some of the 
R. F. C. money in some of this large volume of money that the banks 
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were crediting as their own loans. What I would like to do is to find 
out whether there is any direct or indirect R. F. C. help in that volume 
of business. 

Senator T O W N S E N D . YOU did not include R . F . C . money that had 
been loaned in conjunction with other banks? 

Senator M E A D . There was no mention of R. F. C. 
Senator T O W N S E N D . I am asking him if he had any thoughts of 

that. 
Mr. W I G G I N S . I did not catch the question. 
Senator T O W N S E N D . The thought is that the R. F. C. has par-

ticipated in loans that banks have made, as I get it from the Senator. 
Senator M E A D . N O . The witness said the banks make so many 

loans, and the witness said the R. F. C. made so many loans. What 
I would like to know is this: Is there any R. F. C. money that helped 
in the loans which the witness said the banks made? 

Senator W A G N E R . I think, Senator Mead, perhaps we can clear it 
up this way: 

Mr. Wiggins, when you testified as to the number of loans made by 
banks—I think it went into a billion and some odd 

Mr. W I G G I N S (interposing). The number of new loans made by the 
banks during 1 9 3 9 was 1 2 , 6 7 5 , 0 0 0 , in a total amount of $ 2 3 , 1 1 5 , 0 0 0 , 0 0 0 . 

Senator W A G N E R . N O W , I wanted to ask you this: Are loans in 
which the R. F. C. participated with the banks included in that 
number or amount? 

Mr. W I G G I N S . I assume so. I assume that is the total amount of 
loans of the banks outstanding. 

Senator M E A D . That is exactly what I wanted to know. 
Senator W A G N E R . You do not know how many or how much? 
Mr. W I G G I N S . I don't have any idea. 
Senator M E A D . That brings out the fact that as a result of the 

activity of the Federal agency, the R. F. C., the volume of loans both 
in number and in the volume of money has increased immensely, and 
the R. F. C. should have some credit for that. 

Senator A D A M S . A S I recollect, the R . F . C . loans were one-hundred-
thirty-odd million. 

Senator M E A D . Yes. 
Senator ADAMS . That would be in the $ 2 3 , 0 0 0 , 0 0 0 , 0 0 0 . 
vSenator M E A D . N O . 
Senator ADAMS. N O ; that would not be, either. 
Senator M E A D . That is a separate and distinct R . F . C . enterprise, 

and it probably represents the loans that were turned down by the 
banks that finally, as a last resort, were obtained from the R . F . C., 
but it does not reflect the R. F . C. participation which is included in 
this large number of loans which the banks take credit for. 

Senator W A G N E R . Mr. Jones is here. Maybe he can clear it up. 
Mr. J O N E S . I need about 1 0 minutes. What time are you going to 

adjourn? 
Senator W A G N E R . Suppose we take you now. 

STATEMENT OF JESSE H. JONES, ADMINISTRATOR, FEDERAL 
LOAN AGENCY 

Mr. J O N E S . I have this in letter form. I would like to read this: 
In connection with your consideration of S. 3839, which deals with loans to 

business by the Federal Reserve banks and the Federal Treasury, beg to 

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



B U S I N E S S LOANS B Y F E D E R A L R E S E R V E B A N K S J J 

advise that I favor credit to all deserving business and without too specific con-
gressional restrictions. 

While I doubt that any great amount of good will be accomplished through the 
passage of this law, I would favor its enactment Amended as follows: 

On page 3, by striking out all of the first sentence of section (c) 
after the words, "shall not exceed," on line 9, and insert the words: 
the amount of the paid-in capital stock of the banks, plus the accumulated surplus. 

And I would strike out the rest to the end of the paragraph, on 
line 19, down to the word "Treasury." 

Then I would strike out the last three lines on that page and all 
of pages 4 and 5. 

Then I would add at the bottom as section (d): 
Each Federal Reserve bank shall return to the Treasury any and all amounts 

heretofore paid to such bank by the Secretary of the Treasury under the provi-
sions of this section representing a portion of the aggregate amount of $139,299,557 
originally paid by the Federal Reserve banks for stock in the Federal Deposit 
Insurance Corporation and thereupon said sum of $139,299,257 shall be covered 
into the working balance of the Treasury. 

The effect of that is that it authorizes the Federal Reserve banks to 
make business loans with their own money up to the amount of their 
capital and surplus. 

Senator H U G H E S . It takes away this commitment proposition? 
Mr. JONES . It wipes that out and makes them return this balance 

to the Treasury. 
We have all been trying to find out some way to help the Treasury, 

and they have that $139,000,000 that they cannot use. 
Senator H U G H E S . Who is that? 
Mr. JONES . The Treasury. They have got to hold that 
Senator H U G H E S (interposing). Who is that? The Federal Reserve? 
Mr. JONES. N O ; the Treasury. 
Senator W A G N E R . They have used $26,000,000 of that, have they 

not? 
Mr. JONES . They have used $26,000,000 in 6 vears. Thev were 

^authorized to use $280,000,000, but the $139,000,000 is paid over from 
p i e Treasury. 
* Senator CLARK of Idaho. The member banks would not make the 
loans at all? 

Mr. JONES . What do you mean by the "member banks"? 
Senator CLARK of Idaho. The individual private banks. The 

Federal Reserve banks would make the loans directly? 
Mr. JONES . In cooperation with their members. 
Senator CLARK of Idaho. They would still be permitted to make 

commitments? 
Mr. JONES . Yes. If the loan is too big to be made by the local 

bank let it go to the Federal Reserve. If the local bank is willing 
to take 25 percent, let it go to the Federal Reserve and get the other 
75, or 50-50. The local banker goes to his own Federal Reserve 
bank where he is a member and proud of it. 

Senator M E A D . In other words, you would set up in the Federal 
Reserve Board a sort of R. F. C. for the Federal Reserve System, 
limiting them to their own capital and surplus, is that it? 

Mr. J O N E S . Yes; limit the amount they could lend to the capital 
and surplus. 
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Senator M E A D . The R. F. C . is a lending agency created by Con-
gress. It has its limitations, and you would make similar limitations 
in the Federal Reserve System? 

Mr. JONES . Mr. Eccles has testified that they have the facilities 
the equipment, and the men, and they have, just like we have. Let 
these member banks go and deal with their own Federal Reserve 
bank and work out the loan. Give them the authority to do it to a 
limited amount. They were authorized to lend up to $280,000,000 in 
1934. 

Senator H U G H E S . What puzzles me is that you want to have two 
agencies do practically the same thing; they are overlapping agencies. 

Senator TOWTNSEND. What authority do you give them here that 
they do not already have? 

Senator H U G H E S . It gives them mone3T. 
Senator TOWNSEND. N O . 
Mr. JONES . Senator, they say they can only lend up to 5 years— 

that is pretty long. They say they can only lend to established in-
stitutions—that is pretty broad itself, but they hide behind those 
two things as their alibi for not having made loans. 

Senator TOWNSEND . What I am asking is: What authority do you 
give them under this bill that they do not have at the present time? 

Mr. JONES . I have told you. If they want to make a 10-year loan, 
let them make it. 

Senator T O W N S E N D . All we are doing is increasing the time in 
which they could repay the loans made? 

Mr. J O N E S . And, another thing, they could lend to a new institu-
tion. Under the present law, I think they can only lend to institutions 
existing at the time the act was passed. 

They lend their own money instead of the Treasury's money. I 
believe that would be a helpful thing. If there was any competition, 
it would be with a member bank. Therefore, there is not going to 
be too much competition between them, but it would enable a bank, 
or a number of banks, through the Federal Reserve, to accommodate 
a borrower, and would divide the risk. . 

Senator H U G H E S . The banks all have more money than thejfl 
know what to do with. 

M r . J O N E S . Y e s . 
Senator H U G H E S . How is the Federal Reserve going to help them 

except furnish them capital? They do not need that; they have all 
the money they need. 

Mr. J O N E S . Banks come to us all the time and say, "We will take 
25 percent of this loan if you will take 75 percent." 

Instead of coming to us to get the 75 percent, let them go to the 
Federal Reserve banks. That is what I am thinking of. It may be 
60 percent or 40 percent. 

Senator W A G N E R . Will their attitude be about the same as the 
R. F. C.'s in regard to these loans? 

Mr. J O N E S . It has this advantage—and I will have something 
more to say later about the R. F. C.'s attitude—the banker is talk-
ing to his own Federal Reserve bank about a loan in his own com-
munity instead of talking to the R. F. C. about it, and I think it would 
produce better results. I think the Federal Reserve would make 
more loans if they wTere doing it themselves in cooperation with their 
own members. 
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Senator D A N A H E R . Why cannot they do it now? 
Mr. J O N E S . They can do it now, except they have all this rigmarole, 

this shadow boxing. It has proved to be that because of the small 
amount of loans made, but if your bank wanted to make a loan to an 
industry in your community, bigger than it could afford to make, 
let it go to the Federal Reserve and ask that they take a part of it 
instead of coming to the R. F. C. 

Senator C L A R K of Idaho. Under the existing law, they have some 
restrictions as to adequate security that are different from the restric-
tions in your proposed law. What is that? Reasonable expectation 
of repayment, or something like that? 

Mr. J O N E S . The Federal Reserve Act says "on a reasonable and 
sound basis"—what constitutes a sound loan depends on conditions 
and circumstances. 

Senator C L A R K of Idaho. Yes; but we did change that in the House, 
if you recall, 3 years ago. 

Mr. J O N E S . Y O U changed the authority of the R. F. C . Act to re-
quire such security as will reasonably assure repayment. The Federal 
Reserve Act has not been changed. 

Senator C L A R K of Idaho. We thought we were liberalizing it. 
Mr. J O N E S . That is all you have when you have a Government bond. 
Senator H U G H E S . If it did not have that it would not be a sound 

loan. 
Mr. J O N E S . I believe, gentlemen, it is worth your serious con-

sideration. It would remove this hybrid thing we have now. It 
would release that $139,000,000 and put back what is left into the 
general fund, and certainly the Treasury needs it. 

Senator W A G N E R . Mr. Jones, my attention was distracted when 
Senator Danaher asked you that question. I did not get the complete 
answer to that. They have available this sum of money now that is 
earmarked for their use to make industrial loans. Now we take that 
away from them. Why is that going to facilitate the loans? 

Air. J O N E S . Senator, here is the statement I made. If a banker in 
the Senator's community wanted to make a loan to an industry or a 
business for $50,000 and that was more than the bank could afford to 
take, but it could afford to take $15,000 or $20,000 of it, instead of 
coming to the R. F. C. to get that money, let him go to the Federal 
Reserve bank and get it, but not out of this fund. Let the Federal 
Reserve make the loan together with its own member bank. Let it 
say, "We will take that risk." I think it is a service that the Fed-
eral Reserve ought to render. 

Senator H U G H E S . Let the Federal Reserve use their own money? 
Mr. J O N E S . Yes; but limit it to the amount of their capital and 

surplus, so they cannot go broke doing it. 
Senator W A G N E R . Why will that accelerate the loans when you 

take away the funds from them that they can utilize now? 
Mr. J O N E S . I believe, Senator, if you will put the responsibility 

on them maybe they will take advantage of it and maybe they will 
respond. They have not responded this way. They have done 
very little this way. 

Senator W A G N E R . I S that because of the definition of the kind of 
loan they may make? Is that the difficulty? 
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Mr. J O N E S . Take the restrictions out. Leave it to them as to what 
kind of loan they want to make. Let them make the loans. Let 
them be the judge. 

Senator W A G N E R . They have that power now except with respect 
to the fund of $139,000,000. The restrictions are as to the use of the 
$139,000,000 as working capital. 

Senator D A N A H E R . That is not quite right. Right now they are 
limited to working capital loans. 

M r . J O N E S . Y e s . 
Senator W A G N E R . Does that not refer only to the $ 1 3 9 , 0 0 0 , 0 0 0 ? 
Mr. J O N E S . Partially. 
Senator W A G N E R . That is what I am saying. Generally, outside 

of that, they can make loans? 
Senator C L A R K of Idaho. No; they cannot make any loans outside 

of that. 
Mr. J O N E S . That is right; they cannot. With this suggestion of 

mine, they are the judges. If they want to make an industrial loan 
for 10 years, let them make it. 

Senator D A N A H E R . What do you think of that, Mr. Wiggins? 
Mr. W I G G I N S . It sounds like common sense to me. 
Mr. J O N E S . It wipes out all this nonsense that we have been 

dealing with. 
Senator D A N A H E R . Putting it in another way, Mr. Jones, do you 

think that if the R. F. C. had not been in the picture, so that they 
could not load participation on to you, they would have gone further 
on their loans? 

Mr. J O N E S . I do not know about that. Without intending to make 
any criticism of the Federal Reserve banks, the Federal Reserve 
banker is a graduated banker. A banker cannot graduate unless he 
is conservative, unless he has the last word on credits, and things like 
that. That is the general attitude. That is the attitude of the big 
banker. The small banker is all right in the country, but let him go 
to town and he graduates. 

May I give you some figures now? 
Senator W A G N E R . Yes. 
Mr. J O N E S . Congress passed this act in June 1934, 6 years ago, 

and the Federal Reserve banks were authorized to make loans direct 
to business to the extent of approximately $280,000,000. To enable 
the Federal Reserve banks to make these loans, the Federal Treasury 
was authorized to advance to them an aggregate of $139,299,557. 
This money wras to be returned to the Treasury by the banks at the 
rate of 2 percent a year if earned—at best, in 50 years without interest. 
So they were, in fact, lending 50-cent dollars, and yet in lending 
50-cent dollars the most they had outstanding at any one time was 
approximately $32,000,000 in the 6-year period; $27,500,000 of that 
they got from the Treasury. They keep that money; they do not 
give it back to the Treasury. They give the earnings from those 
loans back to the Treasury, up to 2 percent. 

Therefore, the net result is that they have accumulated in their 
own surplus accounts $ 2 6 , 5 0 0 , 0 0 0 of Treasury money, but it now 
belongs to the Federal Reserve banks, and they have only $11,000,000 
outstanding in loans. 

The result of this Federal Reserve bank lending to business is that 
they have increased their surpluses and they have helped business 
very, very, little. 
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In comparison—and it is a tough job; I do not blame anybody, 
because a great many of the loans were hard to make; many of them are 
good—the R. F. C. has made something over 9,000 loans—they 
authorized that many—aggregating about $550,000,000. Now, of 
that $550,000,000 and those 9,000 loans, banks have agreed to take 
participation of 2,497 loans, aggregating $67,793,895. We share in 
the loan and the security and repayments in proportion to our per-
centage of the loan with the bank. 

Now, answering that other question, if the bank wants to carry the 
entire loan, we let him carry it. We charge a part of the interest 
for a take-out agreement for our participation in the loan. He can 
call on us any day he wants to for that money and get it. 

Of that five-liundred-and-fifty-odd million dollars that we have 
authorized, one-hundred-and-tliirty-four-odd million, for one reason or 
another, was canceled. The borrower did not take the money or he 
could not put up the security; $ 1 2 9 , 0 0 0 , 0 0 0 is now still available to 
the borrowers and is being drawn on from time to time. Most of it 
is budgeted and is taken out as they need it and they pay interest on 
it only as they draw it. 

We have disbursed, including participation with the banks, some-
thing like $305,000,000 in the form of business loans; 37 percent of 
these loans in number have been for $5,000 or less; 53 percent for 
$10,000 or less; and 83 percent for $50,000 or less. So that the great 
majority—the overwhelming majority—of these loans has been to the 
small-business man, and that is how we like it. 

Senator W A G N E R . What has been your experience in connection 
those loans? 

Mr. J O N E S . I was going to give it to you now, because I think you 
ought to have that. 

We have foreclosed 306 loans, aggregating $18,535,801. Now, on 
those loans we will lose at least one-half. The security that we took, 
the plants, et cetera, will not liquidate more than half the loans, prob-
ably not quite half. 

We have something over 900 loans aggregating approximately 
$25,000,000, that are in default. A good many of those will have to 
be foreclosed. 

We estimate that on all of our industrial loans the losses will average 
at least 10 percent. Banks just cannot make loans where they are 
going to have a 10-percent loss. We could not do it except that we 
make a little something on the other loans and that will take care of 
our losses, but we will lose something like 10 percent on those loans. 

Senator W A G N E R . I read in the New York Times, I tliink it was, 
that you sold $20,000,000 worth of securities and made a million and 
a half in that transaction, so that there are other fields hi which you 
make up for those losses? 

Mr. J O N E S . Yes. We have accumulated $ 2 8 5 , 0 0 0 , 0 0 0 or $ 2 9 0 , -
000,000 in surplus, as you have been told. I think $100,000,000 to 
$ 1 2 5 , 0 0 0 , 0 0 0 will cover our total losses. Business loans take two-thirds 
of all the time of the executives and the board. We try as hard as 
human beings can try to make them. 

Senator W A G N E R . Just looking at your enterprise as a business 
enterprise, would you regard it as a sound one? 

M r . J O N E S . Y e s . 
Senator H U G H E S . Does it result in recognizing a class of borrowers 

who are good? 
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Mr. J O N E S . Yes; it does. In other words, our rates are 4 , 4}£, and 
5 percent on industrial loans. We borrow money on 1 percent. We 
operate for about 1 percent. So that gives us a margin to accumulate 
these surpluses. , 

A well-run bank has got to do that, and we do favor the small 
business loan, because the sympathies of the country and the sym-
pathies of Congress and the sympathies of all of us are with that fellow, 
and we try very hard to help him and we take pretty long chances. 
We have been given enough security always in appraised values, 
but a plant might be appraised at $1,000,000 or $100,000, and when 
you liquidate it you do not get much out of it. . 

Now, it is not all bad. We have had many loans that come right 
along and pay with the calendar. I could cite you any number 
of loans that have saved businesses and kept people employed and 
saved communities from W. P. A. rolls, and things of that kind. 

I am heartily in favor of it, but it has its hazards and it has a big 
casualty percentage. 

Is Senator Mead here? 
Senator W A G N E R . No; he just left. 
Mr. J O N E S . I spoke to him about this, and the only suggestion he 

had about it was that he wondered how the Federal Reserve would 
feel about it. Naturally, they would want to be heard, I suppose, on 
this suggestion. 

Senator W A G N E R . • You did not communicate with them in any way? 
Mr. J O N E S . No; I just worked on it this morning, Senator. * I 

found out you were going to have this and I have been trying to do 
something that would be helpful, and I think this would be helpful, 
particularly in an emergency. 

Senator W A G N E R (chairman of the subcommittee). Well, we will 
have to adjourn this hearing at this time. I will have to confer with 
Senator Mead as to the date on which we shall continue. 

(Thereupon, at 12:15 o'clock p. m., an adjournment was taken, 
subject to the call of the chairman of the subcommittee.) 

(The following letter was submitted by Mr. Eccles for inclusion in 
the record.) 

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
Washington, June 1940. 

H o n . ROBERT F . WAGNER, 
Chairman, Banking and Currency Committee, 

United States Senatef Washington, D. C. 
DEAR SENATOR WAGNER : At the hearing on Senator Mead's bill, S. 3839, on 

Wednesday, June 13, 1940, you read extracts from a letter received from Mr. 
D. W. Bell, Acting Secretary of the Treasury, with respect to the bill and at the 
conclusion of the hearing you gave me a copy of Mr. Bell's letter for our 
information. 

In reading Mr. Bell's letter I found a number of statements about which I should 
like to comment briefly for your records. Mr. Bell states that "It is the view of 
the Treasury Department that if the Federal Reserve banks are to continue to 
make industrial loans, as contemplated by the proposed legislation, they should 
be permitted to do so with their own funds and the Government should withdraw 
its funds heretofore advanced to the banks for this purpose and terminate the 
authorization for further advances.'' 

For the reasons which I have stated in my testimony before your committee on 
S. 3839 and in correspondence with you, it is the position of the Board of Governors 
that section 13b of the Federal Reserve Act should be repealed and the Reserve 
banks entirely relieved of their responsibility for making this type of loan or that, 
the section should be amended along the lines proposed in the bill. 
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It was the understanding of the Federal Reserve System, when section 13b 
was added to the Federal Reserve Act in 1934, that it was contemplated that the 
Secretary of the Treasury would pay to the Federal Reserve banks such amount 
up to $139,299,556.99, the amount the Reserve banks subscribed to stock of the 
(Federal Deposit Insurance Corporation, as was needed to enable them to make 

advances and commitments authorized. The Secretary of the Treasury,, 
however, issued regulations under which he advanced funds to the Federal 
Reserve banks amounting to approximately 50 percent of the outstanding loans 
and commitments of the Reserve banks. Following the issuance of the regula-
tions by the Treasury Department, the Board conferred with the Department 
with respect to the accounting instructions to be issued to the Federal Reserve 
banks, and after several conferences instructions were prepared which the Board 
believed to be in accordance with the intent of Congress, and a copy was given to 
the Treasury. While these instructions have not received the specific approval of 
the Treasury, they have been the basis 011 which reports and payments have been 
made to the Treasury by the Federal Reserve banks. 

Mr. Bell states in his letter that it is not clear from the language of the statute 
whether the 2 percent payments required to be made by the Reserve banks to the 
Treasury constitute payments of interest or payments upon the principal amounts 
advanced by the Treasury to the Federal Reserve banks. He also indicates that 
the enactment of S. 3839 "would still leave ambiguities whereby ultimate losses 
from these joint transactions could be charged to the funds advanced from the 
Treasury." Under the existing law the Federal Reserve banks are required to 
make the 2 percent payments in question only if they are earned, and they have done 
so with the understanding that the question as to whether the payments con-
stitute a return of principal to the Treasury is being left for determination at a 
later date. No determination of this question has as yet been made, but it is 
believed that the enactment of S. 3839 would clear up both these questions and 
eliminate other ambiguities of the present law. 

Mr. Bell points out that the aggregate outstanding loans and commitments of 
the Federal Reserve banks have, since April 1939, been less than the aggregate 
amount paid to the reserve banks by the Treasury, and that as loans and commit-
ments were liquidated the Federal Reserve banks have withdrawn their funds 
and are treating the remaining loans and commitments outstanding as being fi-
nanced entirely with funds received from the Treasury. This has been done 
because of a provision in the agreement between the Secretary of the Treasury 
and each Federal Reserve bank, required by the Secretary's regulations, that 
"Insofar as it is practicable to do so on a sound basis and in accordance with the 
provisions of Section 13b of the Federal Reserve Act and the regulations of the 
Federal Reserve Board thereunder, the Reserve Bank wrill keep all sums received 
from the Secretary under the provisions * * * of this agreement invested in 
loans, discounts, advances, or purchases made under section 13b of the Federal 
Reserve Act; * * *." Whether this procedure will result eventually in a 
profit or loss to the Treasury is impossible to state at this time, but on the basis 
5f information now available it would appear that for the Federal Reserve banks 
as a whole the earnings on industrial advances and commitments will approxi-
mately offset the expenses and losses incurred in connection with guch loans. 

I understand that the letter from the Acting Secretary of the Treasury on this 
subject is to be included as a part of the record of the hearing which was held by 
your committee on June 13, 1940, and I will appreciate it if you will arrange to 
have a copy of this letter also included in the record of the proceedings on S. 3839. 

Very truly yours, 
MARRINER S. ECCLES, 

Chairman. 
X 
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