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O f f i c e C o r r e s p o n d e n c e r w Mav i?r 1957 

T o Mr . F.coles Subject: D iges t o f Daiger memorandum r e 

Ij^Jfi Mr . C lay ton proposed Home* T.oan Bank l e g i s l a t i o n 

By way of i n t r o d u c t i o n Mr . Daiger po i n t s out t ha t 
Mr. De lano ' s argument i n favo r of the l e g i s l a t i o n i s t ha t i t w i l l 
s a t i s f y a power fu l l obby which wants a good dea l more than the 
proposed l e g i s l a t i o n would g i v e . 

The proponents of the l e g i s l a t i o n a l s o c l a im a 
p a r a l l e l w i t h the Farm C r ed i t Adm in i s t r a t i o n ' s powers t o i s sue bonds 
which are e l i g i b l e f o r purchase by the Fede r a l Reserve banks i n the 
open market. Mr. Da iger 1 s answers t o these arguments are as f o l l o w s : 

(1) R e b u i l d i n g and l o an lobby i s not as formidab le as i t i s 
made out t o be. 

(2) The analogy w i t h the Farm C r e d i t Adm in i s t r a t i on i s not w e l l 
taken s ince the purpose o f tha t set-up i s t o make a v a i l a b l e t o farmers 
f o r long- t ime loans on t h e i r lands the long- term investment funds o f 
savings banks, l i f e insurance companies, commercial banks, t r u s t com-
panies and other i nves t o r s who buy long-term o b l i g a t i o n s . There never 
was any concept ion t ha t the Farm C r ed i t Adm in i s t r a t i o n was t o supply 
on ly those funds r ep resen t i ng the sav ings or s tock investments of the 
member borrowers . B u i l d i n g and loan a s s o c i a t i o n s and mutual savings 
banks on the other hand have t r a d i t i o n a l l y and c h a r a c t e r i s t i c a l l y loaned 
on ly the funds supp l i ed by the savings of the members. To pyramid 
l end i ng power on these sav ings would v i o l a t e the t r a d i t i o n a l f u n c t i o n 
o f the b u i l d i n g and loan set-up and would be much the same as though 
mutual sav ings banks, l i f e insurance companies, commercial banks and 
t r u s t companies borrowed aga ins t t h e i r asse ts f o r the purpose o f en-
l a r g i n g t h e i r mortgage p o r t f o l i o s . 

The above are the p r i n c i p a l po i n t s made by Mr . Daiger 
a l though h i s memorandum i s r e p l e t e w i t h background and d e t a i l e d argu-
ment i n support o f the above p o i n t s . 
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M r * D r e i b e l b i s , A s s i s t a n t 

G e n e r a l C o u n s e l * 

A m e n d m e n t s t o s e c t i o n 1 4 ( b ) o f 

F e d e r a l R e s e r v e A o t a n d 4 ( n ) o f H o m e 

O w n e r s L o a n A o t p r o p o s e d b y F e d e r a l H o m e 

L o a n B a n k B o a r d * 

A t M r * C l a y t o n f 3 r e q u e s t 1 h a v e r e v i e w e d M r * D a i g s r ' s 

m e m o r a n d u m o f A p r i l 1 7 t h a d d r e s s e d t o C h a i r m a n B o o l e s u p o n t h e s u b j e c t 

" O p e n M a r k e t O p e r a t i o n s p r o p o s e d b y t h e F e d e r a l H o m e L o a n B a n k B o a r d " * 

T h i s r e v i e w , h o w e v e r , h a s b e e n c o n f i n e d s o l e l y t o a n a n a l y s i s o f t h e 

e x i s t i n g a p p l i c a b l e s t a t u t e s a n d t h e l e g a l e f f e c t o f s u g g e s t e d a m e n d * 

m e n t s t o s e c t i o n 1 4 ( b ) o f t h e F e d e r a l R e s e r v e A o t a n d s e c t i o n 4 ( n ) 

o f t h e H o m e O w n e r s L o a n A c t , w h i o h a m e n d m e n t s , I u n d e r s t a n d h a v e b e e n 

p r o p o s e d b y t h e F e d e r a l H o m e L o a n B a n k B o a r d * F o r t h e c o n v e n i e n c e o f 

t h e B o a r d t h e v a r i o u s A c t s i n v o l v e d a r e s e p a r a t e l y a n a l y s e d u n d e r 

d e s c r i p t i v e h e a d i n g s , a s f o l l o w s i 

F E D E R A L F A R M M O R T G A G E A C T 

T h e F e d e r a l F a r m M o r t g a g e C o r p o r a t i o n A o t c r e a t i n g t h e F e d -

e r a l F a r m M o r t g a g e C o r p o r a t i o n w a s a p p r o v e d J a n u a r y 3 1 , 1 9 2 4 * 

T h i s A o t a u t h o r i s e d t h e C o r p o r a t i o n t o i s s u e # 2 , 0 0 0 , 0 0 0 , 0 0 0 

o f b o n d s f u l l y g u a r a n t e e d b y t h e U n i t e d S t a b e s b o t h a s t o i n t e r e s t a n d 

p r i n c i p a l , w h i c h b o n d s , a m o n g o t h e r t h i n g s , m a y b e e x c h a n g e d f o r c o n -

s o l i d a t e d F a r m L o a n b o n d s o f e q u a l f a c e v a l u e i s s u e d u n d e r t h e F e d e r a l 

F a r m L o a n A c t * 

T h e A o t a m e n d e d s e c t i o n 1 3 o f t h e F e d e r a l R e s e r v e A c t b y 

m a k i n g t h e b o n d s o f t h e C o r p o r a t i o n e l i g i b l e f o r p l e d g e a s s e c u r i t y 

t o a m e m b e r b a n k ' s f i f t e e n d a y c o l l a t e r a l n o t e * A t t h e s a m e t i m e , 

s e c t i o n 1 4 ( b ) o f t h e F e d e r a l R e s e r v e A o t w a s a m e n d e d t o m a k e b o n d s 

o f t h e C o r p o r a t i o n h a v i n g m a t u r i t i e s f r o m d a t e o f p u r c h a s e o f n o t 

e x c e e d i n g s i x m o n t h s e l i g i b l e f o r p u r c h a s e a n d s a l e i n t h e o p e n m a r k e t * 

H O M E G K H E R S L O A N A C T 

T h e H o m e O w n e r s L o a n A c t c r e a t i n g t h e H o m e O w n e r s L o a n C o r -

p o r a t i o n w a s a p p r o v e d J u n e 1 3 , 1 9 3 3 * 

T h e A o t o r i g i n a l l y a u t h o r i s e d t h e I s s u a n c e o f # 2 , 0 0 0 , 0 0 0 , 0 0 0 

o f b o n d s g u a r a n t e e d a s t o i n t e r e s t o n l y b y t h e G o v e r n m e n t * B y p r o c e s s 

o f a m e n d m e n t t h e A o t f i n a l l y a u t h o r i s e d t h e i s s u a n o e o f $ 4 , 7 5 0 , 0 0 0 , 0 0 0 

o f b o n d s g u a r a n t e e d b o t h a s t o i n t e r e s t a n d p r i n c i p a l b y t h e U n i t e d 

S t a t e s * A p p r o x i m a t e l y # 1 , 5 0 0 , 0 0 0 , 0 0 0 o f t h i s , s u m r e m a i n s u n i s s u e d * 
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Board of Governors - 2 

S e c t i o n 4 ( n ) o f t h e A c t a u t h o r i s e s t h e C o r p o r a t i o n t o ( 1 ) 

p u r c h a s e F e d e r a l H o m e L o a n B a n k b o n d s , d e b e n t u r e s , o r n o t e s , o r c o n * 

s o l i d a t e d F e d e r a l H o m a L o a n B a n k b o n d s o r d e b e n t u r e s ; ( 2 ) t o p u r * 

c h a s e f u l l p a i d i n c o m e s h a r e s o f F e d e r a l S a v i n g s a n d L o a n A s s o c i a ~ 

t i o n s a f t e r f u n d s m a d e a v a i l a b l e t o t h e S e c r e t a r y o f t h e T r e a s u r y 

f o r t h e p u r c h a s e o f s u c h s h a r e s h a v e b e e n e x h a u s t e d , s u o h p u r c h a s e s 

t o b e o n t h e - s a m e t e r m s a n d c o n d i t i o n s a s a p p l y t o t h e p u r c h a s e o f 

s u o h s h a r e s b y t h e S e c r e t a r y o f t h e T r e a s u r y . § 3 0 0 , 0 0 0 , 0 0 0 o f t h e 

a u t h o r i s e d b o n d i s s u e i s s e t a s i d e f o r t h e p u r p o s e o f t h i s s u b s e c t i o n . 

* I t i s n o w p r o p o s e d t o a m e n d t h e s u b s e c t i o n b y a l l o c a t i n g 

t h e # 3 0 0 , 0 0 0 , 0 0 0 t o t h e p u r c h a s e o f s h a r e s o f F e d e r a l S a v i n g s a n d 

L o a n A s s o c i a t i o n s a n d p r o v i d i n g t h a t t h e t o t a l a m o u n t o f u n u s e d b o n d 

a u t h o r i s a t i o n o f t h e C o r p o r a t i o n ( $ 1 , 5 0 0 , 0 0 0 , 0 0 0 ) s h a l l b e a v a i l a b l e 

f o r t h e o t h e r p u r p o s e s o f t h e s u b s e c t i o n ; t o w i t , t h e p u r c h a s e o f 

F e d e r a l H o m e L o a n B a n k b o n d s , d e b e n t u r e s , o r n o t e s , o r c o n s o l i d a t e d 

F e d e r a l H o m e L o a n B a n k b o n d s o r d e b e n t u r e s . 

I n a n a m e n d m e n t o f t h e A c t ( A p r i l 2 7 , 1 9 3 4 ) p r o v i d i n g f o r 

t h e g u a r a n t e e b y t h e U n i t e d S t a t e s , b o t h a s t o p r i n c i p a l a n d i n t e r e s t , 

o f b o n d s i s s u e d b y t h e C o r p o r a t i o n , s e c t i o n s I S a n d 1 4 o f t h e F e d e r a l 

R e s e r v e A c t w e r e a m e n d e d i n t h e s a m e m a n n e r a s a l r e a d y a m e n d e d w i t h 

r e s p e c t t o b o n d s o f t h e F e d e r a l F a r m M o r t g a g e C o r p o r a t i o n . S e c t i o n 1 3 

o f t h e F e d e r a l R e s e r v e A c t w a s a m e n d e d b y m a k i n g t h e b o n d s o f t h e 

C o r p o r a t i o n e l i g i b l e f o r p l e d g e a s s e c u r i t y t o a m e m b e r b a n k 9 s 1 5 d a y 

c o l l a t e r a l n o t e . S e c t i o n 1 4 ( b ) o f t h e F e d e r a l R e s e r v e A o t w a s a m e n d e d 

t o m a k e b o n d s o f t h e C o r p o r a t i o n h a v i n g m a t u r i t i e s f r o m d a t e o f p u r -

c h a s e o f n o t e x c e e d i n g 6 m o n t h s e l i g i b l e f o r p u r c h a s e a n d s a l e i n t h e 

o p e n m a r k e t . 

F E D E R A L H O M E L 0 M B M K A C T 

T h e F e d e r a l H o m e L o a n B a n k A c t , a u t h o r i s i n g t h e e s t a b l i s h m e n t 

o f F e d e r a l H o m e L o a n B a n k s , w a s a p p r o v e d J u l y 2 2 , 1 9 3 2 . 

A n y b u i l d i n g a n d l o a n a s s o c i a t i o n , s a v i n g s a n d l o a n a s s o c i a -

t i o n , c o o p e r a t i v e b a n k , h o m e s t e a d a s s o c i a t i o n , i n s u r a n c e c o m p a n y , o r 

s a v i n g s b a n k , i s e l i g i b l e t o b e c o m e a m e m b e r o r a n o n m e m b e r b o r r o w e r 

o f a F e d e r a l H o m e L o a n B a n k a n d a F e d e r a l H o m e L o a n B a n k u n d e r c e r t a i n 

c o n d i t i o n s a n d a g a i n s t c e r t a i n s e c u r i t y m a y m a k e a d v a n c e s t o i t s m a m * 

b e r s , a s w e l l a s , t o n o n m e m b e r b o r r o w e r s . 

E a c h F e d e r a l H o m e L o a n B a n k i s a u t h o r i s e d t o i s s u e d e b e n t u r e s , 

b o n d s , o r o t h e r o b l i g a t i o n s u p o n s u c h t e r m s a n d c o n d i t i o n s a s t h e B o a r d 

m a y a p p r o v e . T h e A c t a l s o p r o v i d e s f o r t h e i s s u a n c e o f c o n s o l i d a t e d 
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Board of Governors - 2 

F e d e r a l H o m e L o a n B a n k d e b e n t u r e s r e p r e s e n t i n g t h e j o i n t a n d s e v e r a l 

o b l i g a t i o n s o f a l l F e d e r a l H o m e L o a n B a n k s * T h e s e d e b e n t u r e s c a n n o t 

b e i s s u e d i f a n y o f t h e a s s e t s o f a n y F e d e r a l H o m e L o a n B a n k a r e 

p l e d g e d t o s e c u r e a n y d e b t s a n d a r e l i m i t e d i n a m o u n t t o f i v e t i m e s 

t h e t o t a l p a i d - i n c a p i t a l o f a l l o f t h e F e d e r a l H o m e L o a n B a n k s . I f 

n o d e b e n t u r e s a r e o u t s t a n d i n g , c o n s o l i d a t e d F e d e r a l H o m e L o a n B a n k 

b o n d s c o n s t i t u t i n g t h e j o i n t a n d s e v e r a l o b l i g a t i o n s o f a l l o f t h e 

F e d e r a l H o m e L o a n B a n k s m a y b e i s s u e d u p o n s u c h t e r m s a n d c o n d i t i o n s 

a s t h e B o a r d m a y p r e s c r i b e . 

T h e A c t p r o v i d e s t h a t a l l o b l i g a t i o n s o f F e d e r a l H o m e L o a n 

B a n k s s h a l l p l a i n l y s t a t e t h a t s u c h o b l i g a t i o n s a r e n o t o b l i g a t i o n s 

o f t h e U n i t e d S t a t e s a n d a r e n o t g u a r a n t e e d b y t h e U n i t e d S t a t e s . 

I t i s n o w p r o p o s e d t o a m e n d s e c t i o n 1 4 ( b ) o f t h e F e d e r a l 

R e s e r v e A c t t o m a k e b o n d s , d e b e n t u r e s o r o t h e r o b l i g a t i o n s i s s u e d 

u n d e r t h e p r o v i s i o n s o f t h e F e d e r a l H o m e L o a n B a n k A c t , a s a m e n d e d , 

e l i g i b l e f o r p u r c h a s e a n d s a l e i n t h e o p e n m a r k e t * 

A & A L O G Y B E T W E E N F A R M C R E D I T A M I E I S T R A T I O H M D 

F E D E R A L H O M E L C M B M K S Y S T E M W I T H R E S P E C T 

T O A V A I L A B I L I T Y O F F E D E R A L R E S E R V E F U N D S 

U K D E R E X I S T I N G L A W . 

B o n d s . o f t h e F e d e r a l F a r m M o r t g a g e C o r p o r a t i o n p u r s u a n t t o 

t h e p r o v i s i o n s o f s e c t i o n 1 4 ( b ) o f t h e F e d e r a l R e s e r v e A o t m a y b e 

b o u g h t a n d s o l d b y F e d e r a l R e s e r v e b a n k s * 

C o r r e s p o n d i n g l y , b o n d s o f t h e H o m e O w n e r s L o a n C o r p o r a t i o n 

p u r s u a n t t o t h e p r o v i s i o n s o f s e c t i o n 1 4 ( b ) o f t h e F e d e r a l R e s e r v e A c t 

m a y b e b o u g h t a n d s o l d b y F e d e r a l R e s e r v e b a n k s * 

B o n d s o f t h e F e d e r a l F a r m M o r t g a g e C o r p o r a t i o n m a y b e e x -

c h a n g e d f o r c o n s o l i d a t e d F a r m L o a n b o n d s i s s u e d u n d e r t h e F e d e r a l 

F a r m L o a n A c t * 

C o r r e s p o n d i n g l y , b o n d s o f t h e H o m e O w n e r s L o a n C o r p o r a t i o n 

m a y b e u s e d b y t h e H o m e O w n e r s L o a n C o r p o r a t i o n t o a c q u i r e F e d e r a l 

H o m e L o a n B a n k b o n d s , d e b e n t u r e s o t n o t e s o f c o n s o l i d a t e d F e d e r a l H e s s e 

L o a n B a n k b o n d s o r d e b e n t u r e s , a t p r e s e n t w i t h i n t h e l i m i t o f t h e 

1 3 0 0 , 0 0 0 , 0 0 0 a l l o c a t e d f o r t h a t a n d o t h e r p u r p o s e s a n d , i f t h e p r o -

p o s e d a m e n d m e n t t o s e c t i o n 4 ( n ) o f t h e H o m e O w n e r s L o a n A c t i s e n a c t e d , 

w i t h i n t h e l i m i t o f t h e u n u s e d b o n d a u t h o r i z a t i o n o f t h a t C o r p o r a t i o n 

( $ 1 , 5 0 0 , 0 0 0 , 0 0 0 ) * 

c ^ 5 
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B o a r d o f G o v e r n o r s ~ 4 

B o n d s o f b o t h t h e F e d e r a l F a r m M o r t g a g e C o r p o r a t i o n a n d t h e 

H o m e O w n e r s L o a n C o r p o r a t i o n a r e f u l l y g u a r a n t e e d a s t o p r i n c i p a l a n d 

i n t e r e s t a n d p u r s u a n t t o t h e p r o v i s o a d d e d t o s e c t i o n 1 4 ( b ) o f t h e 

F e d e r a l R e s e r v e A c t b y a m e n d m e n t a t t h e t i m e o f t h e e n a c t m e n t o f t h e 

B a n k i n g A c t o f 1 9 5 5 t h e s e b o n d s m a y n o w b e b o u g h t a n d s o l d w i t h o u t 

r e g a r d t o m a t u r i t i e s * 

S e c t i o n 9 4 3 o f T i t l e 1 2 U » S . C * A * p r o v i d e s a s f o l l o w s $ 

ttAny F e d e r a l H e s e r v e b a n k m a y b u y a n d s e l l f a r m l o a n 

b o n d s i s s u e d u n d e r t h i s c h a p t e r t o t h e s a m e e x t e n t a n d s u b j e c t 

t o t h e s a m e l i m i t a t i o n s p l a c e d u p o n t h e p u r c h a s e a n d s a l e b y 

s a i d b a n k s o f S t a t e * c o u n t y , d i s t r i c t a n d m u n i c i p a l b o n d s 

u n d e r s e c t i o n 1 4 ( b ) o f t h e F e d e r a l R e s e r v e A c t o f D e c e m b e r 2 3 * 

1 9 1 3 ( m a t u r i t i e s f r o m d a t e o f p u r c h a s e o f n o t e x c e e d i n g s i x 

m o n t h s ) # * 

P a r a g r a p h 3 o f s e c t i o n 1 3 ( a ) o f t h e F e d e r a l R e s e r v e A c t p r o -

v i d e s a s f o l l o w s t 

" A n y F e d e r a l r e s e r v e b a n k m a y a l s o b u y a n d s e l l d e b e n -

t u r e s a n d o t h e r s u c h o b l i g a t i o n s i s s u e d b y a F e d e r a l I n t e r m e d -

i a t e C r e d i t B a n k o r b y a N a t i o n a l A g r i c u l t u r a l C r e d i t C o r p o r a -

t i o n , b u t o n l y t o t h e s a m e e x t e n t a s a n d s u b j e c t t o t h e s a m e 

l i m i t a t i o n s a s t h o s e u p c m v i a h i c h i t m a y b u y a n d s e l l b o n d s i s s u e d 

u n d e r T i t l e I o f t h e F e d e r a l F a r m L o a n A c t . " 

D r a w i n g a n a n a l o g y t h e F e d e r a l H o m e L o a n B a n k B o a r d a s s e r t s 

t h a t i n a s m u c h a s F a r m L o a n b o n d s a n d I n t e r m e d i a t e C r e d i t B a n k o b l i g a -

t i o n s m a y b e b o u g h t a n d s o l d , o b l i g a t i o n s o f t h e F e d e r a l H o m e L o a n 

B a n k s s h o u l d l i k e w i s e b e m a d e e l i g i b l e f o r p u r c h a s e a n d s a l e b y F e d e r a l 

R e s e r v e b a n k s u n d e r s e c t i o n 1 4 ( b ) o f t h e F e d e r a l R e s e r v e A c t * T h e s u g -

g e s t e d a m e n d m e n t t o a c c o m p l i s h t h i s p u r p o s e w o u l d m a k e " b o n d s , d e b e n -

t u r e s o r o t h e r o b l i g a t i o n s i s s u e d u n d e r t h e p r o v i s i o n s o f t h e F e d e r a l 

H o m e L o a n A c t * a s a m e n d e d * " e l i g i b l e f o r p u r c h a s e w i t h o u t r e f e r e n c e t o 

m a t u r i t y * 

I t m a y b e p o i n t e d o u t * h o w e v e r , t h a t s i n c e t h e p r o p o s e d a m e n d -

m e n t w o u l d p e r m i t " t h e p u r c h a s e o f F e d e r a l H o m e L o a n B a n k o b l i g a t i o n s 

w i t h o u t r e f e r e n c e t o t h e m a t u r i t y t h e r e o f , w h e r e a s * t h e p u r c h a s e o f 

F a r m L o a n b o n d s a n d I n t e r m e d i a t e C r e d i t B a n k o b l i g a t i o n s i s l i m i t e d t o 

o b l i g a t i o n s w i t h m a t u r i t i e s n o t e x c e e d i n g s i x m o n t h s f r o m t h e d a t e o f 

p u r c h a s e * t h e e l i g i b i l i t y o f F e d e r a l H o m e L o a n B a n k o b l i g a t i o n s f o r p u r -

c h a s e b y F e d e r a l R e s e r v e b a n k s w o u l d b e b r o a d e r t h a n t h a t o f F a r m L o a n 

b o n d s a n d I n t e r m e d i a t e C r e d i t B a n k o b l i g a t i o n s * 

R e s p e c t f u l l y s u b m i t t e d * 

c f ^ r 

J . F * D r e i b e l b i s * 

A s s i s t a n t G e n e r a l C o u n s e l * 

JPD/ebb 
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Apr i l SI, 1957 

Br* Eccles Attached steaorandna 

J* H9 Daiger 

Apropos of ny menorandua to you of Apr i l 17 on the legis la-
t ive proposals aade hy the Federal Home Loan Bank Board, you My Irish 
to have the attached suaaary showing loans and investments sads by 
the Federal Government to assist building and loan associations* 
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LQABS ASP IHVBSTMEBTS BY FEDERAL GOVERSMEHT 

Iff rem.irffgft Am Tĵ AH ASHVHTBS 

Bond* of Horn Owners* Loan Corporation as of June 12* 
1956* given In exchange for mortgagee i n distreaa 
held by building and loan associations* 

Paid subscription fron Federal funds as of January 195? 
for stock of the Federal Hose loan Bank* - 99*7% 
of whose aeaber institutions are building and loan 
associations. 

* 

Loaned by the Reconstruction Finance Corporation its of 
A Hoveaber 80, 1956, to building and loan associa~> 

tlon* (including receivers of building and loan 
associations)* 

Paid subscription by the United States Treasury and 
Boae Owners* loan Corporation as of January 15* 
1957* for shares of the Federal Savings and loan 
Associations. 

Paid subscription by the Hoae Owners* Loan Corporation . 
aa of January 15* 1957* for shares of State bui ld-
ing and loan associations. 

Paid subscription by Bona Owners1 Loan Corporation as 
o f Koveaber 50* 1956* for shares of the Federals t 
String* and Loan Insurance Corporation ~ only 
building and loan associations are e l ig ib le for 
th is Insurance protection* 

Total 

Amount repaid aa of loveaber 50* 1956* by building and 
loan associations to Heeonatruetion Finance Corpora-

l e t a*nmt of ftod* loaned or invested Tby the federal 
Qevernwttt l a building and loan associations and 
i n Inatrmwntalitlee of the United States serving 
pr incipal ly bnlldtwg and loan associations* 

$ 875,800,000 

119,978,600 

116,659,160 

177,084,200 

££,094,900 

100.000.000 

11,411,010,780 

118,846,17? 

$1,£97,165,60S 
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Form F. R» 131 
* BOARD OF GOVERNORS 

ft 
or THE 

FEDERAL RESERVE SYSTEM 

O f f i c e C o r r e s p o n d e n c e Date Apm i9f 1957 

M r * E c c l e s S u b j e c t - O p e n - M a r k e t O p e r a t i o n s P r o p o s e d 

F r o m J * M > D a i g e r b y F e d e r a l H o m e L o a n B a n k B o a r d 

T h e s e p r o p o s a l s s e e m t o m e t o h a v e v e r y f a r - r e a c h i n g i m p l i c a -

t i o n s t h a t I t h i n k y o n w i l l w i s h t o c o n s i d e r a n d p e r h a p s p r e s e n t t o t h e 

B o a r d o f G o v e r n o r s a s w e U a s t h e S e c r e t a r y o f t h e T r e a s u r y a n d t h e 

A c t i n g D i r e c t o r o f t h e B u d g e t • I h a v e g o n e i n t o t h e m a t t e r f u l l y i n 

o r d e r t h a t y o u m a y s e e t h e r e l a t i o n s h i p o f t h e s e p r o p o s a l s t o t h e 

c r e d i t - e x p a n s i o n p r o g r a m o f t h e b u i l d i n g a n d l o a n g r o u p . 
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Form F. It. 131 
BOARD OF GOVERNORS 

• F THE 

FEDERAL RESERVE SYSTEM 

O f f i c e C o r r e s p o n d e n c e n m i t . 1957 

To Mr* Kccles Subject- Open-Market Operations Proposed 

J* M. Dalger by Tfoii* TiP*l F̂ *™* 

Mr. Preston Delano, Governor of the Federal Hone Loan Bank 

System, wishes to obtain an expression of your views regarding two 

provisions of a b i l l which the Federal Home Loan Bank Board has sub-

mitted to the Acting Director of the Budget *for consideration and for 

presentation to the President and for advice as to the posit ion of the 

President i n reference to the same." 

As both the provisions to which Mr. Delano refers involve 

matters of open-market operation, and as both seem to me to carry 

implications that are questionable from the point of view of credit 

and f i s c a l pol icy, I am giving to you herewith the substance of the 

two provisions, a summary of the arguments made i n support of them, 

and my own comments and suggestions i n regard to them* 

The provisions take the form of an amendment to paragraph 

(b) of section 14 of the Federal Reserve Act and an amendment to 

subsection (n) of section 4 of the Home Owners1 Loan Act* The present 

and proposed forms of these measures are appended to th is memorandum* 

(Appendix A) 

Proposed Amendment to Federal Reserve Act 

Paragraph (b) of section 14 of the Federal Reserve Act would 
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be amended to include bonds, debentures, and other obligations of the 

Federal Home Loan banks among the securities which the Federal Reserve 

banks are authorized to buy and sell* The authorization would be per-

missive only and would apply only to open-market transactions, but 

there would be no l imitat ion as to maturities* 

Proposed Amendment to Home Ownerst Loan Act 

Subsection (n) of section 4 of the Home Owners1 Loan Act 

would be amended to the following effect: 

1* The #300,000,000 previously made available to the 

Home Owners1 Loan Corporation for (a) the purchase of Federal 

Home Loan Bank bonds, debentures, or notes, (b) the purchase 

of shares, cert i f icates of deposit, or investment cert i f icates 

of member or insured savings-and-loan institutions, and (c) 

the making of deposits i n such institutions, would henceforth 

be available exclusively for the purchase of shares, c e r t i f i -

cates of deposit, or investment cert i f icates. 

2* The unused bond authorization of the Home Owners* 

Loan Corporation (approximately #1,500,000,000) would be 

made available to the Corporation for the purchase of Federal 

Home Loan Bank obligations* The sale of HOLC bonds for this 

purpose would be subject to the approval of the Secretary of 

the Treasury, but the funds subsequently realized by the HOLC 
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from the sale or payment of Federal Home Loan Bank obliga-

tions would be available for reinvestment i n similar sup-

port of the Federal Home Loan Bank System. 

Relevant Provisions of the Re i l ly B i l l 

In connection with the foregoing proposals of the Federal 

Home Loan Bank Board, relevant provisions of the Re i l ly B i l l (H*R* 5420) 

should also be noted* This b i l l was introduced by Congressman Rei l ly 

of Wisconsin at the request of the United States Building and Loan 

League* Mr* Morton Bodfish, executive vice-president of the League, 

informed ae that he drafted the b i l l after consultation with o f f i c i a l s 

of the HOLC and indicated that they regarded i t s provisions favorably* 

The provisions of the Re i l l y B i l l relat ing to Federal Reserve natters 

are, br ie f ly , as follows: 

1* Section 13 of the Federal Reserve Act would be 

amended to authorize the Federal Reserve banks (a) to bî r 

debentures or bonds issued by the Federal Home Loan banks; 

(b) to make loans to Federal Home Loan banks "upon the secu-

r i t y of notes or notes secured by mortgage or other real-

estate lien;* and (c) to authorize the Federal Reserve banks 

te "rediscount such notes and notes secured by mortgage or 

other l i en on rea l estate with the endorsement of such 

Federal home loan banks The Board of Governors would be 
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authorised to prescribe rules and regulations "not incon-

sistent herewith*91 

2* Section 14 of the Federal Reserve Act would be 

amended to authorize the Federal Reserve banks to bi$r and 

se l l bonds, debentures, or other obligations of the Federal 

Home Loan banks* Ho l imitat ion i s made as to maturities and, 

unlike the draft prepared by the Federal Home Loan Bank Board, 

transactions are not limited to the open market* 

The f u l l text of the foregoing provisions, which appear as 

sections 11 and 12 of the Re i l ly B i l l , are appended to this memorandum 

(Appendix B)* Apropos of them, Mr* Bodfish has written to me as fo l lows 

WI doubt i f there w i l l be any particular objection to any of the sections 

except 11 and 12, and I rea l ly believe i t would be both fa i r and wise to 

give the same privileges to the twelve Federal Home Loan Banks as are 

now enjoyed by the Federal Intermediate Credit Banks*9 

General Argument for Heme Loan Bank Board Proposals 

Mr. Delano i s of the opinion that a concerted effort w i l l be 

made during the present session of Congress to obtain further leg is la-

t ion to strengthen the Federal Home Loan Bank System* This effort, he 

says, w i n have behind i t "a pretty damned powerful lobby*9 On the one 

hand, there i s the proposal of the United States Building and Loan 

League to give to the Federal Home Lean banks,, and thus i M i r e r t l y to 
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their 5,800 member institutions, borrowing and rediscount privileges 

at the Federal Reserve banks that the law denies to Federal Reserve 

member banks* As you know, some of the high officials of the Federal 

Home Loan Bank System have themselves been disposed to urge that the 

Federal Home Loan banks be given power of nete issue comparable to 

that of the Federal Reserve banks, or else that the Federal Home Loan 

banks be admitted to membership in the Federal Reserve System in order 

that their member institutions might thereby have indirect access to 

the Federal Reserve banks* These officials have contended, as have 

the building-and-loan people, that "some way9 must be found to assure 

the Federal Home Loan banks of currency when they need i t to meet the 

demands on their member institutions* 

The provisions of the Reilly Bi l l that would open the re-

serve banks to the building and loan associations reflect, then, some-

thing more than the views of Mr* Bodfish and the objectives of the 

lobby that Itr* Delano speaks of* They reflect what was until compara-

tively recent months at least, even i f i t is so no longer, a substantial 

body of opinion within the organization of the Federal Home Loan Bank 

Board. 

Mr. Delano apparently regards these various ideas as extreme 

and impracticable, but also apparently thinks that they will have a 

good deal of support in Congress* On the other hand, available as an 
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alternative, are the provisions of the b i l l prepared for the Federal 

Home Loan Bank Board by its general counsel, Mr. Horace Russell. Mr. 

Delano holds that the two open-market provisions, as I have called 

them, in Mr* Russell's draft, are far more moderate than the Federal 

Reserve provisions in Mr. Bodfishfs draft? that they avoid the contro-

versial aspects of the latter; and that their sponsorship hy the 

Administration, with the assent of the Secretary of the Treasury and 

the Board of Governors of the Federal Reserve System, would effectually 

preclude the adoption of measures which the Treasury and the Reserve 

System would find objectionable, but which, in the absence of an 

Administration bi l l , Congress would be under great pressure to enact 

in the interest of the Federal Home Loan Bank System. 

Arguments in Behalf of ^Psychological Amendments* 

Speaking quite frankly, Mr. Delano says his Board feels that 

the Federal Home Loan Bank System *needs dressing up with a few psycho-

logical amendments.n The authority for the Federal Reserve banks to 

buy Federal Home Loan bank obligations in the open market is sought 

as a sort of "window dressing" to help the sale of those obligations* 

The authorization being purely permissive, i t might never be availed 

of ty the Open Market Committee of the Federal Reserve System; never-

theless its inclusion in the Federal Reserve Act would be wa good 

talking point11 in respect of Federal Home Loan Bank bonds and debentures* 
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So with the proposed authority for the HOLC to sell up to 

$1,500,000,000 more of bonds. The availability of such a revolving 

fund for use in supporting the market for Federal Home Loan Bank 

securities would of course be a very strong talking point. The author-

ization, however, would be permissive only, and the sale of HOLC bonds 

would in any case be subject to the approval of the Secretary of the 

Treasury. 

Ifr. Delano says that his Board wishes to make a special ef-

fort to round out the Federal Home Loan Bank System by making i t repre-

sentative of the l i fe insurance companies and mutual savings banks as 

well as of the building and loan associations. In this effort, the 

Board believes, i t needs some such strong inducement to membership as 

the potential reserve of $1,500,000,000 would represent. The develop-

ment of *a real home-mortgage system11 is seen, therefore, as a very 

compelling reason why the unused bond authorization of the HOLC should 

be made available in the manner which the Board has proposed* 

The further point is made that, i f the present unused bond 

authorization of the HOLC were thus "frozen" for the purpose of sup-

porting the Federal Home Loan Bank System, there would be an end to 

various efforts to have the $1,500,000,000 made available for other 

purposes, chief among thai being a resumption of direct lending to 

distressed home owners* 
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Arguments Relating to Fain Credit Administration 

Mr* Delano and Mr* Russell in discussing the proposals of 

the Federal Home Loan Bank Board, and Mr* Bodfish in discussing the 

proposals of the United States Building and Loan League, have each 

drawn certain analogies between privileges already enjoyed by the Farm 

Credit Administration, or ty agencies under its supervision, and the 

privileges now sought in behalf of the Federal Home Loan Bank System. 

Thus Mr. Delano points out that the Federal Reserve banks have authority 

to purchase obligations of the Federal Farm Mortgage Corporation, the 

Federal Land banks, and the Federal Intermediate Credit banks* Noting 

that this authorization is limited to obligations having maturities of 

not more than six months from date of purchase, he suggests that at 

least a similar authorization with respect to Federal Home Loan Bank 

securities would be unobjectionable, even i f the Beard of Governors 

should not look favorably on the proposal to authorize the purchase of 

these securities by the reserve banks "without regard to maturities•* 

Of the proposed amendment to make the present unused borrowing 

power of the HOLC available for investment in Federal Home Loan Bank 

obligations, Mr* Russell states in the covering memorandum to the Acting 

Director of the Budget* "At present, the Federal Farm Mortgage Corpora-

tion can supply funds to the farm credit corporations, such as the 

Federal Land Banks, by purchase of their bonds, and this amendment is 
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designed te enable the Federal Home Loan Bank Board to employ the re-

maining resources of the Home Owners1 Loan Corporation in the support 

of the Federal Home Loan lank System, i f necessary*9 

In this same connection Mr* Delano observes that the Federal 

Farm Mortgage Corporation has a bond authorization of $2,000,000,000 

available to support the market for Federal Land Bank bonds, and that 

under this authorization the Corporation has purchasedsome #700,000,000 

of such bonds* He cites this as evidence that the proposal to make 

$1,500,000,000 available to the Home Owners' Loan Corporation for a 

similar purpose has ample precedent and should meet with no valid ob-

jection* • 

Objections to the General Argument 

The first thing to be said of al l these arguments is that the 

reasoning behind them is very much oversimplified and that they proceed 

for the most part upon mistaken assumptions* 

To begin with, the general argument for the two open-market 

proposals of the Federal Home Loan Bank Board is an argument for political 

expediency on the part of the Administration in combatting what is pur-

ported to be a formidable building-and-loan lobby. The assumption is 

that a pressure group exists to which important concessions must be 

made} in other words, that the Administration is under the practical 

necessity of choosing between a radical change in the composition of 
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the Federal Reserve System on the one hand and, on the other, the 

creation of a huge potential reserve fund, based upon Federal credit, 

for the Federal Some Loan Bank System* 

Since you and I have had virtually a parallel experience over 

the past four years in dealing with the so-called building-and-loan 

lobby, I think you will agree that the lobby in question consists in 

the main of one very resourceful young man, who is not, however, as our 

experience has shown, altogether invincible* The crux of the matter in 

dealing with the lobby, therefore, is a matter of will and intention on 

the part of the Administration and not a political necessity of surrender 

or compromise* 

The great difficulty, new as in the past, is to differentiate 

between pressure from without and pressure from within; to differentiate, 

that is, between what the building^and-lean lobby is after and what the 

governmental agencies directly concerned are after; to differentiate be-

tween private maneuvering for advantage or expansion and official maneu-

vering fer advantage or expansion* As you have put i t more than oncex 

"The trouble is you never knew where you stand with these fellows; you 

just have to watch them al l the time*" lhat can be said with certainty 

is that, regardless of the origin and authorship of a given proposal or 

set of proposals, the building-and-loan group and the HOLC group are 

alike habitually buildIng^and-loaa minded rather than financial minded. 
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They can nsually be found aiming at pretty much the same objectives, 

urging pretty much the same arguments, and in any event seeking special 

favors for building and loan associations* This was the case in 1953, 

1954, 1955, and 1956. It is again plainly the case in 1957* 

The present proposals of the United States Building and Loan 

League and of the Federal Home Loan Bank Board have a common origin in 

the natural resentment of the building-and-loan people toward the en-

larged real-estate-loan and eligibility provisions of the Banking Act 

of 1955* When that measure was pending in Congress, the building-and-

loan people were lobbying against i t . Their contention was that real-

estate loans had no place at al l in demand-deposit institutions, and 

that the proposals which you had put forward would simply made a bad 

situation worse. They argued that to authorize national banks to use a 

larger proportion of their assets for real-estate loans, and to make 

long-term amortized loans on real estate, was to encroach on the build-

ing-and-loan field and to improve the competitive position of national 

banks in relation to building and loan associations. They argued 

further, with forcible logic, that the enlarged eligibility provisions 

gave to real-estate paper held by Federal Reserve member banks an ex-

ceptional status which no other real-estate paper possessed, and that 

this preference given by the Government to the member banks placed the 

building and loan associations at an extreme competitive disadvantage. 

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



- 1 2 -

The buiMing-aad-loan opposition was not pressed in the 

open, however, because the personal end political factors were in 

your favor right where Mr. Bodfish ordinarily found them in his favor. 

He was well advised, as I informed you at the time, not to embarrass 

friends of his who were committed to your support (or at any rate not in 

a position to oppose you) and not to embarrass himself by a defeat from 

which they could not then save him. Partly because of these considera-

tions, and partly because he was unable to get the mutual savings banks 

and the l i fe insurance companies to join the building and loan associa-

tions in an attack before the Congressional committees, Mr. Bodfish 

withdrew his request for a hearing of himself and other building-and-loan 

witnesses against your proposals. But the Banking Act of 1955 has been 

gall and wormwood in the Federal Some Loan Bank System ever since. 

It has been only a question of time, therefore, when the 

United States Building and Loan League and the Federal Home Loan Bank 

Board would come forward with a plan to "compensate* the building and 

loan associations for the liquidity presumably given by the Banking Act 

of 1955 to real-estate paper held by member banks. You and I have been 

hearing lir. Fahey, Itr. Delano, Mr. Russell, and Mr. Bodfish talk about 

this in one form or another for the past eighteen months. At first i t 

appeared that the building-and-loan group and the HOLC group would make 

a concerted effort to obtain borrowing and discount privileges at the 
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Federal Reserve banks for the Federal Borne Loan banks* The circum-

stances under which the Reilly Bi l l subsequently originated tended to 

confirm that earlier impression* More recently, however, the HGLC 

open-market or central-reserve plan has been proposed as an alternative* 

The important point to be noted here is that the essence of 

the two sets of proposals is the same—namely, that an additional source 

of borrowing and discount must be provided for the Federal Home Loan 

banks, so that they in turn may be assured of funds to meet the demands 

on their institutions* The essential question to be determined, then, 

* is not whether the building-and-loan lobby can be conciliated in a manner 

unobjectionable to the Treasury and the Federal Reserve System, hut whether 

the home-mortgage institutional situation calls for the additional borrow-

ing and discount facilities that the b i l l drafted by Mr. Bodfish would 

obtain through the Federal Reserve banks and that the b i l l drafted by 

Mr* Russell would obtain through the sale of Government-guaranteed bonds 

in the open market* 

In short, I think that Mr* Delano is unduly alarmed over the 

building-and-loan lobby and quite unnecessarily concerned about the 

threat of the Reilly Bi l l to the Federal Reserve System* The Reilly 

bill, was threatening only insofar as i t may havê embodied the aims of 

both the building-and-loan people and the HOLC people, whose combined 

political strength is obviously very great* Once the alternative plan 
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of the Federal Heme Loam Bank Beard were devised, however, the Federal 

Reserve provisions of the Reilly B i l l were effectually disposed of* 

For Mr* Bodfish is sensible enough to have no pride of authorship* He 

would be the first to concede that the availability in the HOLC of a 

#1,500,000,900 open-market or central-reserve fund is a far better 

proposition for the building and lean associations than anything he 

had proposed in the Reilly Bill* 

Hence, i f there is to be during the present session of Congress, 

as Mr* Delano suggests, a concerted effort to "strengthen the Heme Loan 

Bank System," i t will be because a governmental agency is pressing for 

a larger measure of new assistance to building and loan associations 

than their own trade body has asked for* 

Objections to the "Window-Dressing" Arguments 

From the point of view of Federal Reserve policy, there could 

scarcely be any objection to a proposal to make Federal Home Loan Bank 

obligations of short maturity available for open-market operations of 

the Federal Reserve banks* Such a proposal would be wholly in accord 

with a variety of provisions in existing law* But this is not the pro-

posal submitted by the Federal Home Lean Bank Board to the Acting Director 

of the Budget* 

The proposal as submitted is "without regard to maturities*" 

The principal objection to it, therefore, is that i t singles out one 
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class of non-governmental paper from al l others and puts i t into a 

special category now reserved to direct and guaranteed obligations of 

the Government. Manifestly, a departure of this kind could not, as 

a matter of legislative or financial policy, be confined to the bonds 

of the Federal Home Loan banks; for these bonds possess no peculiar 

elements that set them above al l other corporate issues which, like 

these, carry no governmental guarantee. 

The proposal is not objectionable from the broad point of 

view of central-banking operation. Theoretically, i t might well be 

argued, the monetary authorities ought to be free to engage in whatever 

open-market operations would in their judgment give effect to the credit 

policies for which their operations were projected. It might even be 

argued that they ought to be free to ease the credit position of the 

Federal Home Loan banks i f such an operation appeared to be in the 

public interest and compatible with the general credit conditions ex-

isting at the time. Such an argument, however, would be susceptible 

of indefinite extension to a great variety of special situations in the 

capital markets for which the Federal Reserve Act makes no provision* 

The suggestion that the proposed amendment to the Federal 

Reserve Act would confer merely a permissive power, and hence need not 

be exercised by the Federal Reserve authorities i f they were disposed 

to disregard i t , is not one that could be countenanced with propriety 
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simply to help the sale of Federal Home Loan Bask securities* That 

would be making a show window of the Federal Reserve Act, besides 

being altogether at variance with the ethical standards contemplated 

in the Securities Exchange Act* Furthermore, no exaggerated imagina-

tion is required to see that, i f the Board of Governors now formally 

or tacitly assents to the enactment of the amendment as proposed, the 

Open Market Committee would in a l l probability at some time in the 

future be under pressure to aet in accordance with it, and would be 

subjected to questioning and criticism i f i t failed to do so* 

The suggestion that the authority to create a huge revolving 

fund for support of the Home Lean Bank System would likewise be permis-

sive only, and hence would not necessarily be availed of, is what 

William James, who was the leading American psychologist of his day, 

would have called "monstrously simplified* * It ignores the plain 

evidence of experience with the pressure groups that have in recent years 

obtained such a large measure of governmental assistance for the building 

and loan associations* There may be arguments which can be advanced to 

demonstrate that an additional $1,530,000,000 of Federal credit should 

be made available in support of the Federal Home Loan Bank System, but 

the idea that the present proposal is moderate, or tentative, or more 

psychological than real, is far too simple te be considered seriously* 

In these circumstances, i t is hardly necessary to argue the 
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point that the sain body of Mutual savings banks and l ife insurance 

companies would not respond to mere psychological treatment. The great 

majority of these institutions hare thus far resisted a l l efforts to 

bring them into the Home Loan Bank System, and the reasons for this 

are well known. The System was designed from the outset with building 

and loan associations primarily in view; i t has from the outset been 

dominated by the building-and-loan group. This is no doubt attributable 

in large part to the original apathy of the mutual savings banks and 

life insurance companies—to their superior feeling of self-sufficiency— 

which left the building-and-loan group unopposed in shaping the pattern 

of the System and the terms of membership in i t to their own advantage 

as against the other groups. 

The fact nevertheless remains indisputable that these two 

large groups are for the most part now hostile to the System, first 

because they regard i t as a vested interest of the building and loan 

associations, and second because they regard many of its activities as 

competitive rather than cooperative with their own interests. Moreover— 

and this is probably the principal reason for their abstention from 

membership—the mutual savings banks and l i fe insurance companies are 

not primarily home-mortgage institutions, so that membership could only 

afford them in any event a relatively small advantage. It may therefore 
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reasonably be asked whether the plan proposed by the Federal Home Loan 

Bank Board 1s not too high a price for the Federal Government to offer 

as an inducement to these groups to do what not even the experience of 

the recent depression could induce them to do* 

The availability of the proposed revolving fund would unques-

tionably make i t possible for the Home Owners1 Loan Corporation to sup-

port the market for Federal Home Loan Bank bonds in a perio^^neral 

credit stringency* It would thus be able to supply funds to the member 

institutions of the Federal Home Loan Bank System* In such a period, 

however, the fiscal and monetary authorities of the Government would 

necessarily have as a principal concern the market for Treasury securi-

ties, and the injection into the market at that time of additional 

guaranteed obligations of the Government to relieve pressure on the ob-

ligations of the Home Loan banks would be a complicating rather than an 

ameliorating factor* The practical problem, then, would be one op 

emergency lending and not one of open-market operation* 

At other times no such huge fund as that proposed would be 

required for the purpose of supporting the Home Loan bond market* The 

problem would be only a temporary one, such as the maintenance of the 

market against offerings that might interfere with the sale of a new 

issue* The current Federal Home Loan Bank Review shows the outstanding 

advances of the Home Loan banks as #141,205,900 and the total borrowing 
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APPEHDH A 

Present Form of Paragraph (b)« Section 14* Federal Reserve Act 

Every Federal reserve bank shall have power* 

(b) To bvgr and sell, at home or abroad, brads and notes of 
the United States, bonds of the Federal Farm Mortgage Corporation 
having maturities from date of purchase of not exceeding six months, 
bonds issued under the provisions of subsection (c) of section 4 of 
the Home Owners9 Loan Act of 19SS, as amended, and having maturities 
from date of purchase of not exceeding six months, and bills, notes, 
revenue bonds, and warrants with a maturity from date of purchase of 
not exceeding six months, issued in anticipation of the collection 
of taxes or in anticipation of the receipt of assured revenues hy 
any State, county, district, political subdivision, or municipality 
in the continental United States, including irrigation, drainage and 
reclamation districts $ such purchases to be made in accordance with 
rules and regulations prescribed by the Board of Governors of the 
Federal Reserve Systems Providedt That say bonds, notes, or other 
obligations which are direct obligations of the United States or 
which are fully guaranteed hy the United States as to principal and 
interest may be bought and sold without regard to maturities but 
only in the open market; 

Proposed Form of Paragraph (b)* Section 14* Federal Reserve Act 

Section 22* Paragraph (b) of Section 14 of the Federal Re-
serve Act, as amended, is further amended to read as follows: 

n (b) To boy and sell, at home or abroad, bonds and notes of 
the United States, bonds of the Federal Farm Mortgage Corporation having 
maturities from date of purchase of not exceeding six months, bonds* de-
bentures or other obligations issued under the previsions of the Federal 
Home Loan Bank Act* as amended, bends issued under the provisions of 
subsection (c) of section 4 of Home Owners1 Loan Act of 19SS, as amended, 
having maturities from date- of purchase of not exceeding six months, and 
bills, notes, revenue bonds, and warrants with a maturity from date of 
purchase of not exceeding six months, issued in anticipation of the 
collection of taxes or in anticipation of the receipt of assured reve-
nues hy any State, county, district, political subdivision, or munici-
pality in the continental United States, including irrigation, drainage 
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and reclamation districts, such purchases to he made in accordance 
with rules and regulations prescribed by the Federal Reserve Beard* 
Provided, that any bonds, notes, or other obligations which are direct 
obligations ef the United States or which are fully guaranteed by the 
United States as to principal and interest, and obligations issued 
pursuant te the provisions ef the Federal Heme Loan Bank Aet* ae 
amended* may he bought and sold without regard to maturities but only 
in the open market** 

Present Form of Subsection (a)* Section 4* Home Owners* Lean Act 

(n) The Corporation is authorized to purchase Federal Home 
Loan Bank bonds, debentures, or notes, or consolidated Federal Home 
Loan Bank bonds or debentures* The Corporation is also authorized to 
purchase full-paid-income shares to Federal Savings and Loan Associa-
tions after the funds made available to the Secretary of the Treasury 
for the purchase of such shares have been exhausted* Such purchases 
of shares shall be on the same terms and conditions as have been here-* 
tofore authorized by law for the purchase of such shares by the Secretary 
of the Treasury: Provided, That the total amount of such shares in any 
one association held by the Secretary of the Treasury and the Corpora-
tion shall not exceed the total amount of such shares heretofore author-
ized to be held by the Secretary of the Treasury in any one association* 
The Corporation is also authorized te purchase shares in any institution 
which is (1) a member of a Federal Home Loan Bank, or (2) whose accounts 
are insured under title IV of the National Housing Act, i f the institu-
tion is eligible for insurance under such title; and te make deposits 
and purchase certificates of deposit and investment certificates in any 
such institution. Of the total authorized bond issue of the Corporation 
$500,000,000 shall be available for the purposes of this subsection, 
without discrimination in favor of Federally chartered associations, 
and bonds of the Corporation not exceeding such amount may be sold for 
the purposes of this subsection* 

Proposed Amendment to Subsection (n)* Section 4* Home Owners' Loan Act 

Section 17* The last sentence of subsection (m) of Section 4 
of Home Owners1 Loan Act of 1935, as amended, is amended to read as follows: 

w0f the total authorized bond issue of the Corporation, 
$300,000,000 shall be available for the purchase of shares* certifi-
cates of deposit or investment certificates of any member or insured 
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institution as hereinbefore authorised* without discrimination in 
favor of Federally chartered associations, and bonds of the Corpora-
tion not exceeding such amount may be sold for aueh purposes; and the 
total amount of unused bond authorisation of the Corporation shall be 
available for the other purposes of this subsection and hoods of the 
Corporation not exceeding suoh amounts may be sold, subject to the 
approval of the Secretary of the Treasury, to such purposes a and amy 
funds realised by the Corporation upon, or from the sale of. invest-
ments made under the provisions of this subsection in Federal lane Loan 
Bank bonds, debentures, or notes, or consolidated Federal Homo Loan 
Bank bonds or debentures may be reinvested by the Corporation at any-
time in said bonds, notes and debentures** 
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APPENDIX B 

Relevant Provisions of the Reilly Bi l l 

SEC* 11. Section 15 of the Federal Reserve Act, as amended, 
is further amended by adding the following two new sections: 

"SEC. 15b* Any Federal Reserve hank may, under rules and 
regulations not inconsistent herewith prescribed by the Beard of 
Governors of the Federal Reserve System, buy debentures or bonds 
issued pursuant to the provisions of section 11 of the Federal Home 
Loan Bank Act, as amended. 

"SEC. 13c* Any Federal Reserve bank may, subject to regu-
lations not inconsistent herewith preecribed by the Board of Governors 
of the Federal Reserve System, make loans to Federal home loan banks 
upon the security of notes or notes secured by mortgage or other real-
estate lien taken by such Federal home loan banks pursuant to the 
Federal Home Loan Bank Act, as amended, and any Federal Reserve bank 
is authorized to rediscount such notes and notes secured by mortgage 
or other lien on real estate with the endorsement of such Federal home 
loan banks." 

SEC. 12* Paragraph (b) of section 14 of the Federal Reserve 
Act, as amended, is hereby further amended so as to read as follows: 

"(b) Every Federal Reserve bank shall have power to buy and 
sell, at home or abroad, bonds and notes of the United States, bonds of 
the Federal Farm Mortgage Corporation having maturities from date of 
purchase of not exceeding six months, bonds, debentures, or other obli-
gations issued under the provisions of section 11 of the Federal Home 
Loan Bank Act, as amended, bonds issued under the provisions of subsec-
tion (c) of section 1465 of this title and having maturities from date 
of purchase of not exceeding six months, and bills, notes, revenue 
bonds, and warrants with a maturity from date of purchase of not exceed-
ing six months, issued in anticipation of the collection of taxes or in 
anticipation of the receipt of assured revenues by any State, county, 
district, political subdivision, or municipality in the continental 
United Stated, including irrigation, drainage, and reclamation districts, 
such purchases to be made in accordance with rules and regulations pre-
scribed by the Federal Reserve Board: Provided, That any bonds, notes, 
or other obligations which are direct obligations of the United States 
or which are fully guaranteed by the United States as to principal and 
interest may be bought and sold without regard to maturities but only 
in the open market." 
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