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PROPOSAL FOR GUARANTEE OF INDUSTRIAL LOANS BY 
FEDERAL RESERVE BANKS 

The Baruch-Hancock Report on War and 
Postwar Adjustment Policies of February 15, 
1944, recommended "as a permanent source of 
credit for small and medium-sized enterprises on 
a basis of broader risks than banks can be ex-
pected to assume, that the Federal Reserve Sys-
tem's authority to make industrial loans or 
commitments be expanded and liberalized. 
These Joans should be made in such a way as to 
supplement, not compete with, private invest-
ment, for which enormous funds are available." 

Companion bills, which would carry this 
recommendation into effect, were introduced on 
May 15, 1944, by Senator Wagner, Chairman of 
the Committee on Banking and Currency of the 
Senate, and by Representative Spence, Chairman 
of the Banking and Currency Committee of the 
House of Representatives. In introducing the 
measure, Senator Wagner had an explanatory 
statement with respect to the plan inserted in 
the Congressional Record. The text of this 
statement is as follows: 

In the shift of production from war goods to 
civilian goods, many business enterprises will 
find themselves in need of additional funds to 
finance their operations. This need is imminent 
since the changing requirements of the armed 
services are necessitating a growing volume of 
cancellations and curtailments. The need will 
become much more extensive when the volume 
of production for war declines at the time of 
armistice, whether on one front or both fronts, 
and the volume of civilian production needs to 
be increased accordingly. While it can be ex-
pected that after the settlement of war contracts 
American business as a whole will have a greater 
volume of liquid assets than ever before, this 
condition will .not be uniform. Numerous en-
terprises will not be able to resume peacetime 
operations without financial assistance, in many 
cases beyond that available from private sources 
upon terms which will meet the borrower's 
requirements. Among such concerns will be 
those which have invested heavily in plant 
facilities and equipment in relation to their 

cash position, those who propose to change the 
type of product previously manufactured, and 
those that have had no war contracts and have 
suffered drastic curtailment during the war. 
Again, some contractors, in order to avail them-
selves of a favorable opportunity for purchasing 
Government-owned facilities and inventory, 
may require a larger amount of credit than can 
be obtained upon terms customarily granted by 
banks. Such situations may occur before settle-
ment of canceled contracts as well as thereafter. 

In these and other circumstances, some degree 
of financial assistance from the Government will 
be necessary to encourage private financing insti-
tutions to extend the type of credit indicated if 
the production of such businesses is not to be 
curtailed or entirely lost. It is important, there-
fore, that some governmental agency be given 
the authority now to facilitate the extension of 
credit in the situations indicated, during the 
period of cancellations of war contracts as well 
as during the reconversion period and there-
after. It would be highly preferable that the 
agency so empowered should be permanent in 
character and should have no incentive to com-
pete with private lending institutions. Agencies 
which are set up for tne exclusive purpose of 
extending Government credit have a tendency to 
maintain the volume of their business even after 
the need for such credit may have declined. 
Therefore, to guard against competition with 
private financing institutions and to insure the 
tapering off of operations of the agency when-
ever conditions warrant, it is proposed to give 
this responsibility to the Federal Reserve 
System, which has permanent functions other 
than the loaning of money and is interested in 
maintaining private banking and credit on a 
sound basis. 

Limited authority of Federal Reserve Banks 
under present law. Under section 13b of the 
Federal Reserve Act, the Federal Reserve Bulks 
are authorized to make credit available to busi-
ness enterprises, either directly when such credit 
is not otherwise available or through participa-
tion with commercial banking institutions. 
Such loans, however, may be made only for the 
purpose of providing working capital, must have 
maturities not exceeding five years, and may be 
provided only for established businesses. Be-
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PROPOSAL FOR G U A R A N T E E OF INDUSTRIAL LOANS BY F E D E R A L R E S E R V E BANKS 

cause of such restrictive provisions of the statute, 
the Federal Reserve Banks have not been able 
to make credit available to many deserving busi-
ness enterprises; nor would they be able to assist 
to an important degree in financing such enter-
prises henceforth. 

Authorization to Federal Reserve Banks to 

Íguarantee loans. In order to remedy these de-
ects in the present law and to meet the need 

described above, it is proposed that, in lieu of the 
existing authority of the Federal Reserve Banks 
to make loans to business and industry under 
the restrictions noted, these banks be authorized 
to guarantee financing institutions against loss 
on loans made to business enterprises or to make 
commitments to purchase loans so made. Such 
guarantees and commitments by the Federal 
Reserve Banks would be available in proper 
cases to any financing institution, whether or 
not a member bank of the Federal Reserve Sys-
tem. The procedure followed in making such 
loans and guarantees would be generally similar 
to that which has been used in financing war 
production under the V loan program. How-
ever, a Federal Reserve Bank would execute the 
guarantees as principal and not as fiscal agent of 
the Government. A borrower would be ex-
pected to apply for such a loan through his 
usual banking connection. The bank would in 
turn make application to the Federal Reserve 
Bank of its district for the guarantee. General 
regulations governing the policy and procedure 
relating to the program would be issued by the 
Board of Governors of the Federal Reserve 
System. 

Qualifications of the System for the task. 
The twelve Federal Reserve Banks and their 
twenty-four branches are in a position to extend 
this service economically ana efficiently. The 
officers and employees of the Federal Reserve 
Banks have gained wide experience in adminis-
tering the V loan program, in addition to that 
gained since 1934 in making loans to business 
enterprises under the existing provisions of the 
law. Financing institutions and borrowers 
alike are familiar with the services of the Federal 
Reserve Banks in this field. The authority to 
guarantee loans to business enterprises, there-
fore, could be put into effect without delay and 
the credits consummated expeditiously. More-
over the Federal Reserve System has important 
responsibilities in the credit field and in the 
supervision of banks and, since the loans in all 
cases would be made by private banking institu-
tions, the guaranteeing of such loans by the 
Reserve Banks would not be competitive with 
the private banking system. 

Such guarantees would be available for any 
types of loans made by financing institutions to 
business and industry, to meet situations of the 
various kinds referred to in the first part of this 
statement. Such loans could be made on a short-
term or long-term basis and to provide either 
working capital or facilities. They would as-
sist botn in the financing of the resumption of 
peacetime operations and thereafter in meeting 
the needs of deserving business enterprises which 
can not be adequately supplied by private credit 
agencies without some degree of assistance. 

It is contemplated that the guarantees by the 
Reserve Banks under this authority would not 
exceed 90 per cent of the amount of the credits, 
since any enterprise which has reasonable pros-
pects of successful operation should be able to 
obtain financing in which its bank assumes at 
least 10 per cent of the risk under the loan. 

Fund for meeting losses. Being banks of 
issue, the Federal Reserve Banks could not be 
expected to utilize any large proportion of their 
own funds in making credit of this kind avail-
able without some protection against losses 
which might be incurred. There is, however, a 
fund which can be made available for use in 
meeting losses incurred by the Reserve Banks 
in guaranteeing loans, without any new ap-
propriation by Congress. 

Tne Secretary of the Treasury is authorized 
by existing law to pay to the Federal Reserve 
Banks approximately 139 million dollars (the 
amount which these banks were required by 
law in 1933 to subscribe for stock of the Federal 
Deposit Insurance Corporation) for the purpose 
of enabling the Reserve Banks to make loans to 
business and industry. This amount has al-
ready been appropriated by Congress for this 
purpose. Under this existing authority ap-
proximately 2.7 million dollars has been paid. 
The proposal would require the payment of the 
remaining 1 1 1 million of this appropriation 
to the Board of Governors and also would re-
quire the Federal Reserve Banks to pay to the 
Board the approximately 17 million which they 
have heretofore received from the Secretary of 
the Treasury under the present authority. The 
entire amount thus paid to the Board would con-
stitute a fund to be utilized to provide for losses 
incurred by the Federal Reserve Banks in con-
nection with loans to business and industry. 
The Board would have authority to invest any 
part of this fund not currently needed in obliga-
tions of the United States, and any income de-
rived from such investments would be added 
to the fund and thus become available to meet 
losses on guaranteed loans. The stock of the 
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Federal Deposit Insurance Corporation hereto-
fore subscribed for by the Federal Reserve Banks 
would be transferred to the United States. 

The use of this fund in this way, it is esti-
mated, would permit guarantees of loans in an 
aggregate amount outstanding at any one time 
of at least one-half billion dollars. 

The bills S. 1918 and H.R. 4804, which were 
introduced in the Senate and House, respectively, 
on this subject, are 'identical. The text of these 
bills is as follows: 

A BILL to amend section 13b of the Fed-
eral Reserve Act, as amended. 

Be it enacted by the Senate atid House of Repre-
sentatives of the United States of America in Congress 
assembled, That section 13b of the Federal Re-
serve Act, as amended, is amended to read as 
follows: 

"SEC. 13b. (a) Each Federal Reserve bank is 
authorized (1) to guarantee a financing institu-
tion against loss of principal or interest on any 
loan made to a business enterprise and (x) to 
make commitments to purchase and thereafter 
to purchase from a financing institution any loan 
made to a business enterprise. 

"(b) Each Federal Reserve bank shall pay to 
the Board of Governors of the Federal Reserve 
System, upon request of the Board, the aggregate 
amount which the Secretary of the Treasury 

' has heretofore paid to such bank under the pro-
visions of this section. The amount of 
$139,194,557 (the amount which was paid by 
the Federal Reserve banks for stock of the 
Federal Deposit Insurance Corporation), less all 
amounts heretofore paid to the Federal Reserve 
banks by the Secretary of the Treasury under the 
provisions of this section, shall be/paid by the 
Secretary of the Treasury to the Board upon its 
request; and for the purpose of enabling the 
Secretary of the Treasury to make such payment, 
the unexpended balance of the appropriation 
made by the last sentence of subsection (c) of this 
section as originally enacted by the Act of June 
19, 1934, and now carried on the books of the 
Treasury under the title 'Payments to Federal 
Reserve banks for industrial loans (sec. 13b, 
Federal Reserve Act, as amended)' is hereby 
made available. All amounts paid to the Board 
under this section shall constitute a fund which 
shall be utilized bv the Board, on such basis as 
the Board may deem proper, to provide for 
losses (which may in the Board's discretion in-

clude expenses to the extent not covered by 
earnings) heretofore or hereafter incurred by 
Federal Reserve banks through operations under 
this section. From time to time the Board shall 
make payments out of such fund in such sums 
and to such Federal Reserve banks as the Board 
may deem necessary to provide for any such 
losses. The Board may deposit all or part of 
such fund with any Federal Reserve bank, sub-
ject to the Board's order, and may, in its discre-
tion, invest any part of such fund not currently 
needed for the purposes of this section in obliga-
tions of the United States or obligations fully 
guaranteed by the United States as to principal 
and interest; and any income derived from such 
investments shall be added to and become a part 
of such fund. The determination of the exist-
ence and amount of any loss incurred by a Federal 
Reserve bank through operations under this 
section shall be made by-such bank with the 
approval of the Board. Whenever a payment 
has been made under this section to a Federal 
Reserve bank to reimburse it for any loss, any 
amount subsequently recovered by such bank 
which reduces the amount of the loss for which 
such bank has received reimbursement shall be 
paid to the Board and shall become a part of 
such fund. 

"(c) The stock of the Federal Deposit In-
surance Corporation heretofore subscribed for 
by and issued to each Federal Reserve bank is 
hereby transferred to the United States. The 
certificates of stock of the Federal Deposit In-
surance Corporation heretofore issued to the 
Federal Reserve banks shall be surrendered and 
canceled and appropriate evidence of the owner-
ship of such stock by the United States shall be 
issued by the Corporation to the Secretary of 
the Treasury. Neither the Board nor any 
Federal Reserve bank shall hereafter have any 
obligation or liability to the United States or 
to the Secretary of the Treasury by reason of 
this section, as heretofore or now existing, or by 
reason of any action pursuant thereto. 

"(d) All actions and operations of the Federal 
Reserve banks under this section shall be subject 
to such regulations, limitations, and conditions 
as the Board of Governors of the Federal Reserve 
System may from time to time prescribe. 

"(e) The provisions of the Securities Act of 
1933 shall not apply to any obligation evidenc-
ing a loan all or part of which is guaranteed or 
is the subject of a commitment pursuant to the 
provisions of subsection (a) of this section." 
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FROM A LEGAL STANDPOINT 

Administrative interpretations of banking laws, new regulations issued by 
the Board of Governors, and other similar material. 

War Financing Contracts 

The President of the United States on March 
2.6, 1 9 4 2 . , issued an Executive Order authorizing 
the War and Navy Departments and the Mari-
time Commission to enter into financing con-
tracts to facilitate the prosecution of the war. 
There is published below the text of this Order 
together with a statement by the White 
House. 

The White House, Washington, D. C. 

March 2.6, 194Z 

The Executive Order authorizing the financing of con-
tracts to facilitate the prosecution of the war is j d ju&La i . 
rnring a situation which has interfered with the, all-nnt 
partl'ripfm'pn nf m * n y g m a 1 1 pnrrrpris!»? in w-ir prn-
d^ttftiea. Senators Murray, Mead and Capper have been 
n^pfcriar ly anxious to bring about this participation. Full 
j H ^ J t i o n of the nation's smaller businesses is essential to 
vî Bry. 

The Order was prepared by the War Production Board, 
the War and Navy Departments and the Maritime Commis-
sion. It is the opinion of Messrs. Nelson, Patterson, For-
restal and Admiral Land that this order will greatly speed 
the war production of small business and subcontractors 
generally. 

r h " r"T!Pfig ?( *hc Order is tr> FUI wnrlrin0, ran,'f!'1 

financing on a war basis. Up to now peacetime restrictions 
on banks and credit agencies have made it difficult for them 
to finance war production although the banks have been 
anxious to use their resources for prosecution of the war. 

Under the Order, the War Department, the Navy Depart-
ment, and the Maritime Commission may guarantee or make 
loans when they are needed for war production. These 
guarantees will support the operations of the banks, the 
Federal Reserve System, the Reconstruction Finance Corpora-
tion, and other credit agencies. They will not be made 
under peacetime credit rules. They w i ^ b e m â 3 ? Ç y p r o 3 u c ^ 
tion men, whcrcveTaJ3ïtional financing is essential for addi-
tional production. Peacetime restrictions on credits cannot 
hold up production of war supplies needed by the armed 
forces. 

text of the order follows: 

E X E C U T I V E O R D E R N O . 9 1 1 1 

Authorising Financing Contracts to Facilitate the 
Prosecution of the War 

W H E R E A S in order that contracts of the War 
Department, the Navy Department, and the 
United States Maritime Commission (herein-
after referred to as Maritime Commission) which 
are now outstanding or may hereafter be entered 
into for war production, including the obtaining 
or conversion of facilities, may be promptly 
and effectively performed, it is essential that 
additional facilities be provided through gov-
ernmental agencies to supply necessary funds to 
contractors, subcontractors and others engaged 
in such war production pursuant to such con-
tracts; 

W H E R E A S the War Department, the Navy 
Department, and the Maritime Commission 
have available to them amounts appropriated 
by Congress which may be used for the purpose 
of making or guaranteeing loans, discounts or 
advances or commitments in connection there-
with Jor_the_gur|222e->rf 
subcontractors and others engaged in such pro-
duction or otherwise to expedite war production ; 

W H E R E A S the guaranteeing or making of such 
loans, discounts, advances and commitments 
by the War Department, Navy Department and 
Maritime Commission will be expedited and 
facilitated by utilizing in this connection the 
Federal Reserve Banks and the Board of Gover-
nors of the Federal Reserve System, which are 
agencies of the Government exercising functions 
in connection with the prosecution of the war 
effort and which have offices and other facilities, 
including experienced personnel, located con-
veniently throughout the country and are in 
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close and frequent contact with banking and 
other financing institutions; and 

W H E R E A S the guaranteeing or making of such 
loans, discounts, advances and commitments 
will g ^ t l y facilitate the narticimuon of small 
business enterprises in war production; • •v.-̂ '̂ yaM M fturffiWM* 

Now, T H E R E F O R E , by virtue of the authority 
vested in me by the various provisions of the 
First War Powers Act, 1941, approved Decem-
ber 18, 1941, by all other Acts of Congress and 
by the Constitution of the United States, and as 
President of the United States and Commander-
in-Chief of the Army and Navy of the United 
States, and „deeming that such action will facili-
tate the prosecution of the^war', I do hereby 
order as follows: 

( 1) The War Department, Navy Department 
and the Maritime Commission are hereby respec-
tively authorized, without regard to the provi-
sions of law relating to the making, perform-
ance, amendment or modification of contracts, 
(a) to enter into contracts with any Federal 
Reserve Bank, the Reconstruction Finance Cor-
poration, or with any other financing institution 
guaranteeing such Reserve Bank, Reconstruction 
Finance Corporation, or other financing institu-
tion against loss of principal or interest on loans, 
discounts or advances, or on commitments in 
connection therewith, which may be made by 
such Reserve Bank, Reconstruction Finance 
Corporation, or other financing institution for 
the purpose of financing any contractor, sub-
contractor or others engaged in any business or 
operation which is deemed by the War Depart-
ment, Navy Department or Maritime Commis-
sion to be necessary, appropriate or convenient 
for the prosecution of the war, and to pay out 
funds in accordance with the terms of any such 
contract so entered into; and (b) to enter into 
contracts to make, or to participate with any 
Federal Reserve Bank, the Reconstruction Fi-
nance Corporation, or other financing institution 
in making loans, discounts or advances, or 
commitments in connection therewith, for the 
purpose of financing any contractor, subcon-
tractor or others engaged in any business or 
operation which is deemed by the War Depart-

ment, Navy Department or Maritime C^^kis-
sion to be necessary, appropriate or conH^nt 
for the prosecution of the war, and to pay out 
funds in accordance with the terms of any such 
contract so entered into. 

(z) The authority above conferred may be 
exercised by the Secretary of War, the Secretary 
of the Navy or the Maritime Commission respec-
tively or may also be exercised, in their discre-
tion and by their direction respectively, through 
any other officer or officers or civilian officials 
of the War or Navy Departments or the Maritime 
Commission. The Secretary of War, the Secre-
tary of the Navy, and the Maritime Commission 
may confer upon any officer or officers in their 
respective departments or civilian officials 
thereof the power to make further delegations 
of such powers within the War and Navy De-
partments and the Maritime Commission. 

(3) Any Federal Reserve Bank or any officer 
thereof may be utilized, and is hereby authorized 
to act, as agent of the War Department, the 
Navy Department, or the Maritime Commission, 
respectively, in carrying out any of the provi-
sions of this executive order, and the Secretary 
of the Treasury is hereby directed to desi enate 
each Federal Reserve Bank to act as fiscal^^Mt 
of the United States pursuant to the provfliKs 
of section 15 of the Federal Reserve Act in 
carrying out any authority granted to it by or 
pursuant to this executive order. In any case 
in which any Federal Reserve Bank shall make 
or participate in making any loan, discount or 
advance or commitment as agent of the War 
Department, Navy Department or Maritime 
Commission under authority of this order, all 
such funds as may be necessary therefor shall be 
supplied and disbursed by or under authority 
from the War Department, Navy Department or 
Maritime Commission in accordance with such 
procedure as they may respectively require. 
Any amounts now or hereafter available under 
any appropriation act to the War Department, 
the Navy Department, or the Maritime Com-
mission for the purpose of procuring materials, 
equipment or supplies, or of expediting produc-
tion thereof, may be expended through the 
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a^^w of the respective Federal Reserve Banks 
ii^Rordance with the provisions of this execu-

tive order. In taking any action under any 

Purchase of Government Obligations 
Amendment to Section 14(b), Federal 

Reserve Act 
designation or authority given by or pursuant T h e P r e s i d e n t o f t h e U n i t e d S t a t e s o n M a r c h 

to this paragraph no Federal Reserve Bank a p p r o v e d a n A c t Qf Congress known 
shall have any responsibility or accountability a s t h e " S e c o n d War Powers Act, 1941," Title 
except as agent of the War Department, Navy I V o f w h i c h a m e n d e d subsection (b) of section 
Department, or Maritime Commission, as the ^ o f t h e F e d e r a l Reserve Act so as to authorize 
case may be. t h e purchase or sale by the Federal Reserve 

(4) All actions and operations of any Federal B a n k s d t h e r i n t h e o p e n m a r k e t o f directly from 
Reserve Bank under authority of or pursuant to o f t o t h e U n i t e d S t a t e S ) i n acc0rdance with the 
the terms of this executive order shall be sub- p r o v i s i o n s Gf s e c t i o n I 2 .A of the Federal Reserve 
ject to the supervision of the Board of Governors A c t > o f b o n d s > n o t e S ) o r o t h e r obligations which 
of the Federal Reserve System and to such direc- a r e d i r e c t obligations of the United States or 
tions and conditions as the Board of Governors w h k h a f e f u l l y g u a f a n t e e d by the United States 
of the Federal Reserve System may prescribe, by a s t o p r i n c i p a i a n d interest, but limiting the 
regulation or otherwise, after consultation aggregate am0unt acquired directly from the 
with the Secretary of War, the Secretary of the U n i t e d S t a t e s h d d a t a n y o n e t i m e b y the twelve 
Navy, or the Maritime Commission, or their F e d e r a l Reserve Banks at not exceeding 
authorized representatives. $5,000,000,000. A time limit is placed upon 

(5) The War Department, the Navy Depart- t h i s a m e n d m e n t t o the Federal Reserve Act by 
ment and the Maritime Commission shall make a n o ther provision of the Second War Powers 
reports of all contracts entered into by them A c t w h k h provides that certain provisions of 
respectively pursuant to the terms of this execu- t h e l a t t e r A c t s h a l l r e m a i n i n force o n l y u n t i l 

tive order, in accordance with the provisions of D e c e m b e r 31, 1944, or until such earlier time as «Lgraph 1 of thê  regulations prescribed in Congress by concurrent resolution, or the 

\ H of Executive Order No. 9001 dated P r e s i d e n t j m a y designate, and thereafter any 
ember 2.7, 1941- provision of law amended thereby shall be in 

(6) Interest, fees and other charges derived f u l l f o f C e a n d e f f e c t a s though this Act had not 
by the War Department, Navy Department and b e e n e n a c t e d . Subsection (b) of section 14, as 
Maritime Commission, respectively, from opera- t h u s a m e n d e d ) f e a d s as follows: 
tions pursuant to the terms of this executive ^ T o b u y a n d se l l ? a t h o m e o r abroad, 
order may be held by the Federal Reserve Banks b o n d s a n d n o t e s o f t h e U n i t e d States, bonds of 
a n d shall first be used for the purpose of meeting t h e F e d e f a i Farm Mortgage Corporation 
expenses and losses (including but not limited having maturities from date of purchase of 
to attorneys' fees and expenses of litigation) nQt e x c e edin g six months, bonds issued under 
incurred by the Federal Reserve Banks in acting t h e provisi0ns of subsection (c) of section 4 
as agents under or pursuant to the provisions of o f t h e H o m e Owners' Loan Act of 1933, as 
this executive order; and to the extent that the amended, and having maturities from date of 
amount of such interest, fees or other charges purchase of not exceeding six months, and 
is insufficient for this purpose the Federal Reserve b i l l S ) n o t e S j r e v e n u e bonds, and warrants with 
Banks shall be reimbursed for such expenses and a m a t u r i t y f r o m date of purchase of not ex-
losses by the War Department, the Navy De- ceeding six months, issued in anticipation of 
partment or the Maritime Commission, as the t h e collection of taxes or in anticipation of 
case may be. the receipt of assured revenues by any State, 

F R A N K L I N D . R O O S E V E L T county, district, political subdivision, or 
municipality in the continental United States, 
including irrigation, drainage and reclama-

T H E W H I T E H O U S E , 

March z6, 1942.. 
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tion districts, such purchases to be made in 
accordance with rules and regulations pre-
scribed by the Board of Governors of the 
Federal Reserve System: 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 
either in the open market or directly from or 
to the United States; but all such purchases 
and sales shall be made in accordance with 
the provisions of section 12.A of this Act and 
the aggregate amount of such obligations 
acquired directly from the United States 
which is held at any one time by the twelve 
Federal Reserve banks shall not exceed 
$5,000,000,000; 

Advances on Government Obligations 
Amendment to Regulation A 

The Board of Governors, effective March zo, 
1942., amended subsection (b) of section z of 
Regulation A entitled Discounts for and Ad-
vances to Member Banks by Federal Reserve 
Banks. This amendment makes no change of 
substance in the regulation, its sole purpose 
being to rephrase one paragraph of the regula-
tion in order to make it clear that under the 
law the Federal Reserve Banks are authorized 
to make advances to their member banks for 
periods not exceeding 90 days on the promissory 
notes of such member banks secured by direct 
obligations of the United States. The section 
as amended reads as follows: 

(b) Advances on Government obligations.—Any 
Federal Reserve Bank may make advances, 
under authority of section 13 of the Federal 
Reserve Act, to any of its member banks for 
periods not exceeding ninety days6 on the 
promissory note of such member bank secured 
by direct obligations of the United States, 
and for periods not exceeding fifteen days on 
the promissory note of such member bank 
secured (1) by the deposit or pledge of deben-
tures or other such obligations of Federal 
Intermediate Credit banks having maturities 
of not exceeding six months from the date of 

3 O i 

the advance, or (z) by the deposit or ple^Apf 
Federal Farm Mortgage Corporation olRas 
issued under the Federal Farm Mortgage 
Corporation Act and guaranteed both as to 
principal and interest by the United States, or 
(3) by tl l e deposit or pledge of Home Owners' 
Loan Corporation bonds issued under the pro-
visions of subsection (c) of section 4 of the 
Home Owners' Loan Act of 1933, as amended, 
and guaranteed both as to principal and 
interest by the United States, 

• The eighth paragraph of section 13 of the Federal Reserve Act 
authorizes advances to member banks for periods not exceeding fifteen 
days secured by bonds, notes, certificates of indebtedness, or Treasury 
bills of the United States. However, the last paragraph of section 13 
authorizes any Federal Reserve Bank to make advances for periods 
not exceeding ninety days "to any individual, partnership or corjiora-
tion" on the promissory notes of such individual, partnership or 
corporation secured by "direct obligations of the United States"; 
and the term "corporation" includes an incorporated bank. 

Reserves 
Balance in "Differential Account" Set Up 

Upon Purchase of Instalment Paper 
The Board's opinion has been requested as to 

whether the balance in a "differential account" 
set up in connection with certain proposed con-
tracts for the purchase of instalment paper by a 
member bank gives rise to a deposit lia^M^ 
against which reserves must be carried w i t K B 
Federal Reserve Bank. 

It appears that under these contracts the bank 
would purchase instalment paper at a price less 
than the face amount of the paper and that at 
the time of the purchase the dealer would be 
credited with the amount of the purchase price 
and full title to the paper would pass to the 
bank. Under the agreement, no further 
amounts would be credited to the dealer until 
"an amount in excess of the purchase price, 
plus . . . % per annum computed monthly of the 
unpaid balance of the amount paid by the bank 
for such paper, is realized by the bank"; and 
any excess so realized would be applied first to 
satisfy any past due indebtedness of the dealer 
to the bank arising under the contract or other-
wise, and any balance then remaining would be 
paid or credited to the dealer. 

In practice, it is understood that the transac-
tion is handled in the following manner. At 
the time of the purchase, in order to maintain 
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