BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM

For immnediate release Friday, April 27, 1951.
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BEFORE
THE SENATE BANKING AND CURRENCY COMMITTEE CONSIDERING

LEGISLATION TO ABOLISH THE RECONSTRUCTION FINANCE CORPORATION

Mr. Chairman and Members of the Committee:

I appreciate the opportunity to appear here this morning and give my
reasons vhy I feel that the Peconstruction Finance Corporation should be
aboliched. I am speaking for myself and not for the Federal Reserve Board. I
am speaking as one who has been in Government service for the past seventeen
years and who, during thet entire period, has taken an active part in helping
to solve the problems of maintaining economic stability within the framework
of our democratic capitalistic society. 1 have, ever since the termination
of the war, viewed with grave misgivings the continuation and expansion of the
Government in the field of private lending. There are sound and indisputable
reasons why the RFC should be abolished, With your permission I shall present,
as briefly and directly as possible, what I consider the most important reasons.

Inflation and Its Control

Throughout the postwar period, and particularly since the Korean in-
vesion, the country has experienced a most serious inflationary development.
This was brought about by too much money and credit in the hands of the public
relative to the goods and services available in the market. The RFC, instead
of liquidating its outstanding credits during this period, added to infla-
tionary pressures by extending its lending activities and those of its affili-
ate, FNMA. Inflation has greatly depreciated the purchasing power of the
dollar, and as a result the cost of living has increased approximately 45 per
cent since the end of the war. This has been a most serious and unjustified
development, and should not have been permitted; this inflation has worked a
grave injustice upon large numbers of our people; it has injured most the
aged, the pensioners, the widows and the disabled -- the most helpless members
of our society. Inflation diminishes our incentives to work, to save, and to
plan for the future, and in so doing undermines the very foundations of our
free democratic society.

With a rapid increase in defense expenditures immediately confront-
ing us, prevention of further inflation will be difficult. If it is to be
avoided, all of us must support fiscal, monetary, and credit measures essential
to its control. With full utilization of our manpower and raw materials, it
is imperative that the Federal cash budget be maintained on a pay-as-you-go
basis. Thig is necessary to assure the transfer of funds from the civilian
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most effectively handled under a single program, such as that authorized by
the Defense Production Act of 1950. This provides for guarantee of loans by
eight agencies engaged in defense activities, using the Federal Reserve Banks
as fiscal agencies in arranging the guarantees. This is the same as the
Regulation V program which was used so effectively in World War II. Under
this regulation the Federal Reserve Banks and their branches throughout the
country gained extensive experience in authorizing guarantees on 8,800 loans,
amounting to over 10 billion dollars. The net result of the V-loan operation
was a net profit of 24 million dollars from the loan guarantee fees charged,
after deducting all expenses and losses.

Under the V-loan program, a defense contractor or subcontractor en-
gaged in defense production who is unable to obtain the necessary credit msy
apnly for a guaranteed loan to bhis local bank or other privuate financing in-
stitution. The local Federal Reserve banks, acting as fiscal agents for those
Government agencies which are loan guarantors, review and recommend action to
be taken on loan appiications. Upon apnroval by the guaraateeing agency, the
private banks advance the full amount of the lovan snd a fee is paid covering
the gnaranteed _ortion of the loan. The guarantee fee ranges from 10 to 40
per cent of the interest rate on the loan, depending upon the percentage of
the loan guaranteed. In practically every casn the banks carry 10 per cent
or more of the loan without a guarantee. Not orly is the financing decentral-
ized, but the local bznks h~ve a real interest in the loan and can be depended
upon to give it necessary supervision, The reouirement of approval by the
guaranteeing agency assures thet credit extension is being concentrated in those
industries essential to the defense effort.

The existence of the V-loan program to provide essential defense
credit makes unnecessary the continued existence of the RFC for this purpose.
This is particularly true at a time when heavy inflationary pressures require
the diversion of working capital and credit from non-defense to defense pur-
poses as goods and labor eare transferred, rather than try to super-impose
defense credit on top of the existing volume of outstanding credit.

In conclusion, I should like to say that the evidence, both from
an economic and a political standpoint, strongly supports the view that the
liquidation of the RFC is long overdue.
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