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Decatur, I l l i n o i s 
May 20, 1935 

RECENT RELATIONS OF THE FEDERAL RESERVE SYSTEM 
WITH BUSINESS MID INDUSTRY 

The name i s d i f f i c u l t . Once I almost l o s t a place on a college 
f o o t b a l l team because the coach thought tha t I was playing a p rac t i ca l 
joke on him when I handed i n my name w i t h others who were appl icants fo r 
places on the team. He ca l led me l a t e r and said "You are through.11 I 
asked him why. He said "Because you can ' t play jokes on me. What was 
i t you handed i n when I asked fo r names? I t looked l i k e the alphabet 
thrown together wi thout any vowels." I had to explain to him very se r i -
ously -that tha t was r e a l l y my name. He f i n a l l y believed me and I stayed 
on the team. 

I l l i n o i s i s the State of my b i r t h , i n which I l i ved and worked fo r 
many years. So you can understand that I was more than pleased to accept 
the i n v i t a t i o n of Mr. H. A. Brinkman, your President, to appear on t h i s 
program. I was especia l ly glad to have the opportuni ty to meet you and 
l i s t e n t o what you have to say, so tha t I might re turn to my o f f i c e i n 
Washington be t te r informed and be t te r able to a id , even i f i n a smell 
way, i n the so lu t ion of the problems presented d a i l y to the Federal Re-
serve Board. 

Let me begin by discussing something known to a l l o f us - and .lead 
s lowly to something tha t may be news to some of us. 

As you know, the Federal Reserve Act emphasizes the p r i nc ip le that 
the System sha l l be administered f o r "TNhe accomodation of commerce, i n -
dust ry and a g r i c u l t u r e . " 3Ms i s the basic thought of the Act . 

Hie Federal Reserve banks - bankers1 banks - are 'publ ic i n s t i t u t i o n s 
serving the en t i r e country. I n add i t ion to the banks which are members 
o f the System and stockholders o f the Federal Reserve Banks, the System 
cons is ts , f i r s t , o f 12 Federal Reserve banks, 25 Branches, and two Agen-
c ies . There are 9 Directors of each Federal Reserve bankj 6 are elected 
by the member banks and 3 appointed by the Federal Reserve Board* 
Each Branch has 5 ot 7 D i rec tors , the, ma jo r i t y o f whom are appointe&by 
the Di rectors of the Federal Reserve bank o f the d i s t r i c t i n vfticb the 
Branch i s located. 

Second, tho System includes the Federal Advisory Council of 12 
act ive bankers - one from each of the 12 d i s t r i c t s - elected by the 
Di rectors the respect ive Federal Reserve fe&nkS. 

Th i rd , the System includes the Federal Reserve Board. Manr/ powers 
are vested i n the Board, among them being the duty to exercise general 
supervis ion over the Federal Reserve Banks* 

At the present t ime the Federal Reserve banks hold la rger member 
bask reserve deposits thai* a t any oth^r- time i n the h i s t o r y of the System* 
and the member banks are less Indebted t o them than a t any other time> 
t h i s h i s t o r y of the System. I n 1920, f i f t e e n years ago, the Federal 
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Reserve banks held the^discounted paper of member banks in . the amount o f 
nearly three b i l l i o n d o l l a r s ; i n contrast to this, on February 20th o f 
t h i s year the amount o f discounted paper was less than s i x m i l l i o n do l -
l a r s . F i f teen years ago, i n A p r i l 1920, member bank reserve deposits 
were less than two b i l l i o n do l l a r s ; i n A p r i l of t h i s year they amounted 
to near ly f i v e b i l l i o n d o l l a r s . At the present time the excess reserves 
of member/banks amount to more than two b i l l i o n d o l l a r s . 

This neans tha t the banks o f the country have an enormous amount of 
funds which are not i n use. At the same time i n the count ryas a whole 
there i s an enormous number o f men-unemployed. Ve have, therefore, t h i s 
s i t ua t i on : .on the one hand men are out of work, and on the other hand 
money i s out of work-* To the average layman, t h i s i s d i f f i c u l t to under-
stand. 

The Government i s f i nd i ng work f o r these i d l e men by- embarking on 
various publ ic a c t i v i t i e s and p ro jec ts . A large par t of the money re -
quired f o r these wo rk - re l i e f pro jec ts i s and w i l l be provided by the 
l oca l banks1 purchases of Government ob l iga t ions . I n other words, the 
Government i s using i t s c r e d i t to br idge the gap. Would you prefer to 
have the Government continue doing t h i s , or would you prefer t o lend 
mohey d i r e c t l y to l o c a l enterpr ises yourself? I th ink I. know'your an-
swer, and tha t brings me to the one th ing I wont t o emphasize bore - th is 
afternoon. 

The Federal Reserve System has been authorized, and stands ready, 
to ass is t you i n making loans to l o c a l enterpr ises under Section 13b 
of the Federal Reserve Act f o r the purpose of fu rn ish ing working cap i t a l 
to establ ished i n d u s t r i a l and commercial businesses. When lending ac-
t i v i t i e s "are resumed through the usual and accepted channels,* the Govern-
ment w i l l , as I understand i t , withdraw gradual ly from i t s Public Vorks 
Program and from the use or i t s c red i t for .such purposes. Sincerely, 
therefore, I should l i k e very much to know j u s t what i s the a t t i t ude of 
the i nd i v idua l banker toward the loans to industry and business author-
ized by Section 13b of^the Federal Reserve Act . I should l i k e to know 
any and a l l reasons why these loans can or can not be made. This i n f o r -
mation w i l l be h e l p f u l , not "otily to me and to the Board, but to the . 
executive ar*d l e g i s l a t i v e departments of your Government i n Washington. 
I t w i l l also be h e l p f u l to you. 

Accordingly, I wish to sketch b r i e f l y the background of the indus-
t r i a l loans program of the Federal Reserve System, and place before you 
as c lea r l y as I can the advantages to you and to your communities of 
loans made under the provis ions of Section 13b. These provisions had 
t h e i r o r i g i n i n the f ee l i ng that as a resu l t of long continued adverse 
economic condit ions a large number o f small business and i n d u s t r i a l en-
terpr ises were su f fe r ing from depleted working c a p i t a l . 

On March 19, 1934, the President o f the United States, the Honora-
b le Frankl in D. Roosevelt,* sent a l e t t e r to Senator Fletcher,•Chairman 
o f the Senate Banking and Currency Committee, and to Representative 
Steagal l , Chairman of the House Committee on Banking and Currency. I n 
t h i s l e t t e r he suggested the creat ion of twelve Credi t Banks f o r Indus-
t r y , to help -provide working cap i t a l f o r small i ndus t r i es , and t d fo l low 
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up the a i d given to ag r i cu l t u re , the banks and large business corpora-
t i o n s , by doing something f o r the medium size man i n industry and 
commerce. 

On the same day the President wrote the l e t t e r , Senator Fletcher 
introduced i n . t he Senate, and Congressman Steagal l introduced i n the 
House a M i l M to provide f o r ' t h e creat ion of c red i t banks f o r indus t ry " . 
But Congress decided,, instead o f . c rea t i ng a new agency, to give the 
Federal Reserve Banks and the Reconstruction Finance Corporation author-
i t y to extend the c r e d i t which was requi red. That i s the way the law 
now stands and the Federal Reserve System i s f i r m l y committed to carry-
ing out the added respons ib i l i t i e s which Congress has given i t . 

The new l e g i s l a t i o n was adopted June 19$ 193A* I t amends the 
Federal Reserve Act by the add i t ion of Section 13b, which provides 
tha t the Federal Reserve Banks may cooperate wi th member banks, non-
member banks, and other f inancing i n s t i t u t i o n s " i n making loans to 
fu rn ish working c a p i t a l to establ ished i n d u s t r i a l and commercial 
businesses, and i n exceptional circumstances, may make such loens 
d i r e c t vhen c r ed i t i s not ava i lab le on a reasonable basis from the 
usual sources. 

An I n d u s t r i a l Advisory Committee composed of act ive business men 
i n the d i s t r i c t i s created under the la*?. The law l i m i t s funds ava i la -
b le f o r advances and commitments by the Federal Reserve Banks to the 
t o t a l surplus of the banks as o f Ju ly 1 , 1934, or about $140,QQ0,000, 
p lus ce r ta in payments to be made by the United States Treasury, which 
would br ing the t o t a l avai lab le up to about 1280,000,000. 

The Federal Reserve System went to work promptly. A conference of 
Chairmen and Governors o f the Federal Reserve Banks was held i n Washing-
ton , June 25 and 26, a t which the new i n d u s t r i a l loans provisions of the 
Federal Reserve Apt were t&e p r i n c i p a l subject o f discussion. Regula-
t i ons had been dra f ted f o r the admin is t ra t ion of Section 13b, and a f t e r 
they had been considered by the Conference and approved by the Federal 
Reserve Board, they were issued on June 26. I n order t o make as easy as 
possible the performance o f the new funct ions granted to the Federal Re-
serve Banksi these simple regulat ions l e f t . t h e broad powers granted by 
Congress t o the Federal Reserve banks whol ly unimpaired and prescribed 
no r e s t r i c t i o n s beyond those prescribed i n the law i t s e l f . Any attempt 

*to supply techn ica l d e f i n i t i o n s was avoided, l e s t i t have the e f f ec t of 
r e s t r i c t i n g and hampering the operations of the Federal Reserve Banks. 
The l a t e Governor E. R. Black, who was very much in terested i n t h i s 
amendment to the Federal Reserve Act , wrote a l e t t e r on June 30 to the 
Federal Reserve banks, i n vhich he said i n pa r t : 

" I am ce r ta in tha t you have car r ied home to your d i rec tors 
our earnest f ee l i ng , f i r s t , tha t these new loans w i l l mate-
r i a l l y a id the Recovery Program, second, thvt i t gives your 
bank an opportuni ty to render a r e a l service i n your d i s t r i c t , 
and t h i r d , t ha t t h i s opportuni ty en ta i l s a respons ib i l i t y that 
f o r tfae good o f the Federal Reserve %stem must be f u l l y met.11 

Since then several conferences o f Governors have been held i n Wash-
ington, a t which the admin is t ra t ion o f Section 13b was discussed i n 
d e t a i l * Digitized for FRASER 
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I have v i s i t e d every Federal Reserve bank, end about 90 per cent o f 
the Branches since Ju l y 1 , 1934* I n f a c t , I v i s i t e d some o f . the d i s t r i c t s 
several times dur ing the course of the l a s t year f o r the purpose of dis-r 
cussing t h i s subject w i t h a l l concerned. 

On September 27 a conference of the Chairmen of the I n d u s t r i a l Advi-
sory Committees was held i n Washington f o r considerat ion of the provis ions 
of Section 13b* By t h i s time the admin is t ra t ion of Section 13b had been 
under way f o r some weeks and i t was possible to consider the program i n 
the l i g h t o f ac tua l experience* Among other th ings considerat ion was given 
a t t h i s conference to the repor t tha t many member and non-member banks 
were re luc tan t to make i n d u s t r i a l loans because they were uncer ta in o f the 
a t t i t u d e tha t might be taken by bank examiners toward such loans when 
found i n the bank p o r t f o l i o s * I t was recommended tha t a d e f i n i t e announce-
ment be aiade as t o the po l i cy t o be fol lowed by examiners. 

I n compliance w i t h t h i s suggestion the Federal Reserve Board on Oc-
tober 6 issued ins t ruc t ions as to the manner i n vh ich i n d u s t r i a l loans 
should be included i n condi t ion reports and examination repor ts . About 
the seme time the Comptroller o f the Currency issued corresponding i n -
s t ruc t ions . The purpose o f these statements by the Board and by the 
Comptroller vae to c lear up such doubt as might ex i s t as to the c l a s s i -
f i c a t i o n of 'such loans end the net e f f e c t was to assure member banks tha t 
i n d u s t r i a l loans w i t h long matur i t ies which were covered by commitments 
from the Federal i<eserve Banks or the Reconstruction Finance Corporation 
would not be c l a s s i f i e d as 11 slow11. 

Pursuing the admin is t ra t ion of Section 13b, A lber t A* Creighton, 
who i s Chaiiman of the I n d u s t r i a l Advisory Committee o f the Boston Federal 
Reserve D i s t r i c t , and who i s l ikewise Chairman of the Committee cons is t -
ing of the Chairmen of the 12 I n d u s t r i a l advisory Committees of the System, 
i s now i n Europe studying i n d u s t r i a l loans i n the various countr ies, a t 
h is own expense. He i s expected back some time i n June w i th a repor t of. 
what i s being done i n t h i s respect by other Banks of Issue by other Gov-
ernments, ancj by other banks and f inanc ing i n s t i t u t i o n s . 

On December 11 and 12 a Conference of representat ives of the Federal 
Reserve banks, the I n d u s t r i a l Advisory Committees and the Federal Reserve 
Board was held a t Cleveland t o consider the procedure being fol lowed by 
the banks and the committees i n passing on app l i ca t ions . I t was rea l i zed 
tha t much of the success of the program depended upon a smooth and expe-
d i t i ous handling of app l ica t ions . 

The f ac t was emphasized tha t both the I n d u s t r i a l Advisory Committees 
and the Federal Keserve Banks have given and w i l l continue to give care fu l 
jggyd sympathetic considerat ion t o each app l i ca t ion , regardless pf the amount 
o f money being appl ied f o r * 

On December 19 another Conference of the Chairmen of the I n d u s t r i a l 
Advisory Committees was held i n Washington t o review the work done by the 
Committees and t o consider aeoas of f u r t he r i ng the program* i 

Also the Federal Advisory Counci l , which was created i n 1913, as you 
know, met i n Washington on September 17-18, 1934 &nd discussed the subject 
o f i n d u s t r i a l loans under Section 13b i n d e t a i l • At several o f the meet-
ings since tha t date the Advisory Council tots, upon the request o f the Digitized for FRASER 
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Board, discussed toe cooperat ion i n t h i s matter o f member banks w i th the 
Federal Reserve Banks. 

I n a d d i t i o n t o a l l these conferences and t o continuous study o f the 
si tuat ion the Federal Reserve banks have a c t i v e l y convassed t h e i r d i s -
t r i c t s in order t o in form f i nanc ing i n s t i t u t i o n s and prospect ive 
borrowers o f the new prov is ions o f the law. Every e f f o r t has been *nade 
through pamphlets, l e t t e r s , addresses, personal c a l l s and even by rad io 
to make the new func t ions o f the Federal Reserve Banks widely known. 

I have gone i n t o a l l t h i s rather minute d e t a i l , even a t tJe r i s k 
o f bor ing you, t o give you some idea o f the earnestness w i t h which the 
Federal Reserve System has prosecuted the i n d u s t r i a l loans p ropan . 

The quest ion n a t u r a l l y a r i s e s , what are the resu l ts? As o f May 
8 , 1935$ the I n d u s t r i a l Advisory Committees had approved 1,676 app l ica-
t i o n s , amounting to $88,066,000 and the Federal Reserve banks had ap-

. proved 1,509 app l i ca t i ons , amounting to £84,003,000. Adding the advances 
a c t u a l l y made ($29,626,000) and the commitments outstanding (£18,040,000) 
f o r a c o ^ i t m e n t i 3 equal t o an advance, since the money must be kept 
ava i l ab le f o r the purpose o f tak ing up the paper - we have a t o t a l of 
$47,666,000 o f c r e d i t a c t u a l l y i n use. There have also been some repay-
ments, some app l i ca t ions have been withdrawn, and some are awai t ing 
completion by the app l i can t before disbursement o f funds can be made. 

The f a c t t h a t the Federol Reserve banks have about £280,000,000 
ava i l ab le f o r i n d u s t r i a l loans, under the prov is ions of the Ac t , and 
a f t e r near ly a year nave a l i t t l e more than $88,000,000 o f advances 
approved by the committees might suggest e i t h e r i nd i f f e rence on the par t 
o f the System to the program or t he t there was l i t t l e demand f o r the k ind 
o f c r e d i t made ava i l ab le by the Ac t . I be l ieve tha t ne i ther o f these 
conclusions i s warranted by the f a c t s . The Board and the Federal Reserve 
Banks have stressed the program repeatedly and a t the same time evidence 
s t i l l e x i s t s o f a need f o r such c r e d i t f o r smal l i ndus t ry and business. 

As you know, there &as been a c e r t a i n amount o f skept ic ism as t o the 
existence o f t h i s demand f o r c r e d i t . The skept ics may poss ib ly be r i g h t . 
But I do not know how we can prove what the need i s , except by earnest ly 
pursuing the p o s s i b i l i t i e s o f extending c r e d i t t o small indus t ry under 
Sect ion 13b w i t h a l l frankness and s i n c e r i t y . Ve must a t l eas t exhaust 
every means o f in forming bankers and borrowers what the oppor tun i t ies 
a re . 

Banks were very s i c k . They ca l l ed the doc tor . They recuperated. 
Now they a re , as i t were, l ea rn ing to walk again, but they are very 
caut ious. That i s human. 

Laws, too , are human. They are made by man i n accordance w i th wh^t 
i s considered the need of man. 1Te know of man's needs by the law of 
averages. 

Bet me t e l l you o f a husian inc iden t by which a c le rk i n a haber-
dashery t r i e d t o apply t l ie law o f averages: 

A w i f e ca l l ed a t the haberdashery and said - f t I wish a c o l l a r f o r 
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my husband." The c lerk asked her f o r the s ize c o l l a r desired* .She saicl -
" I don ' t know, I w i l l go back and ask ay husband* The c le rk , wh6 thought 
he knew something of human nature, sa id , " I t h i nk t know the s ise o f the 
c o l l a r your husband wears." She. said "Rea l ly* . The c le rk said "Yes I 
th ink he wears a s ize 11 1/2 c o l l a r . " She said "That i s r i g h t - I remem-
ber now - but how d id you know?" The c lerk said - "A man who sends h i s 
w i f e out f o r a c o l l a r wears about tha t s i ze . " 

I repeat t ha t i t i s p e r f e c t l y na tu ra l tha t a f t e r t h e i r experiences 
o f recent years bankers should f e e l extremely conservative. I t i s per-
f e c t l y na tura l t h a t appl icants should have d i f f i c u l t y i n p rov ing . the i r 
present prospects are good. And i t i s t o be expected tha t a nev p rov i -
s ion o f law br ing ing the Federal Reserve System into, the f i e l d o f long 
term loans should be hard to make general ly known and understood. We 

;,ar* vorking- as e f f e c t i v e l y as we can to overcome these obstacles. 

Now, a f t e r tl i\ is expla in ing the plans and in ten t ions of the Reserve 
System, I wish to po in t out how t h i s law d i r e c t l y concerns you as bankers. 

Although i t ' i s provided i n the law tha t c r e d i t f o r indust ry may be 
furnished t o the borrower e i the r by the Federal Reserve bank d i r e c t l y or 
by the commercial banks w i t h the cooperation of the Federal Reserve banks, 
the law i t s e l f favors the l a t t e r procedure. To make t h i s po int Clear, l e t 
me read the f i r s t two paragraphs o f Section 13b* 

The prov is ion o f the law author iz ing the Federal Reserve Ranks t o 
discount or purchase loans made by member banks and other f inanc ing I n -
s t i t u t i o n s i s as fo l lows: 

" (b) Each Federal Reserve bank sha l l also have powers 
to discount f o r , or purchase from, any ban^t, t r u s t 
company, mortgage company, c red i t corporat ion f o r 
indus t ry , or other f inancing . i n s t i t u t i o n operat ing i n 
i t s d i s t r i c t , ob l igat ions having matur i t ies not exceed-
ing f i v e years, entered i n t o f o r the purpose o f obta in-
ing working c a p i t a l f o r any such establ ished i n d u s t r i a l 
or commercial business; to make loans or advances.direct 
t o any such f inanc ing i n s t i t u t i o n on the secur i t y o f 
such ob l iga t ions ; and to'make..commitments w i th . regard t o 
such discount o r purchase, o f ob l iga t ions or w i th respect 
t o such loans or advances on the secur i ty thereof , i n -
c luding commitments made i n advance of the ac tua l under-
tak ing of such ob l iga t ions . Each such f inanc ing i n s t i t u -
t i o n s h a l l ob l iga te i t s e l f - t o the s a t i s f a c t i o n . o f the 
Federal Reserve bank f o r a t l eas t 20 per-centum o f any 
loss which may be sustained by such bank upon any o f the 
ob l iga t ions acquired from such f inancing i n s t i t u t i o n , the 
existence and amount o f amy such loss t o be determined i n 
accordance w i th regulat ions o f the Federal Reserve "Board." 

I n non-technical language, tha t p rov is ion enable the bankers to make 
loans to f u rn i sh working c a p i t a l t o i n d u s t r i a l and cotmercial borrowers 
on |dag matur i t ies and a t the mm t ime get the promise of the Federal Re-

baiak t o take over the loan a t any time without recourse f o r 80 per 
ee&t o f the loan . 
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I l l order t ha t the c red i t ©ay be made ava i lab le even though the 
bankers f a i l to take advantage of t h i s opportuni ty t o put t h e i r funds 
to work w i th a minimum o f r i s k * the law also authorizes d i r e c t loans by 
the Federal Reserve banks t o indust ry by the fo l low ing language: 

" (a) I n exceptional circumstances, when i t appears 
t o the sa t i s f ac t i on o f a Federal Reserve bank tha t an 
establ ished i n d u s t r i a l or commercial business located 
i n i t s d i s t r i c t i s unable to ob ta in requ is i te f i nanc i a l 
assistance on a reasonable basis from the usual sources, 
the Federal Reserve bank, pursuant t o au thor i t y granted 
by the Federal Reserve Board, may make loans t o , or pur-
chase ob l igat ions o f , such business, or may make commit-
ments w i th respect there to , on a reasonable and sound 
basis , f o r the purpose of prov id ing i t w i th working 
c a p i t a l , but no ob l iga t ion s h a l l be acquired or commit-
ment made hereunder w i th a matur i ty exceeding f i v e years.11 

As the law was o r i g i n a l l y d ra f ted these two paragraphs appeared i n 
the order i n which I have read them, but f o r some reason tha t order was 
reversed i n the l e g i s l a t i v e m i l l and to a casual reader of the law i t 
might appear tha t the emphasis was on d i r e c t loans by the Federal Reserve 
banks ra ther than on advances or commitments to banks. This i s not the 
f a c t . On the cont rary , the law says d e f i n i t e l y tha t d i r ec t loans are to 
be made only i n exceptional circumstances and when c red i t . is not ava i la -
b le from the usual sources; there i s no such l i m i t a t i o n on rediscounts or 
on commitments covering loans made- i n the f i r s t instance by l o c a l banks 
or other f inanc ing i n s t i t u t i o n s . 

As a matter of f a c t , strange as i t may seem, up to the present most 
o f the money has had t o be placed on d i r e c t loans by the Federal Reserve 
banks. And tha t needs to be explained. The Federal Reserve banks are 
not organized to take business away from the l o c a l bankers, and they most 
ce r t a i n l y do not wish t o do so. 

I t i s s t i pu la ted i n the law tha t d i r e c t loans sha l l be made by the 
Federal Reserve banks only i n exceptional cases and when the required 
c r e d i t i s not ava i lab le from the usual soirees. The Federal Reserve 
Board and the Federal Reserve banks have f e l t t ha t t h i s s t i pu l a t i on wm 
wltremely wise. The ob jec t ion tha t the (banker makes to these loans i s , 
o f course, tha t they have too long matur i t ies and sometimes may be con-
sidered poor r i s k s j but these object ions were la rge ly removed so fa r as 
l o c a l banks are concerned by the commitment which the Federal Reserve 
Bank w i l l ^oake to take over the loan from the lending bank without re -
course except that the lending bank must ob l igate i t s e l f f o r a t les.st 
20 per cent of any l oss . This means, o f course, tha t the member bank or 
other f inanc ing i n s t i t u t i o n which makes a loan i s able to insure l i q u i d i t y 
f o r the loan, and also t o have as much as 80 per cent o f i t underwr i t ten 
by the Federal Reserve bank. A long term loan that may be discounted a t 
the Federal Reserve bank a t any time wi thout recourse as to 80 per cent 
o f acy loss* i s , from the po in t o f view o f the cammericml bank, as l i q u i d 
as any earning asset i t may hrnlMm 

¥ou, o f course, are trustees of your depositor^ funds, and i t cer-
t a i n l y i s no t , and cannot be our aim t o urge you to r i s k those funds by 
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loaning on a basis tha t i s not reasonable and not sound. That i s p l a i n . 

But i n times l i k e these when the banks have more funds than they can 
put t o p ro f i t ab l e Use, and on tha t account have d i f f i c u l t y i n making ade-
quate earnings, i t seems to me important that you should understand the 

' p o s s i b i l i t i e s open to you under Section l?b and should make the most o f 
then. 

I n concrete terms, vhat the provis ions of the law mean to you bankers 
may be stated as fo l lows: 

F i r s t : You may make a loan on a reasonable and sound basis w i th a 
matur i ty not exceeding f i v e years to ian establ ished i n d u s t r i a l or commer-
c i a l business i n your community f o r the purpose of supplying i t w i th 
working c a p i t a l . 

Second: I f the loan i s acceptable to the Federal Reserve bank (which 
may be determined before the loan i s made) you may obta in from the Federal 
Reserve Bank a coirraitment to take over the loan on stated terms a t any 
time w i t h i n the period of the commitment. 

Thi rd: You pay the Federal P;eserve Bank a small charge fo r t h i s 
comnitaent, the amount paid depending p r i n c i p a l l y upon the length of 
time, covered by the'boardtaent. For the Federal Reserve D i s t r i c t s i t l 
which t h i s State i s located, the Federal Reserve Bank rates on commitments 
are from 1 to 2 per cent per annum, which may be. ca l led e i ther an insur -
ance charge or a charge f o r standing by. Having paid i t and received i t s 
couiraitaient, the bank i s assured tha t the loan.which the commitment covers 
i s pe r fec t l y l i q u i d . 

Fourth: I f you subsequently need to dispose of the loan on which 
you hold the comnitnent, you inform the Federal Reserve Bank o f your 
des i re , and the loan i s taken o f f your hands. The Federal Reserve Bank 
discount rates on i n d u s t r i a l loans i n the D i s t r i c t s i n which t h i s State 
i s located are from 4-1/2 to 6.per cent. 

F i f t h : Under the terms of the confcrdtment, the Federal Reserve Bank 
w i l l re l ieve you of ob l i ga t ion f o r as much as 30 per cent of any loss 
sustained on the loan. ' I n other words, you can s e l l or rediscount the 
loan without recourse up to 80 per.cent of i t s amount, but you continue 
under ob l iga t ion f o r the remainder, which may be only 20 per cent,. 

Qhe banker who has been very ac t i ve i n making i n d u s t r i a l loans 
described i n the fo l low ing words h i s plan f o r se t t i ng up a specia l re -
serve to cover possible losses i n such loans. 

"The usual p a r t i c i p a t i o n i s , o f course, on an 80-20 basis. Gener-
a l l y the en t i re loan bears the maximua ra te o f 6 per cent. Ve look upon 
the 80 per cent guaranteed par t o f the loan as a prime investment - to the 
po in t tha t i f such an investment were ava i lab le i n the open market we would 
be w i l l i n g to buy same on a 1 per cent per annum. income. .basis, Tie take 
m i l the income above 1 per cent obtainable from tha t par t of the loan 
guaranteed by the Federal Reserve bank and set i t up i n a specia l reserve 
amount to provide against any loss sustained i n our pa r t i c ipa t ions •w 
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I have bejen ta lk ing ' so f a r , necessar i ly , i n general te rns . Now l e t 
me describe a t y p i c a l ac tua l loan under Section 13b. 

A. varnish manufacturer w i th a p lant i n a medium-sized i n d u s t r i a l 
c i t y needed f25,000 working c a p i t a l . He needed i t f o r a longer time 
than h i s l o c a l bank cared to lend without p rov is ion f o r l i q u i d i t y . Ac-
cord ing ly , an app l i ca t ion was made by the l o c a l bank* which was a non-
member, to the Federal Reserve bank f o r a commitment. A f t e r invest iga-
t i o n of the business and the secur i ty o f fe red the app l i ca t ion f o r the 
commitment was approved. A loan of $25,000 was made by the l o c a l bank 
repayable i n equal semi-annual instalments, the l a s t instalment becoming 
due i n four years. The secur i ty comprised a l i e n on p lant and equipment, 
assignment of stock i n another corporat ion and assignment o f two l i f e 
insurance p o l i c i e s . The loan bears i n t e res t a t 6 per cent. Covering 
t h i s loan the Federal Reserve bank gave the l o c a l bank a commitment to 
take over the loan a t the l o c a l bank's request any time w i t h i n twelve 
months. The l o c a l bank pays 1 per cent per annum f o r t h i s commitment. 
Before the end of the twelve months, i t can e i t he r procure a commitment 
f o r a fu r the r per iod, or ask the Federal Reserve Bank to take the loan 
o f f i t s hands. The l o c a l bank i s thus enabled to ho ld a loan of %?hich 
the l i q u i d i t y i s assured, on which i t s par t o f any loss may not exceed 
20 per cent , and on which i t receives 5 per cent ne t . 

You w i l l a lso be in teres ted i n types of loans which have been re -
jec ted . We have had r e l a t i v e l y few. complaints from disappointed a p p l i -
cants. Those who have complained, however, have had t h e i r appl icat ions 
reviewed by the Federal Reserve Banks and every e f f o r t has been made to 

'*in^e^mNfteeAft^ t̂life"- -ctnel- purpose o f the law. 
There was recent ly received by one o f the Federal Reserve Banks an ap-
p l i c a t i o n from a manufacturing company which had been organized i n the 
l a s t year or so to reopen a p lan t tha t had been closed f o r some t ime. 
The p lan t a t one time had apparently been successful, but i t s former 
owners had subseiquehtly become bankrupt. The new company was organized 
by people who had no previous experience i n the business and who had i n -
s u f f i c i e n t funds. Their business records gave no assurance of a b i l i t y 
to succeed and t h e i r bankers were unw i l l i ng to make the loan nor par 
t i c i p a t e i n i t . The Federal Reserve Bank was asked t o lend them prac-
t i c a l l y a l l of t h e i r c a p i t a l . There was doubt whether the appl icant 
was e l i g i b l e as.an establ ished business, but even leaving tha t quest ion 
aside, the app l i ca t ion had to be re jec ted because there was l i t t l e pros-
pect tha t the loan could be repaid from the p r o f i t s o f the business, and 
the under ly ing secur i ty was inadequate. I not ice tha t i n the case of the 
Chicago and S t . Louis banks, the ch ie f reasons f o r re jec t ions have been 
i n s u f f i c i e n t secur i t y , unsat is fac tory f i n a n c i a l condi t ion, f o r the law 
requires the loan to be made on a "reasonable and sound" basis , and i n -
e l i g i b i l i t y , i n t ha t funds were not r e a l l y required f o r working c a p i t a l . 

Question has ar isen as to whether the law permits loans to be made 
i n cases where the proceeds are to be used f o r the refunding o f ex i s t i ng 
indebtedness he ld by member, non-member banks or other f inanc ing i n s t i t u -
tions.. The purpose of the loans, i n the language of the Ac t , i s to 
fu rn ish working cap i t a l t o i n d u s t r i a l or commercial business;' t ha t i s 
one of the few spec i f i c condi t ions which the law imposes. Obviously, 
a loan t ransfer red from one c red i to r to another does' not provide the 
i n d u s t r i a l or commercial borrower w i th add i t i ona l working c a p i t a l ; nor , Digitized for FRASER 
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considering the fac t tha t the banks are already supplied w i th more funds 
than they are f i nd ing use f o r , can i t be said tha t the t rans fe r of such 
indebtedness from l o c a l banks to Federal Reserve banks gives the l o c a l 
banks funds reauired by other borrowers* Consequently, appl icat ions have 
had t o be re jec ted where i t appeared tha t the p r i nc i pa l e f f e c t of the loan 
would be t o t rans fer ce r ta in slow'assets from the p o r t f o l i o o f a member 
bank to the p o r t f o l i o o f a Federal Reserve bank. When,however, the t rans-
f e r o f e x i s t i n g indebtedness i s c l ea r l y an essent ia l par t of a ,p lan of 
r e h a b i l i t a t i o n invo lv ing new working c a p i t a l , x t seems i n accord w i th the 
s p i r i t o f the law to a l low a po r t i on of the proceeds of a given loan to 
be used f o r refunding.. 

Question has also ar isen as to the meaning o f the tertif "established11, 
i n view of the f a c t tha t the. law authorizes loans to be made to estab-
l i shed i n d u s t r i a l and commercial businesses. A new corporat ion may per-
haps be organized to take overman o ld business, and whi le the question 
whether i n any p a r t i c u l a r case the appl icant can be regarded as an es-
tab l ished -business may have to be determined by counsel, i t i s f e l t tha t 
i n general the term should be in te rp re ted as l i b e r a l l y as possib le. 

I wish, to remind you tha t the Federal Reserve banks are not required 
to submit each app l i ca t i on to Washington f o r the approval or disapproval 
o f the Federal Reserve Board. The ac t ion taken by the Federal Reserve 
bank i n each case i s f i n a l , although the Board does keep constant ly i n 
touch w i th the Federal Reserve banks on the admin is t ra t ion of Section 
13b. 

I n t h i s connection, i f I had t ime, I should l i k e to read you re -
cent l e t t e r s which the Board has sent to the Reserve banks. They have 
suggested the expedi t ing of work on appl icat ions so as to get funds 
ac tua l l y i n t o use more qu ick l y . They have emphasized the need of c a l l i n g 
the a t t en t i on o f a l l banks to the advantages of Section 13b. They have 
stated the Board1s judgment tha t loans should be made by l o c a l banks 
under, commitment, from the Federal 'Reserve banks ra ther than by the Fed-
e ra l Reserve banks d i r e c t l y . f ' 

I n f i x i n g ; t h e i r rates on i n d u s t r i a l loans d i r e c t t b the borrower, 
the Federal Reserve banks.have t r i e d t o *avoid'making rates so low as 
to a t t r a c t .this,business, away from member and non-member banks and other 
f inancing i n s t i t u t i o n s . I n general, here i n the middle west,•commercial 
banks and other- f inanc ing i n s t i t u t i o n s appear t o be ge t t i ng from 5 to 6 
per cent on such loans. ' The rates charged by Federal Reserve banks on 
commitments vary w i th d i f f e r e n t condi t ions, but i n general run from 1 
to 2 per cent, per annum. So, .for example, as" in ' thfe case already .de-
scribed, on a loan which, bear§. 6 per cent i n te res ts a member or .non-
member bank may pay 1 per cent to the Federal' Reserve bank fo r a com-
mitment, which w i l l leave 5 per cent net to the member or non-member 
bank. 

The loans made e i t he r the f e d e r a l Reserve Banks d i r e c t or by 
f inancing . i n s t i t u t i o n s under commitments frdm ;the Federal Reserve Banks 
vary i n size from .$250 up to . amounts o f several m i l l i o n ' d o l l a r s . The 
taatur i t ies range from a few weeks to f i v e yedts k rA wide va r ie ty of en-
terpr ises i s covered. 
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I might add tha t the automobile, indust ry i s a t the head of the l i s t 
i n t o t a l amount advanced under Section 13b « near ly £12,000,000. I t may 
also be worth no t i c ing i n the copv1 of my speech which w i l l be, ' o r has 
been, handed you, how many o f these concerns which have been borrowing 
under Section 13b are d i r e c t l y or i n d i r e c t l y connected" w i th the bui lding• 
indust ry . Most o f theui ere makers of or dealers i n essent ia l products 
and necessi t ies of l i f e - 175 loans were made to manufacturers of and 
dealers i n food products, and 162 to dealers i n and. manufacturers of 
lumber and bu i lders ' suppl ies. 

I t r u s t I have given you a d e f i n i t e idea of what i n d u s t r i a l loans 
should mean to you. I hopethat i f you f i n d enterprises i n your communi-
t i e s which could use add i t i ona l working c a p i t a l to an advantage, you 
w i l l not hes i ta te to communicate wi th the Federal Reserve Bank about 
such prospects. 

I n t h i s connection, I should l i k e to. read you a t l eas t one l e t t e r , 
copy o f which was received by a Federal Reserve Bank, which shows that 
r e a l assistance has been rendered under Section 13b: 

"We wish to thank you foifr having permitted the Federal 
Reserve Bank to make loans t o i nd i v idua ls , as the banks tha t 
we do business w i th have refused to help us; had i t not been 
f o r the Federal Reserve we probably would have been a t a 
great handicap, tha t i s , our farmers would have had to go 
on the r e l i e f . The f o l ks here i n the Reserve Bank are the 
way r e a l bankers should be: prompt, courteous, business 
a l l the way through, and very competent. 

"Thanking you and t r u s t i n g tha t you w i l l leave t h i s 
avenue o f f inance open to us, I am 

F a i t h f u l l y y o u r s . . . . . . " 

This loan has already been paid back i n f u l l . 

I could i l l u s t r a t e cases one af teranother , but even these would not 
show a l l the assistance tha t has been rendered, f o r i n many cases the 
Federal Reserve banks and member and nonmember banks have helped the 
small indust ry and business wi thout even the necessity of grant ing a 
loan, by g iv ing advice - business and f i n a n c i a l , by ass is t i ng i n reorgani-
zat ions, and i n innumerable other ways tha t cannot be, and are not , rec-
orded i n a statement of f i gu res . Through Section 13b the Federal Reserve 
System has come closer to the publ ic i n a tangib le and concrete way, 
though the f i gu res , a t f i r s t glance, might make the service ac tua l l y ren-
dered appear ra ther smal l . 

I f ce r ta i n banks lending under Section 13b f i n d tha t some of these 
loans are be t te r r i sks than they had supposed, and thus decide to lend, 
a l i t t l e more f r e e l y to comparable enterpr ises, i t . w i l l be a d i s t i n c t 
advance toward pu t t i ng bank funds p r o f i t a b l y to work. 

While, o f course, there i s much more to say about i n d u s t r i a l loans, 
I rea l i se tha t the occasion does not permit an exhaustive discussion. 

I am a f r a i d I have already taken too much of your t ime, and I don ' t Digitized for FRASER 
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wish t o have you t e l l me so; You have'teeen k ind and courteous - qu i te 
un l i ke the. fe l l ow who w&s l i s t e n i n g t o a : l bag speech by a-professor on 
the o r i g i n o f man. Let me say t o the press tha t t h i s i s o f f the record. 
The professor, a f t e r three hours o f continuous speaking, asked - * I f man 
or ig inates from the monkey9 -where i s Our t a i l ? " Someone i n the audience 
rep l i ed qu ick ly - "We have worn i t o f f by t h i s time s i t t i n g here l i s t e n -
ing to you. , f 

I hope, however, tha t I have stated enough to arouse your i n te res t 
i n the amendment, a t l eas t to the extent o f reading Section 13b, which i s 
very shor t , and the regulat ions of the Federal Reserve Board and the Fed-
e ra l Reserve Banks of Chicago or S t . Louis, i n whose d i s t r i c t s the State 
o f I l l i n o i s l i e s . These have been supplied to thfe Secretary of the Asso-
c i a t i o n , and he promised t o d i s t r i b u t e them among the delegates to t h i s 
Convention. 

Senior o f f i c e r s o f the Chicago and the St.. Louis Federal Reserve 
Banks are.present. They w i l l be glad to meet you to discuss any matters 
respect ing the Federal Reserve System, and p a r t i c u l a r l y pa r t i c ipa t ions 
or commitments under Section 13b of the Federal Reserve Ac t . The Chairman 
or Secretary o f the. Convention can d i r e c t you. 

Let me. conclude by saying tha t o f course we iearn by experience. As 
the years r o l l by,, we look back arid f i n d t ha t the b ig th ings tha t we have 
done - the r e a l l y b ig th ings , i n the f i n a l account - which helped our 
communities and our country most - were th ings tha t appeared very small a t 
the moment. 

Human beings are apt t o spend t h e i r e f f o r t s pushing la rge boulders 
when the removal of several small-pebbles from under the large boulders 
would enable the boulders t o move of themselves - so w i th our economic 
problems. 

Of courses we a l l look f o r a day when the sun w i l l shine once again 
on our highway. But the dawn doesn f t usua l ly come up l i k e thunder. I t 
o f ten steals upon us almost unawares. 

Just when our most strenuous endeavors seem to be ending i n f l a t 
f a i l u re , , and our most elaborate and best l a i d plans seem to be going 
wrong, we are i n no mood to not ice t h e more ce r ta in , • i f less conspicuous 
resu l ts of a l l our e f f o r t s . But why search f o r words of my own? There's 
a b r i e f poem tha t says i t a l l so much be t t e r , and i t comes i r r e s i s t i b l y 
• to my mind these days - perhaps i t i s f a m i l i a r to-you: 

"Say not , the : struggle nought ava i l e th , 
The labor and the wounds are Vain, 

The enemy f a i n t s not , nor f a i l e t h , 
And as things have been, th ings remain. 

I f hopes were dupes, fears may be l i a r s } 
I t may be, i n yon smoks Concealed 

Your comrades chase e f en now the f l y e r s , 
And, but f o r you, possess the f i e l d . * 
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"For v h i l e the t i r e d waves, va in l y breaking, 
Seem here no p a i n f u l inch to gain* 

Far back, through creeks aiid i n l e t s making, 
Comes; s i l e n t , f l ood ing i n , the main. 

And not by Eastern windows only 
When day l igh t comes, comes i n the l i g h t , 

I n f r o n t , the sun climbs slow, how s lowly , 
But Westward, look , the land i s b r i g h t ! " 
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