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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

November 20, 1939

The fourth statutory meeting of the Federal Advisory Council for 1939 was convened
in the Board Room of the Federal Reserve Building, Washington, D. C., the Vice Presi-
dent, Mr. Loeb, in the Chair.

Present:
Mr. Thomas M. Steele District No. 1
Mr. Leon Fraser District No. 2
Mr. Howard A. Loeb District No. 3
Mr. T. J. Davis District No. 4
Mr. Robert M. Hanes District No. 5
Mr. William V. Crowley District No. 6
(Alternate for Mr. Edward Ball)
Mr. Edward E. Brown District No. 7
Mr. Sidney Maestre District No. 8
(Alternate for Mr. Walter W. Smith)
Mr. John Crosby District No. 9
Mr. John Evans District No. 10
Mr. R. Ellison Harding District No. 11
Mr. Paul S. Dick District No. 12
Mr. Walter Lichtenstein Secretary

On motion, duly made and seconded, the minutes of the meeting of the Council of
October 8-10, 1939, copies of which had been previously sent to the members, were
approved.

The Secretary announced that Messrs. Ball and Smith had found it impossible to be
present at the meeting, and that Messrs. Crowley and Maestre, respectively, were serving
in the places of the absent members.

A discussion took place regarding the future order of the meetings of the Council,
as outlined in a letter of the Secretary of the Board of Governors to the Secretary of the
Council, dated November 2. It was voted to discuss this matter with the Board of Gov-
ernors at the meeting to take place on November 21.

The question of Sunday meetings was discussed, and it was decided to leave this in
the future, as in the past, to the discretion of the President of the Council. If any other
member of the Council desired to have a Sunday meeting, he should communicate with
the Secretary of the Council, who, in turn, was to consult the President of the Council.

In respect to the question of how the minutes of the Council are to be regarded and
whether they are to be treated as strictly confidential, it was decided that this should be
left to the discretion of each member of the Council.

Mr. Hanes discussed at some length the plan of the American Bankers Association
to collect information to be used in connection with the investigation of the banking
structure of the country by the Banking and Currency Committee of the Senate.
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Mr. Brown suggested that the Federal Advisory Council should request the Board
of Governors of the Federal Reserve System to submit to the Council any proposals it
intended to present to the Committee on Banking and Currency of the Senate prior to
such submission to the Senate Committee.

At 11:05 A.M. Dr. E. A. Goldenweiser, Director, Division of Research and Statistics
of the Board of Governors, appeared before the Council and discussed the general financial
and business situation. Dr. Goldenweiser left at 12 o’clock.

Mr. Hanes continued the discussion of the A. B. A. program in relation to the pro-
posed Wagner investigation.

Mr. Steele suggested that a formal resolution be passed, asking that if the Board of
Governors should plan to make recommendations to the Wagner Committee, that these
be submitted to the Federal Advisory Council before being sent to the Committee on
Banking and Currency of the Senate. However, it was decided to have the Vice President
of the Council informally ask the Board of Governors to take such action and to give the
Council an opportunity to confer with the Board before submitting recommendations to

the Wagner Committee.

The committee appointed at the last meeting of the Council, consisting of Messrs.
Dick, Steele, and Hanes, for the purpose of reporting on the amendments to the Federal
Home Loan Bank Act, etc., made its report, which was read by the Secretary.

A discussion took place regarding the report, and Mr. Fraser moved that the report
be adopted, with the request to the Board of Governors that it be sent to the appropriate
committees of the Congress as expressing the views of the Federal Advisory Council.

The Council adjourned at 1 P.M. for luncheon with Vice Chairman Ronald Ransom.

The meeting reconvened at 2:50 P.M., and the discussion in relation to the amend-
ments to the Federal Home Loan Bank Act, etc., wasdresumed.

Mr. Fraser changed his motion, made before luncheon, to the effect that the Council
accepts in principle the document submitted by Mr. Dick’s committee, with the request
that it be abbreviated. Mr. Crosby seconded the motion, and it was unanimously passed.

A discussion took place regarding the new Mead Bill (S. 2998).

It was voted, on motion by Mr. Hanes, seconded by Mr. Dick, that the Vice Chair-
man appoint a committee to study this new Mead Bill and furnish the Executive Com-
mittee of the Council with such information as might be needed in case the Executive
Committee should find it necessary to take action beforethe next meeting of the Council.
Furthermore, it was voted that in the event the Executive Committee found it necessary
to take action before the next meeting of the Council, it should have full power to act in
the name of the Council.

There was a brief discussion regarding the two other matters on the agenda:

Efforts in respect to bringing about complete unification of the Federal Reserve
System.

Efforts made to enlarge the par clearance of items.
2
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No action was taken.

Mr. Fraser presented a resolution which, after some minor alterations were made,
read as follows:

“Referring to its resolution of October 9, 1939, the Council is pleased to observe
that the Open Market Committee has recently initiated some sales from the System’s
portfolio of long term Governments. This action has not been attended by any dis-
turbance in the market or by any apprehension on the part of banks lest the action
represent a profound alteration in credit policy. On the contrary, the price of long
term Governments advanced after the sales, as well as before. When the Council

passed its resolution on October 9, last, the quotation of the two longest issues was
101-7/32. On November 16 it was 104-7/32.

“The Council recommends that the volume of sales be promptly expanded in
an orderly manner. It is not believed to be consistent with sound central banking
principles that the System retain an unduly large quantity of long term Governments
especially at a time when nearly all insurance companies and many banks are desirous
of acquiring these securities. Furthermore, from the current earnings record of the
System, it does not appear that the retention of all the bonds purchased last Septem-
ber is really requisite. The System should seize the opportunity in an orderly market
to clear the decks so that when and if another grave emergency develops, it will be

in a position to act without then having on hand an unnecessarily heavy inventory
of long term Government bonds.”

Mr. Fraser moved to adopt the resolution, seconded by Mr. Hanes.

Mr. Steele, seconded by Mr. Davis, moved an amendment that the resolution be a
formal recommendation of the Council to the Board of Governors.

On a vote being taken, the amendment was lost, and thereupon the resolution was
passed unanimously.

The meeting adjourned at 4:05 P.M.

WALTER LICHTENSTEIN,
Secretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

November 21, 1939

At 10:10 A.M., the Federal Advisory Council reconvened in the Board Room of the
Federal Reserve Building, the Vice President, Mr. Loeb, in the Chair.

Present: Mr. Howard A. Loeb, Vice President; Messrs. T. M. Steele, Leon Fraser,
T. J. Davis, W. V. Crowley, Edward E. Brown, Sidney Maestre, John Crosby, John
Evans, R. E. Harding, Paul S. Dick, and Walter Lichtenstein, Secretary.

Mr. Loeb announced that he had appointed the following committee to study the
new Mead Bill (S. 2998): Messrs. Brown, Chairman; Fraser and Hanes.

The Secretary read a letter from Mr. Walter W. Smith, thanking the Council for the
flowers sent him upon his return from the hospital.

The Secretary read a telegram, announcing that the Federal Reserve Bank of Atlanta
had elected Mr. Ryburn G. Clay, President, Fulton National Bank of Atlanta, a member
of the Federal Advisory Council for the year 1940, vice Mr. Edward Ball.

Mr. Dick’s committee presented the revised report dealing with the proposed amend-
ments to the Federal Home Loan Bank Act, etc. It was voted to adopt the revised report
and the reading of it was waived.

Mr. Brown reported regarding an interview he and Mr. Hanes had had yesterday

afternoon with Mr. Emil Schram, Chairman of the Reconstruction Finance Corporation,
on the subject of the new Mead Bill.

The meeting adjourned at 10:25 A.M.

WALTER LICHTENSTEIN,
Secretary.

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



MINUTES OF JOINT CONFERENCE OF THE FEDERAL ADVISORY COUNCIL
AND THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

November 21, 1939

At 10:40 A.M. a joint conference of the Federal Advisory Council and the Board of
Governors of the Federal Reserve System was held in the Board Room of the Federal
Reserve Building, Washington, D. C.

Present: Members of the Board of Governors of the Federal Reserve System:

Vice Chairman Ronald Ransom;Governors M. S. Szymczak, John K. McKee, Chester
C. Davis, and Ernest G. Draper; also Messrs. Lawrence Clayton, Assistant to the Chair-
man of the Board of Governors; Elliott Thurston, Special Assistant to the Chairman;
L. P. Bethea and S. R. Carpenter, Assistant Secretaries of the Board of Governors; J. P.
Dreibelbis, Assistant General Counsel of the Board of Governors; L. H. Paulger, Chief,
Division of Examinations; R. F. Leonard, Assistant Chief, Division of Examinations;
Dr. E. A. Goldenweiser, Director, Division of Research and Statistics; E. L. Smead, Chief
of Division of Bank Operations; and C. E. Parry, Chief of the Division of Security Loans
of the Board of Governors.

Present: Members of the Federal Advisory Council:

Mr. Howard A. Loeb, Vice President; Messrs. T. M. Steele, Leon Fraser, T. J. Davis,
W. V. Crowley, Edward E. Brown, Sidney Maestre, John Crosby, John Evans, R. E.
Harding, Paul S. Dick, and Walter Lichtenstein, Secretary.

The Secretary of the Council read the resolution adopted by the Council at its meet-
ings that morning dealing with the Federal Home Loan Bank Act, etc.

There was some discussion and the Council agreed to certain minor changes in the
report. The report in its final form is attached to and made a part of these minutes.

The Vice President of the Council, on behalf of the Council, requested that, if and
when this bill is taken up by the appropriate committees of the Congress, the Board of
Governors transmit copies of the memorandum of the Council to the chairmen of the
respective committees of the two Houses of Congress at such time as may seem appro-
priate to the Board of Governors. If, however, the Council should find it desirable to
have the memorandum transmitted to the committees of the Congress prior to the time
that the Board of Governors decides to do so, the Council reserves the right to request
the Board of Governors to transmit the memorandum at such time as the Council may

think it desirable.

The Secretary of the Council read the resolution on Open Market Policy which it
had adopted at its meeting on November 20.

The Vice President of the Council raised the question of the proposed change in the
order of meetings of the Council. A lengthy discussion took place. It was found that on
the whole the Board of Governors of the Federal Reserve System approved of the sug-

gested change.
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The Secretary of the Council was instructed in the future to send a copy of the agenda

of each meeting of the Council in advance of such meeting to the Secretary of the Board
of Governors.

Governor Ransom stated that an informal suggestion had come to him that it might
be advisable for the Federal Advisory Council to appoint an assistant secretary who
would be permanently in residence in Washington with an office in the Federal Reserve
Building, in order to keep the members and the Secretary of the Federal Advisory Coun-
cil in constant touch with the Board of Governors of the Federal Reserve System.

The Vice President of the Council stated that the Council understood a study was
being conducted under the direction of Governor Ransom for the purpose of accumulating
factual material for possible submission to the Committee on Banking and Currency of
the Senate when it began its investigation of the banking structure of the country. He
expressed the hope, on behalf of the Council, that the Board of Governors would submit
the study, when completed, and any recommendations it might desire to make, to the
Council before submitting these to the Committee on Banking and Currency of the Senate.

Governor Draper presented a memorandum he had prepared on the new Mead Bill,
which was read by the Assistant Secretary of the Board of Governors, Mr. S. R. Car-
penter. The memorandum is attached to and made a part of these minutes.

A lengthy discussion took place regarding the Mead Bill.
The meeting adjourned at 12:30 P.M.

WALTER LICHTENSTEIN,
Secretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

November 21, 1939

At 12:35 P.M., the Federal Advisory Council reconvened in the Board Room of the
Federal Reserve Building, Washington, D. C., the Vice President, Mr. Loeb, in the Chair.

Present: Mr. Howard A. Loeb, Vice President; Messrs. T. M. Steele, Leon Fraser,
T. J. Davis, W. V. Crowley, Edward E. Brown, Sidney Maestre, John Crosby, John
Evans, R. E. Harding, Paul S. Dick, and Walter Lichtenstein, Secretary.

The Secretary of the Council stated that it was his understanding that the program
of future meetings of the Council would be as follows:

1. Meetings on Sunday to convene at the Mayflower Hotel at two o’clock in the
afternoon.

2. Informal meetings with the Board of Governors to convene in the Board Room
of the Federal Reserve Building on Mondays at 10:15 A.M. It is understood that at this
first meeting of the Board of Governors with the Council, the Board will review with the
Council the list of topics regarding which either the Board desires the advice of the Council
or regarding which the Council desires to make recommendations to the Board of Gov-
ernors, or concerning which information may be desired by members of the Council. It
is presumed that at these informal meetings it will not be necessary to have present a
large number of the staff of the Board of Governors.

3. Monday afternoons after luncheon, Dr. Goldenweiser will talk to the Council on
the current business and financial situation.

4. The Council will meet alone and prepare recommendations, resolutions, etc. for
further discussion with the Board of Governors.

5. On Tuesday mornings, the formal meeting of the Board of Governors of the Fed-
eral Reserve System and the Federal Advisory Council will take place, at which the
Council will present its recommendations, resolutions, etc.

6. If necessary, the Council can meet again after the adjournment of the meeting
with the Board of Governors.

Following a suggestion made by Governor Ransom at the meeting of the Board of
Governors and the Federal Advisory Council, it was voted that the Council arrange to
have an assistant secretary, resident in Washington, with an office in the Federal Reserve
Building, in order to keep the members and the Secretary of the Federal Advisory Council
in constant contact with the Board of Governors of the Federal Reserve System. It was,
furthermore, voted to give the Executive Committee of the Council full authority to
select the person to be the resident assistant secretary of the Council.

The meeting adjourned at 12:50 P.M.

WALTER LICHTENSTEIN,
Secretary.
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PROPCSED AMENDMENTS TO THL FEDERAL HOME LOAN BANK ACT, HOME
ONERS' LOAN ACT, AMD TITLE IV OF TEE NATIONAL HOUSING ACT.

House Bill #6971, introduced June 23, 1939, by the Hon. Henry B.
.MN1, of Alabama, proposes certain amendments to the Federal Home Loan
~“=jad Home Owners* Loan Act, and Title IV of the National Housing Act.

i ostensible purpose of the amendments is to liberalize the acts so as to
4O or create activity in home-building. They would lessen the periodic
“MEts required to be made by increasing the time limit on loans, and also

pelae for financing under the plan types of buildings not permissible under
original acts. All this financing, of course, is to be done through

building and loan associations, savings and loan associations and similar
Organizations holding membership in the Federal Horae Loan Banks.

Other institutions making mortgage loans and not holding member-
riss in the Federal Home Loan Banks — commercial banks, savings banks,
irrae companies, building and loan savings and loan associations organ-
muder state charter — are opposing the amendments on the ground that

"liberalization™ would create a preferred field for these federally-
chartered organizations; in fact, give them a virtual monopoly. And the
agdmtts, moreover, would cause the acts to depart from their original
igt, which was to encourage home building by the people who would use
toehaes.  Structures of a purely investment type could be financed through
tefeceral institutions, and the funds, in some measure at least, would be
itdran or withheld from institutions which could not compete for one rea-

sna another.

In its study of these proposed amendments the Council, in addition
Dits examination of the proposed measures themselves, has studied as much
oftte available literature as it found reasonably available. There are two

-Arable presentations of the subject, too long to incorporate in this re-
prt bk which the Council warmly commends and with the major conclusions

ich the Council finds itself in full agreement. These are -

D) Tre so-called "Minority Report™ (really a Majority Report) of the House
Comittee on Banking & Currency accompanying HR-6971, being Part 2 of
=0 Report No. 933, submitted at the First Session of the 76th Congress.

iA letter from Chairman Eccles of the Board of Governors of the Federal
¥5=ne System to Honorable Henry B. Steagall, Chairman of the House
Comittee on Banking and Currency, dated June 7th, 1939, and printed on
pee 439 et seq. of the Hearings Before the Committee on Banking & Cur-

raxy.
The Council wishes to lay stress on the following points:

The first nine sections of the Federal Home Loan Bank Act are
JMrative, and such slight changes as may be made in them are not
mNtnit The first real controversy or objection to amendments comes
“Ation 10, and there are quoted below portions of this important

= Tho parentheses represent the deletions from the original Act
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scored portions represent new matter To
j tiie “#del. amended, therefore, it is necessaiy the Act as it u
1o je ' Ay t0 « t the paren-
Upon such terms ana rsst.ri
~N'ilgach (toSh; recierai Home Loan Bank
ir"rTTTits members, upon the security of Ih™ t0 make
(b) first mortgages p7 or)
joture orructures

pother, any-such structuTThjjTINfA
i“mr5hYBieaAl*sSBai”™ei. with any
t"toSTinH robligaiiunsoi (the United StateaySTTSDbli-
Ngr”~H y guaranteed as to principal ana inters by the
Hrited States (subject to such regulations, restrictions and
limitations as tht board may prescribe. Any such advance shall
O subiect to the following limitations as to amounti

Sub-sections (1) , (2) and (4) not changed; change of
sub-section (3) relatively unimportant.

(b) Mo (home) mortgage shall be accepted as collateral secur-
ity for an advance by a Federal Home Loan Bank if, at the time such
advae is made ((1)) the (home) mortgage loan secured by (1) has
noe than (twenty) twenty-five years to run to maturity, or (2) (the
hoe mortgage) exceeds ($20,000) $100,000 or (3) is past due more
then six months when presented, unless the amount of the debt se-
axed by such (home) mortgage is less than 50 per centum of the
valle of the real estate with respect to which the (home) mortgage
res given, as such real estate was appraised when the (home) mort-
ge wes made ()

L eS8 Federal Home Loan Bank may make advances to its members

seaured by obligations issued pursuant to this Act, the National
-Qsing Act, or other obligations acceptable to the Board, which
inenber may lawfully have av” * -~ no such advance shall
~Egd the market, price or face value of such obligation, whi_gn

fAUs_lpwErt and no such obligation shalll _be_ accepted—as I-
Adtemi G o ey o an advance T stch JBligalidf is i dETault o

sr,,?ue original act provided that advances could be made to

L °r hoo® «ort™*ges- only, and it » ~ ~ g e -fa m ily
fourf e Aneluded were only single-family, t. * m il din*7 presum-
structures. Anything beyond a f°ur-lamiy ~ 2~ thrift

Tinr Stment caPital> banks, Insuranc”? t0 throw open
..;» Uniite, | Congress, in the original act, limited to a "home
- log] inS campaign, loans would not have The act, if

woui/lUctures h°ving not more than T°Ur (nousing capacity) of the
remove this restriction as to size (
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-15-

% thus openjng the way for financing large apartment houses and
j it buildings. Mount of mortgages serving as collateral is raised
I ii“oo0 000 to 4100,000. There is danger in raising the time limit from
f&'Tto twenty-five years. [Even a twenty-year mortgage is sometimes

- itt to defend, but with the extension of another five years, builders
~Thornes ere really paying a low rental, in monthly installments, on

j of comparable value; and there is no real deterrent to abandon-

5 the property in times of adversity.

Another objectionable amendment is (i) of Section 11, all of which
."W and reads as follows:

nj The Secretary of the Treasury, in his discretion, is author-
ed to purchase any obligations issued under the provisions of
this Act or Title IV of the National Housing Act, and for such
*rrpose the Secretary of the Treasury is authorized to use as a
TMihlic-debt transaction the proceeds of the sale cf any securi-
ties hereafter issued under the Second Liberty Bond Act, as
smanded and the purposes for which securities may be issued
mux the Second Liberty Bond Act, as amended, are extended to
include such purchases. The Secretary of the Treasury may, at
bey time, sell any of the obligations acquired by him under this
sub-section. All redemptions, purchases, and sales by the Sec-
retary of the Treasury of such obligations shall be treated as
aublic-debt transactions of the United States.

If the act, as amended, will make federally chartered building and
lonad savings and loan associations favored investment organizations in
wenmortgage field — and it does no less — commercial banks must supply a

age share of the capital which the Secretary of the Treasury will use in
Fgrg to finance Federal Home Loan Banks, and they are deprived, for com-
etitive reasons, from sharing in this mortgage loan business. The amendment
dats condenmed from the standpoint of equity. But over and above the ques-
«Xof right or wrong, it carries a potential stepping-up of the public
contingently at least, equal to the aggregate amount of the capital,
:0:s 2d other obligations of the Federal Home Loan Banks. Other provi-
'wEof the act enable Federal Hovae Loan Banks to make advances tc non-
institutions over which the Board exercises little or no control,
- danger here is obvious. These advances, if the non-member should
Into financial difficulty, tend to diminish, the capital of Federal Honme
and in the final analysis, the loss must be borne by the Treasury.

It seems quite apparent that the Federal Home Loan Banks, with all
anc privileges granted under the amended act, would be a third
system, cut loose from tried regulatory measures. They would, not
m erable to the Federal Reserve System or the Federal Deposit Insurance
nor would tne Comptroller have anything to say about exctmina-
/- The Board has complete jurisdiction in the matter of examinations,
the original act provided for two examinations a year, the num
“elved by a proposed amendment.

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



-4-

The Federal Savings & Loan Insurance Corporation (the name of
adi v/ill te shortened to Federal Savings Insurance Corporation under the
,0%d amendment) will, insum its Federal Savings & Loan Associations in the
[** vay as the federal Deposit Insurance Corporation does its insured banks.
., pitai was provided by the Home Owners Loan Corporation, another gov-
organisation, and in the event of loss upon liquidation, the loss
fall upon the Treasury. When the act was passed in 1933 creating this
., T tohone builders, a survey showed that the average amount invested by
.~victuals in the shares of savings and loan associations was approximately
; \N. Therefore the average amount of liability of a savings and loan asso-
-ition to its shareholders was a like amount, and it would seem that under
circumstances, the insurance feature should hove been gauged by the
-rutt cf liability. Instead, a maximum insuran.ee on each deposit (account)
v 0 'vas provided, the same as for banks making up the membership of
federal Deposit Insurance Corporation. But savings and loan associations
-e essentially thrift organizations, intended to accumulate small deposits
mitil the customer can make a down-payment on a home, whereas commercial
Lis are depositories of excess funds of whatever source or intended ap-
plication. With the same protection on a mis-named "thrift” account as if
it-tre carried in a commercial bank, a depositor is influenced in leaving
is noey with a savings and loan association, for in the absence of special
circurstaiices, he will receive a greater return on it. The depositor is
lued into leaving his money with the savings and loan association by the
“dixe of larger dividends, and the savings and loan association is tempted
illo reking loose or unsound investments in oruer to have greater earnings
by these larger dividends.

Notwithstanding the more obvious risk in accounts insured in the
~ersl Savings and Loan Insurance Corporation, it is now proposed to lower
‘;rate to 1/12th of one percent, the same as for banks which are members

tre Federal Deposit Insurance Corporation. A portion of Section 404 of
National Housing Act is quoted.

Sec. 404. () Each institution whose application for insurance
is approved by the Corporation shall pay to the Corporation,
nsuch manner as it shall prescribe, a premium charge for
arch insurance equal to (one-eighth) one-twelfth of 1 per
cntum of the total amount of all accounts of the insured

'efibers of such institution plus any creditor obligations of
such institution.

The utmost in concession was made when the higher limit was fixed
JNsured accounts, and if now the cost of this insurance is made the same
~deral Deposit Insurance Corporation members, the savings and loan

“"tions will have gained a point far-reaching in its effect.
> Tre principles which underlie opposition to governmental paternal-
~Nariy here in view of the extent to which enactment of the pro-
" Elation will put Federal savings and loan associations in the
' business in competition with savings banks, cooperative barks,
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tal savings banks, state-chartered building and loan associations
na other thrift institutions. They could even go a step farther and
alond out all these presently-existing institutions by having decidedly

~re latitude — by not being hedged about with safeguards and having
added advantage of being tax-exempt.

Rarely does such a controversial bill

run the gauntlet of the
Committee on Banking and Currency,

and this one did it only by the .mere-
st accident. It was reported out of Committee by a bare majority of

ae and bad it not been for the absence of two committeemen whose views
are stated to have been adverse, the bill would have been killed

in com-
mittes*

The so-called minority report of this Committee, referred to
a& tre outset, so well supplemented by the objections presented by Chair-

nan Eccles to Chairman Steagall, offers, in the opinion of the Council,
anunanswerable argument against the enactment of the proposed measure.
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Tdi< VEW tMLAD BILL
S-2998

During the recent special session of Congress Senator Mead
..cuced a bill. £-*996, which provides for the creation of an In-
..iai Loan Corporation as an integral part of the Federal Reserve
- Before discussing the details of this bill | should like to
mevou a brief comparative picture of the amount of credit extended
*obusiness and industry by the Federal Reserve banks and the Recon-
struction Finance Corporation. As you know, the authority of the
*;:nstruction Finance Corporation in this respect has been broadened
r Congressional action on two different occasions, first in January
;b and again in April 1958. Section 13b of the Federal Reserve Act,
h;iever, has n.ver been amended.

Fron June 1954, the date the Federal Reserve and Reconstruc-
tion finance Corporation industrial loan acts were passed, to January
X 1955, when Congress first liberalized the Reconstruction Finance
moporation Act, the Federal Reserve banks made advances and commit-
'+ts aggregating approximately $52,000,000 against approximately
~>0CJ,000 for the Reconstruction Finance Corporation. From June 1904
"eo'ii April 1958, when the Reconstruction Finance Corporation Act was
‘A— r broadened and practically all hampering restrictions eliminated,
— Reserve banks ;aade advances and commitments aggregating ap-
"7 -"to"sly £111,000,000 against approximately $105,000,000 for the

fraction iinance Corporation. Up to that time, therefore, the

jr
;.esf;rve banks had made $6,000,000 more of advances and
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, +1e than had the Reconstruction Finance Corporation. Sub-
ent to tiic April 1938 amendment of the Reconstruction Finance
x\atL'fc 4ct> the Corporation received a large increase in the

nbcr applications for loans, whereas the number of appl.Lca-
N I r&eiv3d by the Federal Reserve banks fell off very substan-
Jv. from that date to June 00, 1959, the Federal Reserve banks
ik advances and commitments of approximately *.£1,000,000, as
compared with Reconstruction Financc Corporation authorizations of
.bout $255,000,000, of which only about $73,000,000 v/as actually
disbursed. Some of the authorizations approved by both the Fed-
eral Reserve banks and the .Reconstruction Finance Corporation
have been cancelled, but the cancellations of the Reconstruction
Fnance Corporation authorizations have been proportionately much
greater than those of the Federal Reserve banks.

Tne amount of losses on advances and commitments of the
federal Reserve banks has not been determined but there is reason
to believe that they will not be excessive and, in fact, they may
ke relatively small. Mo indication has been given by officials
of - Reconstruction Finance Corporation as to the amount of its
probable losses but it is believed they will be relatively greater

the looses of the Federal Reserve banks.

In the hearings on the Reconstruction Finance Corporation

introduced by Senator Mead at the last session of Congress
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Nirfiien Eccles and 1 both pointed out what we considered the weak-
,£55es of the proposed legislation and Chairman Eccles suggested to
J2Committee that jn addition to or in lieu of the proposed legis-
lation ~ Industrial Loan Corporation be created as an agency of and
within the Federal Reserve System for the purpose of supplying credit
t small business enterprises.

Recently Senator Mead asked for more details with respect
B the plan proposed by Chairman Eccles than were contained in his
testimony. Such details were given to him with the understanding
tet they were the Chairman* 3 personal views and that they had not
ben discussed by the Board. The bill, S-2998, introauced by Sen-
ator Mead during the special session, embodies the suggestions con-
taind ia Chairman Eccles* testimony.

The proposed Industrial Loan Corporation would utilize
existing machinery. Its creation would involve no additional bor-
rovMirg by the Government, and would not add to the public debt since
it is proposed to use funds previously earmarked by Section 13b for
"Nirg industrial advances. The Industrial Loan Corporation bill
¥jvides that the Board of Governors of the Federal Reserve System
*uld be the Board of Directors of the Corporation and that the
k*ive Federol Reserve banks and their twenty-four branches would be
* field agencies to receive and pass on business loan application”®

also provides for the creation of local committees to advise and
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,respective borrowers. Under the bill not more than
as?ist P
n )0 mifht be advanced to any single borrower. Intermediate
, - term loans could be made by financing institutions pro-
ted by commitments of the Corporation, and the Corporation would
a!jthorized to purchase preferred stock. The Corporation would
it $100,000,000 of capital and $39,000,000 of surplus, and would
W, pover to issue $500,000,000 of Government guaranteed deben-
m . Provision is also made for the creation of an insurance fund
i 25,000,000 to be set aside out of the Corporation®s surplus for
inuring loans not exceeding $25,000. Unoer tnis provision the In-
usirial Loan Corporation could guarantee say 10 per cent of any
®-eer’s aggregate insured loans so that the loss on any loan, even
p o 100 per ccnt, would be absorbed by the Corporation so long as
~gregate losses did not exceed one-tenth of the lender®s insured
Lins. This is the principle embodied in Title 1 of the National
""Ning Act.
As you know, the present Section 13b contains a number of
-siting restrictions, most of which are eliminated in the new Mead
viii —
*'ese limiting restrictions are:
1* Loans can be made for not exceeding five years.
ce Loans can be made for working capital only.

L ar.; can be rmado only to established concerns.
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in conclusion, may | stress the fact that, iIn my opinion,

Me -urocse of such an agency as Chairman Eccles has suggested should
0 supplement, but not to compete with, existing banking institu-

tions. An agency set up within the framework of the Federal Reserve
System would be ideally fitted for this work since it could expand or
Mitract. its operations in accordance with the legitimate demand for
anil business credit. In fact, there is a provision in the present
ill o allow the Board of Directors of the proposed Industrial Loan
Corporation to abolish it altogether (I am quoting from the bill) -
lhenever it shall appear to the Board of Governors of the Federal
Resene System..... that there 1is no longer a reasonable need for
tie continuance of the facilities of the Corporation/” On the other
lad, should an independent Government agency be established for lend-
ig to small business (and there is no doubt but that efforts are
beigmade in this direction), it would only be a question of time,
I believe, before such an agency would actively compete with present
berking institutions.

We shall be glae to have any comments you may care to offer,
eitter now or in the future, regarding Senator Mead’s new bill or any
°ther phase of the problem relating to credit facilities for small

“iszness enterprises.
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