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R. S. Hecht, Pres., Hibernia Bk. & Tr. Co., New Orleans
Hearings — S. 4115

March 1932

•Senator FLETCHER. Have postal savings banks interfered with yourdeposits ?
Mr. HECHT. I should not think they have interfered with depositsin cities so much, but they have taken a great many deposits in thesmaller banks in the country, in neighborhoods where bank failureshave occurred. Whenever uneasiness develops over the failure of

one bank in a given country district there is the natural tendency ofpersons to put their money into the Postal Savings System.

•

•
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J. E. Woods, President the Teague National Bank, Teague, Tex.

Hearings — S. 1715 and H. R. 7617

June, 1955.

Concerning ihe operation of the Postal Savings System, I wish that
' I might impress upon the members of your committee the serious — •
inroad that postal savings competition is making upon the operation
of the smaller city banks. The effect of this competition has been
most damaging to banks in towns ranging in population from 2,000 to
5,000. It is not because these banks have compacently accepted this
condition that relief from this menace has not been persistently urged
upon the Congress, but it is because of the fact that during the past
2 years each session of Congress had had under consideration major
banking bills, which the legislative committees of our associations
have felt were of such vital importance to the banking industry or
profession as a whole that they should concentrate their efforts on
these major bills; and as the small-town banks are the ones that are
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bearing the brunt of this competition the matter of urging relief has
been deferred pending settlement of the major measures.
It is my opinion, arrived at after careful study of the postal savings

question, that the operation of the Postal Savings System has served
to dry up credit in our erstwhile prosperous communities more than
any other cause that possibly could be reached by legislation. The
ideal functions of a bank are to provide facilities for impounding the
earnings, savings, and the liquid wealth of the community and use it
as the basis for legitimate credit which is used in the channels of trade
and the building up of worthy enterprises in the community. Any
enterprise or operation that drains this liquid wealth from the com-
munity that produced it will retard the development of and, if
continued long enough, will wreck the community economically.

Senator BYRNES. It is your information that the postal savings
de osits have increased during the last few years?

r. WOODS. IS it; yes, since the deposit insurance it has increased.
Senator BYRNES. The figures I saw within the last few weeks show

no increase, or a very slight increase.
Mr. WOODS. Possibly the current figures; but over 1934 I under-

stand they increased $10,000,000. I believe that is shown in the
Postmaster General's report.

Senator COLT7ENS. What interest do they pay?
Mr. WOODS. Two percent.
Senator COUZENS. What are you paying?
Mr. WOODS. We pay 2 percent on savings accounts. The average

country banker, before the postal savings competition became so
great, had very few interest-bearing accounts.

Senator TOWNSEND. The competition of the postal savings bank
forced the country bank to pay that interest?
Mr. WOODS. Yes. The country banks cannot benefit by this

deposit insurance like the city banks can because we have to compete
with the postal savings. The city banks can take our money that we
used to get as interest on daily balances, and they do not have to pay
it. They kind of break even and, in a way, offset their expenses.
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J. E. Woods — Page 2

This is just what is happening in the operation of the Postal Savings
system. In many towns having good banks, deposits in postal savings
almost equal the deposits in the banks and where this condition exists
contraction of local credits and the resulting stagnation in business
are apparent.
It was confidently hoped that when the insurance of deposits be-

came a reality that the Congress would, at least, eliminate from the
Postal Savings System all competitive features, if not repeal the act
in its entirety. This hope was strengthened by statements made by
our efficient Comptroller of the Currency, Hon. J. E. T. O'Connor, in
an address delivered at the annual convention of the American Banker
Association in Chicago in 1933 and on several occasions. In his
Chicago address, Mr. O'Connor, in commenting upon the growth of
the postal savings, said:
When the insurance fund becomes operative most of this money will be returned

to the banks and Congress will be justified in repealing the Postal Savings Act.

Contrary to Mr. O'Connor's prediction., postal savings deposits
have increased rather than decreased; the total deposits at the close
of 1934 bein.g $1,207,200,000. While all but a negligible percentage of

962 BANKING ACT OF 1935

this total is in postal savings offices in towns where one or more in-

sured banks are located, it might be argued that the existence of the

System is necessary to provide a safe depository for funds where no

insured banks are located: Granting that in a few cases that is true,

can it be argued that it is necessary to penalize the whole banking

industry of the Nation to.accommodate the convenience of just a few?

To the argument that might be advanced by some that we have not

gone far enough with our experiment with insurance of deposits to

insure its permanency and warrant the repeal of the Postal Savings

Act, we of the smaller banking cities who are suffering from what 
we

honestly feel is an unjust and unwarranted Government competition,

suggest that for the present instead of repealing the Postal Savins
s

Act the law be so amended that the payment of interest on depo
sits

be discontinued. In the alternative, if it is deemed the best 
policy to

check and gradually eliminate the operation of the System, reduce
 the

interest paid on postal savings deposits one-half and that to be 
paid

on strictly time deposits. It is suggested that provision be 
made.for

reduction of interest from 2 percent to not over 1 percent. 
on time

deposits and prohibit the payment of certificates of deposi
t before

maturity as the law now applies to time deposits in ban. 
ks. The

present rate of 2 percent was fixed when the act was passed in 1910 at

a time when banks paid 4 percent and more on open d
eposits and al-

though changed conditions have reduced interest rates until mem
ber

banks of the Federal Reserve System are now prohibited by law from

paying any interest on demand deposits, the interest on postal sav
ings

deposits has not been changed.
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J. E. Woods — Page 3.

As an excuse for continuing the Postal Savings System, the
ment has been advanced that the System is used largely by our citizens
of foreign extraction who could not be trained to use our banking
system.. A close observation and study of the operation of the
System in .Texas reveals that the postal savings is patronized less in
centers thickly populated by citizens of foreign extraction than in
places where the foreign population is negligible. The argument also
is sometimes advanced that the total is made up of very small savings
accounts, too small for the banks to handle and which remain on
deposit from year to year. While the average deposit in postal sav-
ings per depositor is about $500, an investigation will reveal that a
big percentage of the total amount is composed of deposits of from
$1,000 to $2,500 per person; and as evidence of the activity of the
accounts, it is noted that deposits during the fiscal year ending June
30, 1934, amounted to $966,000,000 and withdrawals amounted to
$955,000,000. It has also been suggested by some who seem to favor
the continuance of postal savings that postal savings depositors are
only small depositors that commercial banks do not want and on
which accounts the banks make a service charge. That argument
is not correct as banks generally accept savings accounts no matter
how small and charge only on the small active accounts that are
expensive to handle.
In appealing to you gentlemen, who have given the matter of bank-

ing and its relation to the welfare of our people so much of your time
and consideration, to give us relief from this unwarranted competi-
tion, I am sure that I express the sentiment of every banker in the
country who has felt the damaging effects of its operation.
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THE COMMERCIAL & FINANCIAL CHRONICLE--ABA Convention--Nov. 1935

Address of the Pres., James C. Bolton, VP Rapides Bank & Trust Co.,
Alexandria, La.--(State Bank Div.)

i Report of Committee on Federal Legislation
Recommendation that Congress be urged to pass legislation at its next

session for discontinuance of the l'ostal Savings System is contained in the
report of the Committee on Federal Legislation. The report was signed by
C. J. Kirschner, Vice-President Markle Banking & Trust Co., Hazelton,
Pa., as Chairman. "I feel," says Mr. Kirschner in the report, "it should be
suggested that something be done by Congress on account of the unfair
competition occasioned by l'ostal Savings. Since we now have Deposit
Insurance there seems to be absolutely no necessity for Postal Savings
offices, except possibly in a few remote villages who are without banking

facilities. If Congress does not agree to discontinue the Postal Savings
ystem it should at least reduce the rate of interest to banks from 2% to
%.10t
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SOURCE: THE COMMERCIAL & FINANCIAL CHRONICLE--ABA Convention
Nov. 17, 1934

"A Better Year for Savings" --by Henry S. Kingman, Pres., Svgs. Div.
Treas. Farmers & Mechanics Svgs. Bk., Minneapolis

I\ .
Postal Savings

Postal savings reached their high point in December 1933, with deposits
of almost $1,209,000,000. Since that date a decline has occurred. As of
June 30 1934 the figure stood at $1,197.900,000: and since then there has
been a further reduction of approximately $4,000,000.

Although the bank crisis is definitely in the background, postal savings
have showed little diminution. Their rapid rise began in the winter of 1931.

IIn October of that year they passed the $500,000,000.mark, and by Februar
1933, aggregated $1,000,000,000.

Recently banks laave found the handling of postal savings funds so un-
profitable that they have turned them back to the Post Office Department.By the end of June 1934 almost $232,000,000 had been returned. A partof this huge sum has been placed in Government securities at an averagerate of 2A %. On June 30 1934 the Treasury provided a special issue of
$35.000,000 5-year 2% notes, and at the same time the Post Office Depart-ment invested postal savings amounting to $35,000,000 in Federal FarmMortgage 3s to bring up the average.
Under the law the interest rate to depositary banks can not be reducedbelow 2!,i%, with a rate of 2% paid by the Government to the depositor.The trustees of postal savings have the right to reduce to 2 V. % the rate to

depositary banks. However, they have never changed it from the higher
figure, claiming that to do so would bring a loss to the system. Of the totof $1,197,900,000 on June 30 1934, there was redeposited in banks $694 -
575.000. This represented 58% of the total deposits of postal savings.

Originally postal savings was developed as an agency which would rea
into territory untouched by banks and also supply a service to foreign
nationals who in their own country were accustomed to postal savings
banks. During the time of the severe bank crisis the proponents of postal
savings urged the enlargement of the system so as to insure, as they said,adequate protection to the savings of the people.
Now under the Federal Deposit Insurance Corporation and several

State insurance systems bank deposits up to $5,000 are insured. Immi-
gration has been definitely checked. The avowed purpose of postal savings,
to afford banking opportunities to people in districts without banks. hasnot been fulfilled. There exists then no real reason for the further contin-
uance of postal savings. At present the rate charged depositary banks is toohigh. The interest charge against the Government for these funds is ex-
cessive in comparison with the rate paid by the Government on its other
obligations.

Nlore than a year ago the Savings Division proposed a resolution that thelaw be changed 80 as to establish a deposit limit in one account in postalsavings of $1,000, and to fix the rate to be paid by postal savings depositary
banks at a rate not exceeding 1 %, with the rate to the depositor to b
fixed by the Board of Trustees of the Postal Savings System. Thus,
flexible rate would be established, with power in the hands of the Boar
of Trustees to fix a rate to the depositor, which would assure adequat
profit to the System
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THE COMMERCIAL & FINANCIAL CHRONICLE--ABA Convention--Sept. 25, 1933

COMMITTEE e OFFICERS' REPORTS-SAVINGS DIVISION
A Year of Change—By Gilbert L. Daane, President

Savings Division, and President Grand Rapids
Savings Bank, Grand Rapids, Mich.

The savings business during the past year has been one of discourage-
ment. Vicious political attacks, popular hysteria, widespread unem-
ployment and depreciation of security prices have tended not only to
cause new deposits to lag, but also to make deep inroads in previous de-
posits. People could scarcely be expected to think clearly or to act with
moderation in a period of such widespread stress and uncertainty.
Savings money in the United States has been invested largely in se-

curities based on real estate, public utilities, railroads and industries, and
only a relatively small part in the securities of the Federal Government
or its sub-divisions. In this respect our banking practice differs from
that in Canada and Great Britain. There the chief dependence is placed
upon the obligations of the National Government.

Industry in the United States is normally at such high tide that the
investments held by savings banks afford a maximum of safety, liquidity
and marketability. The last four years have been abnormal. Values
have floated away over night. Banks have found themselves confronted
with declining security prices on one hand and frantic demands from
their depositors for cash on the other. Despite this, savings banks have
notably withstood the pressure which so frequently brought ruin to many
financial institutions. The crisis through which banks are passing, of
course, reveals mistakes of the past. There is a real danger that in a
precipitate revamping of banking practices elements of strength as well
as of weakness may be discarded.
Too diverse demands have been made on savings banks: One, that

they maintain excessive liquidity; the other that they extend credit to a
greater degree than ever before. Banks cannot do both. When a savings
bank proclaims a liquidity of 50% or 60% or 70% it emphasizes the
lack of service to its community and becomes simply a warehouse for
money. All over the country, events show, banks with time deposits were
attempting to do a commercial business. Disastrous results can only
follow a policy such as this. It would seem that contract time deposits
with proper segregation of savings assets would help solve the problem.
The Savings Division, during these troubled days, has sought to give

aid and comfort and to supply counsel to many banks. More than ever
before it has been a department of personal service. In a time of such
popular confusion it was no easy problem for bankers to follow a course
alike satisfactory to banks and their depositors.

Because bankers could leave their posts only with difficulty during the
past year, the Savings Divisio held but one Regional Savings Conference,
that in New York on Jan. 26-27 1933. Since problems affecting banks
were basic and arose out of the very fundamentals of American business,
the addresses and discussions at the conference d'alt ith municipal and
State finance, real estate mortgages; how cities once in financial distress
were rehabilitated financially, and how States threatened with financial
difficulty might recover without loss to the State's credit or undue burden
on the citizens. The wisdom of this policy in formulating a program was
confirmed by the attendance which was second only to the largest during
the nine years the conferences have been held.
The Savings Division has received numerous complaints from individual

bankers, clearing house associations and State bankers associations relative
to the competition of postal savings with savings in banks. The con-
dition fs a most difficult one and the Division has handled it with vigor.
Under the law a depositor in postal savings receives simple interest at the
rate of 2%. The trustees of the Postal Savings System have the right

to demand an interest rate from depositary banks of not more than 2%
and not less than 24%. Reduction of the rate from 2 % to 24%
would cause a loss to the Post Office Department. The 2% % rate returns
a considerable net profit to the Post Office Department. As you know.
the Post Office Department has for years operated at a loss. The postal
savings feature is nurtured very carefully because it is one of the few
activities of the Post Office Department which returns a profit.

This situation, therefore, caused the Government to pay 2% on a sum
of one billion dollars when it could have borrowed money in the open
market at less than 1%. At the same time pressure was made on banks
to have them take the money at 2% %. Many of the n, on a patriotic
impulse, paid 2% % for money which they did not need and could not use
profitably.

It is high time that postal savings, which in the case of some States has
drained one-tenth to one-half of the total time deposits, be restrained.
Is it a wise policy for the Government, through one Department--the
Post Office Department—to be draining money, the very life-blood of
commerce, industry and trade, from the State; and through another De-
partment, the Reconstruction Finance Corporation, to be syphoning it
back again, with the expense of all the machinery involved in both opera-
tions?

Naturally the Post Office Department should suffer no loss through
postal savings. Should not the law be revamped so that banks would
pay a reasonable rate, probably 1%, for the postal savings deposits, and
the Board of Trustees of the Postal Savings System have the right to
fix the rate to be paid the depositor by the Government? But why should
savings banks have to suffer at all from competition of their own Govern-
ment?
Hope of better days lies ahead for bankers in the savings business.

Savings are the great bulwark against the spectre of unemployment, old
age and dependency. Pride, a sturdy virtue, sustains the practice of savings
through banks. When again prosperity dwells among us savings undoubt-
edly will resume their high place.
As President of the Savings Division I express my heartiest appreciation

to the officers of the American Bankers Association, the members of the
Executive Committee of the Division, and to the officers and members of
the other Divisions, Sections, Commissions and Committees.

Report of Committee on Nominations—Election of
Officers.

The following report of the Committee on Nominations
of Officers was presented by Raymond R. Frazier, Chairman,
President of the Washington Mutual Savings Bank of
Seattle, Wash.

President: Henry S. Kingman, Treasurer Farmers & Mechanics Savings
Bank, Minneapolis, Minn.

Vice-President: Howard Moran, Vice-President American Security
Trust Co., Washington, D. C.
Members Executive Committee for Three-year Term: Philip A. Benson.

President Dime Savings Bank of Brooklyn, N. Y.; William J. Lum, Sec-
retary-Treasurer Dime Savings Bank, Wallingford, Conn.; Roy R.
Marquardt, Assistant Vice-President First National Bank, Chicago, Ill.
Member of Executive Committee for One-year Term: Bradley Curry.

Cashier American Trust & Savings Bank, Chattanooga. Tenn.
[The above were duly elected, after which the meeting adjourned.]
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THE COMMERCIAL & FINANCIAL CHRONICLE--ABA Convention--Oct. 22, 1932

State Banks and Their Important Field of Service--by L. A. Andrew, VP.
First Bank &.Trust. Co., Ottumwa, Iowa

Those who insist upon a Government controlled unific
tion of our banking systems should be practical and bui
such a system around the Postal Savings Bank. That is
a Government bank for sure, running behind in earnings
every year, all of which is made good by taxpayers, including
our banks which have in it their meanest competition.
Postal Savings Banks have accumulated nearly a billion
idollars in deposits, all at the expense of our present banking
systems and have been the direct cause of the scores of fail-
ures of National and State banks. However, it would make
an ideal set up for an extension of the Government controlle
unification of banking idea.
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THE COMMERCIAL & FINANCIAL CHRONICLE--ABA Convention--Nov. 1935

The Banker and the Federal Deposit Insurance Corporation--Some of
Their Mutual Interests--by Leo T. Crowley, Chmn. FDIC

Substitute Prirvate for Government Credit

iS
(helm- for new sources of income I am impressed by the possi-• bility o btaini:ig loans that are now goin,g to different agencies of theGovernment. The President has stated that the Administration is desirousof having the Government withdraw from the field of private financing justas soon as private business is able to take its place. I feel that banks shouldmake more courageous efforts to substitute private for Government credit.ust RS the FDIC cannot take the place of goo! management, the Govern-vent will not be able to carry on indefinitely the functions of our banking.ystem. The end of Government encroachment upon your business is, there-fore, up to you.

I Restrict Postal Savings to Banidess CommunitiesI hope the day is not far distant when the system of Postal Savings will,,. confinA to coninmnities wilhout ban':s. Now that deposit insuranceis upon a permanent basis, it seems fitting that the Government shouldI
vidence its good faith in it by restricting the business of Postal Savings.f this be done, many banks will be able to increase their deposits, extendmore loans, and, consequently, be in a position to make more money.
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and never to make a prophecy. These facts, however, and
my general knowledge of the banking situation impel me now
to predict that the present six mon,l-ss' period will be the
best the banks of the nation have enJoyed for more than
four years.
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on, pe mit me express my deep appreciation
iastic a d who hearted support which the bank-
tion ha ac rded my rather inexpert efforts
hat, in y pinion, are proper standards for
,e lawyers he doctors, and members of other
lave boas of their codes of ethics, and their
justified, o a large part of the progress these
,ave mad in aiming and holding public esteem
ir adher rice t a code of ethics.
,s of y terday as subsided ; the picture pre-
to-da is one of ope and good faith. You have
& fe , no doubt, ill still imitate the ostrich
Ld in the sand, bu the great majority of our

financial leaders are looking to ard clearing skies, with
high resolve, with courage and wi faith. Let us go for-
ward together, rendering a service io a mighty people and
deeply appreciative of their confidence. And may our actions
vindicate their faith.
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Defense of Government Intervention
By MARRINER S. ECCLES, Chair1111111 of the Board of Governors of the Federal Reserve System

Mr. Chairman, Ladies and Gentlemen:
After the remarks of the Chairman, I assure you that it is

rather embarrassthir for me to appear before you. I feel
he has given you e,asln to expect altogether too much.
I did not prepare a written address for this occasion,

feeling that I should like to come before you in more or less
of an informal way, Ns a banker talking to bankers, as a
business man talking to -..-xasiness men. I should like to talk
to you as I would talk to 7.-v closest friends and associates.
Most of my life ha,s been spent in the field of banking and

nusiness and until I unexpecteclly went to Washington, less
than two years ago, I had never occupied a public position.
I, therefore, can talk to you and approach the questions
which I am sure we are all deeply interested in, only as a
practical business man and banker.
I am reminded in meeting with you to-day of the contrast

between the conditions under which we are now meeting
and the conditions under which this same meeting was held
three years ago.
Three years ago, after pursuing what were considered

sound fiscal policies, after attempting through every effort
to balance the budget, after maintaining the gold standard,
after avoiding any increase in taxes, we found ourselves con-
fronted with disaster. We found that the national income
had diminished in less than three years from $81,000,000,000
to less than $40,000,000,000 and we found that tax col-
lections also fell.
We found that we were confronted with an army of un-

employed of more than 12 millions of people. We found
the banking system in a state of collapse. We found deposits
had declined by more than one-third as a result of credit
contraction, bunk failures and hoarding. We found that
though every effort was made to balance the budget, some
Government bonds ha,d sold ,as low as 83 and other high-
grade securities held by banks were selling at such a price
that had they been sold on the existing market, there would
have been few banks in the United States in which the capital
was not either completely wiped out or seriously impaired;
that under the auspices, gentlemen, of what is considered
orthodox economics, under the conditions that were expected
to produce confidence and induce private industry to under-
take to put people to work and to result in increased borrow-
ing from the banks and thus in restoration of the necessary
volume of deposits, we found that the economic life of the
country was in a complete collapse.
To-day, in a recent compilation I had made with reference

to the value of stocks, I find that as compared with the low
prices of 1932, there is an appreciation of more than $20,-
000,000,000 in the quoted value of stocks listed on the
Exchange. That has not been brought about by an increase

in credit extended by banks because neither brokers' loans
nor bank loans on collateral have increased. It has been
caused by the fact that those who had money were investing
in securities because they were aware of the increase in the
earnings and the prospective earnings of the corporations
whose securities are listed.
Contrast that picture with the condition of the corporations

in 1932, when the income tax reports made by all corporations
to the Treasury of the United States showed a net loss before
dividends and before income taxes of more than $3,750,000,-
000. The quoted value of bonds listed on the Exchange, of
which there were some in your portfolios that meant bank-
ruptcy and insolvency to you, has increased by more than
$7,000,000,000 since early 1933. The bankruptcies, which
had reached the astounding proportions at that time of more
than 25,000 for the first nine months of 1932, with total
liabilities aggregating more than $750,000,000, to-day are
less than 9,000 for the first nine months of this year, with
liabilities around $170,000,000.
Bank failures for the first nine months in 1932 exceeded

1,000 and the deposit liabilities for banks failing were
nearly $600,000,000. For the first nine months of this
year, bank failures numbered 80, with deposit liabilities of
approximately $36,000,000. These figures include the banks
which were not licensed after the bank holiday and which
were forced to liquidate later because it was not possible to
reorganize and open them; they comprise most of the amount.
Bank deposits, due to credit contraction made on the part

of the bankers (and I do not blame any banker; I was as
busy in the field of private banking as any one could oe in an
effort to remain liquid, to be able to meet the demands of the
depositors due to lack of confidence in the banking structure)
have increased from a low point of $12,000,000,000 to
$17,500,000,000, or above the level of 1929. When I say
bank deposits I mean the adjusted demand deposits of
member banks, which exclude inter-ban.k •deposits and
Government deposits.
The National income which had fallen to a little less than

$40,000,000,000 for the year 1932 rose to nearly $50,000,-
000,000 for 1934. The figures are not availanle for the
current year, but I believe that; at the present rate of business
activity the National income in the next 12 months will
come close to $60,000,000,000, or about half-way back to the
National income of 1929.
The Government receipts, which had fallen from better

than $4,000,000,000 in 1929 to axound $2,000,000,000 in
193`,.,--as estimated in the last announced estimates of
Federal revenue, will reacia for the fiscal year ending June 30
1936, a figure of $4,470,000.000. or an increase of approxim-
ately $2,400,000,000.
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Greater latitude has been provided as to time of repay-

ment and the character of assets on which loans may be

obtained from Federal Reserve banks. This should prove to

be a bulwark in times of stress.

Much has been accomplished in the light of past experi-

ences, and, with intelligent leadership in the banking world

and among our public, the causes which brought about the

total collapse of the banking structure should never recur.

It is a sad commentary on American leadership that 12,677

banks with $7,510,640,000 in deposits have closed during the

past 12 years. Some of these failures have been due to poor

management and bad investments, but in addition, this

nation has been overbanked. A mad scramble to establish

a bank opposite every gasoline station acros,s this continent

is not a situation which can be contemplated with any degree

of satisfaction. For the first time in the history of banking

in this country, Congress has provided a means to correct

this condition by giving to the FDIC the power to refuse to

insure a State bank until certain conditions have been com-

plied with, and particularly until a necessity for the State

institution has been shown.
From Oct. 31 1932 to Oct. 31 1935 only 66 primary National

banks have been chartered by the Comptroller's office ; 29 for

the year ending Oct. 31 1933 ; 26 for the year ending Oct. 31

1934, and 11 for the year ending Oct. 31 1935. This is the

smallest number of National banks chartered in any three-

year period during the past 30 years. Prior to that time

the office records were not segregated as to primary organ-

izations as distinct from conversions or reorganizations.

NN'e shall now consider the present condition of our

National banks. Let us compare the call report for National

banks for June 30 1934 with that for June 30 1935. Loans

and investments in 1935 were $18,085,103,000, an increase of

$1,038.807,000 over 1934 : total assets were $26.061,065,000,

an increase of $2.159,473,000; total deposits were $22,518,-

246,000. an increase of $2,585,586,000. If we include all

banks, National, State and private, comparing the same two

periods, we find an equally favorable picture. Loans and

investments on June 30 1935 were $44,632,288,000, an increase

of $1,911,641,000 over 1934; total assets were $60,393,057,000,

an increase of $4,233,132,000; total deposits were $51,5S6.-

123,000, an increase of $4,961,082,000.

On Dec. 31 1928 National banks reported the largest

amount of deposits and assets ever reported in the National

Banking System. Let me give you these figures as of

Dec. 31 for 1928 and the succeeding years : On Dec. 31 1928,

total assets amounted to $30,589,156,000 ; for the same day

in 1929 they were $28.882,483,000 ; in 1930, $28,799,684,000 ;

in 1931, $24,662,286,000 ; in 1932. $23,310,974,000; in 1933,

$21,747,483,000; in 1934, $25,629,580,000, and on June 30

1935 they were $26.061,065,000. Total deposits on Dec. 31

1928 amounted to $24,347,380,000; for the same day in 1929

they were $22,773,493,000; in 1930, $22,871,646,000; in 1931.

$19,244,347,000; in 1932, $18,518,107,000; in 1933, $17,589,-

882,000; in 1934, $21,676.303.000, and on June 30 1935 they

were $22,518,246,000.
It will be noted that total assets and total deposits con

tinned to decrease from Dec. 31 1928 to Dec. 31 1933. They

showed a marked increase on Dec. 31 1934, and again on

June 30 1935. On the latter (late the total assets were 85.20%

of the total assets on Dec. 31 1928, and the total deposits on

June 30 1935 were 92.49% of the Dec. 31 1928 figure, which

was the largest in the history of the System. It should not

be overlooked that on June 30 1935 there were 2,204 less

National banks than on Dec. 31 1928.

Probably a more significant figure is that for bills payable

and rediscounts. On Dec. 31 1928, National banks had bor-

rowed and were indebted in the sum of $785,309,000, and on

June 30 1935 the National banks owed $4,643,000, or less

than % of the figure for Dec. 31 1928.
Miring the past year there probably has been more dis-

cussion of the earnings of banks than of any other subject

connected with banking. For the year ending June 30 1932

the National banks had a deficit of $139,780,000. or 8.91e/6
based on capital ; for the year ending Tune 30 1933, a deficit

•

places the whole future of those dependent upon him, and,

in many cases, of children [1' iborn. Proper emphasis has not

been placed upon this most important function of our bank-

ing system. When one contemplates the number of trusts,

the amounts involved, and the increase in this particular

branch of business, one cannot but feel that a high compli-

ment is implied to the integrity of those entrusted with what

might be called merely sacred powers.

There are 1,578 National banks with active trust depart-

ments. They are administering 129,711 individual trusts,

with assets aggregating $9,251,291,947, and in addition are

administering 16,801 corporate trusts and are acting as trus-

tees for outstanding note and bond issues amounting to $11,-

605,145,026. Compared with the year 1934, these figures

represent a net increase of 8,577, or 6.2% in the number of

trusts being administered ; an increase of $734,740,203, or

8.6%, in the volume of individual trust assets under admin-

istration, and an increase of $120,683,289, or 1.05%, in the

volume of note and bond issues outstanding for which Na-

tional banks have been named as trustees.

An analysis of the $8,341,958,034 of invested trust funds

belonging to the private and court trusts under administra-

tion revealed that 48.74% was in bonds, 29.28% in stocks ;
7.96% in real estate mortgages; 7.16% in real estate, and

6.86% consisted of miscellaneous assets. The investment of
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The foreign trade figures are approximately 40% in excess
of the foreign trade figures in 1932.

Industrial production reflected in the Federal Reserve's
seasonally adjusted index is now at 89% of the 1923-1925
average, raising it from a low point of 58 in 1932, a gain of
more than 50%.
The wholesale price index of commodities, using 1926 as a

basis of 100, had fallen to a low of 60 in February of 1933.
It had risen to 81 in September of this year.
In the field of farm products wholesale prices had dropped

as low as 41% in February 1933. The were up to 80% last
September. The farm income, which dropped from $10,-
500,000,000 in 1929 to something over $4,000,000,000 in
1932 is estimated for this year to be back to nearly $7,000,-
000,000, a gain in that field of $2,500,000,000.
I could go on and cite many other factors, such as increased

building activity, revival in the capital market, increase in
employment and payrolls, but enough has been given to
mark the impressive improvement between the condition of
three years ago and the present time in every field, financial,
commercial, industrial, agricultural, and fiscal.
What is the reason for this change? It is not a result of

accident; it is not a result of letting nature take its course.
For three years nature was permitted to take its course in an
effort to revive confidence. Little legislation that was ais-
turbing to business was passed. No Banking Act of 1935
was pending to make bankers hesitate to make loans.
But a condition was reached, even as early as the spring

of 1932, when Government intervention became unavoidable;
because the Government wanted to intervene, but because
the entire financial and credit structure was in a state of
disastrous contra,ction. The Reconstruction Finance Cor-
poration was organized to support the crumbling structure.
The Government had financed the grain and cotton

stabilization corporations in order to help agriculture.
The Home Loan bank system was organized in order to

help the urban mortgage situation. But the scale of inter-
vention was entirely inadequate and the forces of deflation
had been so much underestimated that a complete collapse
resulted in the following spring.
No one objected to an unbalanced budget in order to bolster

up the banking, the insurance, the railroads, and the credit
structure generally. Is it consistent or possible to think that
Government could intervene in the field of private credit
through the banking, insurance, and other private structures
and at the same time refuse to intervene in order to stop the
foreclosure of farm mortgages, which rea,ched an appalling
figure, to stop the foreclosure of home mortgages, which
reached a figure as high as 35,000 in one month?

Is it possible to justify the use of Federal credit resulting
in an unbalanced budget in the fields referred to, and at the
same time permit 12,000,000 men who. wanted work to go
unemployed?

Business claims the liberty of employing and discharging

men when their services cannot be used profitably, and that
is its right. But what about the liberty of the men under
the conditions that we were confronted with in 1932 and
1933? If a Govermnent is justified in incurring an indebted-
ness of $25,000,000,000 to protect its citizens against the
encroachment of a foreign enemy in times of war, is not a
Government justified in using its credit for the purpose of
taking care of those people who found themselves in a posi-
tion of destitution because of the failure of private indus:ry
to give them employment ?
The RFC put a foundation under the banking structure.

The Emergency Banking Act passed at the time of the bank
holiday permitted the Reserve System to loan not only to
National and member banks but to State non-member
banks against any sound asset. When that was announced
by the President of the United States over the radio, the
people of the country who had withdrawn their deposits in
the form of currency and who had attempted to transfer it
out of the country stopped that practice, which was totally
destructive to the entire credit and banking fabric.
When the people were told that the Reserve System could

issue Federal Reserve bank notes against mortgages, against

collateral loans and against other good assets held by the
banks, without regard to gold backing, without regard to
eligible paper backing, without regard to Government bond
backing, they brought back into the 141,nks during the next
year $2,000,000,000 of currency which they had taken out.
The RFC has rehabilitated the capital structure of banks

to the extent of approximately $1,000,000,000 and it has
loaned over $800,000,000 to the receivers of closed banks so
as to prevent the forced liquidation of assets and to give to
depositors immediately available funds, so as to relieve them
and to enable them to put that money into circula-
tion.
The Home Owners' Loan Corporation was established for

the purpose of relieving home owners in distress and up to
the present time has loaned approximately $3,000,000,000.
The work of that institution is nearly completed. The dis-
tressed mortgage is a thing of the past. Real estate values
have been stabilized and are advancing. Rents have Nei
on an increase for two years and doubling up is lesseni
New home construction is increasing and the HOLC will/be
through with the work it has done, with more than a billion
dollars of unused authorization to its credit.

It not only served as a deDtor relief but also served equally
as a creditor relief. The mortgages held by the savings banks,
the insurance companies and the commercial banks, which
they were unable and unwilling to carry, were taken over and
funded over a longer period at reduced rates by the HOLC.
The Federal Farm Mortgage Corporation was organized

and $2,000,000,000 of bonds were provided fully guaranteed
by the Government, these funds to be loaned to Federal
Land banks in exchange for the bonds of these banks, backed
in turn by mortgages and to be issued as proceeds of mort-
gage loans by the Land Bank Commissioner.
The Federal Land banks are institutions going back about

20 years. In 1932 they were unable to sell their bonds on the
market. These same bonds are now selling at a prethium
and a substantial amount of them have been refunded into
issues Dearing lower interest rates. When it was impossible
to sell them, the Government agency set up for the purpose
took those bonds and issued bonds guaranteed by the
Glovernment. That has stopped the collapse of the farm
mortgage market, until to-day I bear that there are more
farms being sold than are being foreclosed upon.

These three great creditor agencies have largely done their
work. No one is more anxious than the Federal Govern-
ment to have the private credit agencies take over the load.
The Federal Housing Administration Act was passed for

the purpose of attempting to induce the private credit
agencies of this country to make loans for construction
purposes on insured mortgages and for modernization. Not
one dollar of Government funds goes into those loans. The
Federal Government was attempting to create a mechanism
by which to attract private funds into the field of credit,
and get the Government out.
The RFC is collecting far more than it is lending. It has

loaned about $5,000,000,00 and has collected more than
one-half of the total amount of the loans.
In the field of relief, which we so often refer to as "waste,"

we have the thousands of miles of public roads, we have the
excellent work done in our CCC camps, we have repaired
and rebuilt schools, water systems and sewer systems. Truly
not all self-liquidating projects. It is possible for the Govern-
ment to spend money for social purposes, and it should not
always judge or gauge its expenditure by whether or not it is
a self-liquidating project. The problem of private profit and
self-liquidation belongs to the field of private business and
not to the Federal Government.
Now let us see if the results as enumerated are worth the

cost of intervention, which resulted in an unbalanced budget.
I would like to remind you that we had an unbalanced
budget as early as the fiscal year ending in 1931 and that the
deficit for the fiscal year ending June 30 1933, exceeded
$3,000,000,000, that the Government s interest-bearing debt
increased from $20,584,000,000 in February 1933, -to $28,-
432,000,000 in September of 1935, an increase of $7,848,-
000,000.
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Deduct the assets, including cash on hand, the gold profit
in the Stabilization Fund, the Government s proprietary
interest in organizations such as the RFC, and you have a
net increase in the Government debt of about $3,000,000,000.
But let us take the larger figure for the purpose of com-
pari-on. Let us take the amount of the gross deficit.
Should we be alarmed over that situation? Should some

of the increases which I have referred to such as the
$20,000,000,000 increase in the quoted value of listed stocks
without taking into account an increase of from $15,000,-
000,000 to $20,000,000,000 in the National income in one
year—give us any cause for concern about even the amount
of the gross deficit ? Does it mean that we are putting a
a great burden upon posterity?

If you will recall, during the 10 years from 1920 to 1930,
while the Government debt, which had been $26,000,000,000
incurred almost entirely in a period of two short years, was
decreased by about $10,000,000,000, this country at the
same time added $100,000,000,000 or more to its new wealth
in the form of increased productive facilities and we pur-
chased $10,000,000,000 of foreign security issues and reduced

the Federal income taxes during that period four different

times. If we could do it then, why think that we cannot

do it again?
I should like to commend to your attention Lord Macau-

lay's "History of England," in which he recounts how the

British debt from the period of the contest with Louis XIV

rose from £50,000,000 to more than X800,000,000 and how

"at every stage in the growth of that debt it has been seriously

asserted by wise men that bankruptcy and ruin were at

hand. Yet still the debt went on growing; and still bank-

ruptcy and ruin were as remote as ever."

I cannot read all of the statement, but I am going to quote

a few high lights from it.
After telling of the repeated outcries against the debt, he

told how it kept mounting, yet how England prospered
despite the prophets of disaster, and he continues:
"The beggared, the bankrupt society not only proved able to meet all

its obligations, but while meeting those obligations, grew richer and richer

so fast that the growth could almost be discerned by the eye. . . ."
"While shallow politicians were repeating that the energies of the people

were borne down by the weight of the public burdens, the first journeY
was performed by steam on a railway. Soon the island was intersected by

railways. A sum exceeding the whole amount of the National debt at the

end of the American wars was, in a few years, voluntarily expended by this

ruined people in viaducts, tunnels, embankments, bridges, stations,

engines. Meanwhile taxation was almost constantly becoming lighter and

lighter; yet still the Exchequer was full. It may now be affirmed without

fear of contradiction that we find it as easy to pay the interest of 800

millions as our ancestors found it, a century ago, to pay the interest of 80

millions.
"It can hardly be doubted that there must have been some great fallacy

in the notions of those who uttered and of those who believed that long

succession of confident predictions, so signally falsified by a long succession

of indisputable facts. To point out the fallacy is the office rather of the

political economist than of the historian. Here it is sufficient to say that the

prophets of evil were under a double delusion. They erroneously imagined

that there was an exact analogy between the case of an individual who is in

debt to another individual and the case of a society which is in debt to a

part of itself (which pays interest to itself); and this analogy led them into

endless mistakes about the effect of the system of (Government borrowing

and) funding.
"They were under an error not less serious touching on the resources

of the country. They made no allowance for the effect produced by the
incessant progress of every experimental science, and by the incessant
efforts of every man to get on in life. They saw that the debt grew; and

they forgot that other things grew as well as the debt (that taxes are high or
low in relation to National income)."

At the bottom of the depression we would have been
worse off with no taxes at all than we are to-day with the
taxes that we have.
"A long experience justifies us in believing that England may, in the

20th century, be better able to bear a debt of18 hundred millions than she
is at the present time to bear her present load. Be this as it may, those who
so condifently predicted that she must sink, first under a debt of 50 millions,
then under a debt of 80 millions, then under a debt of 140 millions, then
under a debt of 240 millions and lastly under a debt of 800 millions were
beyond all doubt under a two-fold mistake. They greatly overrated the
pressure of the burden; they greatly underrated the strength by which the
burden was to be borne."

That was a century ago when the debt reached i.800,000,-
000. To-day that debt is nearly 10 times that figure, and the
standards of the people of England, not only the working
man, but the business man, are higher than they were then.
They are far better off as a society after carrying the debt
than they were at that time.

Have we not yet learned that what we cannot afford is
not the burden of carrying the National debt, but is an army
of idle men and unutilized facilities? For the cost of what
we lost in the last few years as a result of permitting deflation
to run far on its course before checking the devastation—the
loss in National wealth and the National income from idle-
ness of millions of men and innumerable productive facilities
would run into more than $150,000,000,000. The entire
amount of our present National debt is less than four months
of the normal National income.

It seems to me that it may be interesting to compare the
picture of England with that of the United States so far as
debt is concerned. The debt of the United Kingdom (and
that does not mean only the central Government, it means
all public bodies) was 194% of the National income in 1934.
In the United States, the debt of all public bodies was 74%
of the National income. The total interest paid by all public
bodies on their debt in England amounts to 8% of the
National income; in the United States, a little over 3% of
the National income.
I do not want to give you men the impression that a

budgetary deficit is desirable. I only want to point out to
you that it is not the serious thing it has been ma,gnified to
be. The serious thing is the loss of $40,000,000,000 in our
annual National income, which the capitalistic system, when
left to itself without adequate Government intervention,
brought about by the year 1932.
We shall not continue to have a budgetary deficit when the

conditions that caused the deficit, the reduction in National
income, are corrected. As National income increases,
Federal income increases, and as Federal income increases
the need for Government spending decreases, because of an
increase in activity, employment, prices, &c.
And that is the trend to-day. From more than $4,000,-

000,000 in 1929 the Federal income dropped down at the
bottom of the depression to $2,000,000,000, and is now
back at more than $4,000,000,000.
The deficit which reached a peak in the fiscal year ending

June 1934 was approximately $4,000,000,000, and it is
estimated that in 1936 it will be $3,280,000,000.
I should like to sum up what I think all this means to
nkers. I feel that you have every rea.son in the world to

h ve confidence that the system of private industry and the
s stem of private banking has a future if you will but profit
b the lessons of the past, if you will but do your part and
step out into the field and extend not the type of credit that
ou may prefer to extend, 90 days or 6 months credit, but the
ind of credit that there is a demand for in your communities.
You don't hesitate to buy in the market finance company
paper and intermediate credit bank paper at as low as 1%.
Why don't you short-circuit the funds and lend directly to
those in the community that are going outside and paying
from 5 to 12% for credit from the very institutions which
you are financing at 1%?

' Why don't you, when you are the custodians of $10,000,-
000,000 of the savings funds of the people, invest those funds
in the field where such funds should be invested ? They are
the same type of funds as the funds that the insurance com-
panies, the mutual savings banks, and the savings and loan
associations are investing, and if you are going to hold those
funds and pay interest on them, you must put those funds
in the long-term mortgage market, in the long-term bond
market, and you can do it with every security.
You are loaning on a basis of values that is not inflated,

and if you want the Government and the Government
agencies to get out, then it is up to you to get in. If you
prefer to buy Government bonds and bonds guaranteed by
the Government, to act as your cushion, then you cannot
complain about the Federal Government being a competitor
with you in the field.

If the Government had chosen or desired to destroy private
banking, it needed to do nothing at all. In 1932, private
banking had completely destroyed itself. But the Federal
Goverrunent believed in Private banking, and in private
initiative, and in peivate business, and for that reason it
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saved the banking system for the bankers to do a better job
in the future than many had done in the past.

It seems to me, in summing up the review I have made,
that an analysis of the nature, the cost and the timing of
Government intervention, and of the recovery factors brings
out conclusions which are inescapable. First, in order to
keep our productive processes going and expanding, we must
maintain a reasonable balance between our productive
facilities and consumer buying power. Failing this, money
becomes idle because it cannot find profitable outlet for
investment, unemployment develops because buying power is
insufficient to absorb the output of industry.

This results in the commencement of a period of deflation.
It causes a contraction of debt, a reduction in spending, and,
if the cycle is allowed to continue, this inevitably results,
because the cycle is self-accelerating, in general prostration
and bankruptcy. It is as necessary to intervene to correct a
situation of this sort as it is to prevent a cycle of _in-
flation.

There will be one thousand bankers saying that inflation
should be avoided and that public authorities, public officials
in the Reserve System and in Government should stop
inflation, whereas there is possibly a handful who feel, or at
least have felt, that deflation should not be allowed to go
its normal and natural course; that the natural law should
be interfered with. I cannot reconcile these two positions.
I see no greater evils in inflation than in deflation. In fact,
I think of the two, deflation is far more destructive to
bankers.

It is necessary to intervene to correct a situation of this
sort, just as necessary as it is to prevent a cycle of inflation.
Only Government, which is all of us, is capable of acting
collectively to offset and neutralize the effect of the down-
swing and by its spending and the use of its credit effect the
necessary distribution that private capital, left to the
individual, has failed to effect. Action taken promptly by
Government to stop the process of deflation in its inception
will tend to keep up the National income and correct maldis-
tribution and inequitable distribution, and at an infinitesimal
cost compared with the cost to society as a whole if deflation
is allowed to run its natural and destructive course. For
Government to decrease its spending at the outset of a
deflationary period, when every one else is doing likewise,
only accelerates the forces of deflation and does not create
confidence. In such a situation capital does not flow into
productive facilities because they are already excessive in
relation to consumer buying power.
How can we say that individuals, corporations and banks,

with funds to invest, will be inclined to use those funds to
put people to work, when funds already invested are becom-
ing less profitable daily, as buying power decreases and
unemployment squads ? Confidence in the business world
is the outgrowth of an opportunity to invest funds profitably.
Funds are invested profitably only when there is sufficient
buying power to purchase the output of increasing productive
facilities.

I have attempted to portray the effects and the evils of
deflation. We hear much about the evils of inflation. How
is it possible to have inflation when men are idle and plants
are idle? There can be speculative excesses when surplus
funds bid up stocks or real estate, but general inflation can
only come about by increasing the means of payment in the
hands of the people who are willing to spend faster than we
can increase production. We are a long way from such a
period of inflation. The idle balances of corporations and of

'individuals, even in 1929 with business going at a maximum,
were very largely responsible for the stock market infla-
tion.

It must be evident from what I have said that we are in
no immediate danger of inflation as a result of a budgetary
deficit or as long as we have the facilities to produce and the
men willing to work. We have seen from the experience of
the past three years that it is possible, through adequate
Government intervention, to turn the tide of deflation to
what has been termed "reflation." Is it not reasonable to
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conclude that had intervention come sooner and on a more
adequate scale, it would have taken far less spending and
lending by the Federal Government to arrest and reverse the
process of deflation?
The bankers above all have been the beneficiaries of the

Government's interiention. The Government alone could
and did replenistt the supply of deposits when individual
borrowers were lacking and when banks had no other
profitable outlet for their funds than the investment in
Government securities. Banks bought Government securi-
ties, not because of compulsion, but because they had no other
avenue of profitable investment.
The Federal Reserve System has purchased no Govern-

ment bonds, has given no support to the Government bond
market for two years, and the present amount of out-
standing credit by the Federal Reserve System is less than
it was in the spring of 1933. The excess reserves of the banks,
which make money cheap, which induce them to purchase
securities and make loans at present low interest levels, are a
result very largely of gold imports. Banks bought Govern-
ment bonds, not be,cause of compulsion, but because they
had no other avenue for profitable investment. Government
bonds, far from being a burden, have been a Godsend.
Those who talk about boycotting Government bonds

suggest to me a drowning man to whom a life line is thrown
out but who objects that it is an interference with his
individual right and liberty to drown. Speaking as a banker,
business man and capitalist, I urge you as bankers to con-
trast the conditions and the prospects under which you meet
to-day with the conditions and the outlook of three years ago
and to ask yourselves how the transition has been brought
about.
I am not prepared to admit that we must always have

with us a vast army of unemployed. I am not ready to
confess failure in making our individualistic capitalistic
society function so as to utilize to the fullest the Nation's
resources of which, by far, the most important is human
labor. I do not believe that we are so wanting in intelligence
and courage, or that we are so blind to the lessons of experi-
ence 8,s to conclude that we are incapable of managing our
affairs more prudently and more efficiently in the future
than we have in the past.
I do not see how any thoughtful man can challenge the

conclusion that in order to preserve our capitalistic system,
our institutions and traditions, we must use such govern-
mental means of economic and monetary management as we
now possess in achieving a greater stability in the economic
order and in creating conditions under which our man power
and productive capacity may be utilized to a maximum in
the production and the distribution of wealth.
The Federal Reserve System, with its authority over

margin requirements and—under the Banking Act of 1935--
its clarified responsibility for reserve requirements, discount
rates and open-market operations, is in a better position
than ever before to exert its influence toward the attainment
of a greater degree of stability and the avoidance of infla-
tionary and deflationary extremes.
These powers, if exercised harmoniously, in conjunction

with those possessed by the Federal Government through the
Treasury—and to attempt to exercise the divided powers
separately or conflictingly would be fatal—can, I am con-
fident, contribute much to the achievement of a stable,
orderly economic progress, free from violent extremes, and
conducive to a maximum productivity and distribution.
This involves neither a regimented nor a restricted economic
order. It calls for Government intervention only to the
extent that the exercise of governmental authority affecting
monetary and budgetary factors may be a stabilizing and
corrective influence in an individualistic, capitaljstic system
when it, left entirely to itself, generates distortions, lack of
balance and cyclic extremes.
The Government must be the compensatory agency in this

economy; it must unbalance its budget during deflation and
create surpluses in periods of great business a,ctivity. In
the light of experience and in the interest of the public in
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general and of private banking in particular, it seems to me
to be conclusively demonstrated that business and banking
leadership should lend its full sympathy and support to the
kind and extent of Government intervention that I have

outlined. Only then, it seems to me, can private banking
be assured of safe and profitable operation in the future and
be freed from the uncertainties due to reourrent evils of
booms and depressions.

Railroads
By JESSE H. JONES, Chairman of the Reconstruction Finance Corporation.

Mr. President and Members of the Amerion Bankers Association: It is
a pleasure to meet with you again. But yr are entitled to new faces at
your annual meetings, so I promise not to ccept an invitation to address
you next year should I be so fortunate as to teceive one. My subject this
year is "Railroads," but I shall make no effox't to stay on the track. Time
was during the last few decades when it was pnpular with the public and in
legislative halls, to cuss the railroads and charge them with everything
vicious. Some of this was justified, and while\ there will always be abuses
and incompetency in the affairs of railroads, junt as in every other form of
human activities, the attitude of the Anierican people toward the railroads
is changing.

This changed attitude is characteristic of our people. They are always
sympathetic toward the fellow in difficulty. Furthermore, we are beginning
to realize that the railroads belong to the public—the policyholders in in-
surance companies, depositors in savings banks, &c,

I hold no particular brief for the railroads, but they are entitled to fair
deal from the public, as well as at the hands of our legislators; also from
their competitors in other forms of transportation. This latter can be had
through regulation and supervision of their competitors, similar to that
under which they operate.
The Old Man of the Sea—their bankers— should be removed from their

backs, or subjected to stricter regulations as to their rates and charges.
Entirely too many railroads are dominated by bankers who sit on their
boards, or dominate them in other wasy, and who make money out of their
financing. Indirectly they charge the roads entirely too much for their
services as directors by continually striving to offer the investor an attrac-
tive rate of interest, promoting their own business. Under these circum-
stances it is difficult if not impossible for them to properly represent the
borrowing roads. In other words, their take-off is sometimes too heavy—
if you get my meaning.

I see no particular objection to a banker sitting on the board of a railroad,
provided he has no interest, direct or indirect, in the road's financing—no
friends to favor—no "scratch my back and I'll scratch yours." All of this
is within the law, and railroad banking as carried on, is perhaps legal, but
public sentiment is against a continuation of it in the old way, just as it is
against special privileges and rebates in any form.
I am as anxious as any of you can possibly be, that the Governntent get

out of the money lending business as soon as possible. But it shoold not
get out too soon. I am inclined to the opinion that the Government can
very properly assist in railroad financing, getting their capital requireitients
at fair but comparatively low interest rates, and at much less financing
costs.

I would not favor lending unlimited Government credit to the roads,
nor losing in the lending, but they are so much a part of us as a countty,
so essential to the national welfare, that the Government can afford to help
in this respect. Their operating costs are continually on the increase.
and sometimes by legislative action. The Government regulates their
rates, and should suprevise and scrutinize their management and expendi-
tires more and more. It is but fair, therefore, that we help them with
their financing.

While abuses are much less now than in years pa.st, they should be elim-
inated as far as is possible to eliminate them.

Though privately owned, railroads are a public utility. They should be
operated first to provide good, safe and adequate service. Next, they
should be operated in the interest of the investors in their securities, and
without manipulation or fancy bookkeeping, to serve a particular purpose
or favor a particular interest. The perpetuation of poor management
through small cliques who may be in control of a property shouid be made
mpossible. Railroads were built largely by promoters through Govern-
ment subsidies in one form or another, Federal, State and local. Millions
of acres of land were given them and much money in homilies and loans.
And while promoters are essential in new developments, sorne of them have
been none to scrupulous nor too wise, and investors than 'follow in many
instances have paid the price.

It is recognized that railroads are the most essential factor in transpor-
tation, but it Is nevertheless a fact that on the whole railroads must be
overhauled to meet present day conditions, and the demands of an ever-
exacting public. In the overhauling the investor 11 take a loss, just as
investors in other methods of transportation have ta n losses, as railroads,
highways and air service have supplanted older mOthods. Tho time has
come when transportation should be treated as a unit, including In that unit
railroads, waterways, highways and airways. AS the newer and more
modern are developed, the older must give way.
One of our troubles is we have not made proper provision for amortizing

the investment in our railroads. When they were earning well, we were
entirely too willing to believe that these earnings would go on forever, and
proceeded to so value them and to deal In their securities accordingly.
Good accounting prompts liberal depreciation charges against all plant
investments. Railroads should be no exception. As a matter of fact,
many of our better roads have already paid for themselves in earnings that
have been distributed to the securityholders, and if the ownership had been
a continuing one, there would be no loss to the investor. Upon the whole,
railroad management has done unusually well in reducing operating costs
as their gross has fallen off. It is surprising that more of them have not
come to grief during these loan years, when, upon the average, their gross
has been cut almost in half.

If we admit that in the development of our country most of the railroads
that were built were useful. we must now admit that with the advent of
highway and air transportation, the constantly increasing use of the l'anama
Canal and inland waterways, and with injustices in certain water rates, we
cannot support all railroad mileage. There should be consolidations and
eliminations of unprofitable mileage. Many duplications of service and
competing schedules could be eliminated. There is nothing new in con-
solidations, nor objectionable if not carried too far. Every principal rail-

road system in the country is the result of consolidating many small lines,
independently built and independently owned, into one great system.
We could not have had a highly developed and an efficient railroad ser-

vice without these consolidations, and the problem now is to effect enough
more consolidations to eliminate destructive competition and to raise our
whole rail system to higher standards; with the single purpose of having the
best possible rail service at the least possible cost. There could be a sub-
stantial reduction in railroad mileage without seriously affecting the service
or reducing employment. Better tracks, new and better equipment, main-
tenance, and better service, would require all, if not more, labor than is
now being employed by the railroads, both directly and indirectly.
There will always be objection to any proposed reduction in railroad mile-

age. No community is willing to gi e up a mile of railroad, a railroad office
or a railroad employee. And ag n, the railroads are heavy taxpayers,
and local taxing authorities are 1 ath to give up this source of revenue.
But sound reasoning cannot de nd the continued operation of railroad
mileage that does not directly o indirectly pay its cost.
We are entitled to all forms of transportation—the more modern, the

more pleasing, and the more nvenient the better—but in getting it, we
should be as reasonable as w are In trading in the old car for a new one.
Railroads without sufficient patronage, depreciate, become obsolete and
dangerous. But farms wear,but, too, homes and business buildings deterio-
rate and become obsolete;,banks, business, and industry have their ups and
downs (and during recent years they have been mostly downs). So the
railroad investor, howeter innocent, must expect to take his loss just as
investors in every other form of property have taken theirs.
I do not want to be too pessimistic about the future of our railroads, for

it would not take a very great Increase in revenues to put most of them
in the black again. But much new capital will be required to put them in
condition to handle the increase. How to get this increased capital is a
problem, in all probability a Government one. Therefore, the outlook
for the investor in railroad securities is none too promising. We have in the
course of reorganization several very prominent railroads, and others will
follow, so we might as well look the situation squarely in the face and be
sensible about it. I have thought, and still think, that generally speaking
the first mortgage holder, regardless of the terms of his mortgage, should
not be permitted to all all of the earnings, leaving nothing for junior security
holders. Interest rates are substantially lower and the first mortgage holder
should be willing to accept some reduction, while the junior positions suffer
much more. I might add that I feel this same way about first mortgage
holders of other properties as well as railroads not now in bankruptcy, but
that inevitably will be, if the first mortgage holder takes everything and
becomes the overlord.
I am aware of the sanctity of contract--and that the first mortgage

holder took a smaller yield in order not to speculate. But as a matter of
fact mortgage securities, railroad and otherwise, have been sold with rep-
resentations as to safety by the issuing houses, and inost junior bond-
holders were told that their bonds were good or they would not have bought
them. I do not believe in moratoriuins by statute, but I do believe in fairness
between security holders, and that first mortgage holders should not by an
attitude of greed and oppression arouse such resentment as results in legis-
lation, or attempted legislation, to protect equity holders.
I looked after a small herd of cattle on a ranch one long hot summer in

'Texas, when a boy of 12, and the water in the creek got very low. When it
did, the big steers and cows would crowd the little fellows out, and I was
Oontinually fighting the big ones, trying to give the little fellow a chance.
Some first mortgage holders have reminded me of that experience.
Of one thing I am convinced, railroads are a common problem to us all

and will require the attention of our leaders both in and out of Congress
if we are to avoid Government ownership. And let me warn you now
that we may find many railroad security holders that ordinarily would
oppOse Government ownership in principle. favoring Government owner-
ship of the roads in the hope of unloading their investment on the Govern-
ment. In leaving the subject of railroads I should like to say, with em-
phasis, that re newed ability on the part of railroads to earn and spend for
supplies, maintenance, betterments, equipment, &c., would have a far -
reaching effect in improving business in all lines.

Banking Act of 1935

Before giving you a short report on RFC activities, I shall refer briefly
to the Bank Act of 1935. Others will probably discuss it in detail, but it
seems to me that we got an excellent bill. Much of the now bill has been
before Congress for several years. The Senate passed a large part of Title II
in 1932, but it did not pass in the House. The new Act was considered with
great deliberation in committee—longer in the Senate because Senator
Glass, as Chairman of the Senate Banking and Currency Subcommittee,
is our best authority on Federal Reserve and bank legislation. He feels
very keenly his responsibility regarding bank and Federal Reserve legis-
lation, having served for many years on the Banking and Currency com-
mittees in both houses of Congress, and as Chairman of each, as well
having been Secretary of the Treasury, and is ever ready to resist proposals
that in his opinion will weaken our financial structure or banking laws.

Certain features of the bill as introduced, in the Senator's opinion, had
that effect, particularly the provision that the Federal Reserve Board
be given absolute authority in the open market operations (the purchase
and sale of Government securities). The Senator and his conunittee re-
sisted this, insisting that the Federal Reserve banks be given representations
on the Open Market (7ommittee. When this was agreed to, most other
differences were soon ironed out. Though the bill was so changed as to
require practically re-writing it, all of which took a great deal of time.
We all owe a debt of gratitude to Senator Glass and the members of his

subcommittee, and for that matter, to the entire Senate Banking and Cur-
rency Committee; also to Henry Steagall and his committee in the House,
for the bill we got. Everyone except those banks that wanted the under-
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Now that the Banking Act of 1935 is a part of our legal

code, and as the banking business settles down on a some-

what more even keel, there has developed a growing concern

over the activities of Government lending agencies and the

extent of their competition with commercial banks. In a

recent address at Babson Park, President Rudolph Hecht

said :

. . . I confess that I am deeply concerned over the prospect that the

supposedly temporary activities of the Federal Government in practically

every phase of the banking business threaten to become permanent.

There are now more than a dozen different Government lending agencies

which have accunmlated assets of about $10,000,000,000. While no one will

deny that many of these organizations were necessary at the thne they were

created, to bring about a prompt and safe adjustment of the nation's

tinancial and banking structure, which had been shattered by the forces

of the dcpression, still we seriously question whether it is desirable from

any standpoint that so large a part of our credit activities should remain

pemianently under the control of these Government agencies instead of

being gradually taken over by the prhate instrumentalities which, under

the changed conditions, should now be able to carry on their proper part

in the nation's economic life.

It was, no doubt, this same concern that prompted your

Committee to give place on the program to a brief presenta-

tion of this subject.
To consider the problem fairly and logically, we must bear

in mind throughout our thinking the causes which impelled

the Government to enter the lending field ; we must examine

the nature and scope of its operations, determine whether

or not it is advisable for the Government to remain in the

field, and if not, how its retirement can be justified.

The economic storm which precipitated the crisis into

which the Government projected itself was not new. The

history of finance tells of errors similar in nature, though

not in scope, to the one which was at the heart of our

trouble. Year after year we had gone along assuming that

values would continue steadily upward, and the undue ex-

pansion of credit on that premise proved to be a colossal

mistake. A corollary to that error was the belief that con-

stantly-rising prices would in time liquidate mounting obli-

gations ; but the inevitable result followed, and when the

mountain toppled over and the decline had spent its force,

debtors and creditors alike found themselves prostrate.

There were, on the one hand, debtors whose assets and whose

earning power had been subjected to serious depreciation ;

and, on the other hand, creditors holding obligations which,

if collected by force, undoubtedly would have invoked serious

social consequences. Numbers of our people, those charged

with a management of banks in particular, found them-

selves in the dual role of debtor and creditor. and the inter-

ests of the two groups lay so far apart that intervention

by some neutral agency was essential to recovery. It seems

perfectly reasonable to assume, when any two groups of citi-

zens such as those represented by capital and labor, or by

debtor and creditor, find themselves in a desperate situa-

tion of this kind, that it is the function of Governme to

intervene and to help find a way out of the difficulty. ' is

was the Government's principal reason for entering the len

ing field, and the action met with universal approval. More-

over, it gradually dawned upon society that if the gap be-

tween debtor and creditor was to be bridged and chaos pre-

vented, much of the loss incident thereto must be distributed

upon the whole citizenry through the medium of the public

treasury. I hold no brief for the abuses that seem to be an

unfortunate adjunct of most Government operations, nor

for the political exploitation that accompanied much of the

activity, but when the final cost has been assessed, the

Government's lending program will stand out as the most

effective part of its major reconstruction efforts.

For the purpose of our discussion to-day I shall eliminate

extensive comment on such lending operations as are exem-

plified in advances to the Secretary of Agriculture for the

purchase of commodities in the attempts to peg prices ; to

emergency relief and construction projects; to the Secretary

of Agriculture and to the Farm Credit Administration for

so-called "feed, seed, drought loans," in the belief that no

one attempts to classify these advances under the category

of credit, but rather understands that they represent, for

the most part, outright gifts to a stricken citizenship by a

paternalistic Government which seeks to help its people

through the economic storm and to afford them a kind of

shelter until the skies are clear again. There may be some

difference of opinion as to when and how these operations

are to be discontinued, but surely there exists no thought

that they shall occupy any permanent place in our credit

structure. It would seem, therefore, that in the brief time

at our disposal we can consider only the activities of those

lending agencies which affect directly the operations of

commercial banks, and that we should determine what, if

anything, we are going to do about them. They are :

The Reconstruction Finance Corporation.
The Home Owners' Loan Corporation.
The Federal Land Banlcs.
The Short-term Credit Agencies for Agriculture.

It was unquestionably intended that the lending operations

of the Reconstruction Finance Corporation should be dis-

tinctly of a type calculated to bridge the gap between the
debtor and creditor ; that it should be a financial power
house, so to speak, from which should flow the current of
assistance necessary for our private institutions to assume

a lenient attitude toward all debtors who had clone their

honest best, and to insure a normal rather than a forced

program of liquidation. Approximately 50%, or $1,884,-

164,964 of its loans, made under Section 5 of the Recon-

struction Finance Corporation Act, were made to 7,439 banks

and trust companies, including receivers, of which 75%, or
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$1,428,236,858, has been repaid. During the recovery pro-
gram, however, the Corporation has invested approximately
$1,000,000,000 in preferred stock, capital notes and debentures
of banks and trust companies from the proceeds of which we
assume at least a part of the original loans were retired
and the collateral returned. It is difficult, therefore, to
estimate to what extent the underlying collateral has been
liquidated, but we are, I am sure, in general agreement that
liquidation has exceeded our expectations. Moreover, there
is no reason to conceal the feeling of satisfaction that has
come to the business community as a result of the increase
in the values of equities both in the portfolios of our own
banks and that of the RFC ; and whether we view this as a
temporary situation created by Government spending or as
definite progress on the road to normalcy, our ability to
adjust many otherwise impossible problems has been due
to the far-reaching activity of the fountain-head of all GOV-
ernment lending agencies. It might not be amiss to say
that the problem confronting the RFC would have been ma-
terially simplified and the necessity for loans to banks and
trust companies considerably decreased, had not the Corpo-
ration been forced to publish its commitments to commercial
banks. Notwithstanding the ever-present danger of mal-
feasance, the reputation of a bank is not unlike the fair
name of our women folk—a thing the mere discussion of
which invokes unintended but infinite harm. Whether we
would have escaped the same baptism of fire in the end is
debatable, but the publication of these commitments was
unquestionably the greatest single factor contributing to the
progressive failures which culminated in the bank holiday.
The principle of the necessity for secrecy, for the common
good, in certain financial operations is well exemplified by
the secrecy which surrounds the operation of the $2,000,-
000,000 stabilization fund now in the hands of the Secretary
of the Treasury for administration. It also serves to exem-
plify the disposition to proscribe for private industry certain
practices and principles of conduct which, when indulged
in by the Government itself, through some hocus-pocus, be-
come surrounded with a halo of righteousness. However
that may be, the RFC has by no means completed its work.
The railroad program, the real estate mortgage problem
in all of its ramifications, many drainage, levee and irriga-
tion district situations are yet unsolved, and while progress
is being made in all these fields, the liquidating services of
the Corporation will likely be needed for some years to
come. But as the ability of the Federal Reserve banks,
under the provisions of the Banking Act of 1935, to assist
in certain emergency situations increases (under proper regu-
latory provisions which will prevent abuse), it would seem
that we should look forward to the eventual retirement of
the RFC from the lending field. Recent public information
to the effect that the Corporation has been making loans
for the construction of new factories to manufacture goods
in lines in which there is already serious overproduction
seems almost incredible. If this is true, there must have
been some extraordinary circumstances which allowed no
alternative, for surely sueh action does not represent a gen-
eral policy of the Corporation. Certainly with the increased
latitude now accorded private instrumentalities both by law
and by our present economic situation, it is not too much to
insist that the RFC underwrite no new projects which will
compete with those already struggling for existence.
The Home Owners' Loan Corporation, which rendered an

excellent emergency service on urban mortgages, now holds
nearly three billions of home mortgage paper, secured by
approximately one million urban homes. With the rehabili-
tation of our building and loan associations, the re-entry of
insurance companies into the home mortgage field, and with
the keen competition now in progress between private lend-
ing agencies, including banks, under the provisions of
Title II of the National Housing Act, there would appear to
be no compelling reason for further expansion of this
agency ; but, on the other hand, there should be a steady
continuance of the liquidating program in which it is now
or soon will be engaged. Gradually, by change of owner-

•

ship, settlement of estates, &c., these mortgages will filter
back into the private market on sounder terms, and the HOLC
will pass into disuse with a feeling of satisfaction over hav-
ing made a major contribution to the recovery program.
No such machinery as Title II of the National Housing

Act has been devised for farm mortgages, and although in a
recent short comparative period, private agencies have made
more of this type of paper than have the Federal Land banks,
the supply of funds for farm mortgages is yet far too limited
for us to dispense with the services of these institutions.
The greatest adverse feature of farm mortgages for com-
mercial banks, now, as in the past, is the element of non-
liquidity. There is no well-developed market where such
securities may be disposed of in the event of necessity, as is
the case with urban mortgages, and those interested have,
for nearly half a century, endeavored to devise some system
whereby this liquidity might be supplied for farm mortgage
loans. The farm loan system, originally represented by the
Joint Stock Land banks and the Federal Land banks, was
an effort to supply this liquid requirement. It is unfor-
tunate that because of the depression and, in a few instances,
because of mismanagement, the Joint Stocks were obliged
to enter into liquidation. But as mortgages made to a Land
bank are pledged as security for its outstanding bonds, and
as these bonds enjoy a ready market, the net effect of the
system is to provide commercial banks and investors gen-
erally with an avenue for financing farm mortgages without
sacrificing the all-important element of liquidity. It is to
be hoped that the Federal Land Bank System may soon bring
to an end its emergency program, and that the direction of
its operations be returned to a nonpartisan board, as
originally provided for under the administration of Woodrow
Wilson. It is contrary to our sense of democracy that the
management and power incident to the operation of so vast
a financial structure should, in the last analysis, be lodged
in a single individual, as the Governor of the Farm Credit
Administration. This is merely the statement of a prin-
ciple and is in no way intended to reflect on the man who
presently occupies the position, one whom I regard as the
most efficient Administrator in Washington to-day.
In reviewing. the activities of the two great agencies

handling real estate mortgages, namely, the HOLC and the
Federal Land Bank, we should not be unmindful of the valu-
able aid they provided for our commercial banking system
during the rehabilitation period. Initiating their emergency
activities for the avowed purpose of relieving banks of slow
and uncollectible paper, they have made a definite con-
tribution to a more liquid banking condition, and the re-
opening of many of our banks is directly traceable to the
activities of these two Government agencies. This is aside
from the service rendered to hundreds of thousands of bor-
rowers who were saved from foreclosure by havin,g their
loans refunded on more liberal terms than it was possible
for other creditors to grant.

Notwithstanding the fact that many of our members do
not feel that real estate mortgages are desirable investments
for commercial banks, further and continuous study 'should
be given to the real estate mortgage problem by both 'our
State and National Associations. Real estate loans predi-
cated upon sound appraisals are still prime investments, and
we should not content ourselves with the conclusion merely
that they do not at present fit our investment program. The
field is too large and too lucrative to abandon simply be-
cause, for the time being, we do not have the proper ma-
chinery within our banking structure. We should further
explore the possibility of such a deposit contract, on time
deposits, as will permit investment in sound real estate
securities without subjecting our institutions to the danger
of non-liquidity.
Perhaps the most potential source of competition for the

country bank in the future, and the one which is now a
matter of deep concern, is in the short-term credit field,
which has been invaded by the Government-sponsored short-
term credit agencies, authorized to make loans for general
farming purposes and chattel mortgages on crops and live
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stock. Here, again, our criticism should be temperate, for

both immediately preceding and directly following the bank

holiday, when deposits were shrinking, country banks were

unable to make loans of this kind, and thus the Production

Credit Associations and the Agricultural Credit Corporation

filled a very definite need. As a matter of fact, had not

this system been in operation during the years 1933 and 1934,

it is difficult to see how farmers in many sections would

have obtained their legitimate credit needs. But with the

banking situation stabilized, bankers, for the most part, feel

that the country banks are now in a position to take care

of all the sound short-term credit needs. In many sections

of the country, notably in territories containing large termi-

nal markets for commodities and live stock, commercial

banks and private loan companies are experiencing sub-

stantial competition from these Government agencies. They

handle a sizeable volume of a most desirable type of paper,

such as commodity loans, feeder cattle loans, and others,

much of which, if made by a commercial bank, would be

eligible for rediscount at the Federal Reserve Bank. With

the initial capital structure of these institutions, as well as

organization and promotional expense, underwritten by the

public treasury, and their debentures enjoying a close rela-

tionship to Government obligations both as to tax-exempt

privileges and intimate association in the public mind, obvi-

ously they are able to quote more favorable terms to bor-

rowers than can be justified by actuarial experience. Al-

though we are nonplussed by this situation for the time

being, it would not be the part of wisdom for commercial

banks to engage in credit transactions below the cost of

doing business, and while interest rates may be for a time

abnormally low due to Government fiat, there will eventually

be such a reaction to Government expenditures that rates

inevitably will be adjusted to a level in keeping with lend-

ing experience.

Our approach to this problem should not be merely one

of protest, but likewise one of self-examination, for I am

firmly convinced that by proper and sympathetic attention

on the part of country bankers to the sound credit needs

of farmer borrowers, whatever advantage the Production

Credit Associations may have from the treasury subsidy will

be overcome. Farmers entitled to credit, for the most part,

will much prefer to obtain it from their local banker, where

the transaction may be closed without delay, and where the

personal contact is an important consideration. If we are

to succeed, however, in handling this credit, I should like

to say courteously, but nevertheless emphatically, that we

must have the proper conception of our duty toward farmer

borrowers. It is no affront to remind you that in many

sections of the country, particularly as respects tennant-

operated farms, unconscionable interest rates formerly pre-

vailed under the burden of which no form of agriculture

could survive. Bankers themselves were not altogether re-

sponsible for this situation, one of the major causes being

the fact that although the bank had two classes of customers,

depositors and borrowers, one of these, the borrowing class,

was carrying the entire cost of bank operating expense and

the payment of dividends to stockholders. Heretofore, to

those who had money, banks rendered service without charge,

and all of the cost of operation was laid on those who had

use for the funds. This has now changed. With the installa-

tion of service charges, which are presumed to rehnburse

the bank for service rendered to those who want their money

taken care of, and a lower interest rate on deposits, it is

not now necessary to ask such high rates from borrowers in

order to produce the same income as was formerly obtained.

In short, having found a new source of revenue, we cannot

appropriate it all to ourselves ; a part of it, at least, should

be shared with those who in previous years have carried the

entire burden of our operating expenses.

Finally, I would recommend to our captains of finance and

to those charged with the operation of our Federal Reserve

System a more tolerant and sympathetic attitude toward

the credit needs of small independent operators, farmers in

particular, than has been heretofore displayed. According
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all due credit to our great corporate enterprises for their

magnificent contribution to our commercial supremacy, it

is in the combined efforts of our independent individual citi-

zens that, after all, lie our greatest hope for national

security.

This reference to the subject of Government lending would

not be complete without some discussion of the moral effect

of such activities on our composite national character.

More than 4,500,000 of our citizens are now indebted to these

agencies—a sizeable voting block, the potential political

strength of which is too obvious for comment. Within this

group are hundreds of thousands of men and women who

have done their honest best and are entitled to the utmost

of consideration from their more fortunate fellow men.

Again, there are other thousands who are hopelessly involved

and for whom liquidation was, is and will be the only solu-

tion. Between these two classes there are speculators,

minors, estates, old people with no income, and a host of

others who make a ready audience for those who have no

regard for the sanctity of obligations and who preach the

gospel of repudiation. No political administration, however

well intentioned, can supply those restraints and restric-

tions so necessary to sound credit practices without incurring

the of the voters who borrow from it, and thus it is

persuaded to follow the line of least resistance. This is

particularly true, in a democracy such as ours, where suc-

cession is thought of from the short-range viewpoint, and

where prosperity now seems to be the real forgotten man.

Few people question the necessity for many of the lenient

policies adopted to help those who have honestly tried, but

the high delinquency record on loans made by the Govern-

ment lending agencies discloses altogether too much disre-

gard for promises made and is but a practical illustration

of what invariably happens when the sovereign enters the

lending business. This has the double effect of imposing

unnecessary losses on loans already disbursed and serves to

retard the flow of credit from private sources, and is alto-

gether an unhealthy situation. No system of credit can

function long, or in the end survive, when those who are

able to pay find refuge in measures designed to assist only

those who are in actual and unavoidable distress. It is

essential, therefore, that the granting of credit be restored

to private instrumentalities with the greatest possible dis-

patch in order that our traditional respect for obligations

may not suffer wholesale collapse.

Whether we like it or not, we are operating banks in an

era when there is a great wave of socialistic thinking which

has been interpreted into laws that will be in force for many

years to come. Under these conditions our banks have been

more and more converted into a public utility with less

and less freedom of operation. Perhaps this is well. Time

only can prove the value of these changes. It is our obliga-

tion to apply ourselves diligently to the task of adjustment

to the new order, to the end that our private banking system

may be preserved. If I read the temper of the American

people aright, they have no desire to see our financial re-

sources directed toward political ends. A sense of the value

of individual initiative and of private control is too deeply

rooted in our national character to be destroyed even by the

most terrific of economic storms. For in this is represented

the fundamental tenets of the American faith, the principle

upon which our country was founded, by which it has grown

great, and to which it must adhere if the republic is to

endure. My conception of a well-ordered credit system, and

one which older governments have long since found most

desirable, is one operated for private profit, alive to its obli-

gation to serve, with such supervision by the Government as

will minhnize the abuses which all intelligent men condemn.

I believe that our private banking system is the one best

adapted to the peculiar needs of our wide and diversified

national life. It is due to this system, in no small measure,

that we have produced 50% of the world's wealth with 6%

of the world's population, and notwithstanding statements

of reformers to the contrary, this wealth is so evenly divided

that immigration barriers must still surround this land of
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46 BANKERS' CONVENTION.

opportunity lest the peoples of a troubled world make a
beaten path to our door.

C. W. Allendoerfer, Vice-President of the Division, who
temporarily occupied the chair, had the following to say
following the presentation of Mr. Netherland's address :

I am very happy that we have had Mr. Netherland with us. Mr. Nether-
land knows that subject, as a successful banker in Arkansas, with a knowledge
of the needs of country banks and of larger banks. He became President
of the Federal Land Bank of St. Louis, which position he left only about 18
months ago to become an officer of the Mercantile-Commerce Bank & Trust
Co. of St. Louis. So, when Mr. Netherland brings us that message, it is
not based entirely on outside observations; it is the result of his own experi-
ence, his own knowledge, his own philosophy gained from that intimate
acquaintance with the whole subject.

Mortgages Insured Under Title II of the National Housing Act as Invest-
ments for Banking Institutons

By RicHAlto R. QUAY, of Counsel, Federal Housing Administration
[The following address of Mr. Quay was delivered before both the State Bank and National Bank Divisions of the Association.]

Mr. Chairman, Gentlemen:
In behalf of the Federal Housing Administration, I wish

to express my appreciation of the courtesy and co-operation
shown by the officers of your Association in according us
an opportunity to appear before you here to-day. I propose
to cover briefly those features of a mortgage insured under
Title II of the National Housing Act, which make that mort-
gage an eminently desirable investment for banking institu-
tions. Let me at once allay your fears by saying that I
have just now used the term "briefly" advisedly and not
rhetorically, for I know that convention seats are hard and
that your schedule is a full one. I am also not unaware
of the fact that conventions—even of bankers—do not find
their sole justification in deliberation upon matters of routine
business, nor yet in a preoccupation with the problems of a
liquidity which is purely financial in nature. This is all
to the good and, as a grateful beneficiary of your hospitality,
I should be the last to wish it otherwise.
Being one of those slightly anachronistic individuals who

sometimes suspects that bankers, as well as lavZgyers, have
souls, I shall, accordingly, take to heart the trulm of the
pulpit that "no souls are saved after the first 20 minutes,"
and, improving upon the clergy, rest content if I can influ-
ence the salvation of one or two in 10 minutes. My task
is greatly facilitated by the fact that the National Housing
Act has now been in existence for almost a year and a half,
and that many of you represent institutions which have been
actively engaged in the insured mortgage program as ap-
proved mortgagees since the first of November a year ago.
I am more than willing, therefore, to take judicial notice
of the fact that most of you are thoroughly familiar with
the broad outlines and general details of that program as a
realistic attempt to re-establish our $21,000,000,000 home
mortgage debt on a common sense basis, and, at the same
time, provide a private capital solution for the already
serious and constantly increasing housing problem which
confronts this country.
The National Housing Act is simply the statutory expres-

sion of the lessons of a very bitter experience in the field
of real estate and mortgage finance. I assume that, by the
accident of circumstance, all bankers and business men
tasted more deeply of that bitterness than did I, and that
the lesson which it has for all of us, if we are wise, is. thus,
correspondingly easier for you to appreciate than it was
for me. I can, therefore, address my remarks to-day, from a
mutually understood and brutally factual basis, directly
to your intelligence, for ours is a common ground upon
which the controversial aspects of social, economic or politi-
cal vagaries have no place.
I wish first to tell you exactly what kind of a thing a

mortgage eligible for insurance under Title II is. I then
wish to describe precisely the nature and extent of the
additional protection provided for that mortgage by the
insurance. After that the issue can safely be left in your
hands, since it would be sheer presumption for any mere
lawyer to pretend to lecture a group of bankers upon those
more refined questions of investment policy and banking
practice which fall purely within your own expert province.
Once it is accepted that an insured mortgage is, from every
point of view, one of the very best investments available
to-day—and if that proposition is not now accepted by all
of you, I am certain that it eventually will be--I have no

doubt whatever that, as bankers, you will understand better
than any outsider, who miert assume to point them out to
you, the possibilities which the insured mortgage offers for
that proportion of your portfolios which your applicable
law allows you to carry in real estate.
This is equally true whether one is dealing with a

National bank of a State bank, for I know of no differences
in the situation as it affects either the one or the other,
except such arbitrary and technical differences as arise
because of the fact that State banking laws vary both among
themselves and from the National Banking Act as to par-
ticular capital percentage limitations for the several classes
of perznissible investments. There may also be a further
difference between the National bank and the State bank in
connection with rediscount privileges. In this respect, how-
ever, every State bank which is a member of the Federal
Reserve System stands, of course, on a parity with National
banks. As I have already indicated, therefore, my only
purpose in this address is to emphasize the inherent sound-
ness of the insured mortgage, as such, and not to discuss
such legal or other ditinctions as exist between State and
National banks. Those distinctions for the most part are
simply mechanical, and hence, largely immaterial, as regards
their implications for general participation by banks in the
insured mortgage program.

1. The long-terra amortized mortgage. Apart from any
question of the contribution to security made by the insur-
ance, any mortgage eligible for insurance under Title II is
necessarily, in and of itself, a double A real estate invest-
ment. The double A rating is appropriate, not only as a
statement of fact, but also as a figure of speech, for the
letter A is the first letter of two words which represent the
very foundation of the whole insured mortgage program,
namely, Appraisal and Amortization.
Seund appraisal bears the same relation to a mortgage

transitction as a fulcrum does to a lever. For a mortgage
loan, it is the one virtue without which the preservation of
any other is practically impossible. After the event it is
now easy for anyone to see that the appraisal methods com-
monly used in the past were shortsighted and utterly hap-
hazard. Their deficiencies were not attributable to stupidity
or negligence on the part of mortgage lenders. They were
partly the result of the accepted system of home mortgage
finance, based upon the short-term, unamortized mort.v.age
partly the result of the absence of statistics capable of sup-
porting reasonable estimates of actual and continuing value.
Little attention was paid to, and less was known of, such
things as neighborhood trends, population trends, design and
construction trends, the relationship between house and lot,
and between property and neighborhood or community, to
mention several of the intangible but very real factors bear-
ing directly, not upon the present value of a piece of property,
but upon its value at the end of five, or 10, or even 20 years—
the only value justifying a borrower in contracting a mort-
gage obligation and a lender in advancing money upon mort-
gage security.
The system of appraisal developed by the Federal Housing

Administration gives careful study and specific ratings to
all these elements in accordance with a prescribed routine.
The appraisals are made by specially trained appraisers in
possession of all available information—information which
is continually growing. and being classified and assimilated
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FARM CREDIT ADMINISTRATION
1300 - E Street, N.W.,
Washington, D. C.

Telephone - Di. 1050 - B . 75

Fnr release Monday mornine,,
December 28, 1936. 
12-24-36

Press F=ervl
No. E-r,'C

COOPERATIVE FARM CREDIT MORE IMPORTANT IN 1936-7

Continued increase in new agricultural financing and greater

importance of cnoperative credit institutions may be expected in 1937,

according tn a statement today ty Governor W. I. Myers, in reviewing this

year's work of th, Farm Credit Administration.

Upturns in cooperative cash financing of crop production, more financing

of farm purchases and a larger credit business with fn.rmers' cooperative

marketing and purchasing associations featured the 1936 business ef the

Farm Credit Administration, Myers said.

The 550 production credit associations, making shnrt-term secured

loans for crop and livestock production, did a larger business with

farmers than any of the other Farm Credit Ad.ministration institutions.

Their loans durin6 the year aggregated $225,000,000 compared to $196,000,000

in 1935. Farm mortaLe loans by the Federal land 1-,anks and the Land Dank

Commissioner amounted to $184,000,000; lnans fnr farmer-cooperatives

$104,000,000; Federal intermediate credit bank loans and discounts for

private financing institutions $106,000,000; regional agricultural

credit corporations, now in liquidation $34,000,000 and emergency crop

loans $17,000,000.
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"Substantial increases in financing through the cooperative organ-

izations and continued decrease in emergency lending during 1936 reflects

the shift from the emergency demand created by farmers who had no other

source of credit after the depression to thE' increasing group of operators

applying for loans because of favorable interest rates, suitable maturities,

and other good-business features of the permanent cooperative crPdit institu-

tions -- Federal land banks, production credit associations, and banks for

cooperatives.

Governor Myers predicted that the production credit associations would

continue to increase their business in 1937. The loan volume during the

pact year was higher in 4o of the 48 st- tes in spite of drourLiat conditions

which curtailed financing in some sections, he said.

"In the country as a whole, farmers apparently spent more money for

equipment, machinery, farm buildings and repairs in 1936 than in any year

since the beginnin of the depression," the Governor stated." Their

increased purchasing power and the opportunity to get short-term cash

loans at the present reasonable rates will furnish an additional motive

in 19',37 to make up for depression-depreciation in farm plants and equipment."

That farm mortgage loans for the Federal land banks Ccmmissioner

were less than half the 1935 volume was interpreted by Governor Myers as

reflecting the continued decrease in emergency refinancing and less pressure

by other creditors for liquidation.
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"Borrowing for purchase of farm real estate reached a higher level during

the year," he pointed out. "More adeauate financinE for farm purchasing as pro-

vided by the Farm Credit ,ct of 1995, is gradually becomin; effective. Since

October 1.1ast year when we began to m,ke tabulations of financing for this

purpose, the land banks And the Commissioner have extended approximately

$6o,000,poo of credit to finance the purchase of nearly 25,000 farms, includ-

ing farms acquired by the Federal land banks over a period of years and resold

on mortgage or contract ter,lis."

The 13 banks for cooperatives 2ut more business on their books during

the last half of 1936 than at any time since thoir orEanization, according to

Myers' statement. Lnans outstandin increased from $39,000,000 on June 30

to $72,000,000 on December 1. Zbout $24,000,000 of loans outstanding at that

date consisted of commodity loans. Business -with cotton m,,.rketing cooperatives

accounted for a largo part of -Lie increase. Ofcrating capital loans outstand-

inE amounted to $29,000,000 and physical facility leans $17,000,000. In addi-

tion to the more usual type of raarketing and purchasing lo,Lns mado by the banks

for cooperatives, they have extended their services during the past year to

several other typos of farm business activitios such as soil improvement and

terracing cooperatives, mutual irrigation comp-nies, cooperative oil aad gasoline

associL.tions, and mutual fire insarance comp-nius. Int:rest r....teF on the various

typos of loans remained unchanged durinE tho yoar at 2, 3, and 4 per cont res-

pectively for cormodity, operatin7, and physical f-cility loans.
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Preliminary ficures on 1236 loans by the various institutions

under tho Farm Credit Administr,Aion's supervision compared to 1935

loans are as follows:

Farm mortgage credit-

1236 1035

(In millions of dollars)

Fedora' Land Banks 108 248

Land Bank Commissioner 76 126

Short-term credit-
Production credit associations 225 126

Emergency crop loans 17 57

Drought relief loans 39

Regional Agricultural Credit Coripc,. 34 90

Federal intermediate Credit Banks
(loans to a!nd disraants for private

financing institutions)

1OF 117

Loans to Cooperatives-
Banks for Cooperatives sn 66

Agrieultural Marketing Act Revolving

Fund
20 7

Federal Intermediate Credit Banks 4 44

670 1,060

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



DEPOSIT INSURANCE - Lauchlin Currie assisted by Martin Krost

1..A. Deposits eligible for insurance 

All deposits subject to check, except interbank deposits, are to be

eligible for insurance. But only those individual savings and time deposits

which do not exceed $5,000 should be included. This recommendation is based

on the theory that one purpose of deposit insurance is to make deposit money

as safe as notes and that the other is to protect the savings of the poor.

2. Basis of assessment 

The deposits eligible for insurance should serve as the basis of

assessment. Ideally, the rate of assessment should vary with the probable

risk involved, but such discrimination would be politically impossible ex-

cept in the case of savings banks. A rate of one-tenth of 1 per cent for

insurable demand deposits and of one-twentieth of 1 per cent for insurable

savings deposits would cover all "normal" losses to the fund. Extraordi-

nary losses should be borne by the Government. Assessments should be sus-

pended when the fund exceeds 2 per cent of ingurable deposits.

3.± Contribution of the Government 

Both the assets and the liabilities of an insolvent bank should be

taken over by the fund. If the fund is insufficient to meet these lia-

bilities, the F. D. I. C. should issue Government-guaranteed bonds for the

deficiency. All losses to the fund in excess of one-tenth of 1 per cent

of the aggregate deposits should be replaced by the Government at ten year

intervals. The $150,000,000 contribution of the Government to the F.D.I.C.

should be repaid but not that of the Reserve banks.
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4. Membership in the Federal Reserve aystem and the fund

All insured commercial banks should be members of the Federal Reserve

System, but membership of savings banks should be optional. The F. D. I.

C. should have authority to expel or suspend members from the Federal

Reserve System and from the fund.

5. Examinations and receiverships 

Office of tho Comptroller should be abolished and examinin functions

of tht office transferred to the Division of Eyaminations of the Board.

The Division of Examinations should also admit new members to the Federal

Reserve System, pass upon mergers, ?,nd have the power to vary the stringency

of examinations.

Lt. Postal savins 

The Postal Savings System should be abolished except in communities

where no banking facilities exist.
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FEDERAL RESERVE BANK

OF CLEVELAND

Board of Governors of the
Federal Reserve System,
Washington, D. C.

Gentlemen:

November 7, 1956

Enclosed herewith you will find our report of activities
of the Bank and Public Relations Department of this bank for
the month of October.

As matters of information or interest to the Board the
following observations are made.

At the meeting of Group Six of the Ohio Bankers Asso-
ciation (west central section of the state) a resolution
was adopted opposing compulsory membership in the Federal
Reserve System for insured state nonmember banks as pro-
vided in the Banking Act of 1935. The same resolution
also endorsed the dual banking system and opposed any ac-
tion which has beea taken or may be taken looking to
unification of the banking system under federal supervision
It is o4nterest to note that Superintendent of Banks,
S. H. Squire, during the course of his remarks to the Group,
endorsed the terms of the resolution. We do not have, at
this time, a copy of tae resolution referred to but one will
be secured and transmitted to the Board.

All of our Field Representatives report that, in con-
versation with member bankers, there has been expressed a
doubt as to the good faith of the Board's statement released
in connection with the recent increase in reserve requirements
of member banks. The idea was expressed that the action was
taken solely for the purpose of making more funds gvailable
to Federal reserve banks for the support of the goverment
bond market. As indicated above these comments were quite
general and come from all sections of the district.

Member bankers, particularly in the southwestern sec-
tion of Ohio, are complaining of undue activity on the
part of the Production Credit Corporation which is active
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FEDERAL RESERVE BANK

OF CLEVELAND

Board of Goverriors, Washington, D. C. Nov. 7, 1956 - 2 -

in making loans to farmers particularly in connection
with live stock financing. These bankers point out that
while the Corporation's rate of 5% looks attractive to
the borrower the fact is that the ultimate cost to him
is greater than if he were to borrow from the bank at 8%.
The truth of the matter appears to be that banks in that
section are still maintaining the level of interest
rates prevailing in recent years despite the easy money condition.
In some of the smaller manufacturing centers complaint is
made that city banks are taking over desirable industrial
and commercial accounts at substantially lower rates.

At the Forty-fourth Annual Convention of the Kentucky
Bankers Association held at Louisville on October 21 and
22, Mr. John Yost, President of the Association, in his
opening address told bankers they must "Quit viewing with
alarm" recent government activity in the banking field.
"All of us should know by now," he said, "that corrective
legislation was necessary."

At the general election on November 3 a constitutional
provision for double liability on State bank stocks, in the
State of Ohio, was repealed.

Very truly yours,

(Sgd.) H. F. Strater
Vice President

S. A. G.
Encl
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To

Form F. R. 131

d 'lr 1 

BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

Office Co7spondence
Mr. Mo 1

From  J. M. Daiger

Rate December 172 1956

editLiquidation of emergency-crSubject:

agencies.

In view of our recent conversation about the
liquidating of governmental emergency-credit agencies, you
may be interested in reading the attached copies of letters
recently sent to the President and the Secretary of the
Treasury by the United States Building and Loan League,
ad also the attached copy of a memorandum from Dr. Currie
and my draft of a letter to which Dr. Curriels memorandum
refers.
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Ny dear Mr. President:

December 10, 1956

Desiring to facilitate your expreesed objective that the
Government retire from its extensive credit activities as rapidly as
business recovery und the facilities of private institutions 'would
permit, the Bourd of Directors of the United 6tetes Building and Loan
League have ununimously approved a oro!.osal for relieving the Home
Oilmen). Loan Cornoration of e portion of the inaividual mortgages
whica it now holds.

Measured in aseets, the great majority of our savings,
building and loan aseociations und cooperative banke are in good
condition and actively seeking home-aortgage loana. 14 find thut
other trustee institutions, such ao banks, trust companies, life in-
surance coadanies and mutuel savings banes, arc active in the mortgage
market and a vigorous competitim is develoei%- for acceptable home
loans t::) owner-occupants. In view of this condition, our Directors
felt that our local, cooperative institutions render a rutlic
service by taking over some of the HOLC advances, giving the borrower
of course, the sale 5% interest rate, amortizetion and other terms in
the existing HOLC contruct.

There have also been some discussilns which would indicate
that the other private trustee instituttons would be inclined to co-
operate in a i:rogram of transferring a billioe ar a billion and a half
of the HOLC mortgages to private inatitutions, in case you indicated
that this program be feasible and merit further study and planning.

In general, our institutions haw:, t„.. have a return similar
to that charged the borrowers under the Federal Housind Administration's
insured mortgage plan, in order to pay a 3 to 4% return on the savin;s
entrusted to them. Aa their funds come almost entirely from the savinge
of the working group, they would also have to confine the assumption If
HOLC mortgages to acceptable risks, both us regards real estate values
and the individual mortgagor. We estimate that probably one-half ot
more of the existing HOLC mortgagee would be acceptable to local insti-
tutions at this time.

Such a program would reduce the contingent liability _If the
Government in tAe case of mortgages so transferred. There is the fur-
ther conairieration that, in the lont; run, there would be a real saving
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Page 2 - To the President

in the HOLC operation, es they will certainly have a mounting opera-
tion cost, growing out of the collection problems of a nation-wide
agency deelin4 with over a million small atortgeges scattered all
over the country. Furthermore, if legislation were enacted to
restrain the necessary and wi$e foreclosure policy now being
followed by the HOLC, it would greatly complicate tneir collection
prolem and possible create ultimate losses, which might be avoid-
ed if a rapid liquidation pror;rem were carried out. There is also
the posbibility to coueider of an adjustment of tne intereet rate
on the million HOLC loane to a rate comperable to that prevailing
an the Government's farm loans, a policy which might so decrease
the income and spread of t'le HOLC operations as to create or
multipl,y an ultimate loss.

The BaLrd of Directors of the United. States League, after
discussir4: tOe. matter with leaders anu managers of institutions
from ull parts of the country, pledge the cooperation of the
savings, building and loan associations and co-operative banks
which have loanable funds, in the event you initiete or approve
such a plan. It would, we believe, not only afford the oppor-
tunity far the more rapid retirement of the Government from the
emergency field. thhn hub been thought possible, but wonId expedite
the reduction of Government Activity and all risk f less,.without
taking from the great group af HOLC borrowers amy of the benefits
they have received from their Government in time of need.

Respectfully yours,

(Bigmed)HAROLD T. DONALWON

President
United Stetes Building tald Loan Leiwue

To the Presiaent,
The 'White House,
Washington, D. C.
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United States Building and Loan Lcague, 335 North Michiga
n Avenue,

Chicago, Illinois

0

December 11, 1956.

My dear Mr. Secr.,tary:

Our group have been giving considerable thout:ht to th
e

problems of our local, cooperative thrift and !ome—financ
ing in—

stitutions in relation to the fovernment, or emergency,
 operations

in the home qlortgage field. The attached copy of a letter to the

President of the United States fron the President of th
e United

States League, Ir. qarold T. Poneldson, deals with on
e ahLse of the

problem, including a cooerhtive sugleation which, it occ
urs to me,

te of interest to the Treasury on account of their r,,,sponsi—

bility for the rinancial pr,-)gram of the Government and tbs securities

of the Home Nuerso Loan Corporation.

We ere anxious to cooperate and I believe that leaders

in the American Bankert: Association, Vie Nati.)nal Assoc
iation af

Mutual Sevik;s Banks, the Aaerican Life Convention and the Mor
tgage

Bankers Association of America would also cocrerate heartily i
f such

a program could be initiated.

Res,)ectfu ily yours,

(Signed) IORTON BODFISH

Executive Vice—Pr;,aident

Hon. Henry Mor,-lenthan, Jr.,

Secretary of the Treasury,

Washington, D. C.
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date December 17, 1936

To Mr. Thurston Subject: Suggeeted answer to Mr. Draper's

From Lauchlia_Curris Lotter of November 25 to Mr. Eccles
S'52

COPI:

I carried out my suggestion to you and passed this corres—
pondence along to Mr. Daiger, who haa been devoting considerable
attention to the question of the future of the emergency lending
agencies. While he does not care for lr. Heimann's proposal
he is in favor of a policy of active liquidation of the assets

of government emergency lendbc agencies. He feels that the
question involves broad political and social considerations and
should not be decided in terms of the dollars an6 cents loss or

gain to the government. on the other hand, while I do not
feel strongly on the matter, am inclined to favor the continuation

of the emergency organizations as collection agencies because losses

may be thereby minimized and the stigma of "government inefficiency"
avoided. I have, in other words, some misgivings over any procedure
that would leave the government holdin,J the 'poorer stuff.

We decided, therefore, that instead of committin.z the Chairman
to either one of these views it would be better to straddle in
the reply to Mr. Draper. The enclosed draft was submitted by Mr.
Daiger and meets my approval. If the Chairman desires, both Mr.'
Daiger and I will be glad to present our views on this matter.
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••;t11111rZPirok.,,Inek..',
;X'7.1r• 47, wtipprz.-c-7,-,--...9w,

Dear Mr. Draper:

The suggestion made by Mr. Henry H. Heimann, executive
manager of the Mational Association of Cl-edit Men, is an interest-
ing one and merit* consideretion alond with .3tlers thht have been
made with the sans essential purpose in view—namely, the sale to
privhte investors of a substantial part of Vie mortgeges, bonds,
notes, etc., acquired by various emergency credit agencies of the
Government, and the use of the proceeds to retire a corresponding
amlunt of Ceovernment obligations.

Offhand, the liquidating mechanism su4i;ested by Mr.
Heimann strikes me as beim!; unnecessarily complicated. A great
deal of liquidation has already bean accomplished by the RFC, for
example, not through collections amlq, but also through the sale
of assets to institutional buyers.

In the case of the FHA, no Government loses are involved,
since all the lending is done directly by private institutions. In
the case of the HOLC, I understand that within the rast week a pro-
posal has been sent to the President by the United States Building
and Loan League lookine, toward the purchaae of half or more of the
exiating HOLC mortgeges by institutionel investors.

As to the amendment to the Federal Reserve Act which
Mr. Heimann au4geste, that would be unnecessary. J. provision of
the Bunking Act of 1955 already authorises such edvances by the
Federal Reaerve banks to member banke as Kr. Heimann evidently
has in mind.

It is true that the sale of assets held by various credit
agencies of the Government would provide a means of reducing the
public debt and would increase soaewhat the earnings of the private
institutions that acquired these assets. At the same tiAe, it would
diminiah the operating income of te dovernmental agenciea concerned,
and thus deprive them of an offset which they would otherwise have
against losses.

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



— 2 —

Of course, the advantagea to be gained by turning as
many loans as possible over to private institutions may in the
long run amply juatify, even in operatinu ecomonies alone, this
lots of income to the emergency agencies. The whole question is
one that I think deserves careful study, but frost the point of view
of what is the best ,overnmental policy rather than with an eye to
the complaint of Government competition with private buainess.

I um myself in full syspathy with thE idea of rowing
any just ground for complaint thut ma/ exist frith respect to the
present uctivities of governmental Llredit ugenciee. On the other
huad, I think thut the emergency actitities, in which the Government
took over loane thet private institutiuns were eager to liyuidate,
or were unable br unwilling to handle, cannot be said in eny aense
to have constituted then, or to constitute now, competition with
privete enterprise.

One of wy assistants, Mr. J. M. Dai,,,er, who has for the
past three years given special attention to housing and mortgage
matters in connection sith Administration measures, has recently
been lookin into the question of liquidating procedure, and if
you would like to talk with him about it I shall be glad to have
him get in touch with you.

With kitad regards, I 81.2

Sincerely youra,

M. S. Eccles
Chairman

Hon. Ernest G. Draper
Assiatant SecretarT of Commerce
Washington, D. C.
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INTRODUCTION

The number and diverse character of Federal agencies which are
concerned with regulating, supplementing, and assisting private
financial operations present a challenging problem of governmental
organization. Some of them are of long standing and have perma-
nent functions; others are of recent origin and were conceived to meet
temporary needs. With the passing of the emergency which called
so many of these agencies into existence, the time is propitious for a
careful appraisal of the administrative and liquidation problems
which now present themselves and of the possibilities of effecting
operating economies through a regrouping or reorganization of
existing agencies.
The principal agencies whose work falls within the field of this

report are listed below :
Lending agencies :

Farm Credit Administration.
Federal land banks.
Federal Farm Mortgage Corporation.
Intermediate credit banks.
Production Credit Corporation.
Production credit associations.
Banks for cooperatives.
Regional agricultural credit corporations (in liquidation).
Emergency Crop and Feed Loan Section.
Joint-stock land banks (in liquidation).
Credit unions.

Commodity Credit Corporation.
Federal Housing Administration.
Federal Home Loan Bank Board.

Home-loan banks.
Home Owners' Loan Corporation.
Federal savings and loan associations.
Federal Savings and Loan Insurance Corporation.

The Reconstruction Finance Corporation.
Federal Emergency Administration of Public Works.
Export-Import Bank of Washington.
Rural Electrification Administration.
Electric Home and Farm Authority.
United States Railroad Administration (in liquidation).
War Finance Corporation (in liquidation).

Supervisory agencies :
Comptroller of the Currency.
Board of Governors of the Federal Reserve System.

Federal Reserve banks.
Federal Deposit Insurance Corporation.

A number of other agencies exercise some incidental lending au-
thority in connection with other more important functions ; among
these are :

Resettlement Administration.
Federal Prisons, Inc.
Tennessee Valley Authority.
Inland Waterways Corporation.
United States Maritime Commission.

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



VI INTRODUCTION

The analysis which follows is divided into three major divisions.

Part I gives a brief description of the functions and activities of

the various agencies, indicating also their interrelations. Part II is

devoted first to an analysis of the problem of liquidation of. the gov-

ernmental loans and investments of the temporary institutions, and

second to the possible reorganization of the permanent agencies.

Part III deals with the bank supervisory agencies.

The agencies included in this report are of five types: (1) Those

which extend credit to farmers; (2) those which extend credit to

urban home owners; (3) the Reconstruction Finance Corporation,

which has made loans to a wide variety of agencies and institutions;

(4) miscellaneous lending agencies whose work has been or shortly

is to be discontinued; and (5) those which supervise banking and

credit. The Tennessee Valley Authority, the Rural Electrification
Administration, the Electric Farm and Home Authority, the Inland
Waterways Corporation, and the United States Maritime Commis-
sion are discussed in other sections of this report. The Resettlement
Administration is considered in this section only with reference to
its lending activities; other sections of the report dealing with the
larger aspects of its work.
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GOVERNMENT FINANCIAL AGENCIES

PART I. DESCRIPTION OF CREDIT-GRANTING AND CREDIT-
SUPERVISORY AGENCIES

A. FARM CREDIT AGENCIES

The principal agencies which extend credit to farmers ale the
Farm Credit Administration, the Resettlement Administration, and
the Commodity Credit Corporation.

I. SUMMARY OF ACTIVITIES

1. Farm Credit Administration.—The Farm Credit Administra-
tion is a supervisory agency which exercises supervision over the
operations of the agencies discussed below. Its authority is cen-
tered in the Governor of the Farm Credit Administration.
(a) Federal land bank8.—These are 12 corporations, the stock of

which is held in, part by the United States Government, in part by
the national farm loan associations, 8,nd in small part by individual
farmers. The banks make 20- to 30-year first-mortgage loans to
farmers in amounts not to exc,eed 50 percent of the value of the land
mortgaged, plus 20 percent of the value of improvements. In gen-
eral the loans are made through national farm loan associations,
composed of farmer borrowers, each of whom is required to pur-
chase stock in the farm loan associations to the extent of 5 percent
of the amount which he borrows. The associations in turn purchase
stock in the land banks. Each bank is controlled by a board of
directors and a general agent of the Farm Credit Administration.
General supervision over the 12 banks is exercised by the Land Bank
Commissioner. The banks formerly issued their individual bonds,
but the present practice is t,o issue consolidated bonds which are the
joint obligation of the 12 banks.
(b) Federal Farm Mortgage Corporation.—In order to provide

for emergency mortgage loans on a more liberal basis than that of
the regular land-bank loans, including second-mortgage loans, a
supplemental fund of $200,000,0Q0 was made available to the Land
Bank Commissioner in the Farm Mortgage Act of 1933. Later the
Federal Farm Mortgag,e Corporation was organized with authority
to float bonds guaranteed by the Federal Government to secure funds
to make such loans. The land banks exchange their consolidated
bonds for Federal Farm Mortgage bonds or sell their consolidated
bonds to the Federal Farm Mortgage Corporation for cash. The
outstanding Land Bank Commissioner loans were all taken over by
the Farm Mortgage Corporation, but the term "Land Bank Com-
missioner loans" is still used to designate the Farm Mortgage Cor-
poration loans. The directors of.the corporation are: The Governor
of the Farm Credit Administration, the Secretary of the Treasury,
and the Land Bank Commissioner. Its lending operations are car-
ried on by the 1 and banks and the Land Bank Commissioner.
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2 EXECUTIVE AGENCIES OF THE GOVERNMENT

(c) Intermediate credit banks.—There are 12 intermediate credit
banks under the supervision of the Intermediate Credit Commis-
sioner. The stock in these banks is all owned by the United States
Government, and the board of directors consists of the same persons
as the board of directors of the land bank operating in the same
district. The banks rediscount short-term agricultural paper held
by banks, production credit associations, banks for cooperatives, and
in a few cases make direct loans to cooperative associations. Paper
is not eligible for rediscount if its length of term is over 3 years;
most of the loans rediscounted run for from 3 to 6 months.
(d) Production credit corporation8.—There are 12 of these cor-

porations. Their stock is owned by the United States Government.
The membership of the board of directors is identical with that of
the land bank of the district. General supervision is exercised by a
production credit corporation commissioner. The Production Credit
Corporation makes no loans, but superviss the operations of the
production credit associations described below.
(e) Production credit amociation8.—These are about 600 in num-

ber. They are similar in character to the national farm-loan associa-
tions, but operate in the field of short-term credit. Their stock is
of two classes: Class A, subscribed by the Production Credit Corpo-
ration of the district; and class B, subscribed by borrowers in an
amount equal to 5 percent of the loans. About four-fifths of the
stock is of class A. The directors are elected by the class B stock-
holders, subject to the approval of the president of the Production
Credit Corporation of the district. The loans, which generally run
for from 3 months to 1 year, are practically all rediscounted at the
Federal intermediate credit banks. An attempt is being made to con-
solidate the administrative staffs of these associations with those of
the national farm-loan associations. In some cases there is a joint
secretary-treasurer, and in others there is joint or adjacent housing.
(f) Banks. for cooperatives.—These consist of 12 district banks

and the Central Bank for Cooperatives. They are supervised by the
Cooperative Bank Commissioner. Each district bank for coopera-
tives has the same general agent and board of directors as does the
land bank of the district. The capital is nearly all owned by the
Federal Government, a small proportion being held by borrowers.
The loans are of two classes--facility loans, which run for from 5 to
10 years and are intended to furnish permanent working capital and
equipment; and commodity loans, *hich run for from 3 to 9 months
and are intended to finance marketing operations. At the close of
1935 the cooperative banks had outstanding $50,000,000 in loans, of
which nearly $20,000,000 were held by the Central Bank. Only
two of the district banks--those of Berkeley and Spokane—had as
much as $3,000,000 of loans outstanding. These two banks and the
Central Bank for Cooperatives accounted for over 60 percent of the
total volume of business.
(g) Regional Agricultural Credit Corporation.—These 12 corpora-

tions are now in liquidation, having been supplanted by the Produc-
tion Credit Corporations and associations described above. Their
stock is all owned by the Reconstruction Finance Corporation, which
defrays their operating expenses. They are supervised by a divi-
sional director appointed by the Governor of the Farm Credit Ad-
ministration. The volume of loans outstanding on June 30, 1936.
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was slightly over $36,000,000; the operating expense for the year
ending on that date was $2,240,413.
(h) Emergency Crop and Feed Loam, Section.—At the end of 1935

the Farm Credit Administration had 11 regional offices for the ad-
ministration of emergency loans. The Director of the Crop and Feed
Loan Section is responsible to the Production Credit Commissioner.
Loans are made under authority of an act of Congress approved
February 20, 1935, which authorized the Farm Credit Administration
to make loans for the fallowing of land, the production and harvesting
of crops, and the purchase and production of feed for livestock.
Loans are restricted to applicants who have the necessary land and
equipment for cultivating it, or livestock for which feed is required,
and who are unable to obtain credit from commercial sources or from
Production Credit Corporations. The loans are secured by a first
lien on the crop which is to be produced or the livestock which is to
be fed.
Loans of this general type were authorized by acts of Congress in

certain years beginning in 1918 to meet local emergencies. The scope
of the program was greatly enlarged in 1931 ; for the years 1931 to
1935, inclusive, the average number of loans per year was about
490,000. The peak was in 1933, when 633,586 loans were made ; the
number in 1935 was 424,216. The a:verage size of the loans made in
1935 was $135. The balance outstanding on December 31, 1935, was
about $107,000,000, representing 62 percent of the loans made in 1935,
42 percent of those made in 1934, and 29 percent of those made before
that year. The administrative costs incurred in 1935 for 1935 crop
loans amounted to $1,753,657, about three-fourths of which was
covered by interest collections on the 1935 loans.
In addition to these loans the Emergency Crop and Feed Loan

Section administers drought relief loans, authorized by an act of
Congress approved June 19, 1934. Most of these loans have been
secured by crop liens. These loans were made on very liberal terms,
and collections were slow. On December 31, 1935, there were out-
standing $65,000,000 out of a total of $72,000,000 loaned in 1934 and
1935. The administrative costs incurred for the 1934-35 operations
were $1,527,832.
No drought loans were made in 1935-36, presumably because the

responsibility now falls on the Resettlement Administration. The
relation between the Farm Credit Administration and the Resettle-
ment Administration lending programs are discussed below in the
section dealing with the latter organization.
(i) Joint-8tock, land banks.—The organization of these banks was

authorized by the Federal Farm Loan Act of 1916, in order to give
privately organized companies the opportunity to handle farm mort-
gages in competition with the Federal land banks. The Emergency
Farm Loan Act of 1933 prohibited their making new loans and pro-
vided for their liquidation. They are being closed out under the
supervision of the Farm Credit Administration. There were 44
banks in existence at the end of 1935 (excluding three in receivership),
with $205,000,000 of bonds outstanding and $265,000,000 book value,
of assets. The latter figure compares with $442,000,000 in a,ssets at
the end of 1933 and $337,000,000 at the end of 1934.
(j) Credit union8.—These are local cooperative credit organiza-

tions, urban as well as rural, which make small loans to their mem-
116777-37--no.1----2
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4 EXECUTIVE AGENCIES OF THE GOVERNAIENT

hers. The stock is subscribed by members, and the organizations are

supervised by a sectional director under the supervision of the Gov-

ernor of the Farm Credit Administration. No loan may exceed $2002

and the length of maturity may not be greater than 2 years. As of

June 30, 1936, loans outstanding amounted to $3,952,105. For the
year ending on that date the unions reported a profit of $85,000, while
the administrative expense of the Farm Credit Administration for
supervising them was $113,000.

2. Resettlement Administration.—This organization is authorized
to make rehabilitation loans to farmers who do not qualify for loans
through production credit associations or national farm-loan associa-
tions. As of October 30, 1936, 384,731 such loans bad been made, in
addition to 467,064 outright grants. The total amount of the loans
was $96,000,000 ; that of the grants about $19,000,000. These loans
include, in addition to standard rehabilitation loans, emergency feed
and crop loans, 1936 emergency drought loans, and a number of mis-
cellaneous types of lending, most of them of a character closely akin
to relief. The loans are secured by chattel mortgages on property
acquired by the borrower from the proceeds of the loan, by assign-
ments of the proceeds of the sale of products, and in some cases by
liens on other assets of the borrower, including real-estate mortgages.
Loans are also made to community and cooperative associations to
establish, refinance, or extend the scope of cooperative facilities and
services, and to individuals to enable them to purchase participating
rights in community and cooperative associations. The total amount
of loans in these two classes is slightly above $1,000,000; these are
included in the total shown above.
As was noted in a previous section, the rehabilitation loans made by

the Resettlement Administration are somewhat similar in character to
those made by the Emergency Crop and Feed Loan Section of the
Farm Credit Administration. Both are made only t,o farmers who
cannot get credit fmm commercial sources or from production credit
associations. However, the Farm Credit Administration now serves a
somewhat better class of credit risks, loans of a strictly relief charac-
ter having been left.in large part to the Resettlement Administration
since its lending activity started. In theory a Resettlement Adminis-
tration loam is made only to a farmer who cannot satisfy the credit
requirements of the Farm Credit Administration, though it is under-
stood that there has been some competition in certain areas and some
refunding of Farm Credit Administration loans into Resettlement
Administration loans.
The principal differences are, first, that the Resettlement Adminis-

tration loans are made for the purchase of equipment and for sub-
sistence, as well as for crop and feeding operations; and, second, that
the Resettlement loan is part of a larger program which includes
farm and home management advice and direct grants for subsistence.
Its representatives work out with the farmer a complete plan of farm
operations covering a period of years. Instruction in home economics
is furnished to farmers' wives. Because of the more intensive type of
service rendered, the administrative costs of the Resettlement Admin-
istration are very much higher. One field representative of the
Farm Credit Administration administers 12 or 15 times as many loans
as does a representative of the Resettlement Administration.
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3. C ommodity Credit C orporation.-This Corporation was created
in 1933 for the purpose of extending loans to farmers on the security
of staple agricultural products held in storage. Its life as a Govern-
ment agency terminates on April 1, 1937. It has a capital stock of
$100,000,000, of which $3,000,000 is owned by the Treasury and
$97,000,000 by the Reconstruction Finance Corporation. Additional
funds are obtained by borrowing from the Reconstruction Finance
Corporation. The bulk of the Corporation's loans have been made on
the security of corn and cotton ; a small amount has also been lent on
turpentine and rosin. The amounts which the Corporation lends per
unit of product are fixed by the President of the United States. In
some cases loans are placed with commercial banks under commit-
ments from the Commodity Corporation to take them over on demand.
A charge of percent is made for such guarantee. On April 10, 1936,
the Corporation had outstanding loans of over $296,000,000.

II. ADMINISTRATIVE COSTS

(Year ended June 30)

1. Farm Credit Administration and subsidiary offices

1936 1935

Number
em-

ployees

Adminis-
trative
expense

Niunber
em-

ployees

Adminis-
trative
expense

Washington operating divisions of Farm Credit Adminis-
tration:
Land Bank Division 221 $825, 000 284 $946, 000
Cooperative Credit Division 83 357, 000 58 277, 000
Intermediate credit 10 53, 000 8 48, 000
Production credit. 24 135, 000 26 152, 000
Agricultural Credit Corporation Division 2 4, 000 4 10, 000
Regional agricultural credit corporations 10 65, 000 15 72, 000
Federal credit unions_  28 114, 000 7 26, 000

Total, operating divisions . 378 1, 553, 000 402 1, 532, 000

Emergency crop loans, field and Washington supervision__ _ 1,737 4, 636, 000 1,559 4, 8t30, 000
District banks and corporations under supervision of
Farm Credit Adrn inistration:i
12 Federal land banks 2 7,539 3 24, 863, 000 1 9,497 33, 810, 000
Less Federal Farm Mortgage Agency expense 9, 123, 000  19, 899, 000

Net 15, 740, 000  13, 911, 000
12 Federal intermediate credit banks 4  2 722 2, 003, 000 2884 2, 578, 000
12 Production credit corporations 4  2 387 1, 798, 000 1 367 1, 406, 000
12 cooperative banks 2 215 762, 000 2 191 848,000
12 Regional agricultural credit corporations 4 990 2, 240, 000 1,741 3, 718, 000
Federal Farm Mortgage Corporation 4 5 5 9, 880, 000  21, 104, 000
Less Farm Credit Administration service expense 516,000  619,000

Total _ 9,833 31, 907, 000 12,680 42, 746, 000

Service divisions of Farm Credit Administration 7 1,390 3, 595, 000 1,404 3, 714, 000

Grand total 13,338 41, 691, 000 16,045 52, 852, 000

1 These figures do not include national farm loan associations and production credit associations undersupervision of the Farm Credit Administration.
2 Includes joint employees of these 4 permanent credit institutions.
3 For 1935, includes $19,898,552, incurred by Federal land banks as agents of the Federal Farm MortgageCorporation; for 1936, $9,123,333.
1 Stock 100 percent owned by the United States.
The Federal Farm Mortgage Corporation's affairs are being conducted on a service basis by the Farm

Credit Administration, Federal land banks as agents, Federal Reserve banks as fiscal agents, and the
Treasury of the United States.

For 1935, includes disbursements for expenses on a service basis incurred by the Fedora] land banks as
agents, in the amount of $19,898,552; and expenses on a service basis of $1,205,062 incurred by the Farm Credit
Administration, Treasurer of the United States, and the Federal Reserve banks on behalf of the Corporation.
For 1936, includes $9,123,353 incurred by Federal land banks, and $756,140 incurred by the other agencies
mentioned.

7 Includes financial, research, examination, and legal services.
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6 EXECUTIVE AGENCIES OF THE GOVERNMENT

2. Resettlement Administration, rehabilitation, program' 1936

Number of employees  8, 831

Salary expense  $10, 090, 688

lIncludes expenses connected with grants and other rehabilitation activities, in addition
to the lending function which is discussed in this section. Comparable data for 1935 not
available.

3. Comm,odity Credit Corporation

1936 1935

Number of employees 
Salary expense 
Total operating expense 

84
$179,862
$554,827

86
$167,704
$330,572

B. HOME LOAN AGENCIES

The principal agencies which extend or supervise the extension of
credit to urban home owners are the Federal Housing Administration
and the Federal Home Loan Bank Board.

I. SUMMARY OF ACTIVITIES

1. Federal Housing Administration.—The Federal Housing Ad-
ministration was established by the National Housing Act (48 Stat.
L. 1246), approved June 27, 1934, and amended by various acts in
1935 and 1936. It is directed by an Administrator, who is appointed
by the President. Though the Administration is not a corporation

in form, it exercises the most important powers of a corporation.

Thus the Administrator in his official capacity can sue and be sued
in a State or Federal Court, may issue debentures which are guar-
anteed as to principal and interest by the United States Government,

and may pay his administrative expenses without regard to the pro-

visions of law which in general govern the expenditure of public
funds. His administrative expenses are paid out of funds made
available by the National Housing Act, and do not require specific
appropriation from year to year, though this will not be the case
under the provisions of existing law after June 30 next. He re-

ports his operating budget to the Bureau of the Budget, but it is
understood that this is a voluntary arrangement on the part of the
Administrator.
The more important activities of the Federal Housina Administra-tn

tion may be summarized as follows :
Modernization credit loans.—The Federal Housing Administration

guarantees loans made by approved banks, building and loan associa-

tions, and other financial institutions for repairs and improvements

upon real property and the installation of fixed equipment. The

total liability of the Administration may not exceed $100,000,000.

With respect to loans made by any one institution, the present limit

of liability- is 10 percent of the total volume of loans made by that

institution; on loans made before April 1, 1936, it was 20 percent.

The authority to make modernization loans lapses on April 1, 1937.

The amount outstanding on June 30, 1936, was $395,882,687. The

amount of claims paid under the insurance provisions up to June 30,

1936, was $2,249,035.
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Mutual mortgage in8urance.—The Federal Housing Administration
administers a mortgage insurance fund in connection with the guar-
anty of real-estate mortgages on monfarm residential properties.
Apartment buildings housing more than four families are excluded.
The loans are made by banks, building and loan associations, and
other financial institutions, and must have a provision for amortiza-
tion over a period not to exceed 20 years. The loans insured may not
exceed 80 percent of the appraised value of the respective properties,
and the total liability may not exceed $200,000,000. The Federal
Housing Administration also guarantees mortgages. of .large-scale
housing projects for low-income groups. The total liability limit is
$10,000,000. One-half of 1 percent per annum is charged as insuranc,e
premium.
As of June 30, 1936, the Federal Housing Administration had 1,283

employees in its Washington office. The number of field offices was 90
and there were 2,337 field employees.

2. Federal Home Loan Bank Board.—The Federal Home Loan
Bank Board consists of five members appointed by the President. It
has supervision of the following agencies: The 12 Federal Home Loan
Banks, the Federal Savings and Loan Insurance Corporation, the
Home Owners' Loan Corporation, and the Federal savings and loan
associations.
(a) Home-loan banks.—Each of these banks has under it a large

number of member associations, including State building and loan
associations, and also Federal savings and loan associations of the
type described below. The home-loan banks make loans and advances
to members on the security either of home mortgages or of United
States bonds. Advances are also made to nonmember mortgagees on
the security of mortgages insured by the Federal Housing Adminis-
tration. Funds of the banks may also be invested in United Stat,es
Government bonds.
The stock of the home-loan banks is in part owned by the United

States Government and in part by the member as,sociations. The
home loan banks have authority to issue debentures and bonds, which
may be either the obligations of the individual bank or consolidated
obligations of the 12 banks.
(b) Federal saving8 and loan anociations.—These are building

and loan associations whose common stock is owned by private indi-
viduals. The number on November 30, 1936, was 1,106. The United
States Government invests in their preferred stock up to a maximum
of $100,000 for each association, subject to the provision that the
subscription of the Government may not exceed that of the private
shareholders. The United States also invests in full-paid income
shares. Its total investment may not exceed 75 percent of the total
share investment. On July 31, 1936, the investment of the United
States in the two classes of stock was $49,213,000, most of it in in-
come stock. The associations are under the general supervision of
the Home Loan Bank Board.
(c) Home Owners' Loan Corporation.—The Home Owners' Loan

Corporation was organized to refinance the loans of distressed home
owners. The Federal Horne Loan Bank Board is the board of direc-
tors of the Home Owners' Loan Corporation. The Corporation
ceased to accept applications for new loans on June 13, 1936. The
total amount of loans closed was $3,093,288,213. The 'Corporation
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8 EXECUTIVE AGENCIES OF THE GOVERNMENT

also had invested $63,142,700 in shares of building and loan associa-
tions. The principal task of the Corporation is now the gradual
liquidation of the outstanding loans.
The capitalization of the Corporation is $200,000,000, all of which

is owned by the United States Government. It has outstanding about
$3,000,000,000 of bonds, most of which were issued in exchange for
the mortgage obligations of borrowers. For the year ending June 30,
1936, the Corporation reports 2,212 employees in the home office, 5,117
in regional offices, and 10,729 in State and district offices.
(d) Federal Saving8 and Loan Insurance Corporation.—The pur-

pose of this Corporation is to guarantee the share liabilities of build-
ing and loan associations and similar home-financing organizations.
The Corporation has $100,000,000 capital, all of which was subscribed
by the Home Owners' Loan Corporation. The members of the Home
Loan Board ai-e the directors of the Federal Savings and Loan In-
surance Corporation. It is directed by a manager who is appointed
by the Board. Federal savings and loan associations are required
to insure their shares accounts with the Corporation, and State-
chartered building and loan associations are permitted to do so. The
maximum amount insured for any one shareholder is $5,000.
The Corporation also has authority to purchase the assets of in-

sured associations or make contributions to restore them to normal
operating capacity. The Corporation acts as conservator or receiver
of all Federal savings and loan associations in default and may
accept appointment as conservator or receiver of a State-chartered
association.
The Corporation collects an insurance premium of one-eighth of

1 percent of the share and creditor liabilities of the insured associa-
tions. On June 30, 1936, the number of accounts insured was
1,023,511 in 1,363 associations.

II. INTERRELATIONS OF THE FEDERAL HOUSING ADMINISTRATION AND THE

FEDERAL HOME LOAN BANK BOARD

Attention is called to the following ways in which the responsi-
bilities and activities of the Federal Housing Administration and
those of the Federal Home Loan Bank Board overlap, conflict, or are
closely related to one another.
(a) Contact8 with mortgage institutions.—Many of the institu-

tions which have relations with the Federal Housing Administration
as present or prospective purchasers of insured mortgages are also
members or prospective members of the home-loan bank system. The
Federal Housing Administration has an administrative unit which
keeps in touch with associations eligible to purchase insured mort-

gages and makes contacts with other building and loan associations
in an effort to promote the mortgage-insurance program. The Fed-
eral Home Loan Bank Board receives reports from building and loan
associations and keeps files showing the condition. of member asso-
ciations. The 12 home-loan banks also must keep in touch with the
activities of all member institutions. The Home .Loan Bank Board
has a staff of examiners which examines all associations members of
the home-loan bank system, and also all insured nonmember associa-
tions. The Federal Savings and Loan System has a. field force en-
gaged in promotional work, which makes contact vs-itli many of the

Ai&
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same institutions that are visited by representatives of the Federal
Housing Administration.
(b) Appraisal.—The Federal Housing Administration has a field

force for appraisal of properties which are pledged under mortgages
accepted for insurance. The Home Loan Bank Board has an ap-
praisal force to appraise properties which are under the lien of
mortgages that .are pledged with the home-loan banks. It also ap-
praises properties in connection with the examination of building
and loan associations and in connection with the foreclosure of
mortgages and the management of properties of the Home Owners'
Loan Corporation.
(c) Research and statistics.—The Federal Housing Administration

and the Home Loan Bank Board both have large organizations en-
gaged in research and the compilation of statistics in the home-mort-
gage field. While there is a considerable degree of cooperation and
division of labor between the research divisions of the two agencies
neither has the full use of the results of research in the other organi-
zation and it is impossible to set up a well-organized joint program.
Coordination of statistical and research work was one of the objec-
tives in the establishment of the Central Housing Committee. This
committee includes representatives of the two agencies under consid-
eration and of other Federal agencies, such as the Resettlement Ad-
ministration and the Federal Emergency Administration of Public
Works, which are active in the, construction of homes. The com-
mittee's accomplishments in this field are not striking. Little infor-
mation goes to the Central Housing Committee that has not already
been released to the public. Each agency has a large volume of
information which it regards as confidential which would be useful
to other agencies in the field, but never reaches them.
(d) Field work.—In the year ended June 30, 1936, the Federal

Housing Administration spent $7,359,346 on its field organization,
while in the same period the Home Owners' Loan Corporation spent
$23,822,531 on its regional, State, and district offices. Moreover, the
Home Owners' Loan Corporation has in Washington six assistant
general managers supervising the field offices, each having an office
staff, while the Federal Housing Administration has five deputy
administrators, each with an office staff, supervising its field offices.
(e) Home-building service.—The Federal Housing Administration

gives technical advice in regard .to construction plans for all new
building financed by guaranteed mortgages. The Home Loan Bank
Board has recently announced a home-building service plan for
houses constructed under mortgages purchased by approved members
of the home-loan banks.

III. ADMINISTRATIVE COSTS

(Year ended June 30)

1. Federal Housing Administration
19.36

Number of employees  3,660
Salary expense    $8,023,375
Total operating expense   $11,337,849
(Not in operation for full year 1934-35.)
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2. Federal Home Loan Bank Board I

Number of employees 
Salary expense 
Total operating expense 

1936

278
$858, 148

$1, 040, 747

1935

206
$654,124
$858,317

1 Data do not include Flome Owners' Loan Corporation and Federal Savings and Loan Insuranoe Cor-
poration, which are shown separately, nor the 12 home-loan banks.

3. Home Owners' Loan Corporation

Number of emPloYees 
Salary expense 
Total operating expense 

1936

18, 059
$29, 331, 119
$35, 548, 136

4. Federal Savings and Loan Insurance Corporation

Number of employees 
Salary expense 
Total operating expense 

1936

17
$40„561
$111,238

C. RECONSTRUCTION FINANCE CORPORATION

1935

16,958
$27,854,155
$37,426,579

1935

10
$23,620
$86,546

The Reconstruction Finance Corporation was organized on Feb-
ruary 7, 1932, under the provisions of an act of Congress which
provides that it shall have succession until January 22, 1942, unless
sooner dissolved by an act of Congress. Its powers to make loans
lapses on February 1, 1937. The Corporation is controlled by a
board of seven directors, consisting of the Secretary of the Treasury
and six others. The capital stock of the Corporation, which amounts
.to $300,000,000, is owned by the United States Government. The
Corporation has issued bonds and notes which are guaranteed by the
United States Government. The amount outstanding on June 30,
1936, was $4,281,629,666.67, of which amount $4,030,000,000 was held
by the Treasury. The Corporation has 32 field offices and a person-
nel of 1,635 employees in Washington, and 1,678 in the field offices (as
of June 30, 1936).

I. SUMMARY OF ACTIVITIES

1. Loans to banks and trust companies.—The most extensive finan-
cial operations of the Reconstruction Finance Corporation, aside
from allocations to other governmental units, have been those neces-
sitated by the banking crisis of 1933. The advances of the Recon-
struction Finance Corporation to banks consist of two items : (a)
purchases of preferred stock and capital notes and debentures of
weak banks, most of which were made in order to prevent failures
or to enable banks to qualify for deposit insurance; (b) loans to
failed banks made in order to facilitate reorganization, or to hasten
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the redistribution of funds to depositors. Loans to facilitate reor-
ganization are now made by the Federal Deposit Insurance Cor-
poration.
Of the preferred stock and capital notes and debentures of banks,

$688,000,000 was outstanding on September 30, 1936, out of a total
of $1,053,000,000 that had been disbursed since the beginning of the
program. Since banks are reluired to retire these securities only
over a period of 20 years, this investment will, in the normal course
of business be one of the last items in the portfolio of. the Recon-
struction Finance Corporation to be liquidated. Other bank loans,
on the contrary, are being repaid rapidly, the total outstanding on
the date mentioned being $228,000,000, out of a total of $1,966,000,000
which had been disbursed.
2. Direct loans to industry.—An item of considerable importance

consists of the direct loans to industrial and commercial business,
which were authorized by an amendment to the Reconstruction
Finance Corporation Act passed in June 1934. These loans are in-
tended to provide intermediate credit to sound borrowers who, for
one reason or another, cannot get the credit they need at commer-
cial banks. This service is very similar to one that is offered by the
Federal Reserve banks.

3. Loans to mortgage companies.—These loans are chiefly for the
financing of hotels apartment buildings, office buildings, and simi-
lar structures which on the one hand do not qualify as industrial
and commercial businesses within the meaning of the law authoriz-
ing direct loans to industry, and on the other hand do not qualify
for credit at the home-lending agencies which in general do not
provide for the financing of residential buildings which house more
than four families. At present, this business is chiefly concentrated
in the RFC Mortgage Co., incorporated in 1935. All the stock of
this company, $20,000,000, is owned by the Reconstruction Finance
Corporation, and its personnel is practically all made up of em-
ployees of the Reconstruction Finance Corporation.
The RFC Mortga (re Co. has the following authority : (a) To make

loans secured by firstl mortgages on income-producing properties of
the types referred to above, where financing ls necessary and cannot
otherwise be obtained on reasonable terms ;; (b) to make loans under
certain restrictions, to distressed holders of first-mortgage 'bonds ;
(e) to make first-mortgage loans in aid of the construction of new
buildings. The company does not make direct loans to property
holders who are eligible for modernization loans or mutual mortgage
loans insured by the Federal Housing Administration, but it does
purchase mortgages insured by the Administration.
4. Other activities.—The scope of the current lending operations

of the Reconstruction Finance Corporation is indicated in the follow-
ing tabulation of disbursements to and collections from governmental
agencies during the third quarter of 1936:

116777-37—no. 1-3
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Disbursements and collections of the Reconstruction Finance Corporation during
the third quarter of 19362

Debtor Disbursed Repaid

Banks and trust companies  $15,515,978 $164,224,215
Building and loan associations 609,888

Insurance companies 4,000,000 802,269
Mortgage-loan companies 3 23,259,058 6,995,086

Credit unions 2,617

Agricultural financial institutions  5,702,740 75,093,061

Railroads 9,202,667 48,374,144

State funds (insuring deposits of public moneys, etc.) 579,059
Fishing industry 21,200 3,261
Industrial and commercial business I 7,104,814 1,939,460

Self-liquidating projects  16,232,748 291,647
Repair of damage from earthquakes, floods. etc 620,084 986,869

Drainage, levee, and irrigation districts 5,771,429 103,568

Mining industry 

Total 

520,000 25,000

87,950,718 300,030,144

1 Excludes transactions arising from allocations to other Federal agencies.
Includes purchases of preferred stock and capital notes and debentures.

* Chiefly to the RFC Mortgage Co. Includes subscription to stock of that company.
Includes Commodity Credit Corporation.
A considerable volume of industrial and commercial lending is included in the data for mortgage-loan

companies given above.
I These are chiefly loans to municipalities and other locnI governmental units.

In addition to these lending operations the corporation acts as a
financial intermediary in connection with certain, operations of other
governmental agencies. It purchases securities from the Public
Works Administration for resale or collection. Up to September 30,
1936, such purchases had been made in the amount of $451,236,468, of
which $310,758,918 had been resold or colle,cted at maturity, leaving a
balance of $140,477,550. It pays the expenses of liquidation of the
regional agricultural credit corporations and the operating losses of
the Federal Housing Administration and its credit losses on moderni-
zation (title I) loans.

Reconstruction Finance Corporation funds had been allocated and
disbursed to other Federal governmental agencies, up to September 30,
1936, as follows:
Secretary of Agriculture for crop loans 
Capital of regional agricultural credit corporations 
Governor of Farm Credit Administration 
Regional agricultural credit corporations, for expenses 
Secretary of the Treasury to pay for capital of Federal home loan

$115,
20,
40,
14,

000,
000,
500,
576,

000
000
000
843

banks 104,542,000
Secretary of the Treasury to pay for capital of the Home Owners'_ ,
Loan Corporation 200,000,000

Land Bank Commissioner and Federal Farm Mortgage Corpora-
tion for loans to joint-stock land banks and to farmers 202,600,000

Federal Housing Administration 44,000,000
Commodity Credit Corporation, purchase of stock 97,000,000
Loans to Commodity Credit Corporation 95,808,924
For direct relief 1,499,99,8,176

Total 2,434,025,943

A
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EXECUTIVE AGENCIES OF THE GOVERNMENT 13

A condensed statement of the assets and liabilities of the Recon-
struction Finance Corporation as of September 30, 1936, follows :

ASSETS

Loans to nongovernmental agencies :1
Banks and trust companies  $929, 976, 420
Building and loan associations  3, 377, 810
Insurance companies  38, 384, 312
Mortgage-loan companies  149, 108, 259
Credit unions  298, 033
Agricultural financial institutions  35, 020, 486
Railroads  349, 2t30, 577
State funds (insuring deposits of public moneys, etc.)  1, 230, 271
Fishing industry  620, 776Industrial and commercial business  57, 690, 456
Self-liquidating projects  184, 417, 834
Repair of damage from earthquakes, floods, etc  1, 410, 681
Drainage, levee, and irrigation districts  61, 778, 073
Mining industry  1, 186, 000Relief advances to State and local governments  295, 994, 711Securities purchased from Public Works Administration  140, 477, 550Loans and allocations to Federal governmental agencies 3 2, 434, 025, 943Interest on funds allocated to Federal agencies  20, 710, 323Preferred stock installment contracts  724, 661Cash  1, 055, 074Collateral purchased  3, 512, 411Accrued interest and dividends  31, 015, 075Furniture and fixtures  542, 621

Miscellaneous  2, 486, 771

Total  4, 744, 305, 128

LIABILITIES

Liabilities for funds held as cash collateral and deposited with
bids  3, 293, 656Funds held for other agencies  5, 941, 100Trust funds  33, 687, 142Notes -  4, 011, 749, 667Accrued interest  8, 297, 118Stock  500, 000, 000Surplus and reserves  141, 487, 720Miscellaneous liabilities  39, 848, 725

Total  4, 744, 305, 128
1 Includes loans to Federal land banks and Joint-stock land banks.21i'igure includes loans for financing repair of damage from earthquakes and otherdisasters in 1933.
See preceding table.

It will be seen that something less than one-half the liabilities of
A the Corporation are covered by claims against nongovernmental agen-

cies, the other half representing funds which have been disbursed forrelief or used for the purchase of capital stock in other governmental
corporations, to furnish them funds for loan operations, and to paytheir operating expenses. The stock of the Corporation and $3,795,-000,000 of its notes are owned by the United States Treasury. Thenotes held by the Treasury are therefore in large part simply a book-keeping offset against Reconstruction Finance Corporation nominalclaims for funds which have been routed through the ReconstructionFinance Corporation and used for relief and other emergency pur-poses.

As of July 31, 1936.
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14 EXECUTIVE AGENCIES OF THE GOVERNMENT

II. ADMINISTRATIVE COSTS

(Years ended June 30)

Reconstruction Finance Corporation

1936 1935

Number of employees, Washington and agency offices 3,313 3,470

Adrninistrative expense, Washington and agency offices $9,097,879 $8,398,904

Expense of custodians $1,778,879 $2,266,540

Total operating expense  $10,874,558 $10,664,444

D. BANKING AND CURRENCY SUPERVISORY AGENCIES

The three agencies which have primary responsibility for the
supervision of banking, currency, ,and short-term credit are thei
Federal Reserve System, the Federal Deposit Insurance Corpora-
tion, and the Office of the Comptroller of the Currency. The Recon-

struction Finance Corporation and the Secretary of the Treasury also

have some authority in this field. We shall present first a summary
statement of the activities of the three agencies first mentioned; then a
classification of the functions which they have to perform, with
notations of the way in which the functions are apportioned among
these and other agencies.

I. SUMMARY OP ACTIVITIES

1. Comptroller of th,e Cvirreney.2—The Comptroller's Office has

five main functions. These are : (a) The chartering of new na-
tional banks, a task which has been lessened in importance by rea-
son of the fact that the number of banks has been decreasing in
recent years, whereas up to the middle twenties the trend was up-
ward; (b) examination of national banks and enforcement of laws
regulating their activities, which are now probably the most im-
portant activities of the Comptroller's Office ; (c) issuance and re-
demption of the national bank notes, a task which is rapidly dis-
appearing because of the calling of all the bonds which had the
circulation privilege; (d) issuance to the Federal Reserve banks
of the notes which they issue to the public; (e) appointment and
supervision of receivers of failed national banks. This last task has
been greatly changed with reference to future receiverships, because
the law now requires that the Federal Deposit Insurance Corpora-
tion shall be appointed receiver of all failed national banks. How-
ever, there are still over 1,100 national banks with individual receiv-

ers who require detailed supervision. The Comptroller also exer-
cises general supervision over the operations of the Federal Deposit
Insurance Corporation as receiver of the banks which have failed
since the present arrangement went into effect.
In addition to the,se duties, the Comptroller serves as a member

of the board of directors of the Federal Deposit Insurance Corpora-
tion. He compiles operating statistics covering the operations of
national banks, as well as the results of liquidation of failed banks,
and collects from State banking offices data concerning operations
of State banks. He exercises various administrative powers over

2 For other agencies of the Treasury Department, see chs. III, XII, XIII, and XV.
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EXECUTIVE AGENCIES OF THE GOVERNMENT 15

national banks, including such matters as the establishment of
branches, consolidations, retirement of stock, dissolution, and so on.
The Comptroller levies assessments on the national banks to cover

the expense of examination, and, with respect to this part of the
expenditures of his office, he is not under the supervision of the
Budget Bureau nor audited by the General Accounting Office. The
expenses connected with administration of closed banks are also
reimbursed by the banks, as are part of the expenses connected with
the issuance of Federal Reserve notes. Other expenses of the Comp-
troller's Office are covered out of appropriated funds.

2. Federal Reserve System.—The Federal Reserve System consists
of 12 Reserve banks, 6,387 member banks (as of Dec. 31, 1935), the
Board of Governors of the Federal Reserve System, the Open Mar-
ket Committee, and the Federal Advisory Council. The capital stock
of the Federal Reserve banks is owned by the member banks, but
since the dividend is limited to 6 percent (an amount which is always
earned and paid), and since the surplus is virtually owned by the
Federal Government, the member banks have no financial interest in
the operation of the system. The board of directors of each Reserve
bank consists of nine members, of whom six are elected by the mem-
ber banks and three are appointed by the Board of Governors.
The Reserve banks' most important functions arise out of cor-

respondent relations with the member banks. The Reserve banks
hold as deposits the entire legal reserves of their members. They
are empowered to make loans to members under a variety of pre-
scribed conditions. They also make working capital loans, of not
more than 5-year maturity, to industrial or commercial businesses,
either through the medium of financing institutions, or directly. In
emergencies, when authority has been granted by at last five members
of the Board of Governom, they may make direct loans to individuals
by discounting secured notes. They are also empowered to purchase
in the open market bankers' acceptances and bills of exchange and
obligations of the Unitd States and certain other securities. They
issue Federal Reserve notes, which constitute the most important
element of the paper currency of the country. They examine State
member banks and receive condition reports from them.
The Board of Governors of the Federal Reserve System consists

of seven members appointed by the President, subject to confirmation
by the Senate. The Board is empowered to "review and determine"
the rates charged by the Re,serve banks on all their discounts and
advances, to regulate the amount of credit extended by banks on
secunty collateral, and to fix the maximum rate of interest which
may be paid by member banks on time and savings deposits. It also
may, with certain limitations, change the requirements relative to
reserves to be held by member banks against deposits.
The Federal Open Market Committee, which consists of the mem-

bers of the Board of Governors and five elected representatives of
Federal Reserve banks, controls the open-market operations of the
Reserve banks. The Federal Advisory Council is composed of 12
members, one selected by the board of directors of each Federal
Reserve bank. This council makes recommendations concerning pol-
icies and practices of the Federal Reserve Board and of the Reserve
banks.

All of the activities of the Reserve System so far enumerated have
to do with the control of the general credit situation, making money
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16 EXECUTIVE AGENCIES OF THE GOVERNMENT

abundant and. cheap when it is desired to encourage expansion of
business activity, and raising rates and making money scarce and
dear when restriction is deemed necessary. This is the main func-
tion of the Board of Governors of the Reserve System. It is quasi-
legislative in character.
The Board and the banks hive in addition a number of adminis-

trative responsibilities, only a part of which have any necessary con-
nection with the main task. The Reserve banks act as clearing houses
and collecting agents for their member banks and as depositories
and fiscal agents of the United States. The Board examines the
Federal Reserve banks and requires statements and reports from
them, and has supervision over their operations. It exercises a con-
siderable range of administrative powers in connection with the rela-
tions between member banks and their affiliates ; approves or disap-
proves interlocking directorates involving member banks ; passes on
applications of State member banks to establish out-of-town branches
and on applications of national banks for authority to exercise trust
powers, and operates a settlement fund for settlement of balances due
between Reserve banks. The Board passes on applications of State
banks for membership in the Federal Reserve System, but has no
discretion regarding the entrance into the System of any bank which
is granted a charter as a national bank by the Comptroller of the
Currency.
The expenses of the Board of Governors are met by assessments on

the Federal Reserve banks. The Reserve banks derive all their iu-
come from their own loan and investment operations. Neither the
Board nor the banks come under the supervision of the Bureau of the
Budget, and the General Accounting Office does not audit their
records.

3. Federal Deposit Insurance Corporation.—This is a govern-
mental corporation, its stock being owned jointly by the United
States Government and the Federal Reserve banks. The stock is
nonvoting and does not pay dividends. The board of directors of the
Corporation consists of the Comptroller of the Currency and two
appointed directors, one of whom acts as chairman and chief execu-
tive officer of the Corporation. The principal function of the Cor-
poration is to furnish insurance to depositors in insured banks, which
include all the member banks of the Federal Reserve System and
approved nonmember State banks. The insurance covers deposits
up to $5,000. The income of the Corporation is derived from two
sources (a) the interest on investments of about $300,000,000 (U. S.
Government bonds), and (b) assessments on insured banks, amount-
ing to one-twelfth of 1 percent annually on their total deposits. The
operating budget of the Corporation is submitted to the Bureau of
the Budget (under an Executive order), but its accounts are not
audited by the General Accounting Office.
The Corporation has authority to pass on the admission to the

insurance fund of banks not members of the Federal Reserve System,
but has no discretion as to the admission of any bank which is ac-
cepted as a member bank by the Federal Reserve Syst,em, or is
chartered by the Comptroller of the Currency as a national bank.
The Corporation examines nonmember State banks and receives re-
ports of condition from. them. It acts as receiver for closed national
banks under the supervision of the Comptroller of the Currency, and
may act as receiver for closed State banks, if appointed by the proper
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State authority. The corporation has authority to make loans to
banks in distress or purchase their assets in order to facilitate a
merger with another bank and thus avoid the necessity of liquidation.
It compiles statistics of the condition of all insured banks, and carries
on a program of research on banking problems.
The Reconstruction Finance Corporation possesses a considerable

degree of control over the banking system by virtue of its position as
owner of preferred stock. The Corporation's activities in connection
with banks are described in the section of this report which deals
with our recommendations.

II. FITNCTIONAL CLASSIFICATION

In the following outline we show the relationships of Federal
organizations for the control of credit from a different viewpoint,
grouping together the agencies which are concerned with a specific
function :

1. CONTROL OF THE FEDERAL STATUS OF BANKS

(a) National banks.—Chartering and forfeiture of charters, Comptroller
of the Currency.
(b) Membership in the Federal Reserve System.—Board of Governors of

the Federal Reserve System controls admission of State banks, but has no
control over entrance through issuance of charter as national bank.
(c) Membership in deposit insurance fund.—Federal Deposit Insurance Cor-

poration controls entry of State nonmember banks, but has no control over
entry of banks either under national charter or as State member banks. The
Corporation may, however, terminate the insurance of any bank. Such action
in the case of a national bank leads automatically to receivership proceedings :
in the case of a State member bank it leads automatically to suspension of
rediscount privileges at Federal Reserve banks.

2. MAMINATION AND REPORTS

(a) National banks.—Examined by the Comptroller of the Currency and
flle reports of condition with him. The Board of Governors of the Federal Re-
'serve System and the Federal Deposit Insurance Corporation also have author-,
ity to examine, with the consent of the Comptroller, but in practice accept
reports by the Comptroller.
(b) State member banks.—Examined by Reserve banks and also by State

banking authorities ; render reports of condition to both these agencies and
also to Federal Deposit Insurance Corporation.
(c) Insured nonmember banks.—Examined by and file reports with the Fed-

eral Deposit Insurance Corporation ; also State banking authorities.
(d) The Reconstruction Finance Corporation sometimes examines banks, by

agreement with the bank, when it owns preferred stock of capital debentures,
or proposes to buy such securities, though its general practice is to accept re-
ports of the other Federal examining agencies.
(e) The Federal Deposit Insurance Corporation is authorized to review the

reports of examination of member banks of the Reserve System made by the
Comptroller and the Reserve Board, but cannot examine the banks except by
permission of the Comptroller, in the case of a national bank, and of the Reserve
Board in the case of a State member bank.

3. AID TO DISTRES81.10 BANKs

(a) Reconstruction Finance Corporation.—Purchase of preferred stock and
capital debentures.
(b) Federal Deposit Insurance Corporation.—Purchase of assets of insured

banks to facilitate merger.
(c) Federal Reserve banks.—Emergency loans.

4. RECEIVERSHIP AND LIQUIDATION

(a) National banks which failed before the passage of the Banking Act of
1935.—Receivers appointed by and responsible to the Comptroller of the Cur-
rency. (As of Dec. 31, 1936, there were 1,173 such receiverships.)
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18 EXECUTIVE AGENCIES OF THE GOVERNMENT

(b) National banks failing since the passage of the Banking Act of 1935.—
Comptroller of the Currency must appoint the Federal Deposit Insurance Cor-
poration as receiver. Comptroller supervises the activities of the Federal De-
posit Insurance Corporation as receiver.
(c) Insured State banks.—Receiver appointed by State bank authority (pos-

sibly in a few States by the courts). In 30 States the Federal Deposit Insurance
Corporation may be appointed receiver. As of December 31, 1936, the Federal
Deposit Insurance Corporation administered 17 such receiverships.
(d) Reconstruction Finance Corporation loans to receivers secured by the

assets of uninsured closed banks to hasten distribution of funds to depositors.

5. CONTROL OF GENERAL CREDIT SITUATION

(a) Rediscount rates of Federal Reserve banks.—Set by Federal Reserve
banks, subject to review and determination by the Board of Governors. In case
of dispute, final authority has been exercised by the Board of Governors.
(b) Required reserve ratios of ntember banks.—Fixed by law, but subject to

change, within limits, by the Board of Governors.
(c) Open market operations of Federal Reserve banks.—Controlled by Open

Market Committee, which consists of the members of the Board of Governors
and five elected representatives of the Reserve banks.
(d) Relations with foreign central banks.—Subject to the control of the

Board of Governors; usually conducted by the Federal Reserve Bank of New
York.
(e) Collateral lending by member bank.9.—Board of Governors has special

authority. Nonmember banks which make loans to brokers in registered
security exchanges must agree to submit to similar regulation.
(f) Margin requirements for advances to customers by stock-exchange

hrokers.—Controlled by regulations issued by the Board of Governors of the
Federal Reserve System ; information necessary for enforcement of compliance
is collected by the Securities and Exchange Commission.
(g) Maximum interest paid by banks on time and savings deposits.—(a)

Member banks: Controlled by Board of Governors ; (b) nonmember insured
banks: Controlled by Federal Deposit Insurance Corporation.
(h) Stabilization fund.—Controlled by the Secretary of the Treasury, admin-

istered by the Federal Reserve Bank of New York.
(i) The Secretary of the Treasury also has in reserve the power to enter into

agreements with the Board of Governors and the Federal Reserve banks for
the purchase of not more than $3,000,000,000 of Government bonds by the Reserve
banks from the Treasury ; also in the event that the Reserve System declines to
enter into such agreement, to issue up to $3,000,000,000 in greenbacks. He can
also exert great influence over the credit situation by transferring United States
funds between the Reserve banks and depositary commercial banks, or holding
them in cash in the Treasury.

6. COMPILATION OF BANKING STATISTICS

(a) Operations of national banks and receivership data for national banks.—
Comptroller of the Currency.
(b) All member banks.—Board of Governors (data for national banks are

drawn from the Comptroller's reports).
(c) All insured banks.—Data compiled by the Federal Deposit Insurance Cor-

poration, using reports of the Comptroller of the Currency and of the Board of
Governors for national banks and State member banks, respectively.
(d) All State banks, including insured hainks.—Comptroller collects data from

State banking supervisors, consolidates and publishes them.
(e) Miscellaneous banking and financial d'ata.—Statistics concerning bank

operations collected by ft number of agencies are published by governmental
agencies. For example., the New York City Clearing House collects clearing
data and these are republished in the annual reports of the Comptroller. Fed-
eral Reserve Bank of New York collects data on the turn-over of bank deposits
and publishes them in its Monthly Review. Data on interest rates collected by
various agencies are published by the Board of Governors in the Federal
Reserve Bulletin, also information on gold holdings of central banks and other
foreign banking data. Data on production and industrial consumption of gold
collected and published by the Director of the Mint. The Survey of Current
Business publishes banking and financial data compiled by other agencies.
The Bureau of Agricultural Economics publishes some data on interest rates
paid by farmers.
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7. RESEARCH ON PROBLEMS OF BANKING CONTROL AND CREDIT POLICY

(a) Extensive research is carried on by the Board of Governors; by some of
the Federal Reserve banks, especially that of New York ; by the Federal De-
posit Insurance Corporation ; and by the Division of Research and Statistics of
the Treasury.

8. SHORT-TERM LENDING

(a) Direct loans to industry.—The Federal Reserve banks and the Recon-
struction Finance Corporation offer a duplicate service in working-capital loans;
Reconstruction FinAnce Corporation also makes mortgage loans of a type not
made by the Federal Reserve banks.
(b) Loans to agriculture.—See section A above.

9. CURRENCY

(a) Federal Reserve notes and Federal Reserve bank notcs.—Issued to the
Federal Reserve banks and paid out by them. These are obligations both of
the issuing Reserve bank and of the United States Government. The credit
operations which give rise to the assets back of the notes are supervised by
the Board of Governors. The engraving, printing, and issuance of notes are
the responsibility of the Comptroller of the Currency, who is reimbursed by
the Federal Reserve banks for the expense incurred. The Bureau of Engraving
and Printing prepares the notes.
(b) National-bank notes originally issued by national banks under the super-

vision of the Comptroller of the Currency ; now in process of retirement, all
the bonds which underlie the notes having been called for payment.
(e) United States notes.—Amount fixed by law ; redemption and reissuance

under control of the Secretary of the Treasury.

III. ADMINISTRATIVE COSTS

(Year ended June 30)

1. Comptroller of the Currency

1936 1935

Number of employees _ 
Salary expense 
Total operating expense 

850
$2, 446, 024
$3, 248, 308

920
$2, 219, 703
$3, 056, 678

(For 1935 $2,792,810 and for 1936 $3,017,630 paid from assessments on national banks.)

2. Board of Governors of the Federal Reserve Systetn

1936 1935

Number of employees_ 
Salary expense 
Total expense 

345
$1, 080, 125

I $1, 881, 064

343
$995, 095

1 $2, 137, 242

1 Includes new building expense; $773,271 in 1935 and $318,567 in 1936.

3. Federal Deposit Insurance Corporation

1936 1935

Number of employees . 
Salary expense 
Total operating expense  

750
$1, 817, 830
$2, 692, 288

738
$908, 037

1.$1, 332, 210

1 For 6 months ended June 30, 1935.
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PART II. RECOMMENDATIONS CONCERNING CREDIT-GRANTING
AGENCIES

The proper organization of lending agencies which have ceased, or
practically ceased, to make new loans and are engaged simply in the
collection of debts due them and the liquidation of securities owned,
presents a problem which is very different from that involved in the
interrelationships of agencies that have a permanent lending func-
tion, or of temporary agencies during the period of their principal
lending activity. We shall consider first the allocation among gov-
ernmental agencies of the work of collecting loans and liquidating
investments,of types which are no longer being made, or are scheduled
for early discontinuance. The organization of the agencies which
have. permanent credit functions in connection with agriculture will
be discussed next ; then the permanent home-loan agencies.

A. LIQUIDATION OF TEMPORARY AGENCIES

The two most important agencies which have substantially com-
pleted their task of credit extension and are now engaged in liquida-
tion are the Home Owners' Loan Corporation and the Reconstruction
Finance Corporation. Other agencies which are in liquidation or,
under the provisions of existing law, are shortly to cease lending,
include the Commodity Credit Corporation (lending authority ex-
pires Apr. 1, 1937), Public Works Administration (lending authority
expires June 30, 1937), and the joint-stock land banks and the regional
agricultural credit corporations, which are already in liquidation.
There may also be mentioned the notes held by the Farm Credit
Administration evidencing advances made from the revolving fund
created under the Agricultural Marketing Act ($115,712,244.32 on
Jan. 31, 1936) and some odds and ends of securities left over from
wartime financial activities, such as securities received by the Secre-
taries of War and of the Navy on account of the sale of war supplies,
the assets of the War Finance Corporation, and the railroad obliga-
tions acquired under provisions of the Transportation Act of 1920.
It seems obvious that the liquidation of outstanding obligations

requires much less specialized ability and experience than does the
task of extending credit wisely to institutions whose needs and credit
standing vary as widely as do those of the different classes of bor-
rowers with whom these agencies have been dealing. The present
is, therefore, an especially appropriate time to consider reduction in
number and simplification of organization of lending agencies.

Alternative meth,od8 of procedure.—Two alternative lines of pro-
cedure suggest themselves. One way to attack the problem would be
to set up a comprehensive liquidating agency to which would be
assigned all of the assets of the agencies that no longer have any
substantial lending function. The sole task of 'this agency would be
to make collections or sell the assets as expeditiously as might be
deemed consistent with public policy.
The other plan is to split up the task of collection, and assign to

existing permanent agencies such parts of it as are closely related
to their tasks, leaving to the central liquidating agency only those

20
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EXECUTIVE AGENCIES OF THE GOVERNMENT 21

assets whose administration does not tie in with the work of a perma-
nent agency..
The most important differences between the two plans concern the

liquidation of the Home Owners' Loan Corporation, the joint-stock
land banks, the regional agricultural credit corporations, the securi-
ties obtained from the use of the Agricultural Marketing Act re-
volving fund, and the preferred stock of banks.
Under the first plan responsibility for all these operations would

fall to the cearal liquidating agency. Under the second plan the
Home Owners' Loan Corporation would remain with the Federal
Home Loan Bank Board or, as is suggested below, with a consolida-
tion of that agency and the Federal Housing Administration. Liqui-
dation of joint-stock land banks and regional agricultural credit
corporations would remain with the Farm Credit Administration.
The central liquidating agency would have the remaining assets of
the Reconstruction Finance Corporation, together with the securities
held by the Emergency Administration of Public Works at the close
of its lending period, and various odds and ends resulting from past
lending operations which do not fit in well anywhere else.
To the extent that the task involved is purely one of liquidation,

there are economies and other administrative advantages in center-
ing the work in a single agency, and there can be little question that
the idea of centralizing the task of liquidation is feasible and de-
sirable, insofar as the business relationships involved are with insti-
tutions and individuals which do not have continuing. close relations
with permanent Government agencies.
On the other hand, in cases where a permanent Government agency

exercises continuous supervision over the debtor institutions, and
inust maintain a field agency in contact with them, we believe that
greater economy is likely to be effected by turning over the task
of collection to such an agency than through concentrating it in a
liquidating agency. Moreover, since the problem is not merely one
of getting the Government's money out, but of insuring that the
original purposes of the loan are fulfilled, the governmental agency
responsible for supervision or support of the debtors has a vital
interest in the administration of the collections.

Finally, the plan of liquidating discontinued activities through
permanent agencies rather than through a temporary liquidating
corporation has the advantage that it minimizes the temptation to
the liquidator to prolong the work in order to protect his own job.
Observation of receivership and reorganization procedure leads one
to the conclusion that this is an important consideration. In any
agency which is only a liquidating agency, the better the job the
employees do the more quickly they must find other employment.
In a permanent agency which has been assigned a temporary task,
the same consideration applies to certain employees, but in less
acute form. At least the management at the top has more incentive
to wind up the temporary jobs and employees engaged in those tasks
have some prospect of continued employment in other phases of the
agency's work.
We believe, therefore, that the sound principle is to leave with,

the permanent agencies, or turn over to them, such liquidation tasks
as are closely related to their own operations, and to concentrate in
the general liquidating agency the collection only of such loans as
do not tie in closely with the work of permanent agencies.
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Under either plan there must be some general liquidating agency
for collecting. loans and selling securities of types 'in which other
existing agencies have no special interest. For this work two agencies
have been considered : First, the Reconstruction Finance Corporation ;
and, second, the Reserve banks, acting as fiscal agents for the Treas-
ury. The Reconstruction Finance Corporation already has a per-
sonnel experienced in dealing with a very wide variety of types of
borrowers, and the contraction or elimination of its lending activities
releases personnel which might be employed in the liquidation of
assets taken over from other agencies.
However, we believe that there is no real reason for continuing the

life of the Reconstruction Finance Corporation as a dwindling
agency after its lending operations are over. The Reserve banks
are already custodians of its securities and notes and the collateral
which has been deposited under them. The work of collection in-
volves constant handling of this material, releasing and exchanging
collateral, recording and releasing liens, returning instruments to bor-
rowers and so on. Much communication and interagency account-
ing bet'ween the Reserve banks and the Reconstruction Finance Cor-
poration is necessary. As was shown above, about one-fifth of the
total operating expense of the Reconstruction Finance Corporation
consists of payments for custodians' services. The Reserve banks
have permanent staffs which are well fitted to undertake the addi-
tional responsibilities that would be involved in making the actual
collections. Moreover, the work of their staffs has been considerably
lightened by the virtual cessation of the rediscounting of commercial
paper for banks. They already act as fiscal agents for the Treasury
and are familiar with the accounting problems involved in custody
of Treasury funds. In a number of cases the regional offices of the
Reconstruction Finance Corporation are housed in Reserve bank
buildings, so that no space problem would be created in taking over
the Reconstruction Finance Corporation's records and such of the
Reconstruction Finance Corporation personnel as might be needed.
We recommend, therefore, that the Reconstruction Finance Corpo-

ration be speedily liquidateal following the cessation of its lending
activities, which under present law will take place on January 31,
1937. All its assets except those specified in later sections should
be turned over to the Treasury, which would make payment for them
in Reconstruction Finance Corporation bonds. Even if it should be
decided to continue the lending functions of the Reconstruction Fi-
nance Corporation beyond the date now fixed for their termination,
we recommend that its assets and liabilities be assigned to the Treas-
ury as indicated above and arrangements for routing funds to
Federal governmental agencies through the Reconstruction Finance
Corporation discontinued. The Reconstruction Finance Corporation
would then act as fiscal agent for the Treasury in making new loans
to the public and the Federal Reserve banks in collecting them.
Federal Emergency, Administration of Public TV orles.—The securi-

ties of the Public Works Administration should be handled in the
manner just suggested in connection with the Reconstruction Finance
Corporation, that is, transferred to the Treasury for collection or sale
through the Reserve banks. This involves no radical innovation, as
present practice is for the Public Works Administration to sell its.
securities to the Reconstruction Finance Corporation, and the Reserve
banks perform custodian service for both agencies. Up to Septem-
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ber 29, 1936, $448,000,000 out of a total of $599,000,000 Public Works
Administration bond purchases had been sold to the Reconstruction
Finance Corporation ; $243,000,000 had been resold to the public or
collected by the Reconstruction Finance Corporation up to September
1, 1936.

Regardless of the decision as to whether the Reconstruction Finance
Corporation or the Treasury and Federal Reserve banks should be the
general liquidation agency, the following recommendations are offered
concerning the liquidation of certain types of loans through other
agencies.

Transfer of preferred stock of banks from, the Reconstruction
Finance Corporation to th,e Federal Depbsit Insurance Corporation.—
The Reconstruction Finance Corporation held on September 29, 1936,
$702,151,215.66 in preferred stock and capital notes and debentures of
banks.' This is by far the largest item in its portfolio, with the excep-
tion of advances and allocations to other Federal governmental agen-
cies. This stock was issued in connection with the Government's
program for the rehabilitation of the banking structure after the bank-
ing holiday of 1933. Since the end of 1934 retirements have exceeded
new investments by more than $150,000,000. The banks are required
to amortize the investment over a period of 20 years and may retire it
more rapidly if they are able to do so without jeopardizing the inter-
ests of depositors. Up to September 29, 1936, $364,912,317 had been
retired.

It is recommended that this entire investment be transferred to the
Federal Deposit Insurance Corporation, the Government purchasing
additional stock in the Corporation and retiring a corresponding
amount of the Reconstruction Finance Corporation bonds now held
by the Treasury. Thereafter all funds collected by the Federal
Deposit Insurance Corporation from the redemption of preferred
stock and capital notes should be used to retire the Government's
investment in Federal Deposit Insurance Corporation stock, except
for a reasonable reserve for the purchase of additional preferred
stock. Dividends on preferred stock and interest on capital notes and
debentures in excess of the direct cost of management of the preferred
stock investment should also be used for the retirement of the stock of
of the Federal Deposit Insurance Corporation.
The basic reason for this recommendation is that the problem

of administration which arises in connection with the preferred
stock is not simply one of getting the money, but rather of preventing
the soundness of the banks' capital structure from being impaired
by too rapid a liquidation. Essentially the whole program of issu-
ance of preferred stock has precisely the same objective as has the
program of deposit insurance administered by the Federal Deposit
Insurance Corporation. The system of bank examinations now ad-
ministered by the Comptroller of the Currency, the Reserve banks,
and the Federal Deposit Insurance Corporation also has the same
objective, namely, that of protecting the monetary supply of the
country and the individual interests of depositors against bank fail-
ures. The responsibility for the maintenance of bank solvency rests
on the banks' supervisory agencies just mentioned.4 The Government

s Capital notes and debentures are issued by State banks in cases where the State lawdoes not permit the issuance of preferred stock. The figure given above includes$13,636,159.59 loans secured by preferred stock.
4 1't. III of this report deals with possible redistribution of functions or consolidation

of the supervisory agencies.
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has invested $300,000,000 in the Federal Deposit Insurance Cor-
poration for the purpose of protecting bank depositors and has made
an investment of $700,000,000 in preferred stock of banks through
the Reconstruction Finance Corporation for precisely the same rea-
son. Both agencies have to maintain close contact with the banks.
While there is apparently satisfactory cooperation between the two
agencies, the splitting of the function creates confusion in the minds
of the public and a divided responsibility on the part of bank
officers. Moreover, on the assumption that the Federal insurance
of bank deposits' is a permanent arrangement, cases may arise long
after the lending activities of the Reconstruction Finance Corpora-
tion and other emergency agencies have ceased, where it will be
advantageous to purchase preferred stock in banks rather than close
them and pay off the depositors. The Federal Deposit Insurance
Corporation is the logical agency to exercise this function.
While the Reconstruction Finance Corporation in most cases ac-

cepts the examination reports of the Comptroller of the Currency,
the Federal Reserve bank, or the Federal Deposit Insurance Corpora-
tion, it also maintains an examining staff and makes supplemental
examinations, with the consent of the bank concerned, in cases where
it is not satisfied with the report of the regular examining agency.5
The Reconstruction Finance Corporation reports that on June 30 it
had 34 employees (with total annual salaries of $165,790) in the Bank
Administration Section of its Examining Division. This is a larger
number than were employed in reviewing bank reports in the Federal
Deposit Insurance Corporation. The figure given does not include
the costs of the secretary's office, the treasurer's office, the legal divi-
sions, and the other overhead expenses of controlling Reconstruction
Finance Corporation's relations with open banks, nor does it include
secretarial and other assistants.°
The Federal Deposit Insurance Corporation is empowered to pur-

chase assets of banks to facilitate consolidation and prevent failures
and to make loans upon assets for the same purpose. Purchases of
preferred stock by the Reconstruction Finance Corporation are fre-
quently negotiated by the Federal Deposit Insurance Corporation
or by the Comptroller of the Currency, with a view to restoring
solvency. Thus a bank with impaired capital may be taken care of
by any one of three procedures. First, the Reconstruction Finance
Corporation may purchase preferred stock or capital debentures, in
which case the bank goes ahead without change of organization ;
second, the Federal Deposit Insurance Corporation may purchase
undesirable assets, or lend on them as collateral, arranging for the
purchase of the acceptable assets by another bank, in which case the
two banks are consolidated; or, third, the bank may be closed and
the depositors paid off by the Federal Deposit Insurance Corpora-
tion. In any case the loss resulting from the deterioration of assets,
if the bank does not regain solvency, finally falls on the banks which
contribute to the insurance reserve fund of the Federal Deposit In-
surance Corporation. And the Federal Deposit, Insurance Corpora-
tion is the agency which has the responsibility of safeguarding

5 The Chairman of the Federal Deposit Insurance Corporation said in 1935.: "In the
capital rebuilding program, in better than 90 percent of the cases they have always
taken our examination." (Hearings before House Committee on Banking and Currency,
74th Cong.. 1st sess., H. R. 5357, pp. 135-136.)

It does, however, include expense incurred by the Reconstruction Finance Corporation
in connection with loans to closed banks. which are recommended for transfer not to the
Federal Deposit Insurance Corporation but to the Treasury.
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against bank failures, and is best equipped to decide when a given
bank is able to retire its preferred stock. Now that the great mass
of bank lending operations of a salvage. character has been com-
pleted, no good purpose seems to be served by separating the func-
tions of lending to effect consolidations from that of lending to avoid
the necessity of consolidation or receivership.

Reconstruction Finance Corporation loans to closed banks and re-
ceivers.—In the light of the facts set forth above it might seem log-
ical to transfer from the Reconstruction Finance Corporation to the
Federal Deposit Insurance Corporation, the loans to closed banks,
amounting to over 95 million dollars, now held by the Reconstruc-
tion Finance Corporation. Consideration has been given to this sug-
gestion, but in view of the fact that the necessity for such loans no
longer exists, in the case of failure of an insured bank, such transfer
is not recommended. Recommendation is made elsewhere that the
Federal Deposit Insurance Corporation be made receiver for all
closed national banks now in receivership. If this recommendation
is followed, it seems better that the Federal Deposit Insurance Cor-
poration should not be the holder of the outstanding loans to closed
national banks, since there is a possibility of conflict of interest be-
tween the holder of the loans as a preferred creditor and the deposi-
tors. These notes are therefore included in our recommendations
for transfer of assets to the Treasury for collection by the Reserve
banks.

Direct loans to industry.—On June 19, 1934, *there was passed an
act (48 Stat. L., 1105) amending the Federal Reserve Act and the
Reconstruction Finance Corporation Act, which authorized both the
Reserve banks and the Reconstruction Finance Corporation to make
direct loans to industry. The accompanying table presents a com-
parison of the terms under which the two agencies are authorized
to lend.

Legal qualifications and conditions for direct loans to industry, Federal Reserve
banks and the Reconstruction Finance Corporation'

Reserve banks Reconstruction Finance Corporation

Type of business 

Age of business 
Financial status 

Credit position .

Purpose of loan 

Maturity of obligation_
Security required 

Amount of funds avail-
able.

Amount of any one loan_
Form of transaction 

An industrial or commercial business__

An established business

Unable to obtain requisite financial
assistance on a reasonable basis from
usual sources.

For working capital 

Not over 5 years 
"On reasonable and sound basis"

$139,299,557 

(a) Direct loan; or (b) discount for or
purchase from financial institutions;
or (c) advance to financial institution
on the security of such obligation; or
(d) commitments with regard to such
loans or advances to financial institu-
tion; (0), (c), and (d) require 20
percent participation of financial
institution in the risk).

An industrial or commercial business,
including the fishing industry.

Established prior to Jan. 1, 1934.
Solvent, in the opinion of the board of

directors of the Corporation.
"When credit at prevailing bank rates

for the character of loans applied for
is not otherwise available at banks."

For maintaining and increasing the
employment of labor.

Not over 5 years.
"Adequately secured, in the opinion
of the board of directors of the Cor-
poration."

$300,000,000.

Not over $500,000.
(a) Direct loans; or (b) loan in coopera-

tion with bank; or (c) purchase of
participation.

Charles O. Hardy and Jacob Viner, Report on the Availability of Bank Credit in the Seventh Federal
Reserve District, p. 30.
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It will be noted that there is very little difference in the scope of
the direct-loan operations of the two agencies. Businessmen are
free to place their applications with whichever agency they think is
likely to be more liberal. In a number of cases concerns have applied
simultaneously to both, and in other cases applicants who have been
refused at one have applied at the other.
On November 18, 1936, the Federal Reserve banks had outstanding

$26,859,000 of these advances and had commitments involving an
additional $22,138,000. On September 30, 1936, the Reconstruction
Finance Corporation had disbursed $65,675,968 on account of these
loans, of which $7,985,512 had been repaid, leaving $57,690,450
outstanding.
It seems obvious that the duplication of administrative work in

the making of these loans involves unnecessary cost, confusion in the
minds of the public, and the possibility of undesirable differences of
standards between the agencies. Whether such loans are continued
indefinitely or not, the entire function should be concentrated in one
place or the other.
Our recommedation depends on the policy of Congress as to the

permanent or temporary character of this lending function. If such
loans are to be continued indefinitely, we believe that the entire block
now held by the Reconstruction Finance Corporation should be
transferred, at an appraised valuation, to the Federal Reserve banks.
If, however, direct loans to industry are regarded as an emergency
type of operation suitable for discontinuance whenever the general
program of emergency loans is terminated, they should be transferred
to the Treasury and handled by the Reserve banks as fiscal agents, as
recommended above, and the making of such loans by the Reserve
banks discontinued.
Regardless of whether any of the recommendations made in the

preceding paragraphs are adopted or not, we recommend that the
industrial advisory committee which now serves in connection with
these loans, both at the Reconstruction Finance Corporation and the
Federal Reserve banks, be abolished. In this connection the follow-
ing passage from the report of our Treasury investigation is relevant:

We are not convinced that the industrial advisory committee is a necessary

or desirable feature of the system of Reserve bank, direct lending. This

statement in no wise reflects on the ability or public spirit of the individuals

who compose the committee which advises the Chicago Federal Reserve Bank.

Members of the committee are taking a great deal of interest in their work and

giving it a very large proportion of their valuable time. Unquestionably in a

number of cases their advice has been extremely helpful. However, the work

of the committee is essentially a duplication of the work of the lending officers,

and results in an undesirable division of responsibility. It also makes it in-

cumbent on the applicant to plead his cause, if he presents it in person, before

two tribunals.
The Reserve bank officers whose responsibility it is to see that the funds

are disbursed in accordance with the law seem to give to each application

that is reported favorably by the industrial advisory committee the same care-
ful scrutiny as they would give if the advisory committee had not already
investigated. 'The bank has, in fact, declined a number of applications which

have been favorably recommended by the advisory committee. In the majority
of instances this was due to the fact that investigations made by the bank's

examining foree uncovered facts which had not come to the attention of the
advisory committee. In other cases there was a genuine difference of judgment.

On the other hand, it appears that when the judgment of the advisory com-

mittee is negative, though the case is reviewed by the Reserve bank officials,
the finding of the advisory committee carries more weight than when it is
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favorable. This is not surprising, since an outstanding unfavorable feature
brought out in the report of the industrial advisory committee may suffice to
debar the application without further detailed study. To a considerable extent,
therefore, the advisory committee, which was intended to bring into the picture
a nonbanking viewpoint, and probably to bring about greater liberality, works
out as one more hurdle which the applicant must clear. In any case the advis-
ory committee, unless it provides itself with a staff of trained investigators
comparable to that of the Reserve bank, cannot be expected to take final
responsibility for the decisions.

Moreover, the tendency is for the advisory committee, in dividing up its
work, to place the initial responsibility for reporting on a given loan upon that
member of a committee who comes from the State or city, or general area, in
which the applicant's place of business is located, and in some cases the unfa-
vorable judgment of this one committee member seems to have been nearly
decisive. Such an arrangement can easily give rise to the accusation that the
decision of the committee is affected by the committee member's political or
business connections in the applicant's community. Representatives of the
survey came across a considerable number of rumors of this sort. Regardless
of the merits of these accusations (and we have no real evidence that there
was any basis for them), we believe that such complications would be mini-
mized and the work of the Reserve banks put on a sounder basis if the work
of appraising loan applications were unified and professionalized.7

Other recommendations concerning certain types of temporary
loans are made in sections B and C of this report, which deal rela-
tively with farm credit and home-owners' credit.

B. FARM LENDING AGENCIES

In general the farm-lending program of the Federal Government
is well organized, as a result of several years' of effort in the con-
solidation and coordination under the Farni Credit Administration
of the work of miscellaneous agencies. We shall consider first the
liquidation of the outstanding farmers' loans of types that have been
or are shortly to be discontinued ; second, the organization for ad-
ministration of agricultural credit activities that are relatively per-
manent. The Farm Credit Administration is charged by law or
by Executive order with administrative responsibilities in connec-
tion with the following types of loans which are no longer being
made : (a) Loans of the Regional Agricultural Credit Corporations;
(b) loans made from the Agricultural Marketing Act revolving
fund; (c) loans of the joint-stock land banks.
Regional agricultural credit corporations.—These corporations were

created by the Reconstruction Finance Corporation and that organi-
zation owns their outstanding stock. By the terms of Executive order
dated March 27, 1933, all the administrative functions connected
with the operation of these corporations, except those relating to
expenses, were transferred to the Farm Credit Administration. Be-
cause their principal functions had been taken over by the produc-
tion credit corporations, the regional corporations were placed in
liquidation early in 1934. As of December 31, 1935, their loans re-
mained outstanding to the extent of $43,400,186, or 14.1 percent of
the amount that had been lent. On June 30, 1936, the amount out-
standing had been reduced to $36,026,384. Of the repayments to
December 31, 1935, $35,866,363, or 24.4 percent, had been effected
through transfer of loans to the production credit associations. The

7 The same, pp. 37-38. It is perhaps appropriate to point out that the staff memberwho is primarily responsible for this section of the present report was the Administrator
in charge of the survey of the availability of bank credit in the seventh Federal Reservedistrict and joint author of the report quoted.
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Farm Credit Administration collects the loans chiefly through the
services of agents who are paid on a per diem basis. For the year
ended June 30, 1936, the total administrative expenses was $2,240,000,
which was paid by the Reconstruction Finance Corporation.
We suggest that in order to eliminate unnecessary accounting and

transactions between agencies, and to facilitate liquidation of the
Reconstruction Finance Corporation, the stock of the Regional Agri-
cultural Credit corporations be sold by the Reconstruction Finance
Corporation to the Production Credit associations of the respective
districts at an appraised valuation ; with the Government purchasing
stock in the Production Credit Corporation and paying off indebted-
ness to the Reconstruction Finance Corporation in amounts corre-
sponding to the valuation of the loans.

It would appear that, since the loans are of a character similar to
those made by the Production Credit associations, economy might
result from the use of the services of the Production Credit associa-
tions in the servicing of Regional Agricultural Credit Corporation
loans. We are advised that the Farm Credit Administration has
already done this to the extent that it seems economical; however. we
believe that transfer of the responsibility for the costs of collection
from the Reconstruction Finance Corporation to the Production
Credit corporations would exert a wholesome pressure in the direction
of further efforts along this line.

Joint-8tock land bank8.—No recommendation is offered concerning
the liquidation of these agencies as it seems to be properly located in
the Farm Credit Administration.
Commodity Credit Corporation.—We recommend that the liquida-

tion of the Commodity Credit Corporation be placed under the super-
vision of the Cooperative Credit Division of the Farm Credit Adniiii-
istration? which will be in position to utilize the facilities of the
cooperative banks and the Production Credit associations as they may
be required to facilitate collections. This division already has charge
of the collection of loans made under the Agricultural Marketing Act
of 1929, wliich were still outstanding at the end of 1935 in the amount
of $115,858,541. Of this amount, $71,425,775 consisted of loans to the
Grain Stabilization Corporation. The remainder were loans to coop-
eratives. Of the latter, $33,919,345 were classed as "effective mer-
chandising" loans, $8,677,735 were facility loans, and $1,835,686 as
commodity loans. These loans are now being administered by the
Cooperative Division of the Farm Credit Administration. Agents
are sent out directly from the Division to contact the borrowers.
There is no separate allocation of funds and no data in the reports
indicating the cost of the operations involved. ,
It has been pointed out that the Farm Credit Administration does

not now have facilities and personnel to deal with the sale of com-
modities involved in dealing with loans without recourse. However,
it will not be difficult to absorb these facilities now existing in the
Commodity Credit Corporation, and it should be possible to econo-
mize materially in the collection of loans from the agencies and
areas where the Farm Credit Administration already has extensive
facilities for collection and contacts with the borrowers involved.
The collection of Regional Agricultural Credit Corporation loans
has involved the taking over of a line of grain elevators so that the
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problem of disposing of properties is already involved in the admin-
ktration of the loans.
Banks for cooperatives.—Since the intermediate credit banks now

rediscount practically. all loans made by these banks, consideration
has been given to the possibility of amalgamating them with the
intermediate credit banks. Part of the work of the banks for co-
operatives consists of the making of commercial loans of a type simi-
lar to those formerly made by the intermediate credit banks. The
remainder, however, consisting on June 30, 1936, of $14,823,672 in
facility loans, represents an illiquid type of advance which prob-
ably could not be made directly by the intermediate credit banks
without impairing their present excellent credit standing. Consid-
eration should be given to the feasibility of reducing the number
of these banks. Of the 13 banks, only 3 had outstanding at the
end of 1935 as much as $3,000,000 in loans. However, the cost of
maintaining the separate organizations is not much greater than
would be the cost. of branch offices or field representatives of a
smaller number of banks. This is true because of the well-developed
system of joint facilities and joint supervision which the banks for
cooperatives share with the farm land banks, the intermediate credit
banks and the production credit corporations.
Emergency crop? feed, and seed loans.—As was noted in part I, the

work of this division of the Farm Credit Administration is similar
to that of the Rehabilitation Division of the Resettlement Adminis-

*tration. Both make loans on the security of chattels to farmers who
cannot, qualify for needed credit from the production-credit associa-
tions or from commercial banks. There has been, undoubtedly, an
undesirable overlapping of activity between them. Nevertheless,
there is probably justification for the continuance of crop-loan agen-
cies in both divisions, assuming that it is the policy of the Govern-
ment to continue a program of the present scope. The Farm Credit,
Administration crop loans (as distinguished from the old drought
loans) are business operations conducted on the basis of reasonable
security, though they involve higher risks than local banks are pre-
pared to assume. The Resettlement Administration loan program
is closely related to its program of relief grants and rehabilitation.
What is needed for the present seems to be a better delimitation of
the respective fields, so that there may be no competition, or refinanc-
ing of the loans of one agency by advances from the other. Progress
appears already to have been made in this direction. We recom-
mend that any future drought loan activities which may be necessary
be centered in the Resettlement Administration. We do not believe
that the lending activity of the Resettlement Administration could
advantageously be transferred elsewhere until the completion of its
general rehabilitation work. Nor are we prepared to recommend
that, the crop loans of the Farm Credit Administration be transferred
to the Resettlement Administration until the permanent character
of that agency's future organization and work are more settled.
Land-bank commissioner loans.—Consideration has been given to

the suggestion that the so-called land-bank commissioner loans made
by the Federal Farm Mortgage Corporation be transferred to the
Resettlement Administration on the ground of its quasi-relief char-
acter. It seems clear to us, however, that the balance of argument is
decidely against such action. The bulk of these loans are secured by
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second mortgages on properties on which a farm-loan bank has a first
mortgage. The actual work of collection of a land-bank commis-
sioner loan is done by a Federal land bank, and in many cases it is
able to use the facilities of a national farm-loan association for this
purpose. Interest and amortization payments on these loans are
scheduled to fit in with the farmer's payment on his land-bank loan,
and much would be lost, both from the standpoint of the Government
and from that of the farmer, if administration of the two classes of
mortgage loans were separated.

C. HOME LENDING AGENCIES

In another section of this report we have described the home lending
agencies of the Government, and have commented on the extent of
overlapping and duplication between them. We offer here our recom-
mendations with regard to the future relationships of these agencies.
In formulating these recommendations it has been assumed that the
functions performed by all these agencies are to be continued with
the exception of the Home Owners' Loan Corporation, which is
already in liquidation.
Home awners' Loan Corporation, and the Federal Housing Admin-

istration.—It was noted in a previous section of this report that in the
last fiscal year the Federal Housing Administration spent over
$7,000,000 on its field organization and the Home Owners' Loan
Corporation over $23,000,000. The work of these field organizations •
is very- similar, and the similarity will grow greater as the Federal
Housing Administration grows older and is confronted with a larger
volume of defaults on its guaranteed loans. Both agencies have the
same problems of property management and resale of properties.
Their legal staffs are specialists in the same field of law. Their re-
search staffs collect very- extensive data concerning the trend of real-
estate values in the same communities. The same questions of policy
as to the treatment of delinquent debtors will arise in both agencies.
No important public purpose is served by keeping them separate, and
we have no hesitation in recommending that they be consolidated.
However, the best method of effecting the consolidation is a ques-

tion of some difficulty because of certain differences in the character
of the assets and the liabilities of the two organizations. The Home
Owners' Loan Corporation may direct loans the Federal Housing
Administration guarantees mortgage loans made by approved private
lenders. Consequently the Federal Housing Administration has a
large and growing contingent liability while the liabilities of the
Home Owners' Loan Corporation are direct obligations incurred in
raising the funds which it used to make loans. The Home Owners'
Loan Corporation owns a portfolio of about a million loans, the great
majority of which are believed to be good.
The Federal Housing Administration owns no mortgage loans but

comes into the possession of properties which are foreclosed by
private agencies. Hence the two agencies have similar problems in
the management and disposal of properties. They each engage in
effecting the transfer of foreclosed properties of the respective
agencies. In the one case the Home Owners' Loan Corporation is
the mortgagee while in the other a private agency is the mortgagee
and the Federal Housing Administration acquires title after fore-
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closure, if carried out by a private agency as mortgagee. However,
the Federal Housing Administration does exercise some supervision
over loans which have not been foreclosed. It receives reports of
delinquency and gives advice and assistance to mortgagees in servic-
ing loans that are in arrears.
We have given consideration to a suggestion that the Home

Owners' Loan Corporation should sell in the open market, without
recourse, such of its loans as command a market,.using the proceeds
to retire its bonds. If this were done, the remaining work arising
in connection with the bad loans could be turned over to the Federal
Housing Administration, as a service agency, and the field force of
the Home Owners' Loan Corporation consolidated with that of the
Federal Housing Administration.
If all the Home Owners' Loan Corporation loans were either good

enough to be. sold in the open market without recourse and without
discount or else bad enough to be foreclosed immediately, this plan
would be very satisfactory. The properties taken over could be
turned over to the Federal Housing Administration for management
and sale. The Home Owners' Loan Corporation would become a,
mere financial holding company which would pay the costs of admin-
istration of its bad loans and gradually pay off its bonds as funds
were made available. This arrangement would be similar on a
larger scale to that which now exists in the liquidation of the
Regional Agricultural Credit Corporation.8
In fact, however, an uncertain, and probably large, proportion of

the Home Owners' Loan Corporation's loans would fall between the
two classes mentioned. They would not find a ready market, neither
would they be in default. The collection organization of the Home
Owners' Loan Corporation would have to be kept alive in some agency
to service the,se substandard loans until they either rose into the salable
class or fell to the class of defaulted loans. There would be a finan-
cial gain in the amalgamation of the servicing and property-manage-
ment work of the two organizations, but there would be no economy
in the sale of the good assets, for the simple reason that the Home
Owners' Loan Corporation would be able to sell, in general, only
those loans on which it was most likely to make a profit and would
still have to keep up its overhead and field organizations for c,ollecting
the rest.

Moreover, there is considerable doubt as to the willingness .of
financial institutions to purchase the loans, and it is certain that
debtors would resist the transfer. All the Home Owners' Loan Cor-
poration loans were made to borrowers who were, or appeared to be,
in distress, and the purpose of the loans was to relieve this distress.
Borrowers are certain to feel that they are entitled to somewhat more
lenient treatment, if their distress recurs than they would be likely
to get from a commercial lender who had no recourse to the Govern-
ment. And whatever the merits of this plea, prospective buyers of
the mortgages are certain to ta,ke it into consideration.

If, on the other hand, the loans are offered under the guaranty of
some governmental agency, so that the new lenders and the debtors

a See sec. B above. It will he remembered that the actual work of liquidation is done
by the Production Credit CorporationR, while the Reconstruction Finance Corporation as
owner of the stock of the Corporation pays the costs of administration. Proceeds of loan
collections are used to retire the stock.
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can hope to compose their differences with the aid of the Govern-
ment, the loans can probably be sold without difficulty.. In that
case we see no reason to confine the experiment to the high-grade
loans. The whole block, except those foreclosed, or threatening fore-
closure, can be sold under a guaranty similar to that offered by the
Federal Housing Administration. The servicing, legal, and property-
management organizations can then be amalgamated with similar
divisions of the Federal Housing Administration.
We recommend, therefore, that the Federal Housing Administra-

tion and the Home Owners' Loan Corporation be c,onsolidated, and
that the entire block of Home Owners' Loan Corporation loans which
are not already in default be insured by the new corporation under
a guaranty similar to that given to holders of the so-called title II
mutual mortgage loans and then sold in the open market. The new
corporation organized to take over the assets and liabilities of the
Federal Housing Administration and the Home Owners' Loan Cor-
poration would have an authorized capital regarded as sufficient to
meet title I claims (now paid from funds furnished by the Recon-
struction Finance Corporation) and any additional claims arising
under title II which the equity contributed by the Home Owners'
Loan Corporation and the reserve fund of the Federal Housing Ad-
ministration might be regarded as insufficient to cover. The Treasury
could subscribe for an amount regarded as ample to meet title I
claims and at a later time increase the subscription if the equity of
the Home Owners' Loan Corporation and the title II reserve should
prove insufficient to meet all losses arising from the guaranty of
mortgages. Since the new corporation would realize a large sum
from the sale of Home Owners' Loan Corporation mortgages, the
title II plan of issuing guaranteed debentures could be suspended,
the mortgage insurance corporation paying off the holders of these
foreclosed loans at the time when the properties were taken over.
The costs of administration would be greatly reduced by the changes
suggested. There would be some loss of profit on the good loans,
but there would be an offset in that the entire cost of foreclosure
would fall on the buyer of the securities.° In spite of this item,
buyers could afford to take this risk in exchanging Home Owners'
Loan Corporation bonds for guaranteed mortgages since the mort-
gages bear a much higher rate of interest. Indeed, in many cases
these guaranteed mortgage loans might be exchanged for HOLC
bonds with some premium on the mortgages.
The funds obtained from the sale of Home Owners' Loan Corpora-

tion mortgages would be used for two purposes—first, to provide
funds which may be needed to pay off holders of defaulted mortgage
loans insured by the Federal Housing Administration, thereby ob-
viating or reducing future issues of Federal Housing Administration
debentures; second, to retire Home Owners' Loan Corporation bonds.
So far as practicable, Home Owners' Loan Corporation bonds should
be taken in exchange for the newly issued mortgages, and any pre-
mium obtained would furnish coverage for losses on Home Owners'

9 Under Federal Housing Administration guaranty the holder of a mortgage is required
to foreclose before he has recourse to the Federal Housing Administration, and his claim
for reimbursement of foreclosure costs is subordinated to the Federal Housing Adminis•
tration's claim against the property for principal and interest.
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Loan Corporation loans and protect the Government's equity in the
stock of that Corporation.
In summary, the advantages of this plan would be—
(a) Elimination of the collection service of the Home Owners'

Loan Corporation insofar as good loans are concerned.1°
(b) Elimination of foreclosure costs.
(c) Consolidation of the property-management and the loan-serv-

icing divisions of the two organizations.
(d) Substitution of private capital for public ownership of a large

mass of mortgages, and retirement of a large volume of outstanding
bonds.
(e) Use of funds derived from the sale of mortgages to provide for

future financial needs of the Federal Housing Administration pro-
gram, thereby avoiding the necessity of simultaneously retiring
Home Owners' Loan Corporation bonds and issuing Federal Housing
Administration debentures.
(f) Consolidation of research activities and legal work of the two

affencies.
(g) Avoidance of conflicting policies, divided responsibility, and

confusion in the minds of the public with respect to the Government's
program for the financing of housing.
(h) Reduction of general overhead through the elimination of one

major governmental unit.
Organization of Federal home lending agencies.—It is not neces-

sary, in order to carry out the recommendation made in the preceding
section, that either the Home Owners' Loan Corporation or the Fed-
eral Housing Administration should absorb the other. What is sug-
gested is the merger of the Federal Housing Administration and the
Federal Home Loan Bank Board into one Federal home-loan agency.
to be administered by a board or an administrator, as the Congress
might determine. Within this organization there would be a mort-
gage-insurance corporation which would take over the assets and lia-
bilities of the Federal Housing Administration under its title I and
title II guaranty and the assets and liabilities of the Home Owners'
Loan Corporation. No new capital stock need be subscribed by the
Treasury at the creation of this corporation except to meet title I
claims, since the equity represented by Home Owners' Loan Corpo-
ration stock and Federal Housing Administration reserves should be
sufficient to cover probable losses under title II after the merger. It
is important, however, that the new agency should be brought under
the supervision of the Federal Home Loan Bank Board or of some
other coordinating agency exercising supervision over all the home
lending institutions.

1.0 The profit on good Home Owners' Loan Corporation loans under the present arrange-
ment will tend to become a vanishing factor from year to year, since a new loss factor
will soon appear. As the principal is paid down the profit margin arising from the
difference between the interest received on mortgages and the interest paid on bonds will
decline by over 6 percent per annum, on an average. because of a similar decline in the
unpaid principal. At the same time the number of installments to be collected is always
equal to the number of loans. Hence costs of collection will not decline as fast as the
profit margin between interest paid and interest received. Service costs will decline to
some extent as the number and principal amount of loans declines, but there will soon
develop, after the bad loans are foreclosed, a more steady cost of servicing which will not
decline as the income from these loans declines. Hence, deficits will steadily increase,
especially in the latter half of the life of the Home Owners' Loan Corporation, because
the Corporation will not be in a position to replace the principal of loans as it is paid off.
This consideration will not apPly to institutional buyers of the mortgages. under the plan
suggested above, because they will be reinvesting the principal as it is collected.
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The reorganization suggested would proceed along lines similar
to those which have been worked out in the Farm Credit Admin-
istration, where the Federal land banks, the Federal intermediate-
credit banks, the banks for cooperatives, and the production credit
corporations use common buildings for their field offices and main-
tain jointly legal staffs, statistical, auditing, control, and accounting
services, and are governed by joint boards of directors: Joint service
agencies also are maintained in Washington to service. the various
operating divisions. Coordination of home lending activities under
a single supervisory agency would make it possible to amalgamate
the legal, accounting, statistical, and research services of the various
housing credit agencies, and in the field to consolidate the offices
of the Federal Housing Administration with the Home. Owners'
Loan Corporation and those of the home-loan banks. This would
eliminate the present necessity for two separate organizations to
keep informed as to the financial condition of building and loan
associations, since the proposed home-loan corporation and the Fed-
eral Savings and Loan Insurance Corporation would have access
to the reports of examination and the files of condition reports of
associations.which are members of the home-loan bank system. One
appraisal division would supervise the appraisal of mortgages in-
sured under the mutual mortgage system and of mortgages offered
as collateral at the home-loan banks. A single agency would serve
the Federal housing institutions, and they would have full access to
the research work done in connection with one another's work, which
now is not the case. And a single agency would furnish technical
advice and assistance to home builders, which is now offered by the
Federal Housing Administration and by the Home Loan Bank
Board.
It will be noted that we do not suggest that the work of the home

credit agencies should be amalgamated with the home-building pro-
gram of the Public Works Administration or the Resettlement Ad-
ministration or any agency which may be set up to coordinate work
in the field of housing construction. We have considered sugges-
tions for such amalgamation, but it is our judgment that the work
of these agencies in the low-cost housing field is more closely related
to that of agencies responsible for relief and improvement of living
conditions in urban areas than it is to that of the home credit agen-
cies; hence it is recognized that such projects can be better tied in
w.ith some agency responsible for welfare work -in urban commu-
nities.
RFC Mortgage Co.—To facilitate the operations under titles I

and II of the Federal Housing Administration, the RFC Mortgage
Co. purchases guaranteed mortgages, both regular home mortgages
and large-scale housing mortgages. With the consolidation of the
Federal Housing Administration and the Federal Home Loan Bank
Board, it is suggested that this function of purchasing or holding
guaranteed mortgages be transferred to the home-loan banks. This
action would not only facilitate the operations under title II of the
National Housing Act but might also be of value in connection with
the liquidation of the Home Owners' Loan Corporation. To facili-
tate such operations by the Federal home-loan banks they should be
authorized to issue debentures against insured mortgage,s as collateral.
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If it is desired to continue the making of loans on other types of
property which are now made by the RFC Mortgage Co. (chiefly
office and commercial buildings and apartment houses with more
than 4 families) it is recommended that the RFC Mortgage Co.
be transferred to the supervision of the newly constituted Homo
Loan Bank Board [or Administrator].

D. SUMMARY OF RECOMMENDATIONS

1. That the preferred stock of banks be transferred from the Re-
construction Finance Corporation to the Federal Deposit Insurance
Corporation, the Government buying stock in the Federal Deposit
Insurance Corporation to cover the investment. Payment by the
Government to the Federal Deposit Insurance Corporation for new
stock, and payment by the Federal Deposit Insurance Corporation to
the Reconstruction Finance Corporation for the preferred stock of
banks, to be made with Reconstruction Finance Corporation bonds
now held by the United States Treasury.

2. That the direct loans to industry, made by the Reconstruction
Finance Corporation be sold to the Reserve banks if the latter are to
continue making direct loans, or sold to the Treasury in the event
that direct loans are presently to be discontinued.

3. That regardless of the disposition made of the outstanding
direct loans, if the making of direct loans to industry is to be con-
tinued, by either the Reconstruction Finance Corporation or the
Reserve banks, the industrial advisory committees be abolished.

4. That the production credit corporations purchase the stock of
the regional agricultural credit corporations from the Reconstruction
Finance Corporation and the Government purchase stock in the pro-
duction credit corporations in corresponding amount, payment to be
made in both cases in Reconstruction Finance Corporation bonds now
held by the United States Treasury.

5. That all the assets of the Reconstruction Finance Corporation,
other than those provided for in the recommendations listed above,
be transferred to the Treasury, and a corresponding amount of Re-
construction Finance Corporation bonds held by the Treasury be
canceled.

6. That the assets of the Reconstruction Finance Corporation be
taken over by the Treasury and its outstanding liabilities assumed
by the Treasury. In the event that it is desired to continue the
Reconstruction Finance Corporation's lending activities beyond the
date now fixed for its termination, it is recommended that it make
future loans as fiscal agent of the Treasury.

7. That the balance of Public Works Administration loans which
has not been taken over by the Reconstruction Finance Corporation
be purchased by the Treasury.

8. That the collection of assets taken over by the Treasury under
these recommendations be entrusted to the Federal Reserve banks as
fiscal agents.

9. That the Commodity Credit Corporation be put under the con-
trol of the Farm Credit Administration and its loans liquidated
through the Cooperativo Credit Division.

10. That the Federal Housing Administration and the Federal
Home Loan Bank Board be amalgamated.
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36 EXECUTIVE AGENCIES OF THE GOVERNMENT

11. That in the new agency suggested in the preceding recom-
mendation there be created a new corporation which shall take over
the asset,s and assume the liabilities of both the Home Owners' Loan
Corporation and the Federal Housing Administration.

12. That the outstanding loans of the Home Owners' Loan Corpo-
ration for which foreclosure is not imminent, be placed under the
protection of mortgage insurance of the type now offered by the
Federal Housing Administration, commonly known as title II loans,

and that these loans be sold to the public.
13. That the funds obtained by this operation be used in part to

retire Home Owners' Loan Corporation bonds and in part to create

a fund out of which losses on guaranteed loans shall be paid in

cash, thereby obviating or postponing the necessity for the further

issuance of Farm Credit Administration debentures.
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THE EFFECT OF GOVERNMENT LENDING_AGENCIES ON BANK
MANAGEMENT POLICIES  AND  PRACTICES.

Address of I. J. Roberts, Assistant Cashier of The
Riggs National Bank of Washington, D. C., before the
Departmental Conference on Bank Management cf the
Convention of the American Institute of Banking,

Seattle, Wash., June 9, 1936.

In order to intelligently discuss the effect of Government lending

agencies on bank management policies and practices, it is essential that we first

know what these agencies are and what lending functions they perform. A "Survey

of Government Banking" made by the American Bankers Association disclosed that

36 Federal and quasi—Federal agencies are authorized to furnish credit to industry,

commerce, finance, the farmer and the home owner. Through these agencies credit

of almost every description is available at low rates of interest. The loans are

usually made against specified security, paynents in most cases being required in

monthly or yearly instalments extending from a few months to 40 years.

The outstanding loans of Governnent corporations and credit agencies

exceed the total outstanding loans of all member banks of the Federal Reserve

System in 101 leading cities. These loans, as of March 31st, aggregated $8,317,000,000,

represented by:

Loans to financial institutions  $ 578,000,000

Home mortgage loans   2,952,000,000

Farm mortgage loans   2,943,000,000

Other agricultural loans .  707,000,000

All other loans   1,137,000,000

These figures do not include the investment of the Reconstruction Finance

Corporation in preferred stock, capital notes and debentures of banks and trust

companies, amounting to $856,000,000.
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The entry of the Government into the lending field dates back to 1917,

when the United States Railroad Administration, the United States Shipping Board—

Merchant Fleet Corporation and the Federal Land Banks were established.

The lending functions of the Railroad Administration were confined to

the extension of credit to federally—controlled carriers for the purpose of raising

funds for maturing obligations or for reorganizing railroads in receivership. Total

loans originally amounted to over a billion dollars.

The United States Shipping Board-aerchant Fleet Corporation was originafly

intended as a War emergency agency, but its activities became more or less permanent.

The Corporation made loans for the building and reconditioning of merchant ships,

but lending operations have been ruspended pending the determination by the Govern—

ment of a new shipping aid policy.

FEDERAL.LAND BANKS

The Federal Land Banks were originally organized in March and April of

1917 under authority of the Federal Farm Loan Act of 1916, to relieve the difficul—

ties of farmers who desired to secure long—term credit at reasonable rates of

interest and whose principal sources of credit up to that time were insurance

companies and private mortgage concerns which charged high rates of interest and

in addition impoaed heavy renewal dharges every few years. Federal Land Banks

make loans only upon security of first mortgages covering farm lands and the

improvements thereon. The loans are made direct or through national farm loan

associations for agricultural purposes only and are repayable on an amortization

basis over periods aa long as 34-1/2 years.

WAR FINANCE ROBENTION

The next venture by the Government into the lending field was the

creation on April 5, 1918, of the War Finance Corporation, which was designed

originally to finance industries whose operations were necessary for the prosecu—
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tion of the War. Its functions were extended in 1919 to include railroad

financing, and in 1921 to permit advances for agricultural purposes due to

distress conditions growing out of the collapse following the post-war boom.

The influence of the War Finance Corporation in stabilizing credit conditions

helped to restore the confidence of farmers and bankers alike and greatly re-

lieved the financial stringency. Tctal advances made by the Corporation before

it entered into liquidation in 1925 amounted to $690,431,000*

RECONSTRUCTION FINANCE CORPORATTO

The sharp reduction in values which took place during the depression

period beginning in 1929, with the resultant demoralization of our credit structure,

led to the organization on February 2, 1932, of the Reconstruction Finance Corpora-

tion, through which funds were provided by the Federal Government for direct aid

to agriculture, commerce, industry and financial institutions. The Corporation

was also authorized to furnish funds to other Governmental agencies. Since its

organization the Corporation has disbursed over eight billion dollars, of which

roundly three billion dollars was for the benefit of the banking business,

$1,933,000000 for loans to banks and trust companies (including receivers),

$1,057,000,000 for the purchase of preferred stock, capital notes and debentures

and $11441,000 for loans on the assets of closed banks. The extent of the

operations of the Reconstruction Finance Corporation directly affecting banks and

trust companies is shown by the fact that loans were authorized to 7464 banks and

trust companies; authorizations were made for the purchase of preferred stock,

capital notes and debentures of 6719 banks and trust compsmies; 1121 loans were

authorized to be secured by preferred stock, and loans were authorized for dis-

tribution to depositors in 2675 closed banks.

There can be no doubt that the activities of the Reconstruction Finance

Corporation have greatly strengthened our banking structure and have been generally
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helpful to business, and the affairs of the Corporation have been conducted in

a highly- efficient and business-like manner.

The loans and investments of the Reconstruction Finance Corporation out-

standing as of April 30th amounted to $2,482,020,000, distributed as follows:

Loans to financial institutions t 410,383,000
Loans on preferred stock of banks and insurance companies 00000900 46,053,000
Preferred stock, capital notes, and debentures  851,620,000
Agricultural loans  8,623,000
Loans to railroads (including receivers).  394,168,000
Loans for self-liquidating projects *  164,891,000
Loans to industrial and commercial businesses.  50,194,000
Loans to drainage, levee, and irrigation districts  54,713,000
Other loans.  3,587,000
Securities purchased from Public Works Administration  143,838,000

Total loans and investments, other than interagency.......... 2,128,071,000

Loans to Federal Land Banks 
Loans to Commodity Credit Corporation 
Capital stock of, and loans to R. F. C. Mortgage Co 
Preferred stock of Export-Import Banks 41* **************** 41, 401,00 1,011104,

34,365,000
291,961,000
17,623,000
10,000,000

Total all loans and investments 42,482,020,000

From 1933 to 1935 there was a rapid increase in the number of Federal

and Federally-controlled agencies which were established for the purpose of extend-

ing credit over a wide range of activities. It is not possible in the time avail.

&hie to us to discuss each of these agencies, many of which are limited in scope

and are of a temporary nature. I think it will be well, however, for us to inquire

into the functions of some of the larger agencies closely related to the banking

business.

HOME OWNERS LOAN CORPORATION 

The Home Owners Loan Corporation was established June 13, 1933, to pro-

vide emergency relief for home owners by enabling them to refinance their mortgages

and prevent the loss of their homes through foreclosure. Up to March 26th of this

year the Corporation has closed 1,000,749 loans, in an aggregate amount of

43,031,168,924, estimated at one-sixth of the present entire American urban home-
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mortgage debt. The Home Owners Loan Corporation has stated that by helping to

put the private mortgage structure of the country on a firm foundation, the exchange

of over two and one-half billion dollars of liquid HOLC bonds for frozen mortgages

has protected the savings of some 50,000,000 people invested in real estate loans

directly or through bank deposits, shares in home-financing institutions, life

insurance policies, mortgage bonds and other investments which depend on the

stability of real estate values.

FEDERAL SAVINGS AND LOAN ASSOCIATIONS

Federal Savings and Loan Associations are chartered by the Federal

Home Loan Bank Board under authority of an Act approved June 13, 1933. The loan-

able funds of an association are received through payments on shares, of which

there are four types to provide for the savings of all classes, from those who

can make systematic savings as low as fifty cents a month to persons who desire

to invest larger sums through the purchase of fully-paid shares. Each saver or

investor is a member of the association, and participates in its profits and

management. An important source of funds for the associations is the purchase

hy the United States Government of fully-paid sharea. Accounts are insured up

to $5,000 each through the Federal Savings and Loan Insurance Corporation. The

loans of the associations are limited to first mortgages on homes, or a combina-

tion of home and business property, and are repayable in monthly instalments in

not less than 5 nor more than 20 years. These associations have had a rapid growth,

the total number reported on April 30th being 1102 with resources aggregating

$570,351,261. The purpose of the Federal Savings and Loan Associations is "to

expand the services of local thrift and home-financing institutions operating

with private funds" and the enabling Act stipulates thot

"No charter shall be granted except to persons of good character

and responsibility, nor unless in the judgment of the Board a

necessity exists for such an institution in the community to be

served, nor unless there is a reasonable probability of its

usefulness and success, nor unless the same can be established

without undue injury to properly conducted existing local thrift

and home-financing institutions."
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FEDERAL_ HOUSING ADMINISTRATION

The Federal Housing Administration, created under authority of the

National Housing Act, June 27, 19341 while not primarily a lending institution has

had a stimulating effect upon the loaning policies of banks through its inaurance

functions. In its insurance activities it operates under two Titles. Under Title I

approved lending agencies are insured up to 10 per cent of their total advances

for modernization and repairs, and mortgage loans made by approved lending agencies

up to 80 per cent of the appraised value of the property and on an amortized basis

up to 20 years are inuured for their full amount under Title II. In making these

loans bAnk$ are performing a public service, as there is no field of business

which can do more to stimulate employment and contribute to the stability of the

country than the building industry. Banks have been glad to cooperate with the

Federal Housing Administration in its activities, and the total of modernization

and repair loans made up to May 7th amounted to $371,000,000 represented by

1,033,294 loans, of which 42 per cent were handled by national banks and 26

per cent by state banks and trust companies. The total of mortgage loans actually

insured as of May 7th was 660562 for a total of $262,329,258.

FARM CREDIT ADMINIST_RATION

The banks most directly affected by Government lending agencies are

those in the agricultural section4 where the farmer is provided with a wide

variety of credit by the agencies of the Farm Credit Administration, which was

created by Executive Order on March 27, 1933, to provide a coordinated credit

system for agriculture. The permanent institutions operating under the supervision

of the Farm Credit Administration are the Federal Land Banks, National Farm Loan

Associations, Production Credit Corporations, Production Credit Associations,

Federal Intermediate Credit Banks, and Banks for Cooperatives, including the

Central Bank for Cooperatives.

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



-7-

The first task which confronted the Farm Credit Administration upon its

creation was that of stopping farm foreclosures by refinancing the burden of debt

which had accumulated as the result of the depression. During the first two and

one-half years more than a million applications for mortgage loans were received,

and approximately 700,000 individual loans, aggregating nearly $1,900,000,000, were

made.

Farm Mortgage Loans are divided into two groups, namely, Federal Land

Bank loans, which are made on first mortgages only, and Land Bank Commissioner

loans, which were made available to farmers who were most heavily in debt and

unable to qualify for Federal Land Bank loans. Commissioner loans may be secured

by first or second mortgages. Farm Mortgage Loans outstanding as of March 31st

amounted to $2,877,876,000, of which $2,059,978,000 were made by the Federal Land

Banks, and $817,898,000 by the Land Bank Commissioner.

Another task confronting the Farm Credit Administration was the building

of a Production Credit System. About 560 production credit associations have been

established, their purpose being to connect farmers with the investment market in

order to obtain from it the funds used in operating their farms. Production credit

associations obtain their loan funds principally by discoanting the notes of their

borrowers with their Federal Intermediate Credit Banks, which in turn sell their

debentures to obtain loanable funds. Production credit association loans outstana-

ing ascf March 31st amounted to $116,392,000.

The Farm Credit Administration also made emergency crop loans and drought

relief loans to farmers who had no other source of credit, to enable them to carry

on their farm operations. Funds for these loans were appropriated by Congress and

amounts outstanding as of March 31st were $104,113,000 for crop loans and $63,713,000

for relief loans.

Farmers cooperative associations generally obtain their credit require..

ments from the District Bank for Cooperatives or from the District Federal
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Intermediate Credit Bank. Loans to Cooperatives outstanding March 31st amounted

to $87,463,000.

All pernanent units of the Farm Credit Administration which lend directly

to farmers are cooperative in principle, each borrower owning stock in proportion

to his loan. Government subscription to the capitel of these units is somewhat

simile/. to the purchase of preferred stock in commercial banks by the Reconstruction

Finance Corporation.

FEDERAL  CREDIT UNIONS

Federal Credit Unions, which operate under the supervision of the Farm

Credit Administrrition, are cooperative associations of persons having a common

bond of occupation or association, organized for the purpose of promoting thrift

and of creating a source of credit for provident End productive purposes. Members

are required to purchase shares, payable in cash or in small inatelments. Savings

may be withdrawn as desired, and fully—paid shares draw dividends, the average

rate being four to six per cent. FUnds are loaned to members only, for periods

not greater than two years. Loans in excess of $50 must be secured, and may not

exceed $200 or 10 per cent of the unimpaired capital of the union, whichever is

greater. Interest must not exceed one per cent per month on unpaid balances. The

number of Federal Credit Unions as of March 31st was 1396, with total savings of

$3,000,000 and outstanding loans of $2,650,000.

EFFECTS OF GOVERNMENT LENDING OPERATION

From Ey study of the Government lending agencies, Ihave become firmly

convinced that they have rendered a distinct service in helping to stabilize our

economic atructure at a time when it was rocked to its very foundations by the

greetest depression in the history of our cauntry, and that the Government, by

providing a source of credit to the home owner, the farmer and to business in

general during a period when the established financiel institutions were unable

to meet the extraordinary demanes upon them, enabled millions of citizens to
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save their homes and their farms from loss by foreclosure, and also made it possible

for thousands of industrial organizations to weather the storm, saving the invest—

ments of their bond and stock holders and keeping millions of workers on the pay—

rolls. In the main, the effects of the operations of the Government lending

agencies were beneficial to the banke, by relieving them of frozen assets and

even by providing them with capital funds to carry on their business. In determin—

ing whether the Federal lending agencies have been competing unfairly with the

banks, the reasons which impelled the Government to underteke large—scale financing

must be borne in mind, and I believe this study has shown us that there wasan

urgent need during the period of emergency for the establishment of practically

every one of the lending agencies closely related to the banking business.

LIgnumpli OF GOVERNMENT LENpING AGENCIES
ers

It seem to me that bariiiTin general recognize these facts, but there

is a growing impression that while the entry of the Government into the lending

field was justified by emergency conditions, these conditions no longer exist and

the Government should vithdraw from those fields of endeavor which naturally

belong to the privately owned banks.

The attitude of the Government with respect to retiring from the lending

field was expressed by President Roosevelt in his address to the American Bankers

Association in Washington in 1934, in the following language:

"I find almost general agreement among bankers that
the agencies must continue until such time as the banks
and other private credit agencies are themselves able and
ready to take over the lending functions; and when
that time comes, I shall be only too gled to curtail
the activities of these public agencies in proportion
to the taking up of the slack by privately owned agencies."

The American Bankers Association is now making a study to determine

whether or not some emergency organizations of the Government have not fulfilled

their function and should be liquidated, end how banks may assist in such

liquidation.
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It is encouraging to note that the process of retrenchment in Federal

lending activities has already set in. The Home Owners Loan Corporation has

discontinued accepting applications and its lending functions will end on June

1:)th of this year. The power of the Reconstruction Finance Corporation to make

new commitments will expire on February 1st, 1937, unless extended by law, and

the lending functiona of several other agencies will cease during 1936 and 1937.

Howevier, events of the past few years have brought about permanent

changes in our economic system and some of the lending agencies created to meet the

new conditions are here to stay. Therefore, it seems to me that the beet way

to hasten the withdrawal of the Government from credit fields which can best be

served by the banks is for the bankers to demonstrate that they can do a better

job.

One way in which the banks can hasten the liquidation of Governmental

agencies is by taking over some of their desirable assets. For example, the

Reconstruction Finance Corporation has many loansvhich can be acquired by commercial

banks on an attractive basis. The Comptroller of the Currency recently stated

that a survey has been made to ascertain how many receivers, loans held by the

Reconstruction Finance Corporation are available for banks, and it was found that

there are 173 loans which are deemed suitable for banks, amounting to over

403,000,000. The Comptroller expressed the hope that every one of these loans

will be taken over by banks in the vicinity of the receiverships.

EFFECTS ON BANK POLIC;ES  AND PRACTICES.

Interviews and correspondence which I have had with bankers from all

sections of the c ountry have failed to disclose that the activities of the Govern,-

ment lending agencies have had any material effect cn the policies and practices

of the city banks. The agencies of the Farm Credit Administration, however, have

seriously affected the country banks by reducing the available amount of loans

and diacounts and making it necessary for them to find an outlet for their foids
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in the investment market, particularly in Government securitiea. The low return

on high-grade securities as compared with the rates which they were accustomed

to receive on loans has so reduced the income of many cf the smaller banks that

they have been compelled to reduce expenses and curtail activities in every way

possible, and I am told that many small banks, particularly in the South, would

not be able to exist if it were not for the charges they are now compelled to

collect for services which in the past were rendered free to their customers.

I believe the principal effect the Government lending agencies have had

on the policies of banks in general has been to make them more aggressive in

seeking new fields for credit and in trying to render a greater variety of servicer

to their communities.

Mr. Robert V. Fleming, President of the American Bankers Association, in

referring to the possibility of taking over facilities now offered by Governmental

agencies, eaid in a recent address:

"I do not advocate the making of unsound loans, or engaging in
any practice contrary to sound banking principles, but I do believe
that with the broadened facilities now aveilable through the Federal
Reserve System, and the fact that public confidence in the safety
of banks has been restored, there is no longer any need for banks
maintaining a high percentage of liquidity and bankers can adopt a
broader, long-range viewpoint in dealing with their customers.

"I do not propose that we should not always have in mind the need
for maintaining an adequate degree of liquidity and the soundness
of the credit extended, but I have seen statistics recently,
which I believe to be accurate, showing that these agencies of
Government at the present time are extending credit in a volume
in excess of one quarter of the total loans made by all the
chartered banks in the country. Where the Government has to
continue to function in such capacity, it must be financed, and
to a grest extent it is the banks which must do the financing;
hence, we find the situation where the Government is extending
credit to the public at a reasonable rate and, on the other hand,
is financing itself, largely through the banks, at the lowest
rates of interest we have ever known in our history.

"I am sure you can see how this strikes at the heart of bank
earnings. It is my belief that the people prefer to deal with
chartered institutions, carefully supervised by national or stete
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authorities, rather than directly with Government agencies which

cannot fUnction as elastically as private organizations. There—

fore, I believe bankers should explore the possibility of

handling these credits at a reasonable rate of interest to

the public, thereby helping the government to reduce its

expenses and, in turn, augment bank earnings."

The experience in making loans under Title I of the National Housing Act

has been so satisfactory that many banks are now making modernization and appliance

loans on an amortization basis both with and without the cooperation of the Fede
ral

Housing Administration. There is also an upward trend in the extension of credit

on real estate security, a rapidly increasing proportion of these loans bein
g

amortized over periods of ten, fifteen and twenty years. While probably the

larger amount of these loans are made under Title II of the National Housing Act,

there is a marked tendency on the part of banks and trust companies to make loans

of this character without insuring them under the Federal Housing plan*

Many banks are also making instalment loans of every character, including

automobile loans and personal loans, and there is a widespread belief that the

field of consumer credit is a sound one that can be cultivated by the banks to

their own advantage as well as to the benefit of the consuming public.

So far as country banks are concerned, I believe the outlook is much

brighterfor an increasing demand for credit. While the banks cannot hope to

compete with the Government in the matter of low interest rates, information brought

out at the recent Conferences on Banking Service conducted under the auspices of

the American Bankers Association, indicates that there iE a large volume of desirable

loans available to banks which are willing to go after the business vigorously

and to adjust their interest rates to a level in keeping with existing conditions*

I believe the situation with respect to agricultural loanswas well

expressed'in a recent address delivered by Hon. W. E. Myers, Governor of the Farm
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Credit Administration, when he said:

"The Farm Credit Administration has neither the resources nor the
desire to monopolize the field of farm credit. Our job, as I see

it, is to supplement and not to supplant existing private agencies.

Although our job is one of supplementing, cur credit institutions
are going to be somewhat competitive. I don't deny that. With

the return of private agencies to the farm loan field this compe-

tition has become more evident. I am very glad to see private

agencies return, for it bespeaks improving conditions in agriculture
and improving confidence in the welfare and the future of the in-

dustry. *** Commercial banks certainly have a vital part to play

in the financing of those types of farm production which they

choose to handle. However, it seems to me that there is a need

and a place for both private and cooperative agencies in the farm
financing field and that reasonable competition on a proper plane

will result in better service to farmers and will be in the public

interest. It is very easy to overemphasize competition, especially
when just recovering from a depression. There will be a greater
volume of credit business for all credit agencies as recovery
continues and becomes more broadly extended."

In conclusion, I feel that such competition as does exist between the

Government lending agencies and the privately owned banks offers a challenge to

the bankers of the country to demonstrate that they are both able and willing to

extend sound credit at fair rates of interest to meet every reasonable demand. I

believe the bankers will accept this challenge in a spirit of helpful cooperation

and that the younger generation of executives who have the good fortune to secure

their training through the American Institute of Banking will play a large part

in developing our hankirg structure and in placing it on a higher plane than it

has ever occupied before.

.111, MM. /Mc O.. MM.
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OLD AND NEW CRMIT FI-ZDS FOR BANKS 

Presented at Fixecative Session
Kansas Bankers Association

Kansas City, Mo., May 5, 1936
by A. G. Brown, President,

The Ohio Citizens Trust Company,
5oledo, Ohio 

Credit sources and credit needs are as old as business itself. Through the

years the credit needs of the average commnity have been handled mainly by the commercial

bank, which Fathered the savings and gurolus funds from those who had an excess and loaned

them on the security of real and personal property, or on financial statements of business,

to those who could profitably use then. Thus, through the natural and intelligent

utilization of credit, backed by its own resources, the American community has been

securely bnilded as the foundation stone of our own great Nation; - and the American hankeris

contribution to tlis ideal state has not been small.

Thines have gone astray from this ideal and now we find the banker facing manY

colgoctitors in the credit field. The United States Government is the largest, with

thi.rty-six owned or snonsored lending ap'encies. Business itself is another competitor,

for practically every line of industrial endeavor now includes aundreds of companies %hose

capital structure has been built gufficiently strong to finance open accounts or long

term credits for all the productive and distributing processes of industry from the manu-

facturer to the retailer. Figures are not available to show how much of the credit of the

country, formerly handled by banks, is now carried by business itself, but it would run

into hundreds of millions of dollars.

Consideration of new credit fields might be divided into three categories:

1. Credit fields in which the Government is now lending money.

2. Those fields of Government credit activity in whidh the credit needs

can be met in whole or in nart by commercial banks.

3. New credit fieles in which the Government is not engaeed in the

lending of money.

k
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Since bankers generally have been so confused and perplexed about the Govern-

ment's particieation in the credit business, I consider tAs phase of my subject the

most timely, and justify, in my awn mind at least, the need of reversing the sequence of

my discussion.

BanKerse magazines and periodicals are filled. with the favorable experiences of

many bankers thraughout the country who have installed Personal or Character Loan Depart-

ments and who are successfully handling automobile finance paper. Heretofore the feeling

has prevailed that such business could not be reconciled with the operation of the con-

servatively mantved commercial bank. Bankers have been reluctant to consider that they

held any responsibility to the public to take care of this class of business. From the

record made in thA handling of this tyee of credit, it would appear that we, as bankers,

have not kspt pace with changing conditions. Only a few years ago most banks refused to

nurchase collateral notes of finance companies, for, as they termed it, they did not want

to contribute to unsound credit practices. Thether or not this business mieht have been

develoned as an integral part of camaercial banking to the degree of efficiency with

wtaich it is now handled is oeen to question. Obviously our attitude then as to the sound-

ness of such credit was wrong. If we are to meet the legitimate and saund credit reanire-

ments to the fullest extent in aur own conelunities, are we not Justified. in thinking in

terns of changing business and a changing public, and adapting our business to sue' change?

The wonderful growth of the Credit Union, with 4,000 units serving 400,000

people through a cooperative plan of saving and lending to their members, Should remind

us of the truism that "Labor is the basis of all wealth" and that commercial banks, to

serve the maximum credit needs of their couviunities, must take cognizance of the desire

and willinemess of the people to save and spend in -proportion to their labor. 'nig record

should also impress UA with the seriausnese of purpose and thourht of these average

folks, who, as producers of wealth, have instinctively spoken through the Credit Union

plan and said "le shall not be denied the opport,Inity of savinr and borrowing."
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Some have stated that few commercial banks are so constituted that they can

Profitably han,±le the savings of individuals in sums; that they are limited by law

to a rate of return which makes a loan of STO or less an unprofitable transaction.

Peeoaps Credit Unions will sunolement the functions of canaercial banks, rather than

duplicate them. Maybe finance companies, as now constituted, will continue to extend the

major portion of personal or character loans. It may be desirous tc have big business

continue to carry most of the processing credits of induetry. If, Aowever, the bankers

of this co.Lntr! are to conduct a business which has heretofore been thought of as indis-

pensable to the needs of the public, they must adapt themselves to new conditions and ;ear

their operations to the modified economic system that now exists. Only to the extent that

private banking recognizes its obligation to serve the community by meeting the legitimate

credit demands of the people at all times can it expect to be free from Government inter,-

ference of one kind or another.

The subject of Government competition with private enterprise is one that con-

c....me not only the comiercial banker, but every thinking American, who cannot help but be

alarmed about the many activities of our Government which tauch those of gur individual

businesses. You know when I go about the country and meet business men, esnecially bankers,

I find they are a little disturbed. That isn't strange when you analyze general conditions.

The cause of this disturbance, I think, is brought out by what a Kentucky judge said to

a fellow who had came UT) to stand an examination to practice law. On inquiring what he

had read, the old judge mentioned Blackstone and two or three other authorities in law and

the fellow hadn't read any of them. l'he judge said to him, "You're going to be a lawyer

and yau haven't read any of these; what did you study?" The aPnlicant reolied "Ive

epecialized on the statutes of 'Kentucky. I've studied them hard and I think I can answer

any question on any important statute of rentucky." The judge thought a little while and

then said to him, "I'm going to tell you frankly what's .(ping to be the trouble with you as

a lawyer; that Kentucky legislature may meet next winter and repeal every damn thing you know.*
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So, a lot of bankers in this country are disturbed because they are afraid

that they will wake up same morning and find that the Government has repealed their

right to do business.

Surrounded by Government sponsored credit agencies, which obviously have

acquired an irresistable desire to make their services indispensable and themselves

perpetuated, and circumscribed by a regulatory system referred to as one of the most

complex ever imposed upon any business of Government, there is little wonder that the

banker has moved slowly toward an aggressive program of lending. In a fog of fear and

confusion, his program has necessarily been a negative one; but in !mite of same clouds

that still prevail, I have the confidence that under the virile and intelligent leadership

of men like Robert V. Fleming and Tom Y. Smith of the Am rican Bankers Association, and

your own President Bryant of the Kansas Bankers Association and Mr. Allendoerfer of the

Missouri Bankers Association, the clouds are lifting. In fact, you folks here in the

territory served by this great city where the "West begins", are fortunate to have suth

leaders in progressive banking thought as Fred B. Brady, Preaident of the 3t&ite Division

and Carl Allendoerfer, President of the National Bank Division of the American Bankers

Association, both of whom have contributed so mudh to a positive program of aur great

- a program that, when undertaken and applied by the individual banker in his

own community, will result in the general acceptance by the People of America that an

ag4ressive, stable, independent, chartered banking system is essential to the continued

economic development and welfare of the Nation.

Marriner S. 7ccles, Chairman of the Board .of Governora of the Federal Reserve

System, made a very significant statement at the American Bankers Ansociation Convention

in New Orleans when he said:

"I feel that you have every reason in the world to have confidence that

the system of privte industr7 and the sy7tem of private banking has a

future, if you will but profit by the lessons in the Past, if yau wil/

but dc yaur part and step out into the field and extend not the type of

credit that you prefer to extend - 90 days or 6 months credit - but the

kind of credit that there is a demand for in your community."
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In other words, it seems to me that if the bankers of the caantry want the

Government to !,.,et aut of the lending business, it is up to them to demonstrate that

are not only able but willing to take over as mudh of the available sound credit risks as

possible. It may be that we have reached a noint where, as Governor *Iccles noints out,

we are facing a demand for different types of credit than those to which we have hereto-

fore been accustomed. Certainly the small volume of short-term credit, as compared with

the large volume of long-term credit, would indicate the existence - for the present at

least - of a very different type of demand from that which has heretofore existed. The

mutation whether this is a good thine and whether it is permanent remains to be demon-

strated. In the meantime, it is a fact to be confronted and an indication of the

necessity for a change in commercial banking as practiced today.

In considering the credit fields in which the Government is now lending money,

and how much of the credit needs in these fields can be taken over by commercial banks,

we n.re interested mainly in the activities of the major agencies: - the Reconstruction

Finance Cornoration, the Home Owners' Loan Corporation, the Farm Credit Administration

ith its Federal Land Banks, Federal Intermediate Credit Banks, Production Credit

Associations and Banks for Cooperatives.

The Reconstruction Finance Corporation, since its organisation in 1932, has

made loans aggregatinp three billions of dollars to the bariking business, - one billion

through the nurchase of preferred stock and debentures, one billion through straight

loans to open banks and one billion to closed banks for distribution to denositors. At

present it is the countryis largest bank, with resources on January 31, 1936 of more than

Five Billion Dollars. However. its lending operations cease February 1; 1937.

In contemplating ways and means by whidh the banks of the country might assume

much of the credit load carried by governmental agencies, might not consideration be

given to a program involving the liouidation of the Reconstruction Finance Corporation

through the rurchase by banks, under prescribed conditions, of assets now held by it in

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



-6-

the form of loans, bonds, etc., and perhaps the purchase of other of its assets by pri-

vately financed agencies organized for the nurnose? Mr. George 11. Anderson, in a recent

isque of "Banking", sugpests the possibility that banks, thrompli the revival of the

National Credit Corporation, could tak:e over the RPC's advances to banks and trust

comnanies. The record of the National Credit Corporation in earning 3.3V, an the

Ugg,000,000 which the bank_s nut into it, would justify consideration at least of such

a program that would assist the government to get out of the lending business to this

extent.

I know that many feel that the RFC has not completed its work, - that the

railroad program, real estate mortgage problem, drainage and irrigation situation, - all

affect the sane progress of business to the extent that the Corporation should stay in

the picture until these additional questions are solved. If that is desirable, bankers

should say as much and say it now, and assist in every way possible in the securing of

desirable comnitments from the Corporation, so that these unfinished credit matters could

be on their way and the feeling oncP and for all eliminated that the Government is pre-

ampting private rights in insisting upen handlinp- this tyne of credit.

According to a recent report. the Fome Owners' Loan Cornoration received, from

the time it began operation in 1933, to Jauuary 31, 1936, - 2,000,000 applications and

closed 1,000,000 loans, for a total amount of $3,000,000,000. Commercial banks, as the

recipients directly and indirectly of hundreds of millions of dollars of these loans,

arreciate thp great contribution which the HOLC hex made to the credit needs of the

mortgage situation. /Tor that the euergency has passed, and with increased interest

manifested by. private lending wencies in this field, it is hoped there will be no reason

for extending the loaning activities of the Corporation, which cease by law June 1, 1936.

4ith the rediscount facilities of the Federal Home Loan Bank available to qualified

Building and Loan Associations and Savings Banks, and with the cooperation of the MA
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making sound real estate loans attractive investments for insurance companies, trust

companies and cammercial banks, it would appear that ample provision is thus made for

those standing in need of this type of mortgage credit.

The agencies of the Farm Credit Administration, dealine exclusively in the

credit of farmers, have a direct influence won the business of country banks. Possibly

these organizations, more than any other, are the ones referred to by bankers in regis-

tering any complaint about the Government continuing to be in the credit business.

It is well to be reminded that following the enactment of the Farm Mortgage

Act of 3933, most of the commercial banks joined every class of creditor dealing with

the farmer and called upon the Federal Land Banks to take over all of their farm paner -

secured and unsecured - that could be refunded by mortgage, and to do it quickly. The

Federal Land Banks, after sixteen years of operation, held but 121', of the farm mortgage

debt on July 1, 1933, or $1,100,000,000. In the thirty months following, in order to

meet the requirements and demands of banks, life insurance comoanies and individuals,

as well as the farmer-borrower, Federal Land Banks and ne Land Bank Commissioner loaned

practically two billions more, bringing its total holding of farm mortgage debt to more

than one-third of the whole.

In order to meet the tremendous responsibility these figures sag,7est, the

Federal Land Banks, organized as farmer cooperatives in 1917 and wholly owned by them

until 1932 - became the beneficiaries of a generaas Government which now owns more than

50% of their Capital. The fact that in six of the twelve banks the borrowers still own

a majority of the Capital Stodk is a basis for the hope that the Government may ulttmate-

ly be repaid for its advances, control returned to farmer-borrowers and the banks agrin

assume the role of real cooperative institutions.

In the meantime there is the opportunity now offered to bankers, particularly

country bankers, to interest thelselves actively in the Land Bank System by directing

straight thinking and giving active support to those of its real friends who want to see

it preserved as the great stabilizer of long-time mortgage credit, - governor, so to

speak, of the whole farm mortgage situation, guaranteeing fair rates and terms but not
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usurping the business to the exclusion of every other farm mortgage loaning agency.

There is a fear generally prevalent that all Government sponsored lending

agencies are attempting to dominate their fields by promulgating interest rates that

cannot be justified by actuarial experience. Lowering of interest rates, especially on

agricultural credit and home mortgage loans. has been a policy of the Government for

several years, culminating in the arbitrary lowering to 3 1/2% of the rate nn mortgage

loans of the Federal Land Banks by action of Congress, which authorized it as a temporary

mepLsure of relief. If such a rate were made permanent, as it is nronosed, it would not

only further demoralize private farm mortgage lending, but would also !nem the subversion

of the Land Bank System. The present situation is wholly artificial, made possible only

by Government subsidy, and any attempt to faund a permanent policy upon it is bound to

result disastrously not only for tht private mortgage lending business but also for the

farmer, whose best interest would be served in having every form of private finance,

including commercial banks and Land Banks, competing for his security. On this subject

Dr. I. I. Myers, the v,-ry Governor of the Farm Credit Administration, made tnis

rather reassuring statement recently to a group of representatives of National Farm Loan

Associations:

"In my judgment there will not be a continuing subsidy. The temporerY

enibsidy that has been made available to borrowers from the Federal

Land Bank to enable them to get on their feet has been helpful, but e

must not expect a continuing subsidy after t4is is over."

I know he believes that the most effective way of reducing interee,t rates, as far as

Fed,.ral Land Bvms are concerned, is to Inia,:e and -,ceep the institutions sound, and this

eoes for conAercial banks as well.

It is heartening to note that life insurance comnanies and banks are renewing

their former interest in farm mortgages and that in the first half of 1935 they made

mortgage loans totaling $306,000,000, a gain of Pe, over the same Period in 1934. With

the liberal provisions of the Banking Act of 1935, bankers should explore the possibilities
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in the real estate mortgw-re field, of obtaining liquidity and ever-increasing security

in loans properly amortized and on farms oroperly appraised. The development of the

amortization princinle in the lending of funds will probably constitutR the distinguish,-

ing feature of thR bankirv, business in the years just ahead. It sRems to me that the

ao9lication of the principle of amortization on a monthly, quarterly or sami-annual basis,

has been too long neglected by commercial banks, although they have stood by and furnished

loaning funds to instalment credit agencies whose success is due primarily to the intelli-

ent use of this principle. Bankers have been too content, so long as they had what they

felt to be a sound loan, to permit the borrower to renew from time to time, without anY

provision being made for amortization or repayment on any sort of a nrogram. Consenuently

we entered the depression with a vast amrlunt of credit, much of which could have been

liquidated withaut the assistance of a Government credit arency if a definite paying plan

had been provided therefor. This appliRs not only to real estate mortgage credit, but to

a large proportion of so-called commercial credit as well. In fact it would be a rood

axiom for bankers to place over their desks that "If a creeit need cannot be mmortized

over a reasonable length of time, the loan Should not be made." Or, to nut it rather

curtly, "Let every loan have a pay day sdhedule." Someone has said th-t the railroads

have "muffed" their job because they overlooked the value of amortization; they should have

at least provided a payment plan that would have refunded a less amount each time a new

bond issue was made.

In the intermediate or short-term credit field, Production Credit Associations,

of which there are now five hundred scattered thraurhaut the United States, are a real

potential saurce of competition for the country bank in tha future. Their funds are

obtained from the Federal Intermediate Credit Banks which are GovernmRnt-owned and which

in turn, secure their funds from the sale of debentures to the investing public. The

Intermediate Credit Banks are authorized to discount farmers' short-time notes for

Agricultural Credit Corporations, commercial banks and other loaning agencies, as well

as Production Credit Associations, but they do not loan directly to the farmer. They are

in reality a federal reserve for handling the operatinr creFits of farmers.
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Commercial banLes might well consider the advisability of qualifying for the rediscount

privilege with the Federal Intermediate Credit Banks. While it is not likely that sudh

facilities will be needed in the bunediate future. good use of them could have been made

back in 1930, 1931, 1932 and 1933. At least here is an agency that is providing a market

for farm paper, thereby adding to its desirability as a proper and liquid investment for

commercial banks.

hile it seems unjust for aar Government t provide a subsidy, as it has. to

the extent of a hundred million dollars, in setting up the initial Capital of the Pro-

duction Credit Associations, these organizations seem to meet the theoretical plans and

aspirations of a lot of worthy and capable people who believe that they orovide an oppor-

tunity for farmers to set un their awn cooperative credit institutions, farmer-owned.

farmer-managed and always an insurance against the time when they mt -ht not be able to

borrow frDm any other source. They are here and they are going to stay a while and, in

the meantime, we mit-lit justifiibly acquaint ourselves with their procedure and require-

ments, which I believe are sound and which, if added to the more nersonal interest and

attention which the country banker can give to the farmers' needs, will insure a quality

of credit that the banker can provide that will outsell the Production Credit Association

or any other Government sponsored aeency. Personally, I cannot apnreciate the need for

Production Credit Associations. Having been intimately ,cquainted with the banking

facilities of Chio, Indiana, Illinois, Kentucky and Tennessee, it is my Judgment that the

commercial banking machinery - at least for that section of the country - is entirely

adequate and capable of caring for the legitimate credit needs of the people. If there

is any section of the country. however, where unconscionable interest rates prevail, as

formerly in the one-crop country. or where too limited banking facilities exist, then

there can't be any "kick" if Production Credit Associations insist upon meeting the

requirements of that particular locality. The smart banker, nowever, will see to it that

his worthy borrowers do not obtain their credit from these Associations.
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Banks for Cooperatives were established ta make loans to farmers' cooperative

business organizations, - the kind formerly made by the old Federal Farm Board. In V'

Judgment the type of credit which they consider wuuld not come into competition with a

commercial bank. They are, however, contributing to a most worthy effort on the part of

farmers to oravide successful cooperative business organizations and should have the

g,00d will and support of commercial banks.

While the agencies of the Farm Credit Administration are anxious to explore

every possibility of appeal to farmers to utilize the various sources of credit under

their supervision, they adknowleage that they cannot reasonably expect any farmer to go

to a National Farm Loan Association, or a Production Credit Association for his credit

unless the Association can extend to him as good or better service over a period of years

and at as low or lower cost than he can borrow of his local bank.

Government influence in the field of private lendipg will be halted, in my

estimation, only after it is generally adknawledged that there is no need for its parti-

cipation. The banker, - particularly the country banker - has a real orPortunity to

°nail" its orogress on a cold-blooded business aoneal, - (1) by assuming a more aggressive

attitude with respect to the procurement of loans, (2) by a lowering of interest rates to

meet the competition of governmental agencies, and (3) by providing a proper quality of

credit to meet the farmers' need, including a plan of nayment commenwurate with the

ability of the borrower to repay.

True, the Government may be in a favored position. so far as taxes, costs and

low interest rates are concerned. but we must not forget that interest rates heretofore

charged were primarily based upon the borrower's footing the entire banking income,

including a fair return to stoCkholders, as well as all exnenses, which included the

expense of handling the depositors' money. Interest rates on deposits have been reduced,

service charges have been installed, and it would seem that banks should ?-ive the

borrower the benefit of reduced rates. Perhaps Capital has been obtaining too large a

ihare of its earnings at the expense of the borrower. Banks may be obliged, - for a
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tim,2 at least, - to m-,et this situation by being content with lower rates, in order to

meet the competition offered by the Government in its endeavors to alleviate the dis-

tressed coneitions th',ct have existed.

A banker friend of mine in Indiana met this competition of the Gavermment in

business by using a little salesmanship. In the first place he reduced his interest

rate, even on small loans, from g5 to 6% and, incidentally, he has made more money this

past year (1935) than he has made in six years, and is paying his regular 61 dividend to

stockholders.

One of his farmer-customers who had a six month loan of $P00, at 6,4, at the

bank took notice that corn loans could be obtained through the Commodity Credit Corporation

at V interest. In due course he got a loan and paid off the balik, and thrn this banker

called him in one day and secured the following information concerning the amaunt of

aut-of-pocket expense that he had incurred in getting the t200 loan:

$4.00   Six Months' Interest 4%

3.00   Sealer Fee

1.00   - Recording Fee

.20   Releasing Fee

.50   Stamps

1.5p   Insurance

$10.20 TOTAL COST.

Of course, yam know what the farmer did.--He secured a new loan from the bank, paid off

the corn loan, and will undoubtedly do a little figuring and thinking before he again

borrows from anybody else except the commercial bank of that community.

Ihen checking with his customer as to the total cost - expense and interest -

in obtaining a cattle loan from a Production Credit Association, a Kentucky banker dis-

covered that the cost to the farmer for one of these 5% cattle loans was actually 6 3/4%.

The banker's rate is 6% and he is getting all the desirable cattle loan business in his

community.

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



-13-

A few weeks ago I visited a bank in Central Ohio where the President, an

elderly, white-haired man, showed more vim and fire than any younger banker that I have

seen in a long time. 1Te says "We're always ahead of them. I cut my interest rate on

time money to a year before the Federal Deposit Insurance Corporation came into

existence. My regular rate on real estate loans is cA but before I'll miss a real one,

I'll make the rate Iv% I've made $100,000 in cattle loans in the last two months and

the rate was 5%. I didn't lose one to a Production Credit Association." Ihile other

bankers whom I visited have not cut their rates as low as this, some reductions hLve

been made and enough experience had to assure them that the farmer is perfectly willing

to pay 6% for cattle paper, as compared to 5‹ to the Pro ction Credit Association, and

that 5% is a satisfactory rate on farm mortgage loans.

Speaking of the barrier of interest rates, one commercial banker, in whom

I have a lot of confidence, made this statement:

"-ie have been used to generous money rates so lonp: that I find it

awfully hard to convince the country bahlser that he can afford to

do business on a much narrower margin as regards interest rates.

One factor, of caurse, that is against it is that a lot of them

are still paying interest on too large a proportion of their deposits."

In the December issue of the Northwestern Banker is an article by R. R. Schroeder,

Cashier of the Iowa County Savings Balik.at Marengo, Iowa, entitled "$202,000 Loan Increase

in One Year." I commend that to 611 country bankers, who, when they have read it, will

agree that eadh of us might have had the same experience if we had exercised like energy

and interest in going over oar county, visiting our farmers, checking the Court House

records and having our people know that we are interested in taking care of their

legitimate financial requirements.
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In talkine cith the Dean of the College of Agriculture of one of our great

Universities just recently, he made an observation that should impress all commercial

bankers with the need of checking up on themselves, when he said:

"There seems to be an apathy on the part of many bankers, which

makes it rather easy for an aggressive, low-cost-of-operation

organization like the Production Credit Association to get a good

deal of business even though it wuuld appear that the bank could

;ive the farmer a rate equally as good or better."

One of the country's greatest students of agricultural finance, Dr. E. C. Young

of Purdue University, recently pointed out some practices of Production Credit Associations

that might well be used by commercial banks. He said:

"It seems to me there is real merit in the policy of Production

Credit Associations, which have insisted that their Secretary-

Treasurers be intimately acqvainted with the actual operating

problems of the farmer and able to sit down with him and work out

an operating budget. AA these men p.ain experience, undoubtedly

they should be of real service to farmers in helping them to

develop their farms along more profitable lines and, at the same

time, keep their operations within the limits of financial safety.

Likewise, commercial banks will have to come more to a basis of

lending on a borrower's operating statement, rather than on his

balance sheet. This means, of course, that the banker must follow

to a greater extent than he has in the past the policy employed

by these Production Credit Associations."

, .LaiA
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4., recent e7nerience in our bank impressed me with the need of knowing more

intimately the financial standing of our own customers. An operator of a small grocery

store in an outlying residential district of Toledo, who has had an account at our bank

for several years, recently mustered up enough courage to come to my desk and to make a

rather negative apPlication for credit when he said "I don't suppose yau would loan me

$300, would you?" Upon questioning him, I found that he owned his store, his own busi-

ness property and residence, all valued at apnroximately $10,000, with no current

debts exce7Aing a $300 obligation to a loan company, whidh was being paid out monthly

at an interest cost of 36% per year. Having seen some press reference to a statement

I had made that banks wanted to be helpfbl, he came in and sprung the question referred

to. Naturally, I was very halopy to avail him of the $300 on banking terms and, after

reporting the matter to my Comlittee, we all agreed that likely there were scores of

such cases in our city, and hundreds and thousands throughout the country, who, for

ladk of assurance that commercial banks would be helpful in such instances, were paying

the price and joining the followers of the nemagogue, whose rantings run to "driving

the money Changers from the temple."

You Kansas bankers, ever alert to your responsibilities as custodians of the

credit requirements of your communities, have really nioneered, in a State-wide move-

ment, under the direction of your own State Association, to create an improved public

attitude regarding the services and usefulness rendered by banks. Other State Associations

are taking your cue, whiCh is "To the degree that we bankers have the public with us, we

will be in a position to make legitimate profits and be free from the threat of destruc-

tive legislation."

The Ohio Bankers Association, speaking through faur great meetings addressed by

Doctor Harold Stonier of the American Institute of Banking, and attended by seven thousand

employees, officers and directors, is embarking upon a positive program of public

relations that has for its goal increased good will, loans and earnings for the banks of

that State. Fortified with inspiration and facts whiCh they will 11.80, these seven thousand
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Buckeye bankers have the militant conviction that when the public understands the extent

of services actually rendered by the bank and how the bankers make their profits, the

politicians anC the demagogues will change their tune.

The time has came for ae„eressive action; mere opposition and criticism will not

raffice. It is not enough for the bankers of the country to say that the granting of

credit must be restored to private instramentalities and that phase of the Government's

business relinquished. It is their obligation to do the job and to begin now.

The Reconstruction Finance Corporation, with its subsidiaries, and the

Home Owners' Loan Corporation, are aporoaching the legislative limits of time wherein

they can take on farther business. Let us not only aid them in orderly liquidation, but

lend every reasonable assistance to tae end that there will be no need for the enactment

of any legislation that will grant them the rie:ht to solicit additional loans.

The Federal Land Banks, Federal Intermediate Credit Banks and Production Credit

Associations, being set up as permanent organizations, will continue to extend their

facilities just in nroportion to the quantity and quality of sound credit service rendered

to worthy farmers by the commercial banks of this country. As aggressive banks and in-

telligent bankers, let us assist the aeencies of the Farm Credit Administration to limit

themselves to their main job, which Governor Myers says is to supplement, rather than

supplant, existing private sources of credit.

The announcement a few weeks ago by the President of the United States that

authorization of one billion dollars for lending by Governmental agencies was to be

immediately cancelled, is significant of the desire which the Chief Executive undoub'edly

has for privately owned agencies to provide full financial supoort for the economic life

of tile country. A year ago, in Washington, the President, in addressing the Convention
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of the American Bankers Association, said:

"I find almost general agreement among bankers that the agencies

must continue until such time as the banks and other private

credit agencies are themselves able and ready to take over

these lending functions; and when that time comes, shall be

only too glad to curtail the activities of these public agencies

in proportion to the taking up of the slack by privately owned

apencies."

These words, supDorted by his action, are indeed a challenge to the bankers of Amorica

to do their part in taking up the slack, in order that the President may justifiably

further "curtail the activities of these public agencies."
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PUBLIC RELATIONS INBANEING 
C. H. 71elIerau, Vice=1.resident and
Trust Officer,
American National Bank, Nashville,
Tennessee.
Before the Illinois Bankers Association
Convention in St. Louis, nay 26, 1936
ARRIVrecalIXAMDONC00140130NEetIOE

This is a broad subject that lies at the very foundation of the

successful operation of banks, for banks have no rights except those granted

them in their charters for supplying certain recognized needs of the public

under the authority of the law-making bodies representing the people; thus

banks, as we know them, serve in a semi-public service capacity as chartered

banks privately capitalized.

I am sure that we all agree with my belief that the rapid develop-

ment of this country to its present standing of world leadership may be

largely attributed to our present type of bank operation. .7hether we are to

be allowed to oontinue this type of privately capitalized chartered banks

through the years ahead may in large measure be determined by the manner in

which the Public Relations Problem of our banks is handled now.

So widely read an historian as H. G. Wells in his "The New America;

the New World," published in 1935, is quoted as offering this comment:

"A multitude of people....declare that the general process of private

banking is unfair and dishonest and socially destructive. Tne panker replies

that this indictment comes from sheer ignorance. But he does not volunteer

the information that would remove this ignorance."

And Mr. S. Sloan Colt of the Bankers Trust Company af New York City

is quoted as saying:

"A learned and respected member of the Federal judiciary, in a recent

utterance before a meeting of bankers, made this very pertinent observation:

'Gentlemen, your acts over the next ten years will determine whether banking

shall continue to be conducted by private interests, or become a function of

the National Government.' This is the considered opinion of a man of wide

 
1
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experience in public affairs and with a strong prejudice in favor of the

capitalistic system."

Also Herbert Agar, co-editor of the recently-issued "Who Owns

America?" and quoted as a nationally recognized authority on political

economy, declared in a lecture at Vanderbilt University on May 1st that

if America is to succeed as a democratic nation, it must re-examine and re-

build its capitalistic system.

Said Mr. Agar "We are going to live through a period when the

principles on which this country has been operating will be re-examined

and re-defined."

Mr. Agar closed his lecture with the assertion that Americans

should figuratively "wake up" and devote some honest, constructive thought

to the changes taking place in government in order to aid in the retaining

of a thoroughly democratic country.

You may not agree with all I have to say on this gubject, but if

some of my comments are sufficient to challenge your interest and induce

you to think seriously and constructively on Public Relations as it may

affect each of our banks now and as it may affect the future of banking as

we know it, then this discussion will be well worthwhile.

I feel sure that most of us sympathize with the railroads in the

problems that have been confronting them for years, resulting largely, I

feel, from the "Public be damned" attitude which they pursued at the height

of their greatest prosperity, making it difficult for them to change to a

more intelligent Public Relations Program in these later years. That, coupled

with their slowness in meeting changing conditions, has been an almost insur-

mountable problem for them. Yet we need railroads; they have their proper

function and should be allowed to survive and prosper, but it is a difficult

task for railroad operatives, bred in the old type of operation, to bring them-
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selves to a recognition and acceptance of changing conditions requiring

modern Public Relations. I grant there are exceptions and that the present

generation of railroad executives seems to be honestly endeavoring to meet

the problems of today. How much more difficult their problem has been made,

however, by having to live down the attitude of their predecessors, which has

brought about discussions of government ownership.

I have injected this illustration simply that we may understand

the problems which face banking if we do not recognize the importance of and

act intelligently in handling our Public Relations Program. After all, we

hold our charters at the will of the American public, and it is to that public

we have to account. The problem of Public Relations has been with banking

since its inception, but never in the history of American banking do I believe

that bankers have appreciated its importance quite as fully as at the present

after having survived the last depression.

Public Relations is something that has to be worked at - and worked

at intelligently - year in and year out - in the days when least needed, as

well as in the days of stress, for it is not something that can be kept in a

closet and brought out for use on special days and occasions, but must be kept

constantly in the foreground of daily operations. Changes of plans or policies
in days of stress merely incite suspicion and have the opposite to the desired

effect.

As bankers, we all know that during the depression, many honest and

conscientious bankers lost their all and many made extreme personal sacrifices
of their fortunes in an attempt to save their depositors from the hysteria which
swept the country, aggravated as it was by the sins of the few, sittxxxlmaxxIM

Yoittithicitnktxidtexim&Itgaz) xavasysoaxbctiarat
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AN IMNEDIATE PROGRAM 

As bankers then, we are interdependent and must recognize 
our

responsibility each to the other, as well as to the public. It is patent

that the first thing for each institution to do is to place its own 
house

in order, and by that I mean that its policies and operations s
hould be such

as to justify the confidence which it asks the public to bestow upon it.

If you are a good banker, when you lend your customer money, you

ask the borrower to furnish you with an intelligent statement that you may

year by year note the progress that the borrower is making end the ratio 
of

his holdings to compare with the accepted standard of what a borrower's state-

ment should show, fur loans to be justified. In recent years, you have come

to understand that it is also important for you to have a year by year operating

statement to assist your judgment in passing on the loan. Would it be out of

line, when your customer is lending you money on deposit, for him to ask to see

your yearly statements to note the progress you are making in operating your

bank, and also to have the privilege, if desired, of being furnished an operating

statement in order that he might judge whether your bank was being operated upon

an accepted standard set for privately capitalized chartered banks. Only a

properly operated bank could meet such a request.

With our policies in order, the next thing to be considered is the

operation of the bank or the service we furnish the public. Here develops our

responsibility for training our employees who contact the public, whether officers

or tellers, so that our customers may be served in a manner most pleasing to them

and intelligently in the customers' interest. While we must never lose sight of

our stockholders and our bank in serving the public, yet in the long run it is my

belief that the itattscgr slogan hatdiacsaattvotiiiirTexsOlVaquagtaWhIPokillWRAVINSW=In
of a well known international organization holds Eood, "He profits most who serves best:'

It is the province of our bank, insofar as practical, to make our Customers' Relations

with our institution profitable to them.
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It is an indisputable fact that the customer gets his .impressionAvir - • . •"0 0g! a.gr04!••:. r ••114•40.. 1.4•4V01/4 -Apoe6clamkiecof the bank fram the employee who serves him,
21141737toilutocez.)•IPCgo,•'. gr.111'.'gr • or. • IP • • r t- 0 4, • '1 •_e whether that employee be

an officer, teller, telephone operator or doorman. Mixich,AWARft=i=mwhiak

ichtqa-IPAcgazozsgallacz-xagaz°152412c42""UggrxicXxtrilrficWitinitidaMMIEMENningrailliMMI

agromwmgoax If you have not as yet instituted a program of training for your

employees, I could not do better than recommend to you the publication

"Constructive Customer Relations," published by the American Bankers Association,

in collaboration with the Financial Advertisers Association, together with a

more recent publication of the Public Education Commission of the American

Bankers Association issued as a manual of procedure.

Having fortified the organization with the proper training in the part

it plays in this matter of Public Relations, we have something of value to sell

to the public, and here advertising is brought into play. This is the type of

publicity which can be controlled, for it is the paid space you use in your news-

paper or advertising you do by mail or on the air.

In handling your advertising, there are a few things which it would be

well to remember.

First, that you are not merely competing with other bank advertisers,
but with all the advertising appearing in the same publication for attention;
that it is not necessarily what the banker wants to write that the publics wants
to read, but that we should incorporate in our advertising what the public wants
to read, as the banker would write it, yet so worded that it could be understood
by the layman.

It has always been my feeling that a bank's advertising in its appearance,
illustration, layout and interest should o=c;: favorably with the best advertising
produced by any other type of business, and I would rather do less advertising MIMEof outstanding quality
than more advertising of a poor wouppc type, even though the same cost was involved.

aith your advertising to assist in educating the public and to open the
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doors for your salesmen, with your business development executives and

contact employees as your sales force and your personnel officer to see that

the service is rendered and the manner in which it is rendered satisfies and

justifies the patronage of the public, you have then developed a Public Rela-

tions Program for your individual bank.

You might say to me "Well, what's the use of all this to my bank?

We are on friendly relations with our customers," and that may be true by

and large, but I challenge you to one test. Take an average list of accounts

on your books, mploy a professional investigator, give him the list, let him

call from door to door as an outsider and ask each of those customers a series

of questions with reference to your institution, and have him bring you the

result. I am confident that much of the information you would receive would

challenge your interest and convert you to a Public Relations Program for your

particular bank.

IN ACTION 

Assuming then that you have an interest in a i'ublic Relations Program

for your bank and wish to do something about it, you might be interested in

knowing a few things which our bank does in the interest of better Public

Relations.

Our institution holds conferences with contact employees, as well as

officers.

Our officers and employees call on present customers, as well as new

business prospects and report to the Business Development Department, where re-

cords aceneseixboorotiVeMINIV97 of interviews are kept.

At 8:30 each morning, our officers meet for 30 minutes to discuss

customer relation activities, new business, new accounts that have opened and

those that have closed, make reports on calls and interviews, and also to discuss
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other matters considered important by officers in charge of specific departments.

Semi-monthly, a mimeograph bulletin goes to all officers and employees

and the executive committee, showing the new business solicited and produced by

each officer and employee, describing its type.

We consider it important that the proper morale be maintained in the

organization, and at least twice a year a meeting is held in which the family

spirit of the group is emphasized, entertainment provided, and a short talk is

usually made by one of our executive officers, stressing the importance of

securing and holding business for the bank.

We also publish a house organ called "The American," principally for

the interest of our officers and employees. Our material for the publication

is mostly inspirational in character, and a listing of those personal items

referring to our employees, which is of interest to the entire group. In this

publication, we also stress the Importance of securing and holding business for

the bank, and include articles showing the progress of our institution.

One of the recent plans for improving our relations with our customers

and the public was a letter soliciting loans, which I believe to be unique and

the results worthwhile. This letter was sent to 8,000 citizens of Nashville who

rated good credit or better, and the reaction over and above the loans which it

produced was most favorable for our bank.

These are just a few of the things which we do in the interest of better

Public Relations in our immediate program.

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



-8-

A LONG RANGE PROGRAM 

This subject though is larger than one bank or one hundred banks for

that matter. It has to do with the entire system of American Banking as we

know it - its development, or May I say, its survival. From the individual

bank, let's turn our thoughts to the consideration of a national program.

First, I would ask this question, "Is there any one of us who

would be willing to insure banking against the risk of another depression in

the years ahead?" Since 1899, when I entered the service of my bank, I haVe

seen these recurring periods of prosperity and stress, after each of which

some legislative action is generally taken, which is heralded as an insurance

against such a happening in the future, and while successive periods have not

always resulted from the same causes, yet they have come.

Will it not be well, to start now the building of a Public Relations

Program nith all banks cooperating, not alone for immediate benefit but as a

backlog for days of future economic stress that we cannot now foresee. If we

would do this, we must think in terms of a long range program to win for

banking a more favorable public sentiment.

Some bankers are chafing under the new rules and regulations that

have been imposed upon them by recently enacted laws. What many don't seem

to fully understand is that this new legislation has resulted from the demands
of the public.

Have you been addressing your advertising publicity to those who earn

$5,000 or more a year? Do you know that it is said that only about 2% of the
adult population of the United States earns 35,000 or more a year? If we are

to win a more favorable public sentiment for banking, is it not logical for us
to address ourselves to the other 98% of the adult population, which earns less

than 5,000 a year, who, being qualified to vote, have a tremendous influence
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upon the laws of the land under which we operate, as well as upon the

attitude of the public towards banking.

The politician usually addresses himself to the 98%. If he is a

successful politician, he keeps closely attuned to the wishes and thinking

of this majority group in the enactment of laws. Doesn't this simple fact

indicate a need by banking for a National Public Relations Program, taking

this majority group into consideration?

While the public has never understood banking and probably never

will, and I do not feel that it is essential to better Alblic Relations for

the mass of the public to be so informed as to qualify each individual as

capable of serving, in an official capacity, some financial institution,

yet the public is interested in the results that accrue to tnem and affect

their welfare. In other words, we must sell the public on what banking has

done, can do and is doing for the welfare of each individual in this country.

There are some simple things which can be done now, which I believe

to be of major importance. Every state should enact as a law, and give authority

/ 

to the banking superintendent of each state for enforcement, that the words

I "bank, banks and banking" shall not be used by any individual or organization
i not qualifying for supervision by some banking authority, (Tennessee enacted

such a law in 1935). Ne all know that commercial banking suffered tremendously
during the last depression from the bad press accorded investment banking, as
well as commercial banking, and the public was not sufficiently informed to
differentiate between investment banking and commercial banking.

It might be well also, if it could be legally done, for the word
"Trust" to be reserved for institutions having trust functions under supervisory
authority of some banking department. Without doubt, the fact that in the State

of New York it is unlawful for any institution to use the word "Savings" except
the savings banks, and the further fact that those savings banks cooperated in
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an intelligent Public Relations and Advertising Program, had much to do

with that type of institution weathering the storm without a failure.

Nhile we can all aid in a Public Relations Program by the intelligent

operation of our individual institutions, I cannot but believe that the most

rapid accomplishment of the results desired would come by banks getting together

in a cooperative program.

I believe that the different banking associations wish to do for

banking what banking wishes them to do, and fully realize that those in

authority cannot bring such a program to banking until the demand for it arises

from the membership, but I believe that in the American Bankers Association,

the Reserve City Bankers Association, tha Financial Advertisers Association,

American Institute of Banking, the State Bankers Associations and other groups

are men fully capable of instituting and carrying on such a program, and that

when bankers have come to fully appreciate its importance and to indicate suf-

ficient interest, there will be found someone to carry the torch.

On April 28, 1915, at a meeting of the Tennessee Bankers Association,

Elbert Hubbard made a talk on "Getting Together." Leaving the Convention, Mr.

Hubbard went to New York, sailed on the Lusitania and was drowned when it sank

on May 7, 1915, his speech in Nashville being his last. Mr. Hubbard told this

story, which is probably old to you and which was probably old then, but I think

it appropriate for closing my remarks:

Mr. Hubbard said, "Now the other day I was at the classic town of

Kalamazoo, Michigan, the home of the State hospital for the insane, the insane

asylum, and I walked across the beautiful grounds, a half mile from the main

building, and I saw a young man out with a lot of patients out for a walk and,

you know, I suppose there were twenty-five of those patients and only one man

in charge. I just kind of slipped in with the bunch and nobody noticed me,
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and finally I worked my way up alongside of the little fellow in charge

of these men, and I said to him "Are you armed?" And he said, "No, why

should I be armed?" I said, "You have all these men in your charge; what

is to hinder their getting together, setting up a job on you, giving a

signal and putting you out of commission?" And he looked at me and said,

"You belong here all right." He thought I was qualifying for a degree.

He said, "You belong here all right. You ask why those fellows don't get

together?" I said, "Yes." He says, "They can't, that is why they are sent

here." He says, "There is only one reason for sending a man to the insane

asylum, or the penitentiary, and that is because he cannot or will not work

with other people." He says, "Sanity lies in the ability to do team work,

and the more people you can work with and for, the bigger and better are

you." I said, "You will have to give me time to Fletcherize on that."

But you know, when I got home, it came to me like this; he says, "If you

don't get together they will send you to the insane asylum," and it came to

me all at once that if you do, they will send you to the penitentiary. So we

stand, you see, in a peculiar position; but as a general proposition, I will

give you this, that the more men you can work with and for, the bigger and

better are you, and the bigger your reward will be."

The language I have quoted is exactly as expressed by Mr. Hubbard,

and I feel that there is an opportunity for bigger and better things for

banking if we can get together on the proper program of Public Relations.

Had you realized that while the recent insurance law is costing

banking 1/12th of 1% insurance premium on its deposits, that for as little as

1/200th of 1% or 4 per one thousand dollars of deposits per annum, if there

are fifty billion of deposits in the country, banks could raise a fund of

.t2,500,000 to handle a cooperative Public Relations Program? If your bank
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has one million dollars on deposit, would you not be glad to pay $50.00 per

year as an additional insurance against the type of hysteria which we have

seen in this last depression, with the possibility that by the use of such

a fund banking may be so interpreted to the public as to win greater acceptance

and appreciation end lay up a backlog of public goodwill against the days of

future stress and future challenge of the chartered bank with private capital?

This is just a thought to leave with you in the hope that it may

start you thinking.

Abraham Lincoln is quoted as saying "In this and like communities,

sentiment is everything; with public sentiment, nothing can fail; without it,

nothing can succeed; consequently, he who molds public sentiment goes deeper

than he who enacts statutes and decisions; he makes statutes and decisions

possible or impossible to be executed."

The subject "Public Relations" is now being discussed before every

meeting of bankers, and discussions are fine for they serve to provoke and

srystalize thought. Nhat will be the result of our thought? Shall we merely

agree that these are things that should be done and then let this matter slide,

following the course of least resistance, or will we bestir ourselves with an

immediate program for our separate institutions - and - at the same time lend

our influence and support to the promotion of a long range, cooperative

program for the creation of a more favorable public sentiment for chartered

banks privately capitalized? I ask you!
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I stated at the dinner last night, that my business hourlt

are spent in a banking institution that teems with the traditions of

this Oklahoma oountry. Some of your earliest settlers were our

customers, and their desoondants still carry acco,:nts with us. It

is therefore interesting for me to spend these days with you and to

discuss some of the things in which we have a (nor= interest.

I regret that President Fleming could not find the time

to Ilake this trip. Some of you were privileged to meet him at the

recent banking conferences, and I am sure you wore impressed with his

sincerity in approachin4 our cormion problems. "Bob" Fleming has served

the bankers of this country so lorv that we hardly think of anyone else

when we visualise Washinfton. One of these days he will retire from

the offioial family of the American Blinkers Association, but remember

it will be just too bad if he is not succeeded an the firini; line by

some outstanding banker in or around fsmhington to whom we can turn

for consultation and advice. My close observationef President Fleming's

work has impressed upon me the importance of being properly represented

in Washington. I lome such regard for what he has done that I consider

it a great privilege to substitute for him here.
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During the course of the depression with the inp,

areasinc nuriber of bank Atilures, there developed a graving

demand for drastic banking legislations In answer to this

popular feelings several bills were introduced into the Conryess

of 1931 and 1932 and finally culminated in the Banking Act of

1933, which made a definite atteovt to remodel the bankinc

*trusters. Two years loiter another banking sot was passed.

mew knew as the Denkbig Aot of 1935, which is probabli the

moot toperboot pion of banking legislation omme6ed br

compose oboe law passage et the Federal Reserve Amt twentym

three pars

Durin • this fourmyear period of legislative activity

oaccerning banking, there were ever present those active

individuals who were determined to socialise bankin.; and to

Ws advantage of the oplArtunity afforded to urge their pet *lames I
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shudder to think of what might have happened if Congress had been without the informa-

tion and assistance furnished by the bankers of the country, for it must be remembered

that banking and tax legislation are the most difficult kinds of law making which come

before the House of Representatives and the Senate.

The various legislative committees working on this legislation during that

period were desirous of having the bankers' point of view, and, as a result,

bankers went to Washington from all sections of the country--representatives of small

banks and of large banks--and were ready and willing to discuss banking problems with

congressional representatives whenever necessary. I am convinced that these bankers,

giving as they did facts, figures, and first hand information of business conditions in

their various territories, set up a bulwark against the group which considered banking

a governmental function and believed that the end always justifies the means. Even in

the late days of the 1935 session, when it became apparent that banking legislation

would not take the radical form that these agitators demanded, they nevertheless felt

that they could stop any movement toward sound and workable laws. After the conferees

had agreed on the final form of the Banking Act of 1935, one of these gentlemen told

me that the bill would not pass, for he had hopes of blocking it in an attempt to in-

troduce more radical banking legislation later. An acceptable bill was nevertheless

passed and signed by the President.

The act has nearly fifty sections which provide for enforcing regulations by

federal authorities. Same of these regulations are of paramount importance, and it has

been necessary for the American Bankers Association to keep in constant touch with all

the agencies having to do with the drafting of these rules and regulations. For the

past several months we have tried to be helpful to government authorities. They have

exhibited a spirit of cooperation and openmindedness, and, as a result, we believe that

sound, workable regulations have for the most part now been effected which will be

helpful to bank officers in carrying out the provisions of the Banking Act of 1935.
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In recent months we have also directed our attention toward pending tax

legislation affecting banks. Representative officers and staff members of the American

Bankers Association are in touch with government officials, ready to furnish information

when desired to any branch of the government and, if necessary, willing to appear before

the committees of the Congress to give concrete information that will enable them to

pass sound tax legislation which will provide an adequate income for the government but

which will not at the same time work an injustice on the banks.

The executive officers of the American Bankers Association now believe that

legislation of a national character affecting banking is behind us, at least for the

ttme being. However, every intelligent banker knows that we have many perplexing prob-

lems ahead of us which will require study, experience, and everlasting cooperation to

solve.

In speaking of the problems ahead of us, S. Sloan Colt, president of the New

York State Bankers Association, in a recent address before his association, stated the

need for more careful analysis of the problems of commercial banking so clearly that hic

words will bear repetition here. He said:

"...I think we will all agree that there are some major unsolved problems in

our commercial banking system. Many of the laws which have been enacted affect the

general regulation and supervision of banking policy but leave untouched some of the

fundamentals of banking structure and banking operations. Deposit insurance on a

national scale is a new experiment and while it may have its effect in preventing the

spread of withdrawals in time of trouble it can in no way be accepted as a substitute

for good banking. Supervision can limit the scope of bank operations, but the ultimate

decision as to the kind of assets to be held in the portfolios of the banks rests with

the bankers.

"One of the most important questions which bankers face is this: Are we going,

to have a banking system which will stand up in future periods of depression, or shall
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we have a system that will accentuate the difficulties and lend itself to excessive

liquidation in period of stress?"

The New York State Bankers Association has recently publialled an exhaustive

,udy of what it thinks should be done in the empire state to solve some of our presebt-

day banking problems. I suggest that you reaa this document if you have not already

done so. I hope it will be possible for other state associations to do a similar piece

of research work in their states. It is well for us to know the character of the prob-

lams confronting us and something of what we must do to solve them locally.

We cannot rely on law alnne. In fact, while recent legislation helped us

clear up some of our perplexing questions, these very cures have brought on problems

which we must face today and tomorrow. Suppose we think of the Federal Deposit Insur-

ance Corporation as an illustration of what I mean. It is designed to insure depositors

against loss; yet we all know that the F. D. I. C. could not withstand a wave mf bank

failures such as swept this country a few years ago. The fact that deposits are in-

sured is no invitation to loose banking. The presence of the F. S. I. C. in our banking

structure places on bankers, on the Federal Government, and on the public an obligation

which did not exist a few years ago.

With the F. D. I. C. in effect, every banker is truly his brother banker's

keeper. We cannot sit idly by and see things done which we know will wreck the in-

surance corporation. Furthermore, the Federal Government has a responsibility it did

not have before. It cannot, on the one hand, insure the solvency of chartered banks

and, on the other hand, permit governmental agencies in the banking field to take from

these chartered banks their sources of strength and usefulness by cutting rates or in-

dulging in unsound banking practices. The presence of the F. D. I. C. also puts an

obligation on the public to see to it that they do not permit the chartering of too

many banks in the future. We cannot have a sound banking structure if we have more

banks than bankers.
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Recently I heard a half dozen banking superintendents discussing the subject

of bank chartering, and they all agreed that overbanked communities are a serious

menace to the banking structure of the country. Herman B. Wells, secretary of the de-

partment of financial institutions of Indiana, said in a public utterance in Chicago

recently: "The continuance of our banking systam in its present form depends in a

large measure on the development of a sounder chartering policy than we have had in

the past."

State bankers associations may render an outstanding service by impressing

upon the people within the states and upon the state authorities the importance of

this question. It is not a problem for bankers alone; the public must be made to under-

stand its responsibility in view of the F. D. I. C. It means that in order to carry

this message to the public within your state you must take advantage of every opportun-

ity to impress upon schools, clubs, and colleges their responsibility for a sound bank-

ing structure by not permitting too many banks to be formed in the future.

.(ga.;

V-/"The Bank Chartering History and Policies of the United States." This is a compre-

Last year the American Bankers Association published a study under the title,

hensive statistical analysis of bank chartering in this country and it should be of

great value to the various state organizations in their efforts to carry this story to

the public. The American Bankers Association will be glad to send a copy of this study

to you if you have not seen it.

During the past four years there has been one fundamental change which affects

our problems in the field of bank management in a very definite manner. That change has

been brought about through the organization of agencies of the Federal Government which

today affect every bank--whether it be chartered under state or national law. There

was a time in banking history when Federal agencies were of interest to national banks

only. That day is past. Such instruments of the government as are represented in the

Reconstruction Finance Corporation, the Federal Deposit Insurance Corporation, the
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Federal Housing Administration, the Home Owners' Loan Corporation, and the Farm Credit

Administration now present national problems and possibilities in the management of

our banks wherever they are located and under whatever charter they operate.

While I have not been associated in an official way with the American Bankers

Association for a very long time, I have had impressed upon me the importance of its

work on behalf of both state and national banks in dealing with Federal agencies. Day

by day, through our office in Washiagton as well as in New York, the Association is in

contact with all these agencies regarding laws, rules and regulations, many of which

affect trust institutions and state banks just as vitally as they do national banks.

If some rule or practice of any one of these agencies adversely affects the interest of

sound bankino: in your community, we want you to report it to us at the American Bankers

Association, for we desire to be your servant and to exert every effort to bring about

fair play in every instance where continued injustice exists. You must remember that

in dealing with the Federal Government you are meeting the largest business organiza-

tion in America at the present time, and if we are to be effective agents for you, we

must be able to speak with authority for all of you all the time.

In spite of the fact that the American Bankers Association must contact all

these Federal agencies in the interest of its membership, it is not a political or-

ganization and cannot enr2:age in partisan controversies. Regardless of what political

party is in control, the Association must exert its efforts in behalf of sound banking

in the interest of bank depositors. This means that the Association must direct its

efforts along two lines of activity. First, we must aid banks in improving the services

they render to the public and, second, as a national association we must represent

chartered institutions in their dealings with Federal agencies.

In the interest of helping banks to improve banking service, the Association

has in recent years through the Bank Management Commission, which represents all kinds

of banks, campleted a series of ei ht es on ways and means of increasing the
1
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efficiency of banks, at the same time adding to their earning power and hence their

stability. These studies have been of interest to thousands of bankers and have aided

in the solution of many of their problems of bank operation. All the studies are based

on the experiences of institutions that have found ways and means of bringing about

practical results through study and research. Ybu will not find any of these studies

abstract or theoretical. They are written for bankers by bankers and in banking language.

Scores of bankers throughout the nation have given liberally of their time and ability

in preparing these documents, which are of tremendous importance in helping solve prob-

lems common to us all.

On the other hand, there are problems affecting bank management which cannot

be solved within the bank itself. These problems arise from the impact of governmental

agencies upon our chartered banking system. It is at this point that the American

Bankers Association has been found to be of such great value to the banks in presenting

their point of view to governmental authorities. One such problem of interest today

in this section of the country has to do with the Postal Savings System. Please bear

in mind that this is not a political question in a partisan sense of the word. As you

know, the Postal Savings System was established by a Republican administration in 1909

and has come to its greatest development under a Democratic administration in 1936.

The Banking Studies Cammittee, of which I have the honor to be chairman, is

making an exhaustive study of this question at the present time. When we arrive at

our conclusions, we will present them to the Federal authorities in an impartial manner

and not in the heat of political controversy. We will give the Federal authorities,

the public, and each member bank, as well as the state associations, the benefit of our

findings. We have faith in the American people and in the government representatives

they have selected and believe that they will act fairly when they have the facts be-

fore them.
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In the course of this study we are making a series of maps of the various

states in the Union, indicating the present-day practice regarding the Postal Savings

System with the idea of showing where it can be helpful and where it is unnecessary in

that it duplicates the service now being offered by regular chartered banks either

state or national. Among other questions we are desirous of answering the following:

1. Is there a need for the Postal Savings System today along the lines of its

original purpose when it was established twenty-seven years ago?

2. Should the Postal Savings System be continued in those areas where bank-

ing facilities now are adequate to meet the demands of the public? As a result of our

survey we hope to find out where the banks are ready and willing now to take over

deposits and continue to do so in the future for those desiring to establish small

savings accounts in banking institutions, assuming that the Postal Savings System would

e3:\
be curtailed jaL--lAttirc=agure,s• It is obvious that if the banks are not willing to take

such deposits, it would be foolish for us to urge Congress to curtail the services of

the system. Our scientific approach to this problem will give us the answer.

3. Is the Postal Savings System making it difficult for members of the

F. D. I. C. to pay the corporation assessments and maintain earnings sufficient to

keep them in a sound position to serve the needs of their coimmanity in various sec-

tions of the country? The more we study this question the more it becomes apparent

that we must have all the facts from all the banks where the Postal Savings System

is in operation if we are to render a satisfactory report to the Congress, the banks,

and the public. If we are to represent you in a national way, it becomes apparent that

we must have word from you as to what you want. It may be that we cannot satisfy

every one, but I am certain that you will be content with the attitude of the majority

upon which the findings of the Banking Studies Committee will be based.

The President and others in authority have said that many of the emergency

loaning agencies would be curtailed whenever and wherever chartered banks were willing

and able to take up the task. We have no desire to urge chartered banks to undertake

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



-•

.A.NAPPROACH TO RANKING PROELEMS - By Tam K. Smith - Page 9

unsound loans, Here again our approach to the solution of this problem must be based

on no narrow partisan conception. For that reason we have undertaken a study of the

various Federal lending agencies in Washington. We are studying the ways and means by

which these agencies operate, with the idea of passing along the information we obtain

upon this important problem to all the banks of the country. We shall place before you

the names of these agencies, the laws back of them, and the time limitations within which

they are supposed to operate, as well as the extent and scope of their operation. We

shall study the question of whether or not some amergency organizations have now ful-

filled their function and should be liquidated, for we believe that it is useless to

continue emergency organizations if the emergency for which they were established has

passed away, As we obtain our information we shall file it in loose leaf form with the

secretaries of the state bankers associations, so that it will be available for all the

bankers of this country

Under the heading of permanent agencies let us consider the Farm Credit Ad-

ministration. The very able Governor of that agency has said that the F. C. A. is to

supplament and not to supplant other credit agencies in the field of farm credit. We

must admit that the Farm Credit Administration, through its various banks and corpora-

tions, has done a splendid piece of work in meeting the amergencies which existed a few

years ago in the field of farm credit. As a result of the work of that agency, many

banks and insurance companies are in a better position today than they were formerly.

We are now interested in seeing to it that the Farm Credit Administration continues to

supplament and not to supplant banks and other legitimate credit agencies in agricultural

cret. It is evident to all that if a permanent agency like the F. C. A. should take

business away from chartered banks, these banks would have difficulty in remaining sound

and in paying their taxes to support both state and federal governments. The

government and the banks are interested fundamentally in maintaining the soundness of

the Federal Deposit Insurance Corporation, and the more sound banks we can have in that
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system the better it will be for the Federal Government and for the public at large.

In other words, we wish to tmpress upon the Federal Government the necessity of looking

at this problem as a whole. The various agencies affecting banking must be coordinated

and must work toward common objectives.

In conclusion, gentlemen, may I impress upon you the fundamental fact that

many of our banking problems today and in the future are problems of a national character,

whether you happen to be connected with a state bank or with a national bank. It means,

therefore, that you must have a strong national organization representing you in

Washington. This organization should not be a lobby. The American Bankers Association

has not supported a lobby. Neither should this organization be enmeshed in partisan

politics. Whatever the political competition or whatever the party in power may be, we

shall always treat our problems as business problems of an economic character affecting

all the people, and it has been long established in business that scientific study and

research are the only sane approach to a solution of any business question. Political

questions may be surrounded with the heat of oratory where there isn't much light, but

the national problems which you and I as bankers must contend with are problems of vast

economic importance which only study and research can solve.

If the Association is to protect the interest of the chartered banks and their

customers in dealing with the government, we must have the support, both moral and

financial, of all our banks, because we can be most effective when we can assure Federal

agencies and committees of the Congress that we represent in our membership all the

chartered banks of the country. The American Bankers Association is the only means of

expression which we have in dealing with economic questions of a nationwide character.

Let's give it the support which its record of performance and promise of future effort

so well deserve,
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