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To: Governor Eccles

From: Mr. Currie

COPY

January 17, 1935

X-9102

Subject: Recommendation that rates of
interest he lowered on ad
vances under Section 13b.

Present situation

The present rate schedule is given in detail on the accompanying 
sheet. In general, the rate charged on direct advances is six per cent 
and the rates charged on advances to financial institutions range from 
three to six per cent, being generally lower for that portion of the ad
vance for which the member bahts bear the risk. Rates on commitments 
vary widely. The Federal Reserve Board must approve all rates.

Arguments for a lower rate

1. Present rates are outcf line with other rates. In 
tion the following rates are of interest:

Rates charged customers by banks in New York City 
In eight other northern and eastern cities 
Twenty-seven southern and western cities

this connec-

December
3.18
3.98
4.92

Bond yields:
Kigh grade municipals 
Moody's Aaa corporate 

» Aa «
'» A «

Home Owners' Loan Corporation mortgages 
Short-term paper 19/100 to
Maximum rate payable on time deposits

January
3.45
3.80
4.25
4.83
5.00
1.00 maximum 
2.50

2. The rates charged customers of member banks, particularly in 
the West and South, have not fallen comparably with other rates. A cut 
in the rate on industrial advances would help to force all rates down.

3. It would aid in recovery to get all rates lower.

4. Pressure on member banks to lower rates would come with a bad 
grace from the Reserve tanks so long as they maintain the present rates.

5. The present rate puts the Board on record as believing that
at the present time six per cent is a "reasonable" rate on "sound" loans. 
The rates now charged on industrial advances are in effect 1929 rates.
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6. It is advisable not to give Congress the chance to attribute the 
small volume of loans to the high rates charged.

7. The actual money loaned is costless money. The Beserve banks 
should not be motivated by the desire to make profits.

8. The psychological effect of a general lowering of the rates sub
ject to the Board’s control might be helpful. The favorable reception ac
corded the reduction of the rates payable on time deposits would also be 
accorded reductions on the rediscount rates and the rates on industrial 
advances.

9. Although a reduction cannot be regarded as an important action, 
the point is that there is very little the System can do at the present 
to aid recovery except to exert all the pressure it can to lower the 
general rate structure.

Objections

1. The Chairmen of the Industrial Advisory Committees have re
cently recommended that no change be made in the present rate structure. 
Undue weight should not be attached to this recommendation since it is to 
be expected that the members of the Advisory Committees would think in 
terms of ordinary business practice and local conditions rather than in 
terms of desirable national policy.

2. It is undesirable to compete with local banks for this class of 
business. This objection may be met by pointing out (a) that at present 
the rates charged are considerabljr higher than the average of rates 
charged customers, and (b) that the law provides that loans will be made 
only in cases where adequate accommodation at reasonable rates cannot be 
secured from local banks. In general, I feel that we should not give un
due weight to the competition argument, since our duty is to initiate in
terest rate changes rather then follow interest changes,

3. The rates should be high to compensate for the risk element.
This argument cuts two ways, since it says in effect that despite the 
mandate of Congress that the loans shall be ’’sound”, despite the restric
tions and safeguards the Beserve banks have imposed, and despite the high 
peroexitage of applications rejected on grounds of insufficient security, 
the loans that have been made should bear a rate applicable to relatively 
poor risks. Moreover, since the Treasury is supplying half the funds 
loaned and there is no provision for repajmaent to the Treasury, it is 
difficult to see how w6 can actually take a loss on advances under Section 
13 (b).
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4. The rate should be high to compensate for the heavy expense in
curred in the making of such loans. This objection has real weight. Up 
to the present the Reserve banks report that their expenses have exceeded 
their income on this class of business. On the other hand, there is evi
dence that at the moment this state of affairs is being reversed. More
over, in calculating expenses Reserve banks have included the expenses of 
their ovrn credit departments, a part of which would have been incurred in 
any case, and some reserve banks have not included in current income ac
crued interest. It is worth noting that the bank which, charges the lowest 
rate (3oston-five per cent) is earning more than its expenses.

Specific Recommendations

1. The rate on direct industrial advances should be reduced by one 
per cent.

2. The rate on that portion of the advances to financial institu
tions for which the latter assume the risk should correspond to the re
discount rate. The rate on that portion of advances for which the re
serve banks assume the risk should be one per cent lower than the rate 
charged customers. An attempt might be made to insure that in most 
cases the rate charged customers should not exceed five per cent.

3. There appears to be undue diversity in the commitment rate.
The subject is too complicated to be covered by a simple recommendation, 
and I suggest that a thorough study be made of commitment rates.
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C O P Y

To Governor Eccles 

From Mr • S zymc zak

December 31, 1934*

With reference to Mr. CurrieTs recommendation that rates on indus

trial advances by Federal Reserve banks be reduced, the following com

ments are submitted:

A. Rates on direct advances.

1. Current rates at all Federal Reserve banks, except St. Louis, 

are either 6 per cent or a range of from 4 or 5 per cent to 6 per cent. 

The rate at St. Louis is &§• per cent. Rates actually charged are 5 per 

cent at Boston, 5q per cent at St. Louis, and 6 per cent at all other 

banks except that the Federal Reserve Bank of Hew York has charged 5 per 

cent on a portion of the loans made.

2. When it is considered that these loans must be to businesses 

that are unable to obtain the requisite financial assistance from the 

usual sources at reasonable rates; that they are for periods of up to 

five years; that the risk thereon is higher than that on ordinary bank 

loans; that the expense of investigating the applications, of maintain

ing the necessary records because of the character of the security of

fered, and of collection because of installment payments is substantial; 

and that the Federal Reserve banks should not enter into competition with 

member banks, it would appear that a rate of 6 per cent on these loans is 

entirely reasonable. In this connection it is understood that member 

banks in the smaller towns and cities charge 6 per cent or more on ordi-
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nary loans involving a much smaller risk of loss* Incidentally a rate 

on direct loans below that charged by banks generally would be certain 

to result in many applications from would-be borrowers who could obtain 

accommodation from the usual sources and who are not, therefore, eligi

ble to receive a direct loan from a Federal Reserve bank, with a conse

quent increase in complaints against the Federal Reserve banks, which 

would, of course, be obliged to decline such applications# Furthermore, 

to the extent that applicants existed whose ability to repay was so 

doubtful as to make member banks unwilling to grant them loans but to 

whom the Reserve banks made advances, there would be the situation of 

the better risks having to pay a higher rate of interest than the poorer 

risks•

B. Rates on advances to financing institutions•

(a) Rates on that portion of advances on which the Reserve bank 

assumes the risk of loss,

1# Current rates vary considerably with three Reserve banks, 

Richmond, Chicago and Dallas, having a 6 per cent maximum (nominal 

only in the case of Richmond where the maximum rate to banks is 5 

per cent and in the case of Chicago where a 1 per cent deduction 

is allowed the financing institution for servicing the loan)# In 

the case of advances in which a participation is taken by the 

financing institution, however, most of the Reserve banks charge 

the same rate on their own participation as is charged on a direct 

advance to a borrower# This practice would appear to be justified 

only in case the Reserve bank services its own participations*

Only two Reserve banks, Philadelphia and Kansas City, have dis-
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counted advances for financing institutions on which the latter 

obligate themselves for not less than 20 per cent of any loss and 

such transactions even by these banks have been in negligible 

amount •

2* A rate on this portion of advances materially below the 

rate charged by member banks is undesirable inasmuch as the profit 

that could be realized by transferring all advances immediately 

to the Federal Reserve bank would be an inducement to member banks 

to do this rather than to retain the paper as a permanent invest

ment, protected by a commitment under which they could turn it over 

to the Reserve bank at any time if necessary. Such a rate would 

also be no inducement to member banks to assume more than the legal 

minimum liability of 20 per cent of any loss sustained#

3# A rate on this portion of advances identical with the rate 

charged the borrower, such as Philadelphia has, with perhaps maxi

mum limits, appears.to be justified# To the extent that financing 

institutions make loans under commitmentr providing for the Reserve 

bank taking a participation therein rather than the entire loans, a 

rate, corresponding with that charged the borrower, offers an in

ducement to the financing institutions to take a participation in 

excess of the minimum of 20 per cent required by law, on which a 

lower rate is charged by the Federal Reserve banks, and this would 

increase the volume of loans for working capital purposes that 

could be made under the provisions of Section 13b, since a larger 

portion than the minimum would be carried by financing institutions# 

(b) Rates on that portion of advances on which the financing institu-
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tion assumes the obligation for any loss sustained.
1. Current rates range from 3 per cont at Boston and Hew ♦ . ' *

York to a possible 6 per cent at Chicago. As stated under (a)l, 
hourever* only Philadelphia and Kansas City have rediscounted any 
advances made by financing institutions Yrhere the latter obligat
ed themselves for a portion of any loss that might be sustained, 
the usual practice being for the financing institution to retain 

' a participation in the advance and to assume no liability on the 
participation taken by the Reserve bank.

2* Since the financing institution obligates itself for 
any loss sustained on this portion of advances rediscounted with 
the Federal Reserve bank, the rate of interest charged by the 
Federal Reserve bank should be substantially below the rate 
charged on the portion on which the Reserve bank assumes the 
risk, and, of course, below the rate charged the borrower* A 
rate not greatly, if anything, above the regular rediscount rate 
of the Federal Reserve bank, bearing in mind the fact that the 
rate granted may run for as much as five years during which time 
the rediscount rate may fluctuate widely, appears to be justified 
In line with this principle the established rates at the Federal 
Reserve banks of Atlanta, Chicago, and possibly, St* Louis and 
Minneapolis as well, should be reduced*

C* Commitment rates*
1* Current rates vary considerably, some banks having a 

rate of |r per cent, others a rate of 1 per cent, and some a range of 
from f or 1 per cent to 2 per cent*
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2# Rates on commitments should obviously be high enough on the 
average to cover the cost of making commitments and might properly pro
vide some margin to cover a portion of any loss sustained on advances 
rediscounted under commitments, but the rate should be as low as prac
ticable so as to offer an inducement to financing institutions to make 
advances protected by commitments and to hold such paper instead of 
turning it over to the Federal Reserve bank#

General Comments#
1# Loans for the purpose of providing working capital and with a 

maturity of up to 1 ive years would normally carry a rate higher than that 
charged on ordinary bank loans#

2# Member banks in the smaller centers have not reduced rates 
charged on ordinary bank loans, such rates not generally being less 
than 6 per cent#

3# The fact that Federal Reserve banks will assume 80 per cent of 
the loss on industrial advances made through, financing institutions is 
no reason why borrowers for the purpose of obtaining working capital 
should be given a more favorable rate than ordinary borrowers receive, 
and commercial banks would not, of course, offer such borrowers a more 
favorable rate# Accordingly, whatever the Reserve banks do, borrowers 
through financing institutions will not get a lower rate than that 
charged on ordinary bank loans*

4# The Federal Reserve banks should not enter into competition 
with commercial banks by making direct loans at rates below rates that 
the banks may reasonably bo expected to charge borrowers, especially
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so since the law limits direct loans to applicants who are unable to 
obtain the requisite financial assistance from the usual sources on 
a reasonable basis*

5# That rates charged borrowers are not regarded by the borrowers 
themselves as excessive is indicated by the absence of complaints in 
regard to the rates--applicants in fact are probably quite generally of 
the opinion that they are fortunate indeed to obtain accommodation at 
the rates being charged*

6# "Reasonable and sound" is a requirement of the law that is 
interpreted very liberallyj many of the loans being made are such as a 
commercial bank would not make no matter what the rate might be*

7* The risk of loss on industrial advances is substantial and 
the Federal Reserve banks will be fortunate if losses do not occur in 
material amount*

8* The cost of operations under Section 13b is very high— it is 
doubtful whether current rates will much mere than cover expenses, 
altogether apart from losses*

9*The failure of the Reserve banks to make a greater volume of 
industrial advances and commitments has not been because of excessive 
interest rates, but is due to failure of commercial banks, and particu
larly member banks, to fully realise the obvious advantages of making 
such advances covered by commitments*

10* The volume of working capital loans possible to be made and 
transferred to the Federal Reserve banks is too small to be an effec
tive inducement for member banks to reduce their rates on other loans'*
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H0WE1/EH,
I admit that the subject is one that should be considered by the 
Board, and I do not entirely oppose a general reduction of rates on 
industrial loans, but I do feci that the subject should be studied and 
thoroughly discussed by the Board members before any action is talcon.

(initialed) M. S. S.

-7 -
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COPY

To: Governor Iccles December 24, 1934.

From: Mr. Currie

I am enclosing a recommendation that rates of interest he lowered 

on advances under Section 13b. You are probably too busy to go into 

this now, but Mr. Szymczak may be interested in it.
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X-9102

COPY
December 24, 1934.

To: Governor Eccles Subject: Recommendation that rates
of interest be lowered on

Prom: Mr. Currie advances under Section 13b.

Present situation The present rate schedule is given in detail on the 
accompanying sheet. In general, the rate charged on direct advances is six 
per cent and the rates charged on advances to financial institutions range 
from three to six per cent, being generally, though not always, lower for 
that portion of the advance for which the reserve banks bear the risk. The 
Federal Reserve Board must approve all rates.

Arguments for a lower rate

1.
nection

Present rates are out of line with other rates. In this con-
the following rates are of interest:

Bates charged customers by banks in JTew York City 
In eight other northern and eastern cities 
Twenty-seven southern and western cities

3ond yields:
High grade municipals 
Moody's Aaa coroorate 

« Aa «
» A "

Home Owners' Loan Corporation mortgages 
Short-term paper 19/100 to
Maximum rate payable on time deposits

Oct. ITov.
3.28$ 3.22
4.13 4.08
5.05 4.93

3.81
3.96
4.42
5.12
5.00
1.00
2.50

2. The rates charged customers of member banks, particularly in the 
West and South, have not fallen comparably with other rates. A cut in the 
rate of industrial advances would help to force all rates down.

3. It is essential to recovery to get all rates lower.

4. Pressure on member banks to lower rates would come with a bad 
grace from the Reserve banks so long as they maintain the present rates.

5. The present rate puts the Board on record as believing that at the 
present time six per cent is a "reasonable" rate on "sound" loans. The 
rates now charged on industrial advances are in effect 1929 rates.
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6. It is advisable not to give Congress the chance to attribute the 
small volume of loans to the high rates charged.

7. The actual money loaned is costless money. The Reserve banks 
should not be motivated by the desire to make profits.

8. The psychological effect of a general lowering of the rates sub
ject to the Board's control might be considerable. The favorable recep
tion accorded the reduction of the rates payable on time deposits would 
also be accorded reductions on the rediscount rates and the rates on in
dustrial advances.

Objections
1. The Chairmen of the Industrial Advisory Committees have recently 

recommended that no change be made in the present rate structure. Undue 
weight should not be attached to this recommendation since it is to be 
expected that the members of the Advisory Committees would think in terms 
of ordinary business practice and local conditions rather than in terms 
of desirable national policy.

2. It is undesirable to compete with local banks for this class of 
business. This objection may be met by pointing out (a) that at present 
the rates charged are considerably higher than the average of rates charged 
customers, and (b) that the law provides that loans will be made only in 
cases where adequate accommodation at reasonable rates cannot be secured 
from local banks.

3. The rates should be high to compensate' for the risk element.
This argument cuts two ways, since it says in effect that despite the 
mandate of Congress that the loans shall be "sound", despite the restric
tions and safeguards the Reserve Banks have imposed, and despite the high 
percentage of applications rejected on grounds of insufficient security, 
the loans that have been made should bear a rate applicable to relatively 
poor risks.

4. The rate should be high to compensate for the heavy expense in
curred in the making of such loans. This objection has real weight. Up 
to the present the Reserve banks report that their expenses have exceeded 
their income on this class of business. On the other hand, there is evi
dence that at the moment this state of affairs is being reversed. Moreo
ver,in calculating expenses Reserve banks have included the expenses of 
their own credit departments, a part of which would have been incurred in 
any case, and some reserve banks have not included in current income ac
crued interest. It is worth noting that the bark which charges the low
est rate (Boston-five per cent) is earning more than its expenses.
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Specific Kecoramendations

1. The rate on direct industrial advances should he reduced hy one 
per cent.

2. 'The rate on advances to hari.cs and other financial institutions 
should he lowered sufficiently to alio?/ hanks to loan to their custom
ers at five per cent and at the same time make a profit.
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DIRECT ADVANCES UDDER SECTION 13b BY RATES OF UTTERS ST CHARGED - ($000 omitted)

(ud to around the middle of December, 193̂ -)

Per
u
1 cent

5
per Cent

5* 6 
per Cent Per Cent Total Hange 02? Rates

T o . Arrount ITo. Amount 3To. Amount ITo, Amount Do. Amount axrcroved

Boston $ - 7 §1,678 - $ -  - $ - 7 $1,678 U - 6 "oer cent
Hew York — 7 90 - - uu 63O 51 720 U - 6 "1 If . ~

Philadelphia — — _ - i k 1,221 I k  1,221 U - 6 "f H

Cleveland — — — - -  _ Ur 683 Ur 683 6 « If

Richmond — — — - - 29 1,220 29 1,220 6 " ft

Atlanta — — — - - 62 759 62 759 6 "r it

Chicago — - — — - - (a)15 (a) U86 (a)lR (a) Us6 5 - 6  <!1 11
St. Louis — - — — 0)19 O O U 3 2 - - 0 0 19 0 >) U32 5 l  "i if

Minneapolis — — — — -  -  (c)U9 ( c) 802 U9 (c) 802 6 «1 n
Kansas City — — - - -  -  5 75 5 75 6 "1 if

Dallas — — — - - - 2 3 709 23 70S 5 - 6  "1 11

San Francisco — — — -  - .....  5 235 _ 2 1 S 5 - 6  111 it

Total lU $1,768 19 $ U32 296 $6,319 329 $9,013

(a) Includes one discounted
(b) " '• "

item of 
tr tt

$1
.2
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RATES ON COMMITMENTS AND INDUSTRIAL ADVANCES

Federal
i Advances to banks and 
: other financing institutions

Reserve
Bank*

Commitments : Financial 
: institution 
: portion

Federal Reserve 
bank 
portion

: Direct

Boston k ~ 2 3 3t “ 5 4 - 6“

New York 1 - 2 3 4— 5 4 - 6

Philadelphia No general 
rate estab
lished

3*1/ Same as to bor
rowers but not 
less than 4?o

4 - 6

Cleveland § - 2 4 l/o beloiv rate to 
borrowers but not 
less than 4fo

6

Richmond 1 - 2 4 - 6 2 / 4 - 6 2 / 6

Atlanta. * 5 5 6

Chicago 1 - 2 5 - 6

^1CO1 5 -

St. Louis | flat 4-| 5k

Minneapolis 1 flat 4-| - 5 4/ 4-| - 5  4/ 6
Kansas City k  - 2 flat 4 4 6

Dallas 1 flat 4 5 - 6 5 -

San Francisco 1 - 2 3 - 4 4 - 5 5 -

l/ 1% above prevailing Federal Reserve bank discount rate.
2/ To banks, 1% less than rate charged borrower, but not less than 0>;

to other financing institutions 6%»
3/ Established rates 5-6%, but 1% allowed on unobligated portion for 

servicing. '
4/ To member banks, 4-ĝ ; to other banks and financing institutions 5%.
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