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WAR LOAN DRIVE AND THE MONEY MARKET

In the Second War Loan Drive, which
extended from April 12 to May 1, prelimi-
nary figures indicate that nearly 18 billion
dollars of United States Government securi-
ties were sold, 5 billion dollars more than
the goal announced originally. Securities
allotted to banks were restricted to § billion
dollars, although subscriptions far exceeded
this amount, while sales to other investors
were nearly 13 billion. The bulk of these
sales was to corporations and institutional
investors, but preliminary reports indicate
that sales to individuals were larger in num-
ber and in amount than during the Decem-
ber drive. During the first four months of
this year, including all sales made during
the April drive, the Treasury raised 25
billion dollars through the sale of securities.
This amounts to over a third of the Treas-
ury’s estimated borrowing needs for this
year. In order to meet its needs the Treas-
ury will require other large-scale sales
drives, in addition to large continuous sales
of Treasury bills, Savings Bonds, and tax
notes.

Banks participated in the campaign not
only by subscribing to the securities offered
to them, but also by actively selling securi-
ties to their depositors. Ability of member
banks to purchase securities was increased
during the month by a sharp rise in excess
reserves, which resulted principally from
the recently enacted exemption of Treasury
war loan deposit accounts from reserve re-
quirements. Under this arrangement,when
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depositors pay for securities purchased from
the Treasury by drawing on their deposit
accounts, funds atre transferred on the banks’
books from deposits that require reserves to
war loan accounts that now require no re-
serves. In April such a shift of deposits
resulted in a decline of more than a billion
dollars in required reserves.

Early in the month some additional re-
serves were supplied to member banks by
Reserve Bank purchases of Government
securities in the open market. Later, as
their excess reserves were increased further,
banks subscribed heavily for new issues of
Government securities and also increased
their holdings of outstanding issues, partly
through repurchase of Treasury bills pre-
viously sold to Federal Reserve Banks.
Increases in currency demand and in Treas-
ury deposits at Reserve Banks caused some
decline in bank reserves. Nevertheless,
member banks generally held about 2.3 bil-
lion dollars of excess reserves during the
latter half of April, compared with an
average of less than 2 billion in the preced-
ing two months.

Tae Aprir Drive

Investors other than banks subscribed to
nearly 13 billion dollars of United States
Government securities during the Second
War Loan Drive, according to reports for
the period up to May 3. Additional sales
of Savings Bonds were reported later.
To the extent that the securities were
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REVIEW OF THE MONTH

purchased by individuals, and particularly
to the extent that they were paid for out of
current income, thus diminishing the vol-
ume of funds available for bidding up com-
modity prices, these subscriptions contrib-
ute to the fight against inflation.

Preliminary returns on the drive indicate
that sales of about 3 billion dollars were
made to individuals, partnerships, and per-
sonal trust accounts, including 400 million
dollars obtained from approximately 26
million individuals through regular and
continnous pay roll deductions. These
sales compare with 1.6 billion dollars, in-
cluding pay roll deductions, sold to individ-
uals in the December drive. During April
insurance companies and mutual savings
banks together purchased over 3 billion
dollars, other corporations more than §
billion, and dealers and Government agen-
cies over a billion dollars. The largest
percentage increases compared with the
December drive were in sales to corpora-
tions, other than insurance companies, and
to individuals. Increased response by indi-
viduals to the latest drive is encouraging,
but even more progress in this direction is
necessary if enough current income is to be
diverted into the war effort.

In both drives a variety of issues were
offered in order to meet the needs of various
groups of investors. The table shows the
kinds and amounts of issues sold in the two
drives; the figures given for the April drive
are preliminary and do not include sales of
Savings Bonds reported after May 3. The
larger sales of 234 per cent bonds and of
Savings Bonds reflected principally in-
creased sales to individuals and nonfinancial
corporations. Insurance companies in both
periods bought large amounts of the 214 per
cent bonds. Sales of certificates to non-
banking investors, principally corporations
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with temporarily idle funds, were substan-
tially larger than in December and those of
2 per cent bonds were more than double
December sales of 134 per cent bonds.  Sales
of tax notes, most of which were purchased
by corporations, were somewhat larger in
April than in December.

FIRST AND SECOND WAR LOAN DRIVES
{In millions of dollars)

Second First
War Loanl| War Loan
(April | (Decem-
1943) ber 1942)

Types of securities

Funds from nonbanking sources:
7% certificates.
134% bonds.
2% bonds. ..
215% bonds. ......

Savings Bonds (Series E, F, and G)

Taxsavmvsnotesz‘..........,..‘.........: 1,697 1,335
Total. ...ovvniiiiiiiii 12,842 7,865
Funds from commercial banking sources:
Treasury bills. . 800 897
249, certificates . 2,138 2,117
134% bonds. . ..o 2,058
2%, bonds 32,039 |..........

4,977 5,072

Total from nonbanking and banking
SOULCES. . e et vevenrnnninaereaenenrons

17,819 12,937

Note.—Figures include only sales made in connection with the
drives and do not allow for purchases and sales made in the market by
the various groups of investors during the drive. It is assumed that
additional Treasury bills issued are purchased by commercial banks.
Mutual savings banks are included among nonbanking investors for
purposes of this classification.

! Preliminary estimates based on sales reported as of May 3, ex-
cludmg sales of Savings Bonds reported subsequently.

2 Including Series A and C notes in December but only Series C
notes in April.

3 Estimated allotment; to be delivered in May.

Allotments to banks during the drive
were limited to § billion dollars, consisting
of 2.1 billion each of the certificates and
the 2 per cent bonds and 8oo million dollars
of additional Treasury bills. Subscriptions
from banks greatly exceeded these amounts,
reaching approximately 1o billion dollars
each for the certificates and the 2 per cent
bonds. Banks were requested in the offer-
ing circular not to purchase the 2 per cent
bonds and the certificates from nonbanking
investors during the drive, and banks are
not permitted to hold the 214 per cent bonds
until ten years after the issue date.

FeperAL REsErve BULLeTIN



REVIEW OF THE MONTH

ORGANIZATION FOR THE DRIVE

The Second War Loan Drive was con-
ducted under the auspices of the new War
Finance organization which was set up early
in March to sell all types of Government
securities. The new organization com-
bined the War Savings Staff and the Victory
Fund Committees in a unified effort to in-
crease and widen the distribution of Gov-
ernment securities. A corps of approxi-
mately one million volunteer workers
participated in the sales campaign. The
work of the sales organization was directed
by W. M. Robbins, as Chairman of the
Treasury War Finance Committee, directly
under the Secretary of the Treasury and the
Under Secretary, and in the twelve Federal
Reserve districts by the Presidents of the
Federal Reserve Banks who were Chair-
men of the district organizations.

Many forms of publicity were used during
the drive. This publicity was carried out
through the press, the radio, theaters,
posters, and personal solicitation. By that
means the attention of the public was fo-
cused on the large amount of funds that will
be necessary to finance the war and on the
importance of securing a wide participation
by the public in financing the war.

Tae YEeArR's FinanciNg PrograM

Treasury financing during the first four
months of this year was somewhat less than
the amount raised in the last four months of
1942 but exceeds in amount the probable
needs for each of the next two four-
month periods. Including securities sold
in the April drive but not paid for by the
end of April, the Treasury obtained about
25 billion dollars in the January-April
period. The program for the year 1943, on
the basis of the January budget estimates
and existing tax laws, contemplates about
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70 billion dollars of new borrowing, not
including refunding of maturing obliga-
tions.

It is expected that an increasing propor-
tion of the needed funds will be raised from
nonbanking investors, particularly from
individuals. Part will be obtained through
continuing sales of Savings Bonds and tax
notes and by a limited amount of financing
in the market between drives. The larger
part, however, is expected to be raised
through special large-scale drives similar to
that in April.

With 25 billion dollars of additional
securities sold in the first four months of
this year, it is estimated that commercial
banks increased their holdings by about 10
billion dollars, including allotments of 2
per cent bonds to be paid for in May. Hold-
ings of Federal Reserve Banks increased
slightly in the period. Bank purchases,
therefore, absorbed about 4o per cent of the
increase in the public debt in the first third
of 1943, compared with about half of the
increase in the last four months of 1942. It
is the aim of the financing program that
bank purchases in the future constitute
much less than 4o per cent of the total.

To achieve this aim it will be necessary
to sell to nonbanking investors about twice
asmuch as in 1942. With the rapid growth
of national income, growing out of expand-
ing war activities, and the diminishing
supply of goods available for civilian pur-
chase, this volume of sales to the public
can be reached or surpassed. Personal and
business savings will be on a large scale and
Government security offerings will be the
only large-scale new outlet for investment
funds.

Treasury estimates indicate that in the
last six months of 1942 individuals invested
in Government securities about 47 per cent
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REVIEW OF THE MONTH

of their personal savings remaining after
payments for life insurance, reduction in
debt, and increase in savings bank deposits.
This proportion increased to more than the
55 per cent goal set for the first four months
of 1943, and the Treasury’s tentative pro-
gram calls for increases to 65 in the second
four months and to 75 per cent in the last
four months of the year. Under this sched-
ule individuals will add to their holdings in
1943 about 25 billion dollars, including
Savings Bonds and tax notes.

The Treasury similarly has estimated that
corporations, other than banks and insur-
ance companies, invested in Government
securities 72 per cent of their newly avail-
able accumulations in the last six months of
1942. In the first four months of the cur-
rent year they increased this proportion
substantially, and the Treasury program
calls for further increases, reaching 85 per
cent in the last four months of the year.
For the year as a whole corporations are ex-
pected to add about 13 billion dollars to
their holdings of Government securities.

These purchases of Government securities
by individuals and businesses, added to
about 5 billion dollars expected from insur-
ance companies and mutual savings banks
and more than 4 billion from Government
investment accounts, would total 48 billion
dollars from nonbanking sources in the cal-
endar year, leaving 22 billion to be bought
by commercial banks. For the purpose of
combating inflation, as well as for obtaining
a wide distribution of the public debt, every
effort should be made not only to achieve
but to surpass this goal.

CHANGED StaTUs OF War Loan Derosrr
AccounTs

Beginning with the first World War it has
been the practice of the Treasury to author-

37%

ize banks to pay for United States Govern-
ment securities purchased for their own
account and for account of their customers
by giving the Treasury credit in so-called
war loan accounts. This practice is con-
venient both for the Treasury and for the
banks and tends toward greater stability in
the money market. Itavoids large transfers
of funds from the money market to the
Reserve Banks at the time that the securities
are sold. The Treasury gradually calls
upon depositary banks for such amounts as
it requires, and since these calls correspond
closely to current disbursements by the
Treasury, the effect of Treasury transactions
on the money market is greatly diminished.

Commercial banks have been encouraged
by the Treasury and the Federal Reserve
authorities to make full use of war loan
accounts. Until recently, however, a great
many banks had not qualified for carry-
ing such accounts. In order to encourage
their use, legislation was enacted by Con-
gress during April exempting war loan
deposit accounts from Federal reserve re-
quirements and from Federal deposit in-
surance assessments. This amendment be-
came effective on April 13. These deposits,
prior to the Banking Act of 1935, had been
exempt from reserve requirements.

On April 14, in a radio address, the full
text of which is published in this BuLLeTIN,
Chairman Eccles said,

“Every banker who does not already
have a war loan account for the Govern-
ment should arrange for one through the
Federal Reserve Bank of his districe. He
can then deposit to the Government’s
credit in his bank the proceeds from the
Government securities purchased by his
customers as well as by his bank. The
Treasury draws on these accounts gradu-
ally as the Government spends the
money. The money is thus returned to
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REVIEW OF THE MONTH

the community and is in turn redeposited

in the banking system as rapidly as the

Government draws it out of the banking

system.”’

The number of banks qualified to handle
such accounts has increased substantially
in recent months and particularly since the
new legislation was first recommended to
Congress. On April 24 a total of 8,475
banks—or three-fifths of all commercial
banks—had qualified for war loan ac-
counts. This compares with 5,033 banks on
December 31, 1942, and only 3,253 banks on
October 31, 1942. The maximum amount
of war loan deposits which banks were
qualified to hold had increased to 14.4
billion dollars on April 24, compared with
8.9 billion on December 31, 1942, and 6.2
billion on October 31, 1942. Data on banks
qualified for war loan deposits by Federal
Reserve districts are shown in the table at
the end of this Review.

Errecr on Excess RESERVES

Increases or decreases in war loan deposits
under the new legislation have a different
effect on the reserve position of banks than
they previously had. Before the recent
amendment to the Act, when all types of
deposits were subject to reserve require-
ments, an increase in war loan deposits
resulting from purchases of securities for
the account of customers generally caused
no change in required reserves, because
deposits of the customers were correspond-
ingly reduced and there was no change in
total deposits; an increase resulting from
purchases of securities for the account of
banks caused an increase in total deposits
and, therefore, in reserve requirements.
Decreases in war loan accounts in the past
generally resulted in corresponding in-
creases in other deposits and, therefore, no
change in the total amount of required
reserves. Under the amended Act, increases
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in war loan deposits resulting from pur-
chases of securities for account of customers,
being accompanied by a decline in other
deposits, have the effect of reducing reserve
requirements, while increases due to pur-
chases for banks’ own accounts have no
effect on the volume of required reserves.
When the Treasury draws upon war loan
accounts for the purpose of making disburse-
ments, there will be a transfer of deposits
from accounts that require no reserves to
accounts that do and consequently an
increase in required reserves and a decrease
in excess reserves.

One result of the new law, therefore, is
that ‘the amount of reserves which banks
are required to hold decreases sharply
during a large-scale drive for the sale of
Government securities, as the result of
purchases for nonbank investors, and subse-
quently increases gradually as war loan
accounts are reduced. Under the former
procedure sharp increases in required re-
serves occurred during the drive as the re-
sult of bank purchases of securities on war
loan accounts. In the long run, the effect
of Government financing on the money
market under the old and under the new
law depends on whether the securities are
bought by banks or by others. In both
cases borrowing by the Treasury from banks
increases bank deposits and sooner or later
increases reserve requirements, while bor-
rowing from nonbanking investors shifts
funds about, but has little effect on the
total volume of deposits, of reserve require-
ments, or of excess reserves.

Recent CrancEs 1IN Excess ReservEs

Excess reserves of member banks, which
have gradually declined since early 1941,
in February of this year fell below 1.7 bil-
lion dollars. As shown in the chart, there
was a temporary increase in the first half of
March, primarily as a result of purchases
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REVIEW OF THE MONTH

by the Reserve Banks from the Treasury of
special one-day certificates issued to meet
Treasury payments prior to heavy tax re-
ceipts. As these certificates were paid off
in the latter half of March, excess reserves
declined to less than 1.6 billion dollars at
the end of March. Early in April, prior
to the Second War Loan Drive, the Federal
Reserve Banks increased their holdings of
Government securities, thereby raising ex-
cess reserves to about 2 billion dollars.
The change in the status of war loan de-
posit accounts and the transfer of several

EXCESS RESERVES OF MEMBER BANKS

WEEKLY AVERAGES OF DAILY FIGURES

BILLIONS OF DOLLARS BILLIONS OF DOLLARS

A
ALL MEMBER BANKS

N 3

NEW YORK GITY \M
A 2

Y

2 N Y
b N Y
. ,RESERVE GITY BANKS
\ v’\‘\.g:;ﬂ_»fv\v.,\_.«‘ ~ \

d P AL

W

CHIGAM

o W Mo (o]

2 2
. GOUNTRY BANKS .

! e A A AR AT TS

o] o

1941 1942 1943
Figures for all member banks and for country banks are partly

estimated. Latest figures are for week ending Apr. 16, 1943.

billion dollars from other deposits to those
accounts in the latter half of April caused a
decline of more than a billion dollars in
required reserves, but the effect of this was
partially offset by additions to deposits
resulting from large increases in bank loans,
principally to security dealers, and pur-
chases of securities by banks in the market.
In addition bank reserves were reduced by
increases in currency in circulation and in
Treasury deposits at the Reserve Banks,

374

reflecting cash payments for new securities,
and by repurchases on the part of member
banks of Treasury bills previously sold to
the Reserve Banks under repurchase options.
As aresult of all these various factors, excess
reserves of member banks during most of
the War Loan Drive were close to 2.3 billion
dollars.

An increase in war loan deposits on April
22 and again early in May, resulting from
bank purchases of Government securities
for their own account, had no effect on the
reserve position of member banks. In com-
ing weeks, however, as the Treasury makes
withdrawals from war loan accounts, other
deposits will expand and required reserves
will increase and excess reserves decrease.

Excess ReservEs BY Crasses or Banks

During recent weeks member banks in
New York City and Chicago have followed
the practice of maintaining their reserves
close to requirements. As a result prac-
tically all the excess reserves, as shown in
the chart, have been held by banks outside
these centers. Even though a considerable
amount of reserves was released to New
York and Chicago banks, as well as to other
banks, by the changed status and expansion
of war loan deposit accounts in April, these
funds were promptly put to use, in part to
meet withdrawals and in part to repurchase
Treasury bills from the Reserve Banks.
Excess reserves of New York and Chicago
banks, therefore, continued at a low level
during most of April.

Since the beginning of the year New York
City banks have lost funds on balance, re-
flecting withdrawals of Government de-
posits, which were only partially offset by
increases in other deposits. These banks
have had a gradual decline in loans, except
for temporary fluctuations in loans to
brokers and dealers in securities, and also
have reduced their holdings of Treasury
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REVIEW OF

bills, but have increased their bond hold-
ings. There was little net change in the
position of Chicago banks between the end
of December and the middle of April.

Banks in leading cities outside New York
and Chicago, in contrast, have gained de-
posits since the beginning of the year and
have substantially increased their holdings
of Government securities. Excess reserves
of these banks declined somewhat up to the
middle of April, as required reserves in-
creased more than the gain in total reserves.
In most districts, however, banks in large
cities continued to hold substantial amounts
of excess reserves, which were further in-
creased by the shift of funds to war loan
deposits in the latter half of April. Re-
serve city banks in the Cleveland, Dallas,
Chicago, and Richmond Districts in the
latter half of March had excess reserves
amounting to more than 20 per cent of their
required reserves, while such banks in the
Boston, St. Louis, and Minneapolis Dis-
tricts held relatively small amounts of ex-
cess reserves. The movements in excess
reserves of city banks outside New York
and Chicago are illustrated in the chart by
the curve for reserve city banks.

At country banks, available information
indicates a continued substantial growth in
deposits, exceeding a billion dollars in the
first three months of this year. These
banks showed only a small gain in reserve
balances, corresponding approximately to
the increase in their required reserves, and no
increase in balances due from correspondent
banks; it may be estimated that the total
of their loans and investments increased by
about a billion dollars in the period.
Country banks shared in the increase in
excess reserves during April, and their ex-
cess reserves of more than a billion dollars
in the latter part of April were larger than
at any previous time. These excess re-
serves, which represent substantial capacity
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for further expansion of loans and invest-
ments, are widely distributed throughout
the country. In the latter half of March
country banks in the Federal Reserve Dis-
tricts of Cleveland, Dallas, and Kansas City
had excess reserves amounting to more than
so per cent of their required reserves, and
those in every district showed correspond-
ing ratios of a third or more.

FepeErAL RESERVE SECURITY OPERATIONS

In view of the large volume of excess
reserves that was made available to banks as
the result of exemption of war loan accounts
from reserve requirements, the Federal
Reserve Banks had no occasion during the
April drive to make large security purchases
as they had during December. Banks had
enough reserves to enable them to purchase
not only the volume of new securities offered
to them but also to buy additional outstand-
ing securities in the market.

The Government securities market was
generally firm throughout the period of
the drive. There was a continued demand
for long-term partially tax-exempt bonds,
and shorter issues after being in supply early
in the month were also in demand in the
second half of the month. The yield on
long-term partially tax-exempt bonds de-
clined from 2.05 to 1.98 per cent during the
drive, and yields on other securities were
generally steady.

Some purchases of Treasury certificates
and short bonds were made by the Federal
Reserve Banks early in the month, but sub-
sequently the System discontinued such
purchases, while continuing to sell longer
bonds. The System’s holdings of bills,
which increased sharply in the latter part
of March and early April, also declined in
the latter part of April, as banks repur-
chased bills previously sold to the Reserve
Banks under repurchase agreements.

During the first four months of this year,
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total holdings of Government securities
by the Federal Reserve Banks showed only a
small increase. In this period, however,
there were important changes in the compo-
sition of the System’s portfolio. These
are shown in the accompanying chart. In
response to a market demand, bonds and
notes were sold from the System account.
Holdings of certificates were also reduced,
largely as a result of a maturity in February.
In March the System’s portfolio was tem-
porarily increased by Treasury borrowing
on one-day certificates in anticipation of
tax receipts. The principal changes were
in holdings of Treasury bills.

GOVERNMENT SECURITY HOLDINGS
OF FEDERAL RESERVE BANKS

BILLIONS OF DOLLARS WEDNESDAY FIGURES BILLIONS OF DOLLARS

TOTAL HOLDINGS
6 / f————— €

2 3 2
——r
- NOTES
CERTIFICATES ‘ﬂd
t > i
BilLs iy speciaL
y__\iceRTIFICATES | O

BILLS UNDER "
REPURCHASE OPTION /73,
ll I

o/
i
OTHER BILLS

[ S N 0

SOF M A w3
1943

U.S. Government security holdings include both direct and guaran-
teed issues. Other bills include those purchased under regular author-
ity and those purchased at the buying rate, not under option. Special
one-day Treasury certificates of indebtedness shown only for Sept. 16,
1942, Mar. 10, 17, and 24, 1943; there were 38 such certificates of varying
amounts on dates other than Wednesdays through Apr. 28, 1943, the
latest date shown.

1942

TreasurYy Biris wita Repurcmase OpTiON

Banks throughout the country, but more
particularly in New York and Chicago,
have made increasing use of sales and repur-
chases of Treasury bills to keep their funds
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more fully employed. By selling Treasury
bills to the Federal Reserve Banks under
option to repurchase, banks can obtain
reserves promptly as needed and reacquire
the bills if later they have more reserves
than they need. Federal Reserve transac-
tions in Treasury bills have varied con-
siderably from day to day, with some banks
selling bills to their Reserve Banks and
others making repurchases. On balance
fluctuations in total holdings of bills on
option account at the Reserve Banks reflect
general money market changes. These
figures are shown on the chart and, begin-
ning with this issue, will be regularly
published in the statistical section of the
BurLerin. Holdings of each Reserve Bank,
as well as those for the System as a whole,
will be shown.

Federal Reserve holdings of bills on op-
tion account, as shown on the chart, in-
creased sharply at the end of December in
response to year-end money market needs,
and declined in January. They increased
in February, reflecting largely Treasury
withdrawals of funds from New York and
purchases of bonds by New York banks.
Early in March the special Treasury bor-
rowing temporarily supplied banks with
funds and the System’s bill holdings de-
clined. They increased sharply, however,
in the latter part of March and early in
April, as banks lost reserves, but declined
again in the latter part of April for reasons
already explained.

During the past year, since the establish-
ment of the 3¢ per cent rate at which the
Reserve Banks stand ready to purchase all
bills offered to them, the total amount of
Treasury bills outstanding has increased
from 2 billion to 10 billion dollars, and
the distribution of these bills among the
various types of holders has broadened.
Federal Reserve Bank bill holdings showed
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an increase in the period of 2 billion dollars,
most of which has occurred since last
December. Bill holdings of New York
City banks increased from less than half a
billion to more than 2 billion dollars in
February and subsequently declined some-
what. Those at Chicago banks fluctuated
generally at less than half a billion dollars.
Banks in other leading cities have steadily
increased their bill holdings to above 2.5
billion dollars, and banks outside the lead-
ing cities now hold well over a billion dol-
lars of bills, compared with less than 200
million dollars a year ago. Other hold-
ers—largely corporations—have also in-
creased their holdings of Treasury bills by
about a billion dollars in the past year.

GUARANTEED

As announced in a press statement on April
17, a new standard form of guarantee agree-
ment has been adopted for uniform use in guat-
antecing loans for war production purposes.
The text of this new form of agreement will be
found on pages 379-388.

To March 31, 1943, i.e., during the first year
of operations under Executive Order 911z and
the Reserve Board’s Regulation V, the War
Department, Navy Department, and Maritime
Commission, acting through the Federal Re-
serve Banks, authorized 3,534 guarantees for
war production loans totaling $3,725,2.41,000.
Advances to borrowers on guaranteed loans
amounted to $2,224,704,000, of which $979,-
682,000 was repaid, leaving unpaid balances of
$1,245,022,000 on March 31. The guaranteed
portions of loans outstanding aggregated
$998,774,000, or 8o per cent on the average.
In addition to the amounts outstanding on
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SpECIAL DEPOSITARIES FOR WAR LoAN DEPOSITS

Per cent
Number of banks Amount for qualified on
which had quali- which qualified Apr. 24,
fied for war loan (In millions of [1943, to tqtal
accounts dollars) commercial
Federal banks
Reserve
district
Apr. | Dec. | Oct. | Apr. | Dec. | Oct. Nl;‘e'?" ‘g‘;ﬁg_
24, 31, 31, 24,’ 31, 31, of pos-
1943 | 1942 | 1942 | 1943 | 1942 | 1942 banks| its
Boston........ 316 237 169 855! 480 292] 61 20
New York..... 911 654 500| 6,735, 4.719| 3,243] 91 28
Philadelphia. . 585 459 299 642 386 325 67 14
Cleveland..... 710 429 191 909 541 3251 60 15
Richmond..... 628 302 173 618 288 182] 60 16
Atlanta....... 583 408 295 483 274 197 56 15
Chicago. . 563  458| 1,951] 983| 732 48 16

St. Louis. 291 181 §00; 221 170| 57 16
Minneapolis...| 1,094/ 731 235 352 192 79 86 17
Kansas City... 952 566/ 439 373] 206] 173} S3 12
Dallas........ 491 2901 230{ 404] 235 194| 52 13

San Francisco. 208 103 83 628) 421} 317| 38 7

8,475 5,033] 3,253|14,449) 8,9453| 6,229| 60 19

WAR LOANS

March 31, $1,866,286,000 was available to
borrowers under guarantee agreements in force.

About 39 per cent of all loans for which
guarantees were authorized were for amounts of
not more than $50,000 and 55 per cent were for
amounts of not more than $100,000, as is shown
in the following table:

Per cent of Cumulative

Amount of loan total number percentage
Up to $5,000 4.6 4.6
$5,001 to $10,000 6.1 10.7
$10,001 to $25,000 13.3 24.0
$25,001 to $50,000 14.6 38.6
$50,001 to $100,000 16.6 55-2
$100,001 to $250,000 16.4 71.6
$250,001 to $500,000 10.6 82.2
$500,001 to $1,000,000 7.1 89.3
$1,000,001 to $5,000,000 8.3 97.6
$5,000,001 to $10,000,000 1.2 98.8
$10,000,001 to $25,000,000 .7 99.5
$25,000,001 to $50,000,000 99.8
Over $50,000,000 100.0
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Administrative interpretations of banking laws, new regulations issued by
the Board of Governors, and other similar material.

Amendments to Federal Reserve Act
War Loan Deposit Accounts

The President of the United States on April
13, 1943, approved an Act of Congress amending
Section 12B of the Federal Reserve Act so as to
suspend until six months after the cessation of
hostilities in the present war, the provisions of
law tequiring the payment of deposit insurance
assessments on balances to the credit of the
United States Treasury arising solely as a result
of subscriptions for United States Government
securities issued under the Second Liberty Bond
Act, as amended. The Act also amends section
19 of the Federal Reserve Act so as to suspend
for the same period the requirements of law for
maintenance with the Federal Reserve Banks of
reserves against Treasury balances arising solely
as a result of subscriptions for such securities.
The text of the Act is as follows:

[Pupric Law 37—78tH CoNGRESS]

[CrAPTER 62-—1ST SESSION]

[S. 700]
AN ACT

Suspending certain Cfrovisions of sections 12B
and 19 of the Federal Reserve Act until six
months after the cessation of hostilities in the
present war as determined by proclamation of
the President ot concurrent resolution of the
Congress.

Be it enacted by the Senate and House of Repre-
sentatives of the United Stares of America in Congress
assembled, That the second sentence of paragraph
(1) of subsection (h) of section 12B of the
Federal Reserve Act (U. S. C., title 12, sec. 264
(h) (1)), as amended, is hereby further amended
by substituting a colon for the period at the end
thereof and adding the following: *‘And provided
further, That until six months after the cessation
of hostilities in the present war as determined by
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proclamation of the President or concurrent reso-
lution of the Congress any balance payable to
the United States by any insured bank, whether
represented by a deposit account or otherwise,
arising solely as a result of subscriptions made
by or through such insured bank for United
States Government securities issued under au-
thority of the Second Liberty Bond Act, as
amended, shall be excluded from the definition
of ‘deposit’ for the purpose of determining the
assessment base.”

Sec. 2. The last sentence of section 19 of the
Federal Reserve Act (U. 8. C., title 12, sec.
462a-1) be amended by substituting a colon for
the period at the end thereof and by adding the
following: *‘ Provided, That until six months after
the cessation of hostilities in the present war as
determined by proclamation of the President or
concurrent resolution of the Congress no deposit
payable to the United States by any member
bank arising solely as the result of subscriptions
made by or through such member bank for
United States Government securities issued under
authority of the Second Liberty Bond Act, as
amended, shall be subject to the reserve require-
ments of this section.”

Approved April 13, 1943.

Reserves
Amendment to Regulation D

The Board of Governors, effective April 13,
1943, amended Regulation D entitled Reserves
of Member Banks by striking out the period at
the end of the first sentence of paragraph (b)
of section 2 thereof and inserting the following:

*‘and, until six months after the cessation of
hostilities in the present war as determined
by proclamation of the President or concur-
rent resolution of the Congress, no deposit
payable to the United States by any member
bank arising solely as the result of subscrip-
tions made by or through such member bank
for United States Government securities
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issued under authority of the Second Liberty
Bond Act, as amended, shall be included in
net demand deposits or in time deposits which
are subject to reserve requirements.’’

War Loan Financing
Guarantee Agreement

There is set forth below the text of a new
standard form of guarantee agreement, dated
April 6, 1943, which has been adopted by the
War Department, Navy Department, and United
States Maritime Commission after consultation
with the Board of Governors of the Federal
Resetve System and others, for uniform use in
guaranteeing loans for war production purposes
pursuant to the President’s Executive Order
9112 of March 26, 1942, and the Board’s Regula-
tion V, which were published in the 1942
Federal Reserve BULLETIN at pages 299 and 425,
respectively. The new form of agreement in-
corporates, in large measure, the substance of
the form heretofore in use and the general intent
of the agreement remains the same.

(Form of April 6, 1943)
No. ..

GUARANTEE AGREEMENT

(War Department of the United States
The {Navy Department of the United States

| United States Maritime Commission
(herein called ‘‘Guarantor’”), acting through
the Federal Reserve Bank of .................... as fiscal
agent of the United States in accordance with the
provisions of Executive Order No. gr12 of March
26, 1942, and the Financing Institution, as
hereinafter defined, hereby agree each wich the
other as follows:

Section 1. Definitions

As used in this agreement—
(A) The words “‘Financing Institution’” shall
mean
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(B) The word ‘‘Bortower’’ shall mean.. .

(Address)
the said Borrower being engaged in a business
or operation which is deemed by the Guarantor
to be necessary, appropriate or convenient for
the prosecution of the war.

(C) The words ‘‘the loan’ shall mean a
financing arrangement between the Financing
Institution and the Borrower, the terms and con-
ditions of which are briefly described as follows:

(The description of the loan shall include the following
items in the following order: Type of loan (straight loan or
revolving credit), principal amount (maximum amount of
credit in the case of a credit), interest rate, and maturity
(latest maturity in the case of a credit). Provisions as to
collateral and other protective provisions prescribed by the
Guarantor should also be described here, or, if preferred, by
referring to an annexed loan agreement or other similar
instrument; but the terms and the provisions of such agree-
ment or instrument should not be made a part of or incor-
porated in the guarantee agreement. There is no requirement
by the Guarantor, however, that a loan agreement or similar
instrument be used in any case.)

(D) The word ‘“‘obligation’” shall mean the
instrument or instruments evidencing the Bor-
rower’s indebtedness under the loan and any
renewals or extensions theteof.

(E) The term ‘‘guaranteed percentage’” shall
mean (1)........... per cent, or (2) the percentage
specified above as increased by an adjustment
thereof under section §, section 12, or section 13
of this agreement.
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(F) The term ‘‘unguaranteed percentage’”
shall mean the difference between 1co per cent
and the guaranteed percentage.

(G) The words ‘‘collateral for the loan”
shall mean all collateral or security specified in
the description of the loan under paragraph (C)
of this section or taken or accepted in substitu-
tion for such specified collateral or security, and
any collateral or security hereafter taken or
accepted for the specific protection of the loan.

(H) The words “‘interest in the obligation”’
shall mean the amount of the obligation owned
by the Guarantor or by the Financing Institu-
tion, as the case may be.

(ID The word “"Holder’" shall mean the party
to this agreement which has possession of the
obligation and shall be determined in accordance
with the provisions of sections 8 and 14 of this
agreement.

(J) The words “‘Reserve Bank’’ shall mean
the Federal Reserve Bankof ...
as fiscal agent of the United States acting on
behalf of the Guarantor in accordance with the
provisions of Executive Order No. 9112 of March
26, 1942.

Section 2. Guarantee as to Sharing
of Losses and Expenses

(A) All losses of principal and interest on
the loan, and all expenses as defined in paragraph
(D) of this section, shall be shared ratably by
the Guarantor and the Financing Institution in
accordance with the guaranteed percentage and
the unguaranteed percentage, respectively, as
such losses, expenses and percentages exist on
the date of settlement between the Financing
Institution and the Guarantor, regardless of
whether or not any purchase has been made
under this agreement.

(B) The date of settlement between the
Financing Institution and the Guarantor shall
be such date as may be agreed upon by the
parties or, if no such date is agreed upon, the
thirtieth day after the date on which either
party to this agreement receives from the other
party a written request for such settlement, but
no such request will be made by the Guarantor
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prior to maturity nor prior to the time when the
amount of the ultimate losses and expenses
appears to be determinable with reasonable
certainty.

(O) In determining losses under paragraph
(A) of this section, all amounts which, on the
date of settlement, have not been paid shall be
regarded as losses cven though they may appear
to be recoverable thereafter. All net recoveries
realized after the date of settlement, from
whatever source realized, shall be shared ratably
by the Guarantor and the Financing Institution
on the basis prescribed in this section.

(D) For the purposes of this section, expenses
shall mean all reasonable out-of-pocket expenses
(including reasonable counsel fees incurred by
the Financing Institution or the Reserve Bank
prior to but not after any purchase under this
agreement) which relate to the enforcement of
the loan or the preservation of the collateral
and which are incurred during the period of any
defaule in the payment of principal or interest,
and which have not been recovered from the
Borrower.

Section 3. Agreement to Purchase

(A) Upon written demand or demands made
by the Financing Institution on the Reserve
Bank at any time prior to the date of settlement
between the Guarantor and the Financing In-
stitution, the Guarantor will purchase from the
Financing Institution, on the tenth (1oth) day
after the receipt by the Reserve Bank of such a
demand, the guaranteed percentage of the
unpaid principal amount of the loan, less any
amounts which have been previously purchased
by the Guarantor under any provision of this
agreement and have not been repaid. Such
purchases will be made by the Guarantor from
time to time either as a whole or in such portions
as may be demanded in writing as above
specified.

(B) Any purchase by the Guarantor pursuant
to any provision of this agreement shall be
made at the Reserve Bank, and the amount that
the Guarantor shall pay shall be the face amount
of the portion of the unpaid principal amount
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of the obligation so purchased, as of the date of
the demand, plus all unpaid accrued interest
on such portion, with appropriate adjustment
for guarantee fees, computed as of the date of
purchase. Such purchase shall be made for
cash, except that if the Guarantor owns an
interest in any obligation which has been issued
under a revolving credit arrangement and if,
at or before the maturity of such obligation, the
Reserve Bank receives written demand from the
Financing Institution for the purchase of the
same or a lesser amount of 2 new obligation to be
issued in place of such maturing obligation,
payment for the portion of the new obligation
-purchased pursuant to such demand will be
made by the Guarantor by surrendering, at or
before maturity, its interest in the maturing
obligation, in the amount of the demand by the
Financing Institution and without regard to the
ten day period specified in paragraph (A) of this
section.

Section 4. Cancellations of Borrower’s
War Production Contracts

(A) For the purposes of this agreement:

(1) A “‘war production contract”’ shall mean
any contract (other than a contract solely for
the construction or acquisition of facilities to
be used by the Borrower) made or order accepted
by the Borrower for the sale or furnishing by the
Borrower of materials, equipment, supplies,
facilities, or services or for the processing or
treatment by the Borrower of materials, which
() constitutes a prime contract with the War
Department, Navy Department, or Maritime
Commission or (b) constitutes a contract made
or order accepted by the Borrower to aid
directly or indirectly in the performance of any
prime contract with any of said Government
agencies;

(2) A “‘cancelled contract’” means (a) a war
production contract constituting a prime con-
tract with the War Department, Navy De-
partment, or Maritime Commission, or a part
of such a war production contract, which con-
tract or part is hereafter cancelled or terminated
by any of said Government agencies not by
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reason of fault of the Borrower, or (b) any other
war production contract or part of such war
production contract, which contract or part is
hereafter cancelled, terminated or violated be-
cause of the cancellation or termination, in
whole or in part, without fault of the prime
contractor, of any prime contract by any of said
Government agencies (provided that the Bor-
rower shall have been substantially observing
the provisions of such war production contract);

(3) A “settled contract’” means a cancelled
contract (a) with respect to which the Borrower
has released all claims or (b) with respect to
which the Borrower has received full payment
in cash, or by offset, or otherwise, of such
amounts as may be payable to it as the result of
a final determination, by mutual agreement of
the parties to such contract or by final decision
of a court of competent jurisdiction from which
no appeal or request for review has been or can
be taken, or otherwise, or (¢) with respect to
which one year (or such longer period as the
Guarantor, in its sole discretion, shall consider
fair under the circumstances) has elapsed after
the date of such a final determination;

(4) A “‘cancelled contract as to which no
substantial investment has been made” is a
cancelled contract with respect to which the
Borrower’s total expenditures and commit-
ments to the date of cancellation are not certified
by the Borrower as being in excess of 5 per cent
of the sum of (a) amounts which were due and
which would have become due on such contract
if completely performed, in accordance with the
provisions of the contract as they existed imme-
diately prior to the date of cancellation and (b)
all payments received on such contract prior to
such date;

(5) An ‘‘uncancelled contract” is a war
production contract or part thereof which does
not fall within the definition of a cancelled con-
tract in clause (2) above; and

(6) “*Adjustment notice date”” means the date
of receipt by the Reserve Bank of the request for
adjustment under section § of this agreement, or
the date of receipt by the Financing Institution
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of a request for adjustment under paragraph (A)
of section 6 of this agreement.

(B) The aggregate of all amounts which were
due on the Borrower’s cancelled contracts, and
which would have become due on such contracts
if completely performed, in accordance with the
provisions of such contracts as they existed
immediately prior to the dates on which they
wete respectively cancelled (but not including
any amounts of any contracts which, on the
adjustment notice date, are settled contracts or
cancelled contracts as to which no substantial
investment has been made), less any payments
received upon such contracts between the dates
on which they were respectively cancelled and
the adjustment notice date, shall be called (x).
The amount of (x) as thus determined plus the
aggregate of all amounts due on all uncancelled
contracts of the Borrower, and which ate to
become due on all such contracts when and if
completely performed, according to their pro-
visions as they exist on the adjustment notice
date, shall be called (y).

Section 5. Protection of Financing
Institution against Cancellations

The Financing Institution at any time prior
to the date of settlement between the Guarantor
and the Financing Institution may make written
request to the Reserve Bank for an adjustment
under this section, and thereupon the following
computation shall be made by the Financing
Institution in agrecment with the Reserve Bank
as of the adjustment notice date: The ratio of
(x) to (y) shall be multiplied by the then un-
guaranteed percentage and the product of such
multiplication shall constitute an additional
percentage which shall be added to the then
guaranteed percentage; and the sum of such
percentages shall, effective as of the adjustment
notice date, constitute the guaranteed per-
centage within the meaning of all provisions
of this agreement. After the guaranteed pet-
centage has once been increased pursuant to the
ptovisions of this section, the Financing In-
stitution shall have no further rights under this
section. The provisions of this section shall
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not be effective in any case if the ratio of (x)
to (y) is less than one-fourth.

Section 6. Protection of Borrower
against Cancellations

(A) The Borrower, from time to time but
not more frequently than once every sixty (60)
days, may request the Financing Institution in
writing for an adjustment under this section, and
the Financing Institution shall, within five (5)
days after receiving such request, advise the
Reserve Bank in writing of the receipt thereof.
In each such case, the ratio of (x) to (y) shall
be determined by the Financing Institution in
agreement with the Borrower and the Reserve
Bank as of the adjustment notice date and effec-
tive as of such date the Financing Institution
will waive interest and suspend maturity upon
such portion of the then unpaid principal
amount of the obligation as is determined by
multiplying such unpaid amount by such ratio
and by deducting from the product any portion
of the obligation upon which maturity is then
in suspense pursuant to any previous request
from the Borrower; but in no event shall the
amount of the obligation with respect to which
interest is waived or maturity suspended pur-
suant to an adjustment under this section as a
result of a determination of the ratio of (x) to
(3) exceed (1) the amount of (x) or (2) the
amount of the Borrower’s estimate of its claims
on cancelled contracts as of the adjustment
notice date. No waiver of interest or suspen-
sion of maturity shall be made under this section
if the ratio of (%) to (y), as determined pursuant
to any such request by the Borrower, is less than
one-fourth.

(B) As payments are received by the Borrower
on any cancelled contract after the adjustment
notice date, the amount of the obligation as
to which maturity is suspended and interest
waived shall be forthwith reduced, dollar for
dollar, by an amount equal to each such pay-
ment. When any cancelled contract has become
a settled contract after the adjustment notice
date or when the Borrower has failed to file
claim under any cancelled contract before the
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sixtieth day (or such longer time as the Guaran-
tor may grant) after the adjustment notice date,
the amount of the obligation as to which ma-
turity is suspended and interest waived shall be
forthwith reduced so that the total amount of
reduction under this paragraph shall be the
greater of (1) the amount as to which maturity
was suspended and interest waived by reason of
the inclusion of such cancelled contract in the
last prior computation under paragraph (A) of
this section, or (2) the amount of reduction
under the preceding sentence.

(C) Upon the termination of suspension of
maturity of all or any portion of the obligation,
by reason of any reduction made under paragraph
(B) of this section or failure to comply with
paragraph (F) of this section, the obligation
or such portion thereof shall become imme-
diately due and payable, regardless of any
maturity date otherwise established.

(D) In the event that the Borrower shall
initiate any appeal or request for review from
the determination by any court of the amounts
due under a cancelled contract, the Financing
Institution will not waive interest on the por-
tion of the obligation with respect to which
maturity has been suspended on account of such
cancelled contract, from the date of entry of the
order or judgment from which the appeal or
request is taken until the date of entry of the
final order or judgment on appeal or review.

(E) So long as the Financing Institution con-
tinues to own any portion of the obligation as
to which a waiver of interest is in effect in
accordance with this section, the Financing
Institution shall be under no obligation to pay
any fee to the Guarantor under section 16 of this
agreement on such portion of the obligation;
and the Guarantor will pay to the Financing
Institution, on the dates on which interest
would otherwise have been payable by the
Borrower, or at least quarterly, interest upon
such portion of the obligation (1) in an amount
equal to the difference between the amount
which would have been payable by the Borrower
to the Financing Institution and the amount
which would have been payable by the Financ-
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ing Institution to the Reserve Bank under section
16 hereof, or (2) at the rate of 214 per cent per
annum, whichever is less.

(F) In consideration of the execution of this
agreement by each party hereto, the Guarantor
and the Financing Institution agree with each
other for the benefit of the Borrower, and also
severally promise the Borrower, that the provi-
sions of this section shall inure directly to the
benefit of, and shall be enforceable directly by,
the Borrower. No suspension of maturity or
waiver of interest under this section shall (1)
take effect unless the Borrower shall have agreed
with the Reserve Bank and the Financing In-
stitution to be bound by the provisions of this
agreement which govern suspension of maturity
and waiver of interest, or (2) continue in effect
unless the Borrower shall furnish to the Reserve
Bank and the Financing Institution, not less
often than every sixty (60) days, a report as to all
payments received on the Borrowet’s cancelled
contracts, including full information with
respect to any cancelled contract that shall have
become a settled contract.

(G) Nothing contained in this section shall
impair any of the rights of the Financing Institu-
tion under any other provision of this agreement
nor any right the Financing Institution or the
Guarantor may have to accelerate the maturity
of the obligation, including any suspended
portion thereof, unless such acceleration is
based solely on a provision of the loan to the
effect that cancellation of a contract or suspen-
sion of maturity pursuant to this section is of
itself an event of default.

Section 7. Owanership of Suspended
Portions of the Loan

(A) Any portion of the obligation at any time
owned by the Guarantor shall be deemed to
include, to the extent possible, any portion of
the obligation as to which maturity has been
suspended pursuant to section 6 of this agree-
ment; and the Guarantor shall comply and the
Financing Institution shall be relieved from
compliance with the provisions of such section 6
relating to the waiver of interest and suspension
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of maturity with respect to such portion of the
obligation.

(B) The Guarantor will from time to time
purchase from the Financing Institution any
part or all of that portion of the obligation on
which maturity has been suspended pursuant
to section 6 of this agreement, whether or not
such purchase shall result in ownership by the
Guarantor of an interest in the obligation which
shall be in excess of the then effective guaranteed
percentage of the loan, but such purchase in all
other respects shall be made in accordance with
the provisions of section 3 hereof. If and when
the Financing Institution shall have obtained
an adjustment pursuant to section § of this
agreement, the Guarantor shall be under no
further obligation to make a purchase under this
section. If pursuant to the provisions of this
section the Guarantor shall own an amount of
the obligation in excess of the guaranteed per-
centage following such an adjustment, the Fi-
nancing Institution will forthwith repurchase
such excess. Nothing in this paragraph affects
the sharing of losses on the basis prescribed in
section 2 of this agreement.

Section 8. Administration of Loan and
Possession of Obligation and Collateral

(A) Prior to any purchase under this agree-
ment, the Financing Institution shall administer
the loan and shall hold the obligation and the
collateral for the loan. Whenever the Guaran-
tor becomes the owner of any part of the loan
under this agreement, the Financing Institution
shall continue to administer the loan and to
hold said obligation and collateral, and shall
forthwith deliver to the Reserve Bank a certifi-
cate reciting that the Financing Institution
holds said obligation and collateral for the
account of the Guarantor to the extent of the
Guarantor’s interest therein. In any such case,
however, upon written demand by the Reserve
Bank, the Financing Institution shall forthwith
endorse the obligation to the Reserve Bank with-
out recourse or warranty and shall assign the
collateral (or its interest therein if such col-
lateral cannot be assigned because it is held for
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the account of more than one Financing Institu~
tion) to the Reserve Bank without recourse or
warranty, except as to the genuineness of the
signature of the Borrower to any instrument,
and shall forthwith deliver to the Reserve Bank
possession of the obligation and of the collateral
(or an assignment of its interest therein as above
provided). Thereupon the Reserve Bank shall
issue to the Financing Institution a certificate
reciting that the Reserve Bank holds said
obligation and colateral for the account of the
Financing Institution to the extent of the
Financing Institution’s interest therein. There-
after the Guarantor, through the agency of the
Reserve Bank, shall administer the loan and
shall hold said obligation and collateral for
the account of the Guarantor and the Financing
Institution as their interests in the obligation
may appear. The Guarantor and the Financing
Institution shall at all times during the existence
of this agreement have the right to examine and
inspect said obligation and collateral.

(B) Whenever the Guarantor becomes the
Holder of the obligation, the Financing Institu-
tion will at any time at the written request of
the Guarantor furnish to the Guarantor such
instruments as may be reasgnably necessary or
appropriate to enable the Guarantor to ad-
minister the loan and enforce the obligation
and collateral for the loan in accordance with
the terms of the loan.

(C) Nothing contained in this or any other
section of this agreement shall be construed to
prevent the Financing Institution from offering
the obligation as collateral for advances by a
Federal Rescrve Bank, if such obligation is
otherwise eligible and acceptable as collateral
for such advances.

Section 9. Ratable Application
of Collections

(A) All amounts at any time paid or credited
on the obligation, from whatever source
realized, shall be applied ratably for the benefit
of the Financing Institution and the Guarantor
according to their respective interests in the
obligation, first in accordance with such re-
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spective interests in the unsuspended portion of
the obligation, and then in accordance with
such respective interests in the suspended portion
of the obligation. All amounts so paid or
credited upon the obligation after the date of a
demand by the Financing Institution or the
Guarantor, as the case may be, for a purchase
under this agreement and prior to the date of
such purchase shall be applied as above provided
according to such respective interests of the
Guarantor and the Financing Institution as
such interests exist immediately after such
purchase. The Holder of the obligation and
collateral shall receive all payments from the
Borrower in connection with the obligation and
shall promptly remit to the other party to this
agreement such other party’s share thereof.

(B) In the event that the total of all amounts
eventually so paid or credited in accordance
with paragraph (A) of this section is not suf-
ficient to cover principal and interest in full,
the application of such amounts shall be read-
justed upon the date of settlement between the
Guarantor and the Financing Institution so that
the Guarantor and the Financing Institution
will share all losses on the loan on the basis
prescribed in section 2 of this agreement.

Section 1o. Application of Proceeds
of Collateral and Other Assets

(A) There shall first be applied to the full
payment of the loan before they are applied to
the payment of other indebtedness of the
Botrower to the Financing Institution: (1) All
proceeds of any collateral for the loan; and (2)
all proceeds of accounts receivable and of in-
ventories (including finished products and work
in process) arising under the Borrower’s war
production contracts, to the extent that such
accounts receivable or inventories are taken or
appropriated by the Financing Institution, ex-
cept war production contracts under which
claims may heretofore have been, or may with
the written consent of the Guarantor hereafter
be, specifically assigned to the Financing In-
stitution as security solely for other indebted-
ness of the Borrower to the Financing
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Institution. If any funds on deposit, or other
amounts payable to the Borrower by the Fi-
nancing Institution, or other assets of the
Borrower (except those described in clause (z)
above) which are not specifically pledged as
security for any indebtedness shall be taken or
appropriated by the Financing Institution, the
Financing Institution shall apply such funds and
the proceeds of such other assets pro rata against
the then unpaid balance of the loan and the then
unpaid balance of such other indebtedness of
the Borrower to the Financing Institution.
Funds on deposit, amounts payable, and other
assets shall not be considered to bespecifically
pledged for any indebtedness, within the mean-
ing of this section, if the right of the Financing
Institution to apply the proceeds thereof to such
indebtedness exists only by virtue of the right
of banker’s lien or setoff or only by virtue of a
“spreader”’, “‘overlap’ or *‘cross-lien’’ provision
in any note or loan agreement.

(B) There shall ficst be applied by the
Guarantor to the full payment of the loan, be-
fore they are applied to the payment of other
indebtedness of the Botrower to the Guarantor,
all proceeds obtained by the Guarantor from:
(1) accounts receivable and inventories (in-
cluding finished products and work in process)
arising under the Borrower’s war production
contracts, and (2) any right of priority accruing
to the Guarantor on account of any claim by the
Guarantor against the Borrower, and (3) any
right of setoff in respect of amounts due to the
Borrower on any war production contract
(except a right of setoff arising out of a claim
under the same contract); except that the
foregoing shall not apply to any pledge, lien, or
other security taken by the Guarantor as col-
lateral for an advance payment or loan by the
Guarantor to the Borrower.

Section 11. Actions as to Obligation

or Collateral

The Holder shall not, without the prior
written consent of the other party to this agree-
ment, (a) make or consent to any material
alteration in the terms of the loan or collateral
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for the loan; (b) make or consent to any release,
sale, transfer, further pledge, subordination or
substitution of any of said collateral for the
loan; or (¢) give any consent or waiver under
any provision of the loan restricting the use of
funds of the Botrrower. However, the consent
of the other party shall not be necessary with
respect to any release or substitution of such
collateral required or authorized by the terms
of the loan as such terms are described in para-
graph (C) of section 1 of this agreement or in
any instrument referred to therein, and no notice
of any such action need be given to the other
party. The Holder, unless prior objection
thereto shall have been made in writing by the
other party, may extend the term of the loan,
but, without the prior written consent of the
other party, not more than once and for not
more than sixty (6o) days; but notice of any
such extension shall be thereafter promptly
transmitted to the other party. The taking of
additional collateral or security shall not be
considered a material alteration in the terms of
the loan or collateral for the loan.

Section 12. Refusal of Guarantor to
Consent to Accelerated Maturity

The Financing Institution, if it be the Holder,
shall not exercise any option to accelerate the
maturity of the obligation without the prior
written consent of the Guarantor. If such an
option exists (whether or not conditioned upon
the giving of notice to the Borrower) on the
part of the Holder to accelerate the maturity of
the obligation and (a) the Guarantor fails to
give its written consent, within ten (10) days
after the Reserve Bank shall have received a
written request from the Financing Institution
to do so, to the acceleration of the maturity
of the obligation or (b) if the Guarantor be the
Holder and does not, within ten (10) days after
the Reserve Bank shall have received a written
request from the Financing Institution that the
Guarantor do so, initiate appropriate action to
accelerate the maturity of the obligation, the
guaranteed percentage shall thereupon, in either
event, effective ten (10) days after the receipt of
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such request, be 100 per cent. If the Guarantor
be the Holder, it may, after giving notice to the
Financing Institution, exercise any option to
accelerate the maturity of the obligation with-
out obtaining the consent of the Financing
Institution.

Section 13. Failure to Sue or
Consent to Suit

The Financing Institution, if it be the Holder,
shall not, without the prior written consent of
the Guarantor, bring suit to enforce payment
of the obligation or any installment thereof, or
directly or indirectly institute bankruptcy,
receivership or insolvency proceedings against
the Borrower, or foreclose on or otherwise
enforce realization of the collateral by exercise
of a power of sale or by legal proceedings;
but the Guarantor, if it be the Holder, after
giving notice to the Financing Institution, may
take any action specified in this sentence with-
out obtaining the consent of the Financing
Institution. If at any time all or any portion of
the principal or interest of said obligation is due
and unpaid and (a), while the Financing Institu-
tion is the Holder, the Guarantor fails to give its
written consent within ten (10) days after the
Reserve Bank shall have received a written
request from the Financing Institution to do so,
to the taking of any action specified in the
preceding sentence or (b) if the Guarantor be the
Holder and does not, within thirty (30) days
after the Reserve Bank shall have received a
written request from the Financing Institution
that the Guarantor take action as aforesaid,
take the action requested or one of the other
steps specified in the preceding sentence, the
guaranteed percentage shall thereupon in either
event, cffective ten (10) days or thirty (30)
days, as the case may be, after the receipt of
such request, be 100 per cent.

Section 14. Voluntary Purchase
by Guarantor

Whenever the Guarantor, in its sole judgment,
deems that such action is necessary in order to
prevent or minimize a loss on the loan which it
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believes to be imminent or in order to prevent
obstructions or delays in the Borrower's war
production, the Guarantor may purchase, and
the Financing Institution shall sell to it, the
guaranteed percentage of the unpaid principal
amount of the obligation, less any amounts
which have been previously purchased by the
Guarantor under any provision of this agreement
and have not been repaid; but no such purchase
shall be made except ninety (90) days or more
after the original advance on the loan or shall
become effective until ten (30) days (or such
lesser period as the Guarantor may specify)
after the Guarantor shall have sent to the
Financing Institution a demand for such pur-
chase by telegram or registered mail. In the
event of any purchase under this section, the
Guarantor shall, at the request of the Financing
Institution, or may, at its own option, imme-
diately become the Holder in the manner pro-
vided in section 8 without the written demand
therein specified.

Section 15. Reports as to Borrower's

Condition

The Holder shall promptly notify the other
party of any default in the payment of principal,
or of any default which shall continue for ten
(10) days in the payment of interest, on the part
of the Borrower. As long as the Financing
Institution has any interest in the loan, each
party shall notify the other party of any other
default on the part of the Borrower in connec-
tion with the loan, or of any unfavorable change
in the financial condition or in the business of
the Borrower or in the collateral for the loan,
of which such party has acquired actual knowl-
edge in connection with the administration of
said loan and which in its opinion at the time
is material. The Financing Institution shall,
upon the request of the Reserve Bank, furnish
to the Reserve Bank any other information re-
lating to the financial condition of the Borrower
and the progress of the loan which it has ac-
quired in connection with the administration of
said loan.
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Section 16. Fees Payable to Guarantor

In consideration of the execution of this:
agreement by the Guarantor, the Financing
Institution shall pay to the Reserve Bank at
the end of each monthly or quarterly period, as
fixed by the Reserve Bank, an amount equal to
................ per cent of any interest payable by the
Borrower on the average daily amounts of that
part of the unpaid principal of said loan which
the Guarantor was obligated during such period
to purchase upon demand of the Financing
Institution under any provision of this agree-
ment; provided that such obligation on the part
of the Financing Institution shall terminace
as to all or any portion of said loan purchased
by the Guarantor immediately upon such pur-
chase.

Section 17. Effect of Violation
of Agreement

(A) I the Financing Institution shall violate,
or fail to comply with, any of the terms of this
agreement or any of the terms or conditions of
the loan or shall through gross negligence make
a material misrepresentation of fact in the ap-
plication therefor, or in anything constituting
a part of the application, it shall become liable
to the Guarantor in an amount equal to the
damages sustained by the latter by virtue of
such violation, failure to comply, or misrepte-
sentation; but the Guarantor shall not be re-
lieved by such violation, failure to comply, or
misrepresentation from any of its obligations
to the Financing Institution under the terms of
this agreement.

(B) In the absence of gross negligence on the
part of the Financing Institution:

(1) No invalidity or ineffectiveness of any
collateral or of any assignment thercof
accepted by the Financing Institution; and

(2) No action or omission to act on the part
of the Financing Institution in reliance
on a statement signed by an appropriate
officer or member of the Borrower with re-
spect to the financial condition, business
or operations of the Borrower or the put-
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pose for which funds of the Borrower

have been or are intended to be used;
shall constitute a violation of, or failure to
comply with, any of the terms of this agreement
or any of the terms or conditions of the loan
on the part of the Financing Insticution. No
invalidity of any provision of the loan agreement
(or other similar instrument), if any, referred
to herein, arising from statute or decision of
any court, shall in any way relieve the Guaran-
tor hereunder.

Section 18. Additional War Production
Contracts and Advance Payments

The Financing Institution will not obtain or
require from the Borrower any agreement that
(a) the Borrower will not accept additional war
production contracts when requested or required
by the Government, or (b) the Borrower will
not consent to the modification or amendment of
any of its war production contracts when re-
quested or required by the Government, except
that such agreement may prohibit additional
borrowings or advance payments and may re-
quire the Borrower to notify the Financing
Institution of the acceptance of any additional
war production contracts.

Section 19. Interpretation of Agreement

(A) This agreement constitutes the entire
contract between the Guarantor and the Fi-
nancing Institution, and no claim of waiver,
modification, consent, or acquiescence with
respect to any of the provisions of this agreement
shall be made against either party except on the
basis of a letter or other written instrument
executed by or on behalf of such party.

(B) No provision of the loan agreement (or
other similar instrument), if any, shall increase,
limit or vary the rights or obligations of the
Financing Institution, the Guaramtor or the
Borrower under this agreement.

(C) Whenever a computation has been made
under section § or section 6(A) of this agree-
ment, the Guarantor (acting by such person or
persons as may be designated for that purpose
by the Secretary of War, the Secretary of the
Navy, or the Maritime Commission, as the case
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may be) shall certify that such computation is
the computation that will govern the rights and
obligations of the Financing Institution, the
Guarantor, and the Borrower under this agree-
ment.

Section 20. Prohibition Against

Assignment

This agreement shall not be assignable by
cither party, but this shall not prevent the
Financing Institution from granting to other
financing institutions participations in the
obligation, provided, however, that the Guar-
antor shall recognize and deal only with the
Financing Institution.

Officials Not to Benefit

No member of or delegate to Congress or
resident commissioner shall be admitted to any
share or part of this contract or to any benefit
that may arise therefrom, but this provision
shall not be construed to extend to this contract
if made with a corporation for its general benefit.

Section 21.

In Wrrness WHEREOF, the parties have caused
this agreement to be executed on their behalf
by their duly authorized agents this
day of ... > 194......

WAR DEPARTMENT OF THE UNITED STATES
NAVY DEPARTMENT OF THE UNITED STATES
UNITED STATES MARITIME COMMISSION

By Federal Reserve Bank of.............coccovmvennnes
As Fiscal Agent of the United States

[Sear
or
FinancaNe
INSTITUTION ]

ATTEST:

(Title)
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National Bank Loan Limitations

In connection with operations under Executive
Order No. girz, dated March 26, 1942, the
Board of Governors requested the opinion of
the Comptroller of the Currency as to whether
the revised form of guarantee agreement dated
April 6, 1943, complies with the requirements
of the Comptroller's definition of the term
“‘unconditional” as used in Exception 10 to
Section 5200 of the Revised Statutes relating
to the loan limitations applicable to national
banks. In reply the Comptroller under date
of April 7, 1943, addressed the following letter
to the Board:

““This is in reply to your letter of April 3
with respect to the revised form of Guarantee
Agreement enclosed therewith, which is
identified by the words ‘(Form of April 6,
1943)." You inquire whether the revised
form will comply with the dehnition of the
term ‘unconditional,” as used in exception 1o
to section 200 of Rev. Stat. of 1873, as
amended (U. S. C. title 12, sec. 84), relating
to extensions of credit by national banks.

“1. In many instances, the revised form
will be used in situations which involve only
a single bank. It is our opinion that in such
situations a Guarantee Agreemenc in this re-
vised form would be ‘unconditional’ for the
purposes of exception I0.

“'2. Section 20 of the revised form em-
powers a ‘Financing Institution’ to grant
participations to other banks, but provides
that the Guarantor shall recognize and deal
only with the Financing Institution, thereby
limiting the rights and powers of participar-
ing banks not having the starus of ‘Financing
Institutions.” In view of this limitation, it
is our opinion that a Guarantee Agreement
in this revised form would noz be ‘uncon-
ditional” with respect to participations held
by such banks.

3. However, it is understood that where
a number of banks are to participate in a
loan, the following alternative arrangement
will be available: The Guarantee Agreement
may provide that the words ‘Financing In-
stitution’ shall mean each bank named therein
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or shall mean cach bank which is or may
become a party to a specified loan agreement,
in either of which cases the Guarantee Agree-
ment will also contain a sentence substantially
as follows:

“The respective obligations hereunder of
the Guarantor and of each such Financing
Institution are several, and this agreement
shall be deemed to constitute a separate
agreement between the Guarantor and each
such Financing Institution to the extent of
its portion of the loan.’

Under this contemplated arrangement, the
right of each participating bank which is a
‘Financing Institution’ to require takeover
by the Guarantor for cash, within sixty days
after demand, would not be contingent upon
the happening of an event or condition prece-
dent not within the control of such bank, nor
subject to defeasance by a contingency or con-
dition subsequent not within its control.
Accordingly, it is our opinion that a Guaran-
tee Agreement in this revised form would be
‘unconditional’” with respect to participaring
banks having the starus of ‘Financing Institn-
tions’ thereunder.’

Further Executive Order Relating to
Guarantees of Loans for War Production
Purposes

There is set forth below the text of an execu-
tive order of the President, No. 9336, dated April
24, 1943, authorizing the Office of Lend-Lease
Administration and the War Shipping Adminis-
tration to indemnify the War Department, the
Navy Department, and the Maritime Commis-
sion in connection with guarantees made pur-
suant to Executive Order No. 9112, of March 26,
1942, for the benefit or on behalf of the Office of
Lend-Lease Administration or the War Shipping
Administration.

Exscutive OrpErR No. 9336

Authorizing Financing Arrangements ro Facilitate
the Prosecution of the War

By virtue of the authority vested in me by
the Constitution and statutes of the United
States, and particularly by the First War Powers
Act, 1941 (approved December 18, 1941), and
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as President of the United States, and ‘in order
to facilitate the prosecution of the war, it is
ordered as follows:

1. The Office of Lend-Lease Administration
and the War Shipping Administration are hereby
authorized, without regard to the provisions of
law relating to the making, performance,
amendment or modification of contracts, to enter
into guaranties, agreements of indemnification,
agreements to provide funds, and other financing
arrangements with the War Department, the
Navy Department, and the Maritime Commis-
sion in connection with any loans, discounts,
advances, contracts, guaranties, Or commit-
ments made pursuant to Executive Order No.
o112 of March 26, 1942, for the benefic or on
behalf of the Office of Lend-Lease Administra-
tion or the War Shipping Administration, re-
spectively, and to pay out funds in accordance
with the terms of any such guaranty, agree-
ment, or other financing arrangement so en-
tered into.

2. The authority hereby conferred may be
exercised by the Lend-Lease Administrator or
the War Shipping Administrator or, in their
discretion and by their direction rcs€cctively,
through any other official or officials of the
Office of Lend-Lease Administration or the
War Shipping Administration. The Lend-Lease
Administrator and the War Shipping Admini-
strator may confer upon any such official or
officials the power to make further delegations
of such powers within their respective offices.

3. Complete data shall be maintained by the
Office of Lénd-Lease Administration and the
War Shipping Administration as to all guaran-
ties, agreements, and other financing arrange-
ments which they respectively make pursuant to
this Executive order. The Lend-Lease Admin-
istrator and the War Shipping Administrator
shall make available for public inspection, as
they may respectively deem compatible with
the public interest, so much of such data as does
not cover restricted, confidential, or secret
transactions.

Frankrin D. Rooseverr
Tuae Warte Housk,

April 24, 1943.
Foreign Funds Control
Revocation of Special Regulation Issued by
Federal Reserve Bank of San Francisco

There is set forth below the revocation of
Special Regulation No. 1 issued on March 18,
1942, by the Federal Reserve Bank of San
Francisco as Fiscal Agent of the United States,
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which provided for the blocking of transactions
in property of persons evacuated from military
areas on the Pacific Coast. Special Regulation
No. 1 was published in the April 1942 Federal
Reserve BurLeTIN at page 308.

SeeciarL Brockep ProperTY

Revocation of Special Regulation No. 1 Relating to Transactions
in Special Blocked Property*

Special Regulation No. 1, Relating to Transactions in
Special Blocked Property, as therein described, heretofore
prescribed by the Federal Reserve Bank of San Francisco, as
Fiscal Agent of the United States, by virtue of the authority
vested in such bank pursuant to section 5 (b) of the Trading
with the Enemy Act, as amended by the First War Powers
Act, and other authority vested in such bank, is hereby
revoked.

Made at San Francisco, California, this 16th day of
March, 1943.

Federal Reserve Bank of San Francisco (Fiscal Agent
of the United States).

Wirriam A. Day,

[Sear] President.

Confirmed:

Randolph Paul,
Acting Sectetary of the Treasury.

Treasury Department Releases

The following releases relating to trans-
actions in foreign exchange, etc., in addition
to those heretofore published in the Federal
Reserve Burrerin, have been issued by the
Office of the Secretary of the Treasury under
authority of the Executive Order of April 10,
1940, as amended, and the Regulations issued
pursuant thereto:

Treasury Depattment
Foreign Funds Control
February 25, 1943
Pusric IntereRETATION NoO. 10
Under Executive Order No. 8339, as Amended, Executive Order No.
9193, Sections 3(a) and 5(b) of the Trading with the Enemy
Act, as Amended by the First War Powers Act, 1941, Relating
to Foreign Funds Control.

SUBJECT: Examination of Endorsements Appeating on
Checks and Drafts Received from Abroad
Inquiry has been made as to whether a banking institution
which receives a check or drafe from a foreign country is

* Sec. 5(b), 40 Stat. 415 and 966; Sec. 2, 48 Stat. 1; 54 Stat. 179;
Pub. Law 354, 77th Cong.; E.O. 8389, April 10, 1940 as amended by
E.O. 8785, June 14, 1941, E.O. 8832, July 26, 1941, E.O. 8963, Dec. 9,
1941, E.O. 8998, Dec. 26, 1941, E.O. 9066, Feb. 19, 1942, E.O. 9095,
Mar. 11, 1942,
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required to examine the endorsements thercon in order to
ascertain whether any of the endorsers are named on the
Proclaimed List of Certain Blocked Nationals.

The Treasury has replied that any banking institution
which henceforth receives 2 check or draft from abroad is
required to examine the insttument to determine whether
the payee or any of the endorsers are named on the Proclaimed
List. If it is found that the check or draft is drawn in favor
or bears the endorsement of a person who there is teason to
believe is a Proclaimed List national, the instrument may not
be endorsed, presented, accepted, collected, paid, transferred,
protested, returned, or otherwise dealt with except pursuant
to license expressly referring to General Ruling No. 11.
However, the Treasury Department has stated that it will
entertain applications by banking institutions for licenses
authorizing, subject to certain conditions, the presentation,
collection, etc., of such instruments.

J. W. Peuig,
Assistant to the Secretary.

Treasury Department
Foreign Funds Control
March 8, 1943
Pusric InTerPrRETATION NoO. I1I
Under Executive Order No. 8389, as Amended, Executive Order No.

0193, Sections 3(a) and 5(b) of the Trading with the Enemy

Act, as Amended by the First War Powers Act, 1941, Relating

20 Foreign Funds Control.

The following inquiry has been made: where several
persons have an interest in a transaction or proposed transac-
tion prohibited by the Order, may any one of such persons
file an application for a license authorizing the effecting of
such transaction?

The Treasury Department has replied in the affirmative.
Under the Order, any person having an interest in a transac-
tion or proposed transaction may file an application for a
license authorizing the effecting of such transaction, and
there is no requirement that any other person having an
interest in such transaction shall or should join in making
or filing such application.

J. W. Pence,
Assistant to the Secretary.

Treasury Department, Office of the Secretary
April 13, 1943
Generat License No. §3, a5 AMENDED

Under Exccutive Order No. 8389, as Amended, Executive Order
No. 9193, Sections 3(a) and 5(b) of the Trading with the Enemy
Act, as Amended by the First War Powers Act, 1941, Relating
to Foreign Funds Control.®
General License No. 53, as amended, is hereby amended

in the following respects:

* Sec. 5(b), 40 Stat. 415 and 966; Sec. 2, 48 Stat. 1; 54 Stat. 179;
Public No. 354, 77th Congress, 55 Stat. 838; Ex. Order 8389, April 10,
1940, as amended by Ex, Order 8785, June 14, 1941, Ex. Order 8332,
July 26, 1941, Ex. Order 8963, December 9, 1941, and Ex. Order 8998,
December 26, 1941; Ex. Order 9193, July 6, 1942; Regulations, April 10,
1940, as amended June 14, 1941, and July 26, 1941,
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1. Insert the following as paragraph (3):

“*(3) This General License shall also authorize any
transaction engaged in by a bank within the generally
licensed trade area pursuant to the order of or for the
account of any national of a blocked country within the
generally licensed trade area to the same extent, and
under the same circumstances, as though such trans-
action were solely for the account of such bank; pro-
vided, however, that this paragraph shall not be deecmed
to permit any payment, transfer or withdrawal from
any blocked account; and provided further that the
following terms and conditions are complied with:

(a) Such transaction is not by, ot on behalf of, or

pursuant to the direction of (i) any person whose
name appears on *‘The Proclaimed List of Certain
Blocked Nationals,” or (ii) any blocked country
or national thereof not within the generally
licensed trade atea;

(b) Such transaction does not involve property in

which (i) any person whose name appears on
“The Proclaimed List of Certain Blocked Na-
tionals,” or (ii) any blocked country or national
thereof not within the generally licensed trade
area, has at any time on or since the effective date
of the Order had any interest.”
2. Renumber paragraph (3) as paragraph (4).
Ranpore Paut,
Acting Secretary of the Treasury.

Treasury Department, Office of the Secretary
April 13, 1943
GeneraL License No. 68A, as AMENDED

Under Executive Order No. 8389, as Amended, Executive Order
No. 9193, Sections 3(a) and 5(b) of the Trading with the
Enemy Act, as Amended by the First War Powers Act, 1941,
Relating to Forcign Funds Control *

General License No. 68A is hercby amended by the
deletion of paragraph (5) of such general license.
Ranporer Pavr,
Acting Secretary of the Treasury.

Treasury Department, Office of the Secretary:
April 13, 1943
Generan License No. 85

Under Executive Order No. 8389, as Amended, Executive Order
No. 9193, Sections 3(a) and 5(b) of the Trading with the Enemy
Act, as Amended by the Eirst War Powers Act, 1941, Relating
to Foreign Funds Control.*

(1) A general license is hereby granted authorizing the
following transactions with respect to Mexican securities of
the classes specified in the Decree of August 4, 1942, of the

* Sec. S(b), 40 Stat. 415 and 966; Sec. 2, 48 Stat. 1; 54 Stat. 179;
Public No, 354, 77th Congress, 55 Stat. 838; Ex. Order 8389, April 10,
1940, as amended by Ex. Order 8785, June 14, 1941, Ex. Order 8832,
July 26, 1941, Ex. Order 8963, December 9, 1941, and Ex. Order 8998,
December 26, 1941; Ex. Order 9193, July 6, 1942; Regulations, April 10,
1940, as amended June 14, 1941, and July 26, 1941,
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United States of Mexico and which are held in blocked or
General Ruling No. 6 accounts in banking institutions within
the United States, notwithstanding the fact that Form
TFEL-2 may not have been previously attached to such
securities:

(a) The presentation of such securities to an appro-
priate registry agent within the United States pursuant
to the terms of such Decree;

(b) The receipt and registration of such securities
by such registry agent pursuant to the terms of such
Decree; and

() The performance of such other acts as arc neces-
sarily incident to such registration;

Provided, However, that any registry agent receiving any
such security pursuant to this general license shall hold
such security within the United States and subject to the
provisions of section 5(b) of the Trading with the Enemy
Act, as amended, and the Order; and shall, within a reason-
able period of time after such security has been received,
return it to the banking institution previously holding such
security, and such banking institution shall return such
security to the account in which it was previously held.

(2) This general license shall also authorize the trans-
actions, above described, with respect to securities of the
type referred to in section 2A(x) of the Order when such
securities have been in the custody or possession of the
same banking institution within the United States, con-
tinuously since July 25, 1940, notwithstanding the fact that
Treasury Department Form TFEL-. may not have been
previously attached to such securities.

Ranvoren Paur,
Acting Secretary of the Treasury.

Treasury Department, Office of the Secretary
April 13, 1943
Pusric Circurar No. 18A

Under Exccutive Order No. 8389, as Amended, Executive Order
No. 9193, Sections 3(a) and 5(b) of the Trading with the Encmy
Act, as Amended by the First War Powers Act, 1941, Relating
to Foreign Funds Control ™

(1) Subject and Scope. Public Circular No. 18 prescribes
the standard of conduct to be observed with respect to
transactions involving enemy nationals. This public cir-
cular supplements Public Circular No. 18 and prescribes the
standard of conduct to be observed by United States concerns
located within Latin America with respect to transactions

* Sec. 5(b), 40 Stat. 415 and 966; Sec. 2, 48 Stat. 1; 54 Stat. 179;
Public No. 354, 77th Congress, 55 Stat. 838; Ex. Order 8389, April 10,
1949, as amended by Ex. Order 8785, June 14, 1941, Ex. Order 8832,
July 26, 1941, Ex. Order 8963, December 9, 1941, and Ex. Order 8998,
December 26, 1941; Ex. Order 9193, July 6, 1942; Regulations, April 10,
1940, as amended June 14, 1941, and July 26, 1941.

39%

involving other nationals of blocked countries. It does
not purport to prescribe standards for conceens nor located
within Latin America.

(1) Authorized Transactions by United States Concerns Located
Within Latin America. Subject to the exceptions noted in
paragraph (3), United States concerns located within Latin
America are authorized to engage in transactions involving
blocked nationals located within the generally licensed
trade area, or within Spain, Portugal, Switzerland or Sweden,
without further license. Such United States concerns will,
of course, be expected to comply with all local controls in
engaging in such transactions.

(3) Transactions by United States Concerns Located Within
Latin America which are not Authorized. The following trans-
actions shall not be engaged in by any United States concern
located within Latin America except pursuant to general
or specific licenses issued by the Treasury Department:

(a) Any transaction involving a dollar account of a
blocked national located outside the generally
licensed trade area, if such account is held on the
books of a United States concern located within
Latin America which is a bank or other financial
institution;

(b) Any transaction involving an enemy national
(see Public Circular No. 18).

In addition to the foregoing, the Treasury Department or
any United States Mission in the other American Republics
at any time may stipulate that any particular transaction or
class of transactions requires a specific license. Any such
stipulation shall be binding upon all persons having notice
thereof.

(4) Filing of Applications. Applications for specific
licenses to engage in any transaction may be filed with any
United States diplomatic and consular officer in the other
American Republics or with a Federal Reserve Bank in the
United States.

(5D Definitions.

(a) The term ‘‘transaction involving a blocked na-
tional”" shall include any transaction with, by, on
behalf of, or at the direction of a blocked country
or national thereof, or which involves property in
which such national or country has an interest.

(b) The term “‘United States concern located within
Latin America’ shall mean any person subject to
the jurisdiction of the United States located within
Latin America, and the term ‘‘person subject to
the jurisdiction of the United States” shall have
the meaning prescribed in Public Circular No. 18.

(¢) The term *‘generally licensed trade area’ shall have
the meaning prescribed in General License No. s3.

Ranporrr Paur,
Acting Secretary of the Treasury.

Feperar ReserveE Burrerin
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WAR BONDS, TAXES, AND ECONOMIC STABILITY

by

Magrriner S. Eccres*

The Government will spend, for war purposes
alone, approximately go billion dollars during
the present calendar year.

The goal of the Second War Loan Drive is
to raise 13 billion dollars, or about one-seventh
of the total war expenditures for this year.
The general public, exclusive of the commercial
banks, is being asked to subscribe not less than
8 billions of this amount. Eight billions is a
lot of money, yet it is less than the American
people are now receiving every three weeks in
national income, consisting mainly of wages
and salaries, including farm income.

The question is not whether the goal of this
campaign will be reached, but how it will be
reached. The Government can always raise the
money it needs. What is of vital importance
to every man, woman and child in this country
is that the money nceded to wage this war be
raised in a way that will not result in a dis-
astrous rise in the-cost of living.

On the basis of our present tax laws, we will
collect in taxes somewhat less than one-third
of our total Government requirements this
year. The balance, or about 70 billion dollars,
will have to be borrowed.

There are two sources from which the Govern-
ment can borrow. One source is the general
public; that is, all of the people of this nation
and their innumerable business concerns, to-
gether with all the various public as well as
private organizations. The other source is the
commercial banking system of the country and
the Federal Reserve Banks.

The distinction between the two sources of
bortowing is of critical importance in the
battle against inflation. Borrowing from the
general public diverts to war purposes money
that might otherwise be spent in driving up the
cost of living. Borrowing from the commercial
banks, instead of diverting existing purchasing
power to the war effort, creates entirely new
funds, new purchasing power. These are the

* An address on the National Radio Forum, April 14, 1943,
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most dangerous of dollars. We have been
creating altogether too many of them.

In the calendar year of 1942 the Government
spent about §6 billion dollars. Only about
one-third was raised in taxes. The rest had
to be borrowed. Less than half of the borrow-
ing came from the general public. More than
half came from the commercial banks. As a
result, more than 20 billion dollars was added
to our money supply—to demand deposits and
currency. Unless we do much better in the
current year, 30 billion dollars more will be
added to our money supply in the same way.
That would mean an increase of more than 50
billion dollars, or a doubling of our money
supply, in two years.

Fifty billions of these dangerous inflationary
dollars in two years’ time! In the last war,
and even at the peak of 1929, our total money
supply was less than 30 billions!

I emphasize these figures to bring out as
forcibly as I can why it is so important, if we
are to hold the line against inflation, to finance
this war to the fullest possible extent by taxa-
tion and by borrowing from the current incomes
of the general public. To the extent that
taxes are not provided to cover the costs of war,
the money has to be bortowed. To the extent
that the money is borrowed from the general
public, the inflationary pressures of our enor-
mously expanded national income are reduced.
To the extent that we fail to tax sufficiently,
or fail to borrow enough from the general
public, there is no alternative except to borrow
from the commercial banks or the Federal
Reserve Banks. To the extent that the money
is borrowed from either, more purchasing power
is poured into the already dangerously swollen
stream. That is the high road to inflation.

In other words, if the Government’s expendi-
tures were entirely financed by taxation and
borrowing from the general public, there would
be no need to turn to the inflationary method of
financing through the commercial banks. The
Federal Reserve, in turn, would not then be
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WAR BONDS, TAXES, AND ECONOMIC STABILITY

confronted with the necessity of supplying
reserves for what it knows to be a dangerous
process of financing the war through the banks.

Let us look at the economic picture for a
moment from another angle. More than half
of our total production this year is going for
war, leaving less than half available for purchase
by civilians who nevertheless are receiving
incomes based on the total production. It is
apparent, therefore, that there are not enough
goods and services available for more than
half of this income to purchase. To the extent
that this surplus income bids for the existing
supply of goods, it subjects the price ceilings
to irresistible inflationary pressures. No
Government edict or agency can hold prices
indefinitely against such pressures. The only
way to reduce these pressures is to transfer the
surplus income to the Government through
taxes or through borrowing from the general
public. The way to prevent these pressures
from growing constantly greater and more
threatening is to avoid all further increases in
wages, salaries, profits and prices. Increasing
the number of dollars we receive will not add
one iota to the goods that we can buy. We are
only fooling ourselves by exchanging more
dollars for the same or a smaller amount of
goods.

The gap between what the public is receiving
in spendable income and what is available to
buy is constantly enlarging as more is produced
for war and less for civilians. ~As more is spent
for war, civilian incomes go up, but civilian
supplies go down. Accordingly, there is no
sensible choice before us, if we are to ward off
inflationary dangers, except to keep as close a
balance as possible between the amount of
money which is bidding for civilian goods and
services and the available supply. This means
that instead of buying more, despite enlarged
incomes, we must of necessity buy less and less.
It means that, far from increasing the standard
of living today, we must be prepared to cut
it to the bone. Too many of our people have
already increased and are still trying to increase
their living standards. They must be awakened
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to the fact that this spells peril to themselves
and to the nation. As our war effort continues
to expand, it will not be enough merely to buy
only what we need; we will have to scale down
our ideas of what we need and scale up our
ideas of what we can do without.

Since the additional taxation mecessary to
reduce excessive buying power is not in imme-
diate prospect, it is all the more important
that it be reduced by borrowing from the
public. It is all the more reason why every
effort should be made in this and subsequent
drives to obtain as much as possible by the sale
of Government securities to all nonbank in-
vestors and as little as possible by borrowing
from the commercial banks. We must do far
better than we did in the December drive, when
the number of nonbanking investors, excluding
the purchasers of Series “E’" Savings Bonds,
reached the insignificant total of less than
350,000.

I recognize that many individuals as well as
business concerns have not shared in the general
rise in incomes resulting from war expenditures.
They can not be expected to do as much as those
who, directly and indirectly, are the benefi-
ciaries of the enormous outpouring of funds.
Nevertheless, they have a duty to invest to the
very limit of their ability. The great majority
of our people—except the boys in the armed
services—are sharing in the rising tide of income.
Pay rolls and farm incomes, as well as many
business profits, are at record high levels.
National income, already almost 6o billions
above the peak of 1929, is still expanding.
Young people, old people, and women previ-
ously unemployed have been added to pay rolls.
A triple expansion of incomes is going on as a
result of increased employment, increased pay
rates, increased hours, and overtime pay.

This great majority of our people, individuals
as well as business corporations, who are the
beneficiaries of our war expenditures should be
the first to subscribe to War Bonds in an amount
commensurate with their increased incomes.
In some cases, incomes have expanded by more
than one hundred per cent. Many sincetely
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WAR BONDS, TAXES, AND ECONOMIC STABILITY

believe that they have done their full duty when
they have subscribed ten per cent of their
incomes to War Bonds. If the Government is
to succeed in borrowing the amount it needs
to borrow from the general public, if those who
have profited greatly from our war expenditures
are to discharge their full obligation, ten per
cent will not be nearly enough. Far more
must be invested in War Bonds.

The ideal expressed in the familiar phrase,
“Take the profit out of war,’” should be always
before us, and we should strive to come as close
to it as possible. To achieve it, we would have
to recapture from the war beneficiaries through
taxation the equivalent of every dollar expended
for the war. We can not, of course, achieve
this ideal, but we should at least do as well as
other nations at war—and they are collecting
more than one-half of their expenditures from
taxes. We are collecting less than a third.
We must have increased taxes, and we urgently
need, without further delay, a heavy with-
holding tax in order to collect at the source
poteatially inflationary funds before they reach
the spending stream or elude the tax collector
altogether.

The success of this present drive is not meas-
urable by the raising of 13 billion dollars or
more. That in itself is no problem, since the
money can always be obtained through the
inflationary medium of borrowing from the
commercial banks or the Federal Reserve Banks.
The measure of success of this drive will be the
amount of money that is subscribed by in-
dividuals and by corporations other than banks,
and the number of subscribers who participate.
The money is there to get! It is estimated that
even after paying this year’s taxes, combined
individual savings and corporate accumulations
will aggregate 70 billion dollars—j30 billions
more than in 1942.

In chis drive, the Treasury is seeking to obtain
only eight of the 13 billions from nonbank
investors. In the future we must get an in-
creasingly large proportion from the general
public, and rely much less upon the commercial
banks. This result can only be achieved,
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however, if the public has a better understanding
of the urgent necessity for financing this war
by noninflationary methods. And this, in
turn, will depend upon the organization and
the educational and selling efforts developed
by those responsible for carrying through the
Government's financing program.

Several hundred thousand volunteer workers
are giving their time and energies to the present
drive. These men and women who call on you
are volunteer workers. You do yourselves,
not them, a favor by responding to the limit of
your ability. You are just as much a part of
this campaign as they are. Its success is just as
important to you and to your future as it is
to them. If you do not happen to be called
upon, it does not relieve you of the duty to do
your part by voluntarily subscribing. You
can do so by going to the nearest bank or post
office, or to any other issuing agency in your
community.

Every one of us has a role to play in this and
subsequent drives, for they are as necessary to
protect the home front as successive drives on
the fighting front are necessary to win this war.
Every commercial bank in this country has a
responsibility to urge all of its customers to buy
Government securities, using their bank bal-
ances as well as all currency beyond what is
absolutely necessary for pocket money. Much
more currency is outstanding today than is
necessary. Every dollar that is needlessly idle,
on deposit, in your pocket, ot in some hideaway,
is not at work and not at war. To the extent
that these dollars are not lent to your Govern-
ment, other dollars must be found or must be
created to do the work they are not doing. In-
vested in Government bonds, they go to war.
They .become dangerous to the enemy instead
of to us.

The dollars you put into War Bonds will be
safe and will carn interest. Your dollars are
always obtainable because War Bonds can be
readily converted into cash. However, unless
urgent need arises, every effort should be made
to hold them to maturity. If they are cashed,
the vital part they play in reducing excessive
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buying power, as well as in financing the war,
is undone.

Every banker who does not already have a
war loan account should arrange for one through
the Federal Reserve Bank of his district.  Hecan
then deposit to the Government’s credit in his
bank the proceeds from the Government securi-
ties purchased by his customers as well as by
his bank. The Treasury draws on these ac-
counts gradually as the Government spends the
money. The money is thus returned to the
community and is in turn redeposited in the
banking system as rapidly as the Government
draws it out of the banking system.

The Government bonds you buy are a claim
on future production—a share in the abundance
that we can not have for civilian use when we
are fighting a total war, but can have in peace
times. The dollars you invest now are stored
up purchasing power which you may neced after
our industry has been fully converted from war
to peace production. Then your buying power
will serve to sustain employment and prevent
deflation. Every dollar you spend today be-
yond your absolute necessities only helps to
make a breach in the line we are striving to hold
against the deadly enemy of inflation.

We must all understand that paying taxes,
buying War Bonds, refraining from a mad
scramble for scarce things now, postponing
buying so far as possible while we are at war,
opposing wage, salary, price, and profit in-
creases, and otherwise actively supporting the
fight against inflation, are all part and parcel
of the vitally important defense of the home
front.

Profitecring from war is intolerable and
unpatriotic. There is no profiteering on the
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battle front. Waste of money or of man power,
hoarding or squandering of materials, are
equally incompatible with successful prosecution
of the war or defense of the home front. In the
gigantic effort this nation is making, some waste
is inevitable, but it should be stamped out
wherever possible, whether in civilian or public
affairs, among military as well as civil authori-
ties. Nevertheless, complaints on this score
are no justification for giving less than full
support to your Government in this campaign
and in all its war effort. Out of every dollar
the Government is spending, 96 cents goes to
fight this war and to pay interest on the public
debt.

This is total war, and the War Bonds we must
invest in, the taxes we must pay, the inter-
ferences we must endure in our normal way of
life, are inseparably bound up with the mobiliz-
ing of our maximum striking power on the
battle fronts. What you—what all of us do—
in protecting the home front not only helps to
win this war, but you and I will deserve only
the contempt of our fighting forces if they come
home, after winning the victory, to a land that
we were too dull, too weak, too soft, and too
sclfish to save from economic chaos. That
must not happen here.

You—all of us—on the home front have much
to do, much more than we have yet done. If
the sacrifices of war could be apportioned with
strict equity, nobody would be better off because
he stayed at home. We, who stay at home,
are accountable to the millions who are making
the real sacrifices, even to the last full measure
of devotion.

You are asked to lend your dollars—not to
géve your lives—to your country.

Feperar Reserve BurLrerin
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EXPANSION OF FEDERAL RESERVE BRANCH ACTIVITIES

The work of the Federal Reserve Banks having
been greatly increased by the war, it has been
found advisable in recent months to extend the
established policy of decentralization in the
Federal Reserve System by enlarging further the
responsibilities of the Reserve Bank branches and
the scale of their operations. These operations
include the work of the Reserve Banks as fiscal
agents of the Government and the administra-
tion of war production loans and consumer
credit regulation.

The twelve Federal Reserve Banks and their
twenty-four branches provide Reserve Bank
facilities in thirty-six important cities through-
out the country, and the policy long followed
has been to decentralize operations so that
Federal Reserve services may be performed as
near as possible to the places where the need for
them arises. The two principles being followed
to this end are (1) expansion of branch office
services and (2) integration of branch and head
office organization.

Among the first steps taken has been the
expansion, with the approval of the Treasury
Department, of the branch fiscal agency activi-
ties, particularly those incident to the handling
of War Savings Bonds. While all of the Federal
Reserve branches had previously issued War
Savings Bonds, in many cases their operations in
this connection had been limited to over-the-
counter sales. These activities were expanded
to include (1) the maintenance and servicing of
the consignment accounts of banks and others
that have qualified as issuing agents, and (2)
the issuance of Savings Bonds for others through-
out the branch territories. This has tended to
speed up the issuance of bonds. Prior to the
expansion of fiscal agency activities, redemptions
of Savings Bonds were generally made at the
head offices only—a practice which usually
resulted in a delay of several days in the case of
bonds turned in to the branches for redemption.
The Treasury has now approved the redemption
of War Savings Bonds at a number of Federal

May 1943

Reserve branches, and it is believed that this
additional service will be of considerable benefit
to owners residing in the branch zones. The
increase in the number of redemption centers
will also simplify the redemption problem for the
Federal Reserve Banks. The branches are also
handling Series F and G Bonds and Tax Savings
Notes, and consideration is being given to an
expansion of their activities in connection with
market issues.

In addition to fiscal agency activities, other
operations of the branches are being expanded
and developed wherever it appears feasible to
do so. Particular attention has been given to
the expansion of branch activities in connection
with war production loans under Executive
Order gr12 and the Board’s Regulation V, and
in the administration of consumer credit control
under Regulation W. The decentralized setup
of the Federal Reserve Banks and their branches
with trained executive personnel made it possible
for the System to accept these new responsi-
bilities and to put them into effect efficiently
and promptly.

While it is planned to expand the functions
and services of the branches—with particular
attention being given to those located in im-
portant war-activity areas—the pattern of
development will not necessarily be the same at
each branch. As a matter of fact, a uniform
pattern was purposely avoided in order that the
services and facilities of each branch may be
adjusted to the needs of the time and place.
Wherever it appears feasible and desirable to
have a given branch perform a particular service,
the System is giving the matter careful considera-
tion with a view to having the service installed
at that branch.

" The Federal Reserve Bank of Chicago has
adopted a comprehensive program in recogni-
tion of the importance of expanding its Detroit
Branch facilities. As announced in the Febru-
ary BurLetin, the Chicago Bank has appointed
a Vice President of the Federal Reserve Bank as
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resident head of the Branch. The former Man-
aging Director at Detroit is to continue as the
chief operating officer of the Branch with the
title of Manager. The Detroit Branch head is
no longer 2 member of the Branch board of direc-
tors, which has been reduced from seven mem-
bers to five members. A senior examiner is now
stationed at the Detroit Branch in direct charge
of examinations in Michigan. The examiner
will, of course, be available for consultation by
member bankers in the Branch territory. A
resident attorney will be stationed at the Detroit
Branch, as well as a research economist. The
Branch has already found it necessary to rent
space outside of its building in order to carry on
the expanded opetations, and further expansion
is planned as soon as space, equipment, and per-
sonnel are available.

War Department liaison officers are stationed
at the Detroit and Los Angeles Branches and
applications for war production loans under
Regulation V originating in their respective
areas are forwarded direct by these Branches to
the War Department in Washington. While
applications originating at other branches are
forwarded to Washington through the head
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offices, many of the branches are now making
credit investigations and recommendations.
The Federal Reserve Bank of Cleveland also
has changed the title of the heads of its Cincin-
nati and Pittsburgh Branches from Managing
Director to Vice President, and is greatly ex-
panding the facilities and operations at both
Branches. The Federal Reserve Banks of New
York and San Francisco have made considerable
progress in decentralization and their branches
now perform most of the operations performed
at the head office. Due to the volume of foreign
funds control applications originating in the
Los Angeles area, the Treasury has recentdy
authorized an expansion of the activities of the
Los Angeles Branch in issuing licenses under
general authorizations. The Federal Reserve
Bank of Richmond was among the first Banks to
install fully the War Savings Bond operation
at its branches and the general activities of the
Baltimore Branch especially have increased at
a rapid rate in recent months. The New Or-
leans Branch of the Federal Reserve Bank of
Atlanta has operated on a decentralized basis
for many years. Other Banks have expanded
the operations and functions of their branches
and steps toward the further development of
branch activities will be actively coatinued.

Feperar Reserve BurreTiN
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REPORT OF THE BANK OF SPAIN, 1936-1941

A report on the operations of the Bank of
Spain, covering the six years from 1936 through
1941, was presented to the stockholders’ Gen-
eral Meeting at Madrid on November 29 and
December 6, 1942, by the President of the Bank,
Sefior Antonio Goicoechea y Cosculluela.  Only
one previous stockholders’ meeting had been
held under the Nationalist administration of the
Bank, an extraordinary meeting at Santander on
December 18, 1938.

During the period of hostilities in Spain, two
institutions were functioning under the title
““Bank of Spain,’’ one controlled by the Govern-
ment of the Spanish Republic and the other by
the Nationalist Government. Both were issu-
ing peseta notes and advancing them in large
amounts to their respective governments to
finance domestic war expenditures; the Republi-
can administration also expended the bulk of
Spain’s large prewar gold reserve (over 700
million dollars) to meet the foreign needs of the
Republican regime.

The present Report describes the role of the
Nationalist institution in financing the Franco
regime, and discusses the reconstruction of the
currency and central banking system in Spain
after the conclusion of hostilities. It was not
until March 13, 1942, that legislation was
passed enabling the Bank finally to regularize
its accounts. To this end, sweeping adjust-

The Report and Balance Sheet for the fiscal
period from January 1, 1936 to December 31,
1941, is hereby submitted for your approval,
under the authorization of the order of the
Minister of Public Finance of September 19,
1942. The Administrative Council at the
ordinary General Meeting called for this purpose
desires to reestablish contact with the stock-
holders and to resume the statutory relationship,
which was suspended during the war with the
exception of the special meeting held at San-
tander on December 18, 1938. Our aim in so
doing is to give you an account of the steps taken
to recover our metal reserves, of which the Bank
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ments were made in the Bank’s liabilities and
assets as of December 31, 1941. All of the note
liabilities and a large part of the deposit liabili-
ties incurred by the Republican administration
of the Bank were formally repudiated; these and
other smaller adjustments reduced the total
liabilities from 46.7 to 24.2 billion pesetas. At
the same time, claims on the Republican govern-
ment and on gold no longer in possession of the
Bank were written off; after other minor changes
had been effected, total assets had been reduced
from 46.7 to 19.7 billion pesetas. In order to
restore cquilibrium to the balance sheet, the
Government issued to the Bank a special certifi-
cate of indebtedness for 4.4 billion pesetas, the
amount by which the Bank’s adjusted assets
fell short of its adjusted liabilities.

The resulting balance sheet for December 31,
1941 is the first to be published for the Bank
of Spain since 1936. To this have been added
the balance sheet figures for December 31, 1942,
as presented to a general meeting of the stock-
holders held in Madrid on March 7 and 14, 1943.

The greater part of the Report, translated from
the official Spanish text, is given herewith.
The original document contains in addition
certain statistical statements of the Bank’s
operations in 1939-1941 and brief sections
devoted to matters of only technical or adminis-
trative significance.

was despoiled by the Marxist governments, and
to ask for your vote of confidence in order to
follow the matter through to its conclusion.
Our further purpose here is to give an account
of our operations and a brief description of our
work during these years. Two fundamental
ideas have been guiding us: strict collaboration
with the National Government in the economic
and financial reconstruction of the country and
coordination and subordination of the interests
of the Bank to that great task. Our path is
determined by the aim set forth by His Excel-
lency, the Commander-in-Chief: the achieve-
ment of spiritual unity of our Spain, its
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sovercignty, and the complete restoration of its
economic life. To him, Gentlemen, let us
express our gratitude for his work, which has
made possible a reunion at our place of business
for the first time since the beginning of those
sorrowful years, before the hope of victory
became happy reality.

The Council also wishes to express to you its
gratitude for the loyalty and affection for the
Bank which you showed in the hard winter of
1938, when you attended a meeting in a number
never before equalled in the life of our corpora-
tion, in order to demonstrate that we were the
only and the legitimate Bank of Spain. And
you may well feel proud of your work, for it
made the judgments of foreign tribunals recog-
nize your rights and our standing as a juridical
entity.

FIRST PART

1. REESTABLISHMENT OF THE JURIDICAL STATUS OF
THE BANK AnND THE FIrsT AcCTS OF THE
Councin

On the outbreak in Spain of the “‘Glorious
Liberating Movement'” on July 18, 1936, the
First Deputy Governor and the Subdirector of
Branch Offices, who were at Vitoria, the Alavan
capital, began to group and unify under their
management the branches situated in the
National Zone. When the Defense Council
established itself at Burgos, they came to that
city to cooperate with it, exerting all their
power toward the recovery of gold and foreign
exchange and concerning themselves with money
and credit policies. In accordance with the
desire of the Defense Council to convoke with-
out delay the Council of the Bank, a meeting was
held in Burgos on September 14, 1936, at which
agreement in principle was reached on the issue
of new bank notes. This was the first of the
periodic sessions thereafter held in the old
Castilian capital. The meetings of September,
October, and November, under the presidency
of the First Deputy Governor, Don Pedro Pan,
were attended by the following eleven members:
Marquis de Amurrio, Aritio, Count de Heredia-
Spinola, Marquis de San Nicolds de |Noras,
Céspedes, Marquis de Aledo, Pastor, Count de
Limpias, Count de Barbate, Coronas, and
Viscount de San Alberto, who met in the
National Zone. With a nucleus so important
and so closely identified with the National
Movement, it was not difficult for the Ad-
ministration of the Bank to unify the credit
policy to be followed by all the branches.
Later, the Council included Count de Gamazo
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and Martinez Fresneda, and with the liberation
of Madrid, Sefiores Alvarez Guerra and Prats.

The fact that the vaults of the forty-four
branches in the National Zone held 393 million
pesetas in bank notes and 123 million pesetas in
silver, as stated in the minutes of September 23,
1936, cloquently bespeaks the gravity of the
situation and the difficulties which had to be
met. All were happily overcome. The initial
task of the Administration and of the Council
was to obtain with maximum speed new issues
of bank notes. Orders were therefore sent to
Bradbury in London, an old source of supply of
the Bank, and to the German concern Giesecke
& Devrient in order to supply the country with
sufficient means of payment. The first thing
was the stamping of the bank notes, which
confirmed the reality of the separation of the
national monetary community from the Red
community and found its legal expression in the
Decree of November 12, 1936. This decree
ordered the stamping of the notes of the Bank
put in circulation before July 18, 1936, and set
up for that purpose rules and time limits which
had to be prolonged until the new issues ordered
from Giesecke & Devrient were in our posses-
sion. On receipt of these, the Decree of Febru-
ary 15, 1937 was promulgated to provide for the
exchange of the old for the new bank notes.

A scarcity of subsidiary coin developed from
the shortage of silver, and the urgent needs of
the monetary circulation made necessary the
authorization to issue bank notes of 10, §, 2 and
1 peseta, in addition to the above issues.

The need for both of these issucs became criti-
cal with the liberation of additional cities. In
many of them, including San Sebastidn, Bilbao,
Santander, Gijdn, Castellén, Tortosa, Tarragona,
Reus, Valencia, Barcelona and Madrid, the Reds
in their flight took with them from the vaults
bank notes, coin, securities, and even the con-
tents of rental boxes.

Let me stress here the successful work done
by the First Deputy Governor, Sefior Artigas,
and by the Councillors, Sefiores Céspedes, Count
de Limpias, Aritio, and Larraz, who always
went to the liberated cities immediately after
the troops had conquered them, in order to adopt
on the spot measures conducive to the normal
functioning of the freed branches.

In our account to you in December 1938 of
the first steps taken to recover the gold reserve,
we referred to the legal difficulties encountered
when the courts of England and France rejected
our suits on the grounds of our alleged lack of
legal status. In view of this circumstance, and
since the National Government had decreed the
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suspension of Sefior Suirez de Figueroa from his
post of Second Deputy Governor, by the Decree
of December 16, 1936, Don Ramébn Artigas
Gracia, the Subdirector of Branch Offices, was
named to replace him. In the absence of Sefior
Pan, for reasons of health, from his post as First
Deputy Governor, the exceptionally difhicult
burden of management fell full upon Sefior Arti-
gas. At his suggestion on October 30, 1937,
Sefiores Barba, Costa, Garcia Victoria, and
Villarroya were named to act pro tempore as
Director and Subdirector of Branch Offices,
Auditor, and Specie Cashier, respectively. At
the same time Don José Larraz was appointed
Manager of the Research Department and Sefior
Mendéz became Assistant Secretary.

The definite appointment of a permanent exec-
utive personnel for the Bank was an immediate
need. The Government, therefore, issued on
March 12, 1938, a decree, signed by His Excel-
lency, the Commander-in-Chief, and by the
Minister of Finance, conferring upon the one
who has the honor to sign this report in the
name of the Council, the duties of Governor of
this Bank and Commissioner of the Official
Banks. Don Ramén Artigas Gracia was pro-
moted to First Deputy Governor to fill the place
of Don Pedro Pan Gomez, for whom a retirement
pension was provided. Don César Antonio de
Arruche y Villanueva was appointed to the
office of Second Deputy Governor.  On the same
date, at the proposal of the Minister of Public
Finance, Sefiores Don José Larraz Lopez, Don
Angel Gutiérrez Martinez and Don Eduardo
Aunds Pérez were named as Council members
to represent the State. The Decree of June 4,
1940, replaced Don José Larraz Lopez with Don
Ramén Canosa Suirez, whose place was in turn
taken, upon his retirement on September 26,
1941, by Don Luis Siez de Ibarra y Siez de
Urabain. Don Eduardo Aunds was retired and
was replaced by Don Luis Olariaga Pujana, by
the Decree of June 4, 1940.

The Administration and the General Council
of the Bank were thus completed and the powers
conferred on the Heads of the agencies in London
and Paris came into force. To meet the require-
ments of the rules governing law suits in Eng-
land, powers were granted by the members of
the Council, including the representatives of
the State, and by the Administration, to three
Council members, the Duke of Alba, Count dé¢
Gamazo and Sefior Rodriguez Pastor, in order
that they might appear in their own and in the
Council’'s name in the litigation concerning
Martin’s Bank, filed before the King's Bench
Division of the High Court of Justice. These
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powers were to be amplified according to what-
ever action they might have to take in the
defense and interest of our Bank. In this man-
ner the personnel of the General Council and
directing organs of the Administration of the
Bank were completed.

II. ReEcovery or Prorerty OUTSIDE THE
CouNTRY

Gold. In the Report read at the Extraordi-
nary General Meeting held at Santander on
December 18, 1938, we gave you an account of
the manner in which the Red governments had
despoiled the Bank of its metal reserves. We
described the joint action of the Defense Council
in Burgos and of the Bank in protesting to the
governments and banks of issue abroad against
such exploitation. Special mention was made
of our statement to the Bank of France, made on
the justified assumption that the first shipments
had been consigned to it, to the effect that that
gold, being the reserve against the bank notes,
could not be transferred by anyone, not even by
the Bank itself, without a law giving express
authorization. You will remember that the
official negotiations failed. There was danger
that the direct action which the Council might
be able to take before the Courts might likewise
fail due to political considerations, which cet-
tainly would prevail over all juridical criteria.
In view of this the Crédito Navarro, a well
known banking institution of Navarre, offered
its services to us as a large shareholder of the
Bank. It presented before the courts of Paris
a declaration specifying all gold shipped by
steamer or plane, and the current accounts
opened against that gold, so as to solicit a judi-
cial inquiry which, by confirming the facts of
its declaration, would make possible prosecution
on the grounds of the transgression of both
French and Spanish law. The Crédito Navarro
thus declared itsel