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. ESTABLISHMENT OF A WAR FINANCE CORPORATION.

FRIDAY, FERRUARY 8, 1018,

Uxrren States Senate, :
Coxurrree ox FiNANcE,
Wasnaingron, D, C.

The committee met, pursnant to call, at 10.30 o’clock a. m., in the
committee room, Capitol, Senator F. M. Simmons presiding.

,Present: Senators Simmons (chairman), Stone, Smith of Geor-

8, Thomas, James, Gore, Janes of New Mexico, Gerry, Penrose,

ge, McCumber, S inger, and Townsend.

Present also: Hon. W. G. Secretary of the Treasury
Hon, William P. Harding, Governor Federal Reserve Board, an
Hon. Paul M. Warburg, Vice Governor Federal Reserve Board.

The CrarrMAN, The committee will please come to order. Gentle-
:rlxlen of t}l\e con;nlxlitteg, 1 bﬂ::e called thnsfmﬂ;o:t'ill‘lg that we migll;t have

e privilege of hearing the Secretary o reasury give the com-
mittee his views as to legislation contained .in g;ngate bill No.

8714, providing for the establishment of a War Finance Corpora-
tion, which is as follows:

[S. 37:4, Sixty-ffth Cengress, second session.}

A BILL To provide further for the matissal security and defense, and, for the purpose
of assisting in the prosecution of the war, to provide credits for industries and enter-
.prises in the United States mecemary or comtributory to the prosecution of the war,

and for other purposes.

Be it cnacted by the Semate and House of Representatives of the United States
of Amcrica in Congress sssembled, That for the purpose of affording financial
assistance, either directly or indirectly, to persons, firms, corporations, and
gssoclations whose operations are pecessary or contributory to the prosecution
of the war, in cnses where such persons. firms, corporations, or assoclations
shall be unable to procure fumls on reasonable or practicable terms from the
general public, or through the regular banking channels, and for the purpose of
regulating and controlling the sale and offering for sale or subscription of
securities herenfter issued, and for other purposes in aid of the prosecution of
the war, the Secretrry of the Treasury, together with four additional persons
‘(who shall be the directors first appointed as hereinafter provided) are herebhy
created a body corporate and politic in deed and in law by the name, style, and
title of the “ War Finance Corporation” (herein called the Corporation), and
shall have sucrvession for a period of ten years, provided that in no event shall
the corporation exercise any of the powers conferred by this act, except such
as are incidental to the soccessfal lquidation of its assets and the successful
winding up its affairs after six months after the termination of the -war, the
date of such termination to be fixed by proclamation of the President of the
United States.

- 8rkc. 2, That the capital stock of the corporation shall be $500,000,000, all of
which shall be subscribed by the United States of America, and such suhscrip-
tion shall, upon the approval of the Secretary of the Trensury, be subject to call
upon the vote of three-fifths of the board of directors of the corporation at such
time or times as may be deemed advisable; and there is hereby appropriated,
out of any money in the Treasury not otherwise appropriated, the sum of
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4 ESTABLISHMENT OF A WAR FINANCE CORPORATION.

$500,000,000, or so miuch thereof ns may be necessary for the purpose of making
payment upou such subseription when and as ealled. Receipts for payvinents by
the United States of America for or on account of such stock shall he fssued by
the corporation to the Secretary of the Treasury and shall be evidence of stock
ownership.

Sece, 3. That the management of the corporation shinll be vested in a hoard
of directors consisting of the Secretary of the Treasury, who shatll be chalrman
of the board, and four other persons, to be nppointed by the Secretary of the
Trensury, with the approval of the I'resident of the Un'ted States. Any
Qirector or directors so appointeddt may be vemoved by the Secretary of the
‘Trensury, with the approval of the Presldent, and vacancies, however arising,
may be tilled by the Secretary of the Treasury, with the npproval of the I’res!-
dent. Whenever a vacancy shall occur among the directors go appointed, the
person appointed director to fill any such vacancy shall hold office for the unex-
plred term of the membher whose pince he is selected to lIl, Three members of
tlie board of directors shall constitute n quorum for the transaction of business.

Skc. 4. That the principal oftice of the corporation shall be loeated In the
Districet of Columbin, but there i~y be established agencies or branch officer In
nuy city or citles of th Vnite . _.itcs under rules nnd regulntions preseribed
Ly the board of directur~. with the approval of the Secretary of the Trensury.

Src. 0. That the four dirvectors of tiie corporation appuinted as hereinbefore
provided shall devote thelr entire time to the business of the corporation
(except such part of their thne, if nny, ns shall be devoted to other govern-
mental business) and shall recelve annual salarles, puyable monthly, the
amount of which shnll be fixed hy the Secretary of the Treasury. with tha
approval of the President of the United States, not, however, exceeding the
annual salary of the principal officer of an executive department of the United
States. Any director recelving from the United States any snincy or com-
pensation for services shall not recelve ne salary from the corporntion any
amount which, together with any salary or compensation recelved from the
United States, would make the total amount pald to him by the Uaited Sintes
and by the corporation exceed the amount tixed as the annunl salary of a
director of the corporation, ng hereinbefore provided. Of the four directors
appointed, ns herelnbefore provided, the Secretary of the Treasury shall desig-
e two to serve for two years, anl two for four years; nnd therenfter each
director so appointed shall serve for a term of four years, No dlrector or
officer of the corporation shnll continue to be an officer, director, or trustee of
any other corporation or member of any firm of hankers; and, hefore entering
upon his dut’es, each director and officer shall certify under oath to the Secre-
tary of the Trensury that he his complied with this requirement, and shail
also take an onth faithfully to discharge the dutles of his office.- But nothing
contained In this act or In the Federal reserve act shall be construed to rre-
vent the nppointment of n member of the Federnl Reserve Board or of uny
other governmentn! admin!strative body or of a director of a IFederal reserve
bank as a director of the corporntion.

Skc. 6. That the corporation shall be empowered and authorized—

(a) To adopt, alter, and use a corporate seal; to make contract; to purchnse
or lease nnd hold or dispose of such ren! estate as mny be necessary for the
prosecution of its business; to sue and be sued; complnin and defend in any
court of law or equity, including courts of the United States; to appoint, by Its
board of directors, and fix the compensation of such officers, employees, attor-
neys, and agents as nre not otherwise provided for in this act, to define thelr
dutles, require bonds of them and fix the penalties thereof, and to dismiss at
pleasure such officers, employees, attorneys, and agents; and to prescribe,
amend, and reperl, by its board of directors, subject to the approval of tho
Secretary of the Treasury, by-laws regulating the manner in which {ts general
business may be conducted and the privileges granted to It by law may be
exercisedl and enjoyed, and prescribing the powers and dutles of its officers
and agents.

(L) To mnke advances, upon such terms not inconsistent herewith, ns it mny
prescribe for perlods not exceeding five years from the respective dates of such
advances, (1) to any bank, banker, or trust company which has mande, and
which has outstanding, any Joan or loans to any person, firin, corporation, or
nssocintlon whose operntions shull be necessary or contributory to the prosecu
tion of the war nnd evidenced by a note or notey, or (2) to any bank, banker,
or trust company which has rendered financinl nassistonce, directly or indl-
rectly, to avy such person, firm, corporation, or assoclation by the purchase
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ESTABLISHMENT OF A WA™ FINANCE CORPOBATION, 6

of its bonds or otber obligations: srovidcd, That advances so made hy the
corporation on the basis of uny such loan or loans shall not exceed seventy-five
per centumy of the fiuce vualue thereof: And protvided, That any ndvauces
so nminde by the corporation, in cases where such financial asstistance shall have
been rendered by the purchuse of such bonds or other obiigntions, shall not
exceed seventy-five per centum of the market value of such bonds or other obii-
gntions at the time of such advance, 8 estimated and dete-mined by the bonrd
of directors of the corporation: And provided further, That all such advances
shall e made upon the pronmissory note or notes of such bank, banker, or
trust compuny, secured by the notes, bouds, or other obligntions, which are
the basis of any such advance by the corporation, together with ail the
securities, it any, which such bank, hanker, or trust company may hold as
collaternl for such notes, bonds, or other obligations, ™l 2 corporation shall,
however, have power to mnke advauces (a) up to onr uwundred per centuin of the
face value of any such loan or lonns made by any such hank, bunker, or trust
compay to any such persen, firny, corporation, or nssocintion, or (h) up to one
bhundred pei centum of the market value nt the time of such advances (ns
estimnted and determined by the honrd of divectors of the corporation) of
such honds or other obligntions by the purchase of which financinl assistance
shall have been rendered to such person, flrm, corporntion or sssocintion:
Provided, Thut every such advance shall be secured In the mnuner described in
the preceding part of this parazrapbh, and in addition thereto by collnteral
securlty, to be furnished by the bLank, banker, or trust company, of such
churacter as shall be prescribed by the hoard of directors, with the approval,
af ihe Necretory of the Treakury, of a market value, ot the thue of such ndvunce
(us estimated nnd determined by the honrd of directors of the corporation),
equal to at least twenty-five per centum of the nmount advounced hy the cor-
poration, The corporation shalt retain power to require udditional collateral
security ot any time,

(¢) To mnke ndvances from time to tHime, upon such terms, not Inconsistent
herewith, as It may preseribe, for periods not excesding ninety days, to any
savings hank or other banking institution which recefves savings deposits, on
the promissory note or notes of the borrowing Institutien whenever the cor-
poration shall deem such advances to be necessary or contributory to the
prosecution of the war or fimportant to the nublie interest! Provided, That such
note or notes shall be secured by the pledge of securities of such charncter ns
shall be prescribed by the board of directors of the corporation with the
approval of the Secretary of the Treasury. the market value of which, nt the
time of such advance (ax esthnated and determined by the board of directors
of the corporation), shall hbe equal in amount to at lenst one hundred and
twenty-five per centum of the amount of such advance: Provided, further, That
the rate of intercst charged on any such advance shall not be less than one
per centum In excess of the rate of discount for ninety-day commercinl paper
prevalling at the time of such ndvance nt the Federal reserve hank of the
distriet In which the borrowing institution is leeated, The corporation shall
retain power to require additlonal collateral seov ity at any time.

() In exceptionnl cases, to make advances dirvectly to any person, firm,
corporation, er assoctation whose operntions shall be necessary or cuntributory
to the prosecution of the war, for periods not excecding five years from the
respective dates of such ndvances, upon such terms, and upon the security of
such bonds, notes, or ather ohligations, and subject to such rules and regulations
as nmay he prescribed by the honrd of directors of the corporation, with the
approvel of the Sccretary of the Treasury. The corporation shaill retain power
to require additional collnteral security nt any time,

(e) To sub:erihe for, acquire and own, by, setl, and deal in honds and obliga-
tions of the Unitel States to such extent as the Secretary of the Treasury ay
from time to time determine,

(f) To issue and have outstanding at any one time its notes er ohligations in
an anmount aggrexating not more than eight thines its paid-in eapital, such notes
or oblligations to mnture not less than one year nor more than five years from the
respective dates of fssue and to hear sueh rate or rates of Interest and may be
redeemable hefore maturity at the option of thie corporation ns may bhe deter-
mined by the hoard of directors, subject to the approval of the Secretary of the
Trensury. Such notes or obligations shall have a flrst and paramount fionting
charge on all the as<ets of the corporation, and the corporation <shall not at any
time mortznge or pledge any of Its nssets. Such notes or obligntions mny he
tssued at par in payient of any advances authorized by this act, or for any of the
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purposes of this act may be offered for sale publicly or to any individunl, firm,
ussoclation, or corporation at such price or prices as the board of directors may
determlue, subject to the arproval of the Secretary of the Treasury. Such notes
or obligations mny be dealt in by Federnl reserve banks in the same mnnner and
to the snie extent as bonds or notes of the Unlted States not bearing the clreu-
lation privilege, and Federal reserve binks shal! be authorized, subject to the
regulations of the Federal Reserve Board, to rediscount and purchase paper and
muke advanees secured by such notes or obligations in the sanie manner nn:d to
the snme extent and at the sume rates or at such higher rates ns the Federal
Reserve Board may approve, as they mny purchase or redlscount paper or make
advances sectired by such boiuds or notes of the United States under authorlty of
the Federal reserve unct., Any Federal reserve bank ncquiring by purchase or
rediscount such paper secured by the notes or ohligntions of the corporation may,
with the approval of the Federal Reserve Board, use such paper so nequired for
any purpose for which it {8 nuthorized to use paper secured by such bonds or
notes of the Unlted States: Provided, howecver, That whenever IFederal reserve
notes are issued ngninst the securlty of such paper the Federal iteserve Board
may make o special Interest charge on s:ich notes, which, in the discretion of the
IFederal Rleserve Board, need not be applleable to other Federal reserve notos
which may firom thhe to time be tssued and outstanding, AU provisions of ipw
not faconsistent herewlth in respect to the purchase or rediscount by any Fed-
ernl reserve bank of paper secured by such honds or notes of the United States
aned In respect to Federnl reserve notes tssued agalost the securlty of such paper
shall exiend, in so far as applicable, to the purchase o rediscount of paper
Sfecured by the notes or obligntions of the corporation and to the Federal reserve
notes issued ngninst the security of such paper.

()} To exerelse hy fts board of directors, and its duly authorized oflicers
or agenty, all powers specifically granted by the provisions of this act and
such Incidental powers as |hall be necessary or proper to carry out the pur-
poses of this act: Provided, That the powers specifically enwmerated herein
shatil he deemed additional to, and net in llmitation of, any lmplied powers
granted by this nct: And provided further, That it sholl not cxercise any of
these powers or perform any business except such ns is Incidentnl and neces-
sarlly preliminary to Its organization until It has been authorized by the
I'resfdent of the United States to commence business under the provisions of
this art.

Skc. 7. That for the purpose of assisting 11 the prosecution of the war, and
providing for the public seeurity and defense, through the restriction of un-
necessnrr eapital expenditures, the corporation may, under rules and regula-
tions to he preseribed by the corporntlon, with the npproval of the Secretary of
the Treasury, investignte pud o mse, or refuse to license, the sale, or offering
for snle or for subscription, of securitles, ns hereluafter provided. No per-
son, firm, corporation, or association shall sell, or offer for sale or for sub-
seription, any fssue, or any part of any issie, of securities herenfter Issued,
the par.or fuce vilue of which issue shall be In excess of $100,000, except In
accordance with such rules and rvegulutions ns the covporation, with the ap-
proval of the Secretary of the Treasury, shall prescribe, nor, when required
by such rules nml regulations, except as permlitted by llcenuses granted by the
corporation. The corporation shall, however, grant licenses for any such sale,
or any such offer for sale or for subscription, which it shall determine to be
consistent with the foregoing purposes. Shares of stock of any corporation
or assoclation without nowinal or par vatue shall for the purposes of this act
be deemel to Le of the par value of §100 each. Any securities which upon
the date of the npproval of this Act are In the possesslon or contro! of, or have
been hypothecated by, the corporation, nssoclution, or obllgor iIssuing the
same, shall not be deemed to have been Issued prior to the date of the ap-
proval of this act within the meaning hereof.  Nothing in this anct shall be
construed to prohiblt, or to require any license from the corporntion In re-
spect of, any horrowlig by any person, tirm, corporation, or assoclution in the
ordinary course of business ns distingulshed from borrowlng for capltal pur.
poses,  This section shall not be construed to apply to any securities Issued by
any rallrond corporation the property of which muy be in the poasession and
control of the L'resid.nt of the United sStates. This secticn shall not take
effect untll rudes ad 1 egulations shall have been prescribed by the corporation,
a8 herelnbefore provided, and may continue In effect untll the explration of
six months after the terminntlon of the war, the date of such terinination to
be determined hy n proclnmation of the President of the United States, Noth-
ing done or omltted by the corporation hereunder shall be construed as carry-
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ing the approval of the corporation or of thie United States of the lcgality,
validity, worth, or security of any securities. .

See. 8. That whoeever shall willfully violate any of the provisicns of this
anct or of any license, order, rule, or regulntion issued hereunder, or whoever
shail willfully violate, neglect, ¢r refuse to comply with any such lcense,
order, rule, or regulation issue! hereunder, shall, upon conviction in any
court of the Unlted States of competent jurisdiction, be fined not more than
§3,000, or, If a natural person, hprisoned for not more than four years, or
both; and nny ofticer, director, or agent of any corporation or association, or
membler of any firm, who shall knowingly participate in any such vlolatlon,
neglect, or refusal shall be punished by a lke fine or imprisonment, or both.

Sec. 0. That all ne! earnings of the corporation not required for its opera-
tions shall be accumnulated as a reserve fund until such tline as the corpora-
tion liguldates under the terins of this act. Such reserve fund shall, upon
direction of the Se-retury of the Treasury, be Invested in bonds, notes, or ¢or-
tificates of indebtedness of the United States, or, upon llke direction, may be
deposited In member banks of the Federal leserve Systein, or mny upon lke
~dirvection be deposited In any of the IFederal reserve banks., The Federal
reserve bunks are hereby authorized to act as depositarles for and as flacal
agents of the corporation in the general periormance of the powers conferrcd
by this act. Begluning six months after the te.minntion of the war, the date of
such termination to be fixed by n proclawmation of the Presldent of the United
States, the divectors of the corporation shall proceed to liguldate {ts nssets and
to wind up its affalrs,  Any balance remuinlng after the payment of all its
debts shalt be pald to and become the property of the Unlted States, and
thereupen the corpoention shall be dissolved.

Sec. 100 That any and all notes and obligntions Issued by the corporation
shuil be exempt, both as to principn! angd iaterest, from all taxatlon now or
Lerenafter hmposed by the United States, any State, or any of the posscssions
or the United States, or Ly any locni taxing authorlty, except (n) estate or
fnbesttance taxes, and (D) gradunted additional income taxes, commonly known
a8 surtnxes, nil excess-profits and war-profits taxes, now or hereufter lmposed
by the United States, upon the fncome or profits of Individuals, partnerships,
associntlons, or corporations.  The Intereat on an amount of such notes and
obligutions the principal of which dves not exceed in the nggregate $3,000 owned
by any individual, partnerskip, nssoclation, or corporation shall be exenpt
from the taxes proviled for In subdivision (b) of this elause. The corporation,
including Its franchise and the cupital and reserve or surpius thereof and the
income derived therefrom, shall be exempt from all taxation now or herenfter
imposed by the Uulted States, uny Stnte, or any of the possessions of the
United States, or by uny loeal taxing authority, excent that any real property of
the corporation shall he subject to Stute, county, or municipal tnxes to the
same extent, aceording to its value, ag other real property is taxed.

Sec. 11. That It nuny clnuse, gentence, paragraph, or part of this act shall,
for any reason, be adjudged by any court of compctent jurisdiction to be in-
walld, or in case any court of competent jurlsdiction shall adjudge to be in-
vald any provisions hereof in respect of any class or classes of securlties, such
Judgment shall not affect, fmpair, or invalldate the remainder of this act, but
shall be confined In tts operation to the clause, sentence, paragraph, part or
gubject matter of this act directly involved In the controversy in which judg-
went shall hnave heen reudered.

Sec. 12, That the term * securitles,” ns used In this act, includes stocks,
bonds, notes, certificates of indebtedness, and other obligntions,

Sec. 13. That the right to amend, nlter, or repeal this act is hereby ex-
pressly reserved,

The Secretary is present, and we will be glad to have any state-
ment from him with refercuice to this bill or any otl or matter. You

may proceed, Mr. Sccretary.

STATEMENT OF HON. WM. G. McAD0O, SECRETARY OF THE
TREASURY.

Secretary McApoo. Mr. Chairman and gentlemen of the commit-

tee, I have prepared a statement, which I wish, with your permission,
to take tho liberty of reading. I think it would be well for the

«
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stenographer to take it down in spite of the fact that it is a prepared
statement, because I may digress ns 1 %0 along. I am sorry to sny
that this memorandum 1s longer than I had expected it to be, and
I must therefore beg your patience and indulgence while I read it.

The proposed net to Incorporate n War Finance Corporation should be re-
garded primarily as a measure to enable the bauks, Loth nutlonal banks and
State banks and trust companles, to coutinue to furnish essentinl crxiits for
industries and enterprises which are necessary or contributory to the prosecu-
tion of the war,

The Governmen*'s borrowings, particularly during the perlod Immedintely
preceding and following ench Liberty Loan, have tended to preempt the credit
facllities of the banks and often to prevent them from glving needed nnd custo-
mary help (o quasi-public and private enterprises. Muny instnnces have been
brought to tie atteutlon of the Secretary of the Treasury and of the Federal
Reserve Bon-d where Industrisl plants, public utilitles, power plants, rall-
rouls and others have found it difficult, if not Impossibie to obtaln the neces-
sary advances to cnnble them to perform vital serviee 1n connection with the
wir becnusge essentlal credits, ordiunrily avallable to them, are being absorbel
by the Government ltself,

In Europe central banks are permitted to geart ¢, »anks and bankers lonns
upont stocks and bonds upon certain well defined terms, The Federal ileserve
Act dees not provide for these and the War Finance Corporation 1s designed as
a war emergeney to 11l this gap, The provisions of the Federal Reserve Act
which permit Federal Reser e bunks to rediscount and purchase commercelnt
paper and paper secured by the Government's obligntions hnve had the effect
of forcing the banks to diserhininnte against Joans on Inelizible paper, even
where such lonns were vitally necessary for war puirposes, in favor of jonna
on comunercinl paper even where they represented actlvi‘ies or enterprises not
relnted to the war and which might well be curtalled during the perlod of the
war. It Is believed that the proposed hill has been wikely and conservatively
concelved as n war measure to glve relief from this condition during the war.
The banks of the country woull, no doubt, serutinlze with the utmost eare
both the lonns themselves and the security therefor and would exerclse thelr
individual judgment apon the borrower's credit hefore assuming a liability for
the amount of the loan, nnd also becnuse they would he under the necessity of
advancing, out of thelr own resources, 25 per cent of the amount lonnxl. The
bilt would nuthorize advances to n bank of only 73 per cert of the amount
lonned by the hank on the notes or oblicntions of persons, firms, or corporations
whose activities are vecessary or contributory to the war,

The bill contemplates that the War Financa Corporation shall
lend money to banks, both National and State, which are making
loans to enterprises conducted by persons, firms or corporations
producing materials or supplics, or doing anything clsz which is
necessary for or contributory (o the war. If a bank, for instance,
should loan money, we will say, to a munitions company and take
the company’s six monthe’ note with the company’s bond as collateral
security, that note would not be eligible for redisconnt in the Fed-
eral reserve banks; but the War Finance Corporation in such cir-
cumstances could ndvance to the bank against the note of the muni-
tions company,.so secured with that bank’s indorsement on it, 75 per
cent of the face of that note.

Mr. Townsexn. Does it make any difference whether the banks
are members of the Federal reserve system or not ¢

“ecretary McAbpoo. No, sir; it is intended to cover every bank, so
that credit can be extended through the medium of this corporation
in all cases where such credit would not be available now in similar
circumstances,

Senator THoyas. It is intended for the bill to go furthor than
that,is  not?

Secrctary McApoo. Oh, yes; T am coming to that later.

T —
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Senator Smoor. Is it intended that this corporation shall mnle
loans direct to munitions manufacturers, or only to the banks doing
business with that concern?

Secretary McAnpoo. It can make them direct, as well, under cer-
tain restrictions which I shall come to later on.

Senator Longe. You have not included savings banks there.

: Secretary McApoo. Yes, they are included; [Fshull come to thom
ater.

Senator Looge. That is very important.

Becretary McAroo. That is provided for. '

The provision of the bill permitting direct loans by the corpora-
tion in exceptional cases is intended to provide for those rare in-
stances where it may be made to appear to the corporation that a
meritorious borrower is being unwisely discriminated against by
the banks.

As a corollary to the provision for the extension of credits the bill
provides for approval by the corporation, through a system of licenses,
of issues of secuvities with a view to preventing the use of capital in
annecessary expenditures during the period of the war.

It is important that appropriate provision be made by law, so that,
for the duration of the war, funds available for investment in securi-
ties shall be effectively and economicrlly used to supply the tinancial
requirements of the Government and of those industries whose opera-
tions are necessary or contributory to the war. The ordinary flow of
capital, which in normal times is left free to seek its own investment,
should during the war be so directed and conserved that these require-
ments shall be taken care of before funds shall be invested either in
new enterprises or for the expansion of such old enterprises as are not
necessarv or contributory to the prosecution of the war. In these
critical times funds available for investment must not be dissipated
on miscellaneous capital expenditures which, however useful or
desirable in normal times, will not now aid in the success of the war.
It is not so much a question of money as a question of labor and ma-
terials. It is essential that the demand for Irbor and materials for
industries which are not contributory to the prosecution of the war
should be kept within bounds, so that the war needs chall be first
provided for. The test must be whether the proposed expenditure
will strengthen the industrial and military structure of the country
for the purposes of the war.

'The Secretary of the Treasury has already asked thz voluntary
submission to the Federal Reserve Board of any projected capital
issues and has asked the Federal Rescrve Board to pass upon such
issues. The Federal Reserve Board is already performing this pa-
triotic service. The work which th2 board has undertaﬁen along
these lines should be regarded as preliminary and as laying the basis
and furnishing in no small part the organization for the work which
the corporation will have to do. While patriotic business men and
bankers have in many instances voluntarily submitted the question
whether the particular security issve then contemplated will be in
any way helpful to the prosecution of the war, it is certainly not
desirablo that matters of such great importance should be left upon
a purcly voluntary basis. Thesz questions should be dealt with sys-
tematically under authority of Congress. The thonghtful and pa-
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triotic citizen who voluntarily submits his plans to the Government
should not bo placed at a disadvantage with his less thoughtful or
less scrupulous fellow-citizen who goes ahead with his private af-
fuirs without reference to the war needs of his country.

Senator Townsexp. This is an argument in favor of the license?

Secretary McApoo. It is intended to be, and I hope it may prove
convincing.

The proposed license system for security issues is in line with the
act which established the selective draft in lieu of a voluntary system
of creating an army.. The sacrifices which must be made if the war
is to be won should be made by all alike and not merely by those
whosa patriotism impels them to volunteer und who would Kave to
cnnt'y the entire burden unless the slackers are compelled to do their
part.

The bill has been drawn with the double purpose of restrictin
unnceessary capital expenditures and of providing facilities for aid-
ing thoese industries whose op-rations are necessary or contributory
to the prosecution of the war. DBroadly speaking all these are “ war
industries,” The bill is purely a war measure; designed to conservo
the supply of Inbor and materials for the purposes of the war, and
to help supply the war’s financial requirements, ana to give them a
first claim on capital seeking investment in like manner as the war’s
material requirements have been given a first claim on productions,
By the term “war industries” is meant not only those industries
turning out the actual munitions of war but also all those supplying
any of the other elements of production or distribution in an indus-
trinl structure designed to meet the diversified requirements of the
war. The bill is not intended to interfere with the continued exist-
encoe and operation of existing industries, even though not remotely
contributory to the prosecution of the war. Such industries should
not, however, be permitted to ass2rt a first claim on fresh capital or
be ccnsidered until the requirements of the Government and of the
“war industries” have been fully met.

The proposed bill creales the War Finance Corporation, to regu-
Iate the sale of new issues of securities, and to make loans of its funds
or its credit in aid of “war industries.” It prohibits any person,
firm, corporation, or association from selling or offering for sale any
securities 1ssued nfter the date of the approval of the act unless a
license for such sale or offering (if required by the corporation) shall
have been obtained from the corporation. Through its regulation of
security issues the corporation will be able to kecp the field some-

.what clear for the borrowing operations of the Government, and at
the same time wil) stand ready and able to aid “ war industries”
whose financial requirements may be rendered difficnlt if not impos-
sible to meet in ¢competition with Government loans. This regula-
tion of security issues will also tend to prevent the further diversion
of labor and matcrials into nonessential industries.

The entry of the United States into the European war imme-
diately necessitated a vast increase n the country’s production of
material, which in turn necessitated an increase in the machinery of
production and corresponding enlargement of land and water trans-

ortation facilities. No such enlargad demand could be met without
mncreused demands upon the banks for commercial credits to pro-

P
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duce the goods required and upon capital both for enlarging the ma-
chinery employed by our industries and for developing railroad fa-
cilities, for building ships, and for other purposes. Fortunately
the establishment of the Federal Reserve System had alrendy pro-
vided the means throngh which the financing of the greater com-
mercial turnover cculd ba largely taken carc of and this has b.en
supplemented by the Government’s policy of maxking advances
through the War Credits Board of the War Department to manu-
facturers upon work in process for the Government. I do not re-

ard ndvances of this character with favor as it tends to force upon
the overburdened Treasury the load of financing private enterprises
through the indirect médium of the War Department, when such
transactions ought 'to be made through the banks. If the banks
are unable to meet such demands, then the War Finance Corpora-
tion can do so and relieve the strain now unwisely imposed directly
uporn the 'T'reasury.

Permit me to say in connection with that statement about the
advances now being made through the War Department that I am
not criticising the act which authorizes that to be done. The War
Department, as you know, and I think also the Navy Department,
has the right to make advances on Government contracts of not ex-
ceeding 30 per cent, at the discretion of the heads of those depart-
ments,

Senator Towxsexp. You say you do not propose in this bill to
interfere with going concerns now. Do you propose to regulate their
issues for refunding any of their present obligations?

Secretary McAroo. No, I do not think that would be interlered
with, Senator. Wise administration of the corporation would un-
decubtedly require in ordinary cases that securities issued for rofund-
ing purposes should be licensed. There might, of ccurse, be extremo
cases where the War Finance Corporation might want to force tho
use of available accumulated earnings of an industry to pay maturing
obligations instead of having such ecarnings invested in additional
plant facilities or otherwise disposed of. Possibly in an extreme
case of this sort where the company had the funds to pay maturities
o license would not be granted to issue securities for refunding
purposes.

It scems to me wisa that the corporation should have tha power
to regulute securities issued even for refunding purposes, for if
issues of this character should be excepted from the regulation of the
corporation it would open the door for a lot of * camouflaged” re-
funding op:rations which on investigation might turn out to be of
quite a diﬂ‘erent character. 1 lLelieve that this has been the experience
of the Capital Issues Committee of the Federal Reserve Board
about which I shall have something more to say later on.

I want to sny a few words more on the question of advances upon
Government contracts. We find that contracts ave made, and that
the departments have the power to make these advances to tho
contractor, without consulting the Treasury at all. They do not
have to consnlt the Treasury under the law., They do not decline to
consult the Treasury hut everybody is very busy, and they proceed
under anthority of iaw and make these contracts from their own
particular standpoints upon the assumption that the Treasury is
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rendy to mcet any strain that may be put upon it. We aro now
trying to work out a plan for consultation with the other depart-
ments, and there is a thorough disposition on their part to consult
with the Treasury and to cooperate with respect to such advances,
so that they will not be made without our knowledge and so that
unusual demands will not come upon the Treasury without notice.
But I think the practice is bad, because these contractors are only
too willing to g2t advances from the (Government at a lower rate of
interest than they nre really entitled to from the commercial stand-

int. In this indirect way these contractors divert to the Treasury
inancial transactions that ought to be conducted through the banks,
and would ordinarily be conducted through the banks.

Now, if the banks are unable to finance those demands, this Finance
Corporation could step in the breach and finance the demands upoa
a character of security that a commercial bank might not like to
take. Even though the banks may not now be in position to do this
financing, after the War Financé Corporation has been established
they could very properly do it because the War Finance Corporation
could always come to their relief and take paper which would be un-
available for rediscount in IFederal reserve banks,

Senntor Towxnexn, Does not the Treasury encourage prospective
contractors to obtain money from the Treasuwry or the KFederal
riserve banks, in order to start their business?

Secretary McAeoo. How do yen mean, Senator?

Senntor Townsexn, I bave uislerstood from a prospective con-
tractor. discussing the question of a contract with the Government,
that one of the inducements held out to him is that he can obtain
from the Government n certain per cent of the capital necessary to
start in business..

Sceretary McApoo, Those matters would not be submitted to the
Treasury. ‘They would proceed through the department making ¢he
contract. Perhaps they held out that inducement, But I think it is
very much better to finnnce those undertakings through the medinm
of a cornoratien of this character, or through the banks, rather
than to thro upon the Treasury indirectiy the burden of engnging
in bankine transactions and carrying the entire load of the enter-
prises-of the war. The Treasury can not do it; we must have some
medium through which that must be more properly and equitably
distributed.

Senator McCumner. Unless the interest rates were less than the
Government rates, how are yon going to escape that? ,

Secretary McApoo. Unless they are permitted to get 30 per cent
of their coniincts nt the rate of interest the Government is paying
for money they will have to pay the going rate through the banks,
This corporation, if it is organized, can meet the situation and help
stabilize the rate and also assure the banks the credit.

Senator McCumner, Will the Government then discontinue this
practice of furnishing money to contractors?

Secretarv McAnoo. T think it ought to be done; I think it ought
to be handled through this other means.

Senator Sxoor. T can not see that there is anv burden placed npon
the Treasury, beeause the appropriations are already made. If you
throw on the banks the burden of advancing this money, the banks
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being already burdencd as heavily as they can possibly bear, it would

require them to do more than they could possibly do; and it secms

to me that as long as the appropriations are made and we know that

the Treasury has got to meet them, the casiest way for any concern

working for the Government would be to get their money from the

gmifsrnment, even if the rates were just the same as in the case of the
anks.

Secretary McApoo. The difference is this: The Treasury has a
tremendous lond anyway to earry, and that load ought to be dis-
tributed and spread over as long a period as possible, The Treas-
ury can not lug everything, and the result is that if you make an
advance before anything is done by the co .tractor, of say, 30 per
cent on a one hundred million-dollar contract, that is $30,000.000,
z‘ou immediately call on the Treasury for that amount and the

reasury has to borrow it and lend it to the contractor. Of courss,
that adds to the burden of the Treasury, when the financing ought
to bo distributed over a longer period and through a large number
of agencies. If contractors can not get credit through the banks, then
the War Finance Corporation can step. in and handle the situation
for them.

Senator S»iTir. You do not endecvor to keep all the money in the
Treasury for all the approprintions made, but endeavor to get it
when the appropriations would legitimately mature, and this should
go through a banking institution instend of haviag these irregular
and unanticipated calls on the Treasury?

Secretary McApoc. Preciscly; that is the purpose. It spreads
the demand on the Ticasury over a longer period. It does not re-
quire the Treasury to engage in banking transactions. I shall now
continue with my statement.

The money required for Increased facllities for ocean transportation hns been
provided by Act of Congress. Provision for at lenst a part of the money
required for enlarging rallroad transportation facilities Is contemplated in
legisiation now pending in Congress,

The necessnry fncrease, however, {in machinery to procduce goods, which re-
quires the investment of capitat in Industrinl enterprises not only has not heen
provided, but a considerable restriction has been imposed upon the usunt sup-
ply of eapital for investment, partly by renson of the investment market having
been preempted by the Goverumenc through the issue of fts own honds and
partly because of the naturnl tendency of investors who, notwithstanding that
they have woney to Invest, hesitate to do 8o on accornt of the uncertainties of
war.

The situntion with which the country is confronted, therefore, seems to re-
giire the linposition of reasonanble restrict’ :ns upon the investment of caplital

- in Industries and production not essential for the conduct of the war. It is

equnlly himportant that there shall he some menns of supplying necessary capitnt
to the Industries which nre essentinl to the praduection of war materlals and
of those things which Indirectiy contribute to the efficlency of the Nation. The
restriction of unnecessary capltal expenditures will relleve the market of de
mands which now Interfere not only with the direct financial requirements of
the Governmeut, but which make it difficult for those who are furuishing the
Governinent and the people w'th essentlal goods to obtaln the capital neces-
sary to Inerense thelr production,

The license system pronosed i3 peculinrly applicable to a country of the
greant slze of the United States, where banking and credit transactlons are
oonducted hy a vast number of independent bnnks aml private hanking firms,
. The combined uperntion of the two functions of the corporation—that 's

the extension of credit and licensing—will make ti 2 exercise of supervision

and regulntion by the corporation much more effective in putt'ng the pro-
ductive activities of the country on a war basis than would be the case were
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the Government slmply to make advances without at the same time exercising
supervision and control of secur’ty Issues. '

In 80 far as the corporation nmay be called upon to make advances to banks,
its first concern would naturally be to ald those for which other fustrumen-
talitles of relief have not alrenay been provided; for example, savings banks,
aud particulariy mutuanl savings banks, which are without cajp'tal stock, and
which are not opernted for the profit of stockholders. Afs a class these instl-
tutlons anre not members of the Federal Reserve System nor are most of them
eligible for membership. Thelr investments consist for the most part of the
securities of the Un'ted States and of States amd munleipnlities aud of the
bonds of Industrial, transportation, and utility compaunles, and also wortgages.

Nothing will tend so yreaily to prevent the developinent of any possible un-
easiness among savings bank depositors as the assurance provided by this act
that any solvent savingx hanic in case of swlden withulrawals ean obtaln ad-
vances tpan the securlty of {ts fnvestments and promptly liquldate the clatms
of its depositors, There Is considerable apprehension among savings banks as
to means of relief {f nn emcrgency arises but I belleve that the assurances of
support which this War Finance Corporation will provide, will allay all appre-
hension and prohably head off any demuand for withdrawals of Jeposits,

Senator Garrixger. Will you indicate the exact provisions in the
bill concerning savings banks{

Secretary McAvoo. Yes, sir; I am coming to that, Senator.

Senator GaLringer. Becaiise there is very great apprehension, and
I would like to know specifically what is proposed.

Seeretary McApoo. I think the provisions of this bill will amply
meet that s.tuation. :

The next concern of the corpuration woull te the requirements of commercial
oanks, which dre unable to get requited acoonunmdation upon the security of
their fnvestiments throuch he Federal Reserve Bauks,  Many banks which are
now cuatled upon (o extend lnrge Hnes ol eredit to customers which are expand-
fng their businesses to meet the present newds of the Government nre obligal to
tnke securities from these customers which are not ellgible tor rediscount at
Federal Re-erve Banks, At the same thone these banks are being ¢nlled tpon
to extemd jarger lines of credit to thelr customers than ever before, Thelr
customers are calling upon them not only for ecommereinl loans to enrrv thelr
lurge Inventorles, hut for what are in effect temporary capital loans In arder
to construct new facllltles and add machlnery to oxtsting piants for the pur-
pose of flilng Government contracts, The burden of these banks {8 also heavily
increased hy the financial requirements of the Government which at the same
thne s enlling upen them to lend large sums through sales of Treansury cer
tifleates of indebtedness,

In these clrcumstances the commercinl hanks are quite naturally discriminint-
fng fn thelr onns between those ellzible for rodiscount by Federal Reserve
hanks and those which are not. The proposed act, however, would removo
the ground for any such discrimination for it provides n means hy which such
banks may procure nccommadation upon certaln securlties arlsing out of way
conditions which are not eligible nt Fuedere! Rererve banks, The proposed act
woulid thus free credit pressingly necded at the present thme both directly and
indircetly for the Government's use.

I shall give one ur two Hiustrations of pressing needs which it 13 hoped that
the War Finance Corporation may be able fo meet. It §8 not neeess=ary to
multiply exnmples 08 every ene at all tamibar with existing fadustrial and
financinl conditioma will he able to sapply other fllustrations from his own
knowledo:

There e s been cadbx1 tomy nttentton the cose of on bnportant and suceessf 11
pawer company, who~e buzluess Is showine <cibsfantial Inorease2, and whoae
powel s consuived borcdy inowar ndustries. It has recently made o pulifie
offerlug of Ity <conritles The proceeds of the <ecnritied were to 1 u=ed In
part to poav o maturing ebhlmatbons, ard I part for needed extenstons to plant.
The capifae bssue= committee of the Pederal Poseorve Boand haed determined this
sue to he eompatibie with die datlennd Interesic Afier s ondie offering in

the nsonl way, Tews thin 20 per cont of the entive amount wa- ~old, and mant
of the e sabos were mde To piersonis Whose prior ovestments= fn the company'g
gocurnities miule it desivable that the foone shoubd be g suceesz, ol is only one
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ESTABLISHMENT OF A WAR FINANCE CORPORATION. 16

iNustration of the ditficulties with which even the moet successful 1ndustrics
baviog maturing obligations or pressing capital requirements are confrouted.

Another Instance will show the lmportance of dealing with this matter
promptly, A power company operating Ir central Pennsyivania I8 under in-
sistent demands for power for the operation of coal mines: approximately 80
per cent of its power being utllized for thut purpose. Under ordinary con-
ditlons, it was stated by one of its officers, the company would sell at the present
time nbout £1.600,000 of securities for the purpose of comipleting necessary
extensions and constructlon work. Belug unable to do 80, the company is
borrowing about $500,000 on short loans from small local banks throughout its
territory. A demnnd on the puri of a few of these banks for repayment of
loans could not possibly be et nnd not only would extension work cense, but
the company might face n recelvership. Itellef in this sm+ of case in view of
the urgent necessity for an enlnrged production of coal I of vital fmportance,

A stmllar situation in Michigan has been calied to m: attention. A publte
utility corporation has $3,000,000 of notes maturing, all having been tssued for
construction purposes. This company is now borrowing over $5.000,000 In short
toans from different banks, There Is an insistent demand from the Industries
of that section for more power for manufacturiug purposes, which the com-
pany I8 unable to meet becnuse of Inck of adequate capltal and because of the
uncertainty of its position «.th such a large flonting (ebt.

The necessary restriction of pussenger transportation by the steam raflronds
during the prescut perfod of congestion will throw greater burdens upon urban
and futerurbnn rallroad lines which wlill therefore require for thelr operantion
a greater nmount of electric power and doubtless some extersion of thelr facile
fties.  1n some cnses, no doubt, enlargement of thelr facilities §s directly re-
quired for the Government's service nt the varlous Army encampments. Bor-
rowings for such purposes nare not eligible for rediscount w'th Federal reserve
banks, and necessary provision must be mude for the development of such Hines

A very darge part of the manafrctures of the country are conducted by the
nse of clectrie energy, for which tae demand In same parts of the couniry neces-
sitates Immedinte enlurgement of production by both steam and hvdrceleetric
power, Indeed, T oo Informers that tn some important Indusirinl districts there
exlsta n distlnet shortage o. cleetrle power, which Is bhndly needed for war
tndustries.  If this deficlency is to be supplied, additional facillties must be pro-
cured, and moaey I8 urge atly needed for the necesaary capttal expenditures,
Existing financinl condldons are such thnt power companles find themselves
unable to procure theso funds on rensonable terms. That these funds should
be obtnlned to produce the power needed for our war Industries Is a matter of
prime Importunce, aind yet, at the present time, it s difficult, If not hinpossible,
to obtnin these funds thirough the ordinary channels,

Since the publication of the terms of the proposed act, sonw criticism has ap-
pearedd Indleating a bhellef that the operation of the corporation may produce
expansion, or, a8 some term it, infintion, of a dangerous nature,

In my oplulon the existence of this corportion and the intelligent exerclse of
Its functlons will do more to prevent uunsiafe expansion than any other course
which could now he pursued, for it 1aust be remembered that the fuvestment
markets are practienlly closed to the country's industries, including public
utility corporations and the rallroads, These essential industrles and transpor-
tation compnies In these clrecumstances, in the absence of some such plan as I8
presented In this bill, are oblHped to look to the hanks for the meanus, not only
of contlnuing their normal business, but of enlarging it for wer purposes, The
necds of these corporntions, which sound tinance would require to be provided
for in the fori of capital loans, must now fnereasingly be taken care of In the
form of bank loans, The Lurden placed upon the banks to meet the demands
of this class of borrowers can only be met If these banks use the fucilities of
the Federal reserve hink< by dizcounting such eligible paper av they may
have in thelr portfollos, The continunnce of this rreacess of looking more and
piore to the anks for shoct lonns of fumds which =hould be provided as eapital
by Investors Is the quickesg way (o bring about o nnsound expansion of bank
credits, I this burden, threugh the fnstomneniaiity of the War Finanee Cor-
poriation, can be renroved from the banks, and 1f Imestors can be Ikduced to
furnish necessary eapltald, that kind of expansion will be ehecked,

The Intervention of a covporation of this <haracter, with s large o, fal,
will provide the clnss of securty which witl appeal to the minds of »ven tha
o=t thndd bve-tors cod W patarallv -0 Cho eotiverting v bt might hecomae
o dangzerous ook expan-don fnte nolezitimats imve~ninent of free capltal, Bven
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though the corporation were not called upon to make nny considerable ad-
vancers {tself, so that the Issue of its own securitles to a Jarge extent might not
be required, it has been the experience in Great Britaln, and 1 belleve it witl be
our experience also, that the restralnt imposed upon unnecessary capital bor-
rowings, through Government intervention such as is proposed. 1ot only allays
the fears of timid investora but stimulates n demand genernlly for issues of
Hevnsed securlties. Such securlhdes sell promptly and their distribution is gen-
ernl";md effectlve, This again provides a check to unwise expunsion of bank
eredits,

Senator Pexrose. Have they in England a scheme similar to the
01.- jou are proposing?

Secretary McApoo. Yes, sir; not a War Finance Corporation, but
through other agencies. They have a capital expenditures committeo
which exercises n governmental function.

Senator Pexrose. It is practically equivalent to this?

Secretary McApoo. Yes, it is practically equivalent to this.

Scnator GALLINGER. What about the other great nations, France
and Germany !

Secretary McApoo. I understand they both have similar arrange-
ments——

Senator Tuosas. They also have issues of uncovered paper.

Senator S*1ooT. Yes. This is the same thing.

Secretary McApoo. No, it is not the same thing. I should like
Senator Smoot to withhold judgment at this time, because that is
exactly what this bill does not provide.

Senator Pexrose. Have those operations been entirely saiisfactory
in England?

Secretary McApoo. Yes sir; in fact, that was absolutely vital to
the conduct of the war.

Senator PeExrose. Is their method of operation about the same?

. Secretary McApoo. They do not handle it in the same way; they
have a committee authorized by the Government, acting under the
British Treasury, to pass upon capital expenditures; but they use
the Bank of England, practically, for the functions of this corpora-
tion, because it is practically a government war finance corporation.

Senator Saoot. vhe limit o% issue is removed in the Bank of

England to-day? _
ecretary McAcoo. I am not so sure about that. Mr. Warburg
can tell you about that.

Mr. Warrure. It has a large fund of cecurities.

Senator S»ooT. I am not speaking about the question of securitiea.
I simply say the limit of issue of the Bank of England has been
removec{ and is removed up to the present time.

Mr. Wagsura. They have not done it directly, but largely by in-
directicn.

Senator Troxas. In other words, the bank act has been suspended.

Senator Syitu. The limit still exists upon the Bank of England,
but this additional emergency paper money is put in circulation,

Senator Syoor. Mr. Secretary, so that you may not misunderstaind

. what I said, I am quite certain that we have got to arrange seme kind
of plan for taking care of the expanded business of our country, and
1 will go farther than that and say that in order {o do that there
has to be a greater issuo of moneys on the part of the Government
back of which there can not be the gold reserve that we have had

. in the past. ,

R !
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Secretary McApoo. Wo may be obliged to come to that, T am not

gmpared to sny that we shall not; but we have not come to that yet.
{ we are obliged to come to it let us do it in the most conserva- .

tive and sound fashion. )

Senator S»iti. At least for the present this financial scheme will
avoid that situation?

Secrtary McAroo. T think it will. o :

Sepator Syuury. And it will be vastly better if it can permanently
avoid that. _ ‘ ] L

Senator Syoor. This will authorize the issue of at least four billions
of money. ) .

Secretary McApoo. Ol no. That is a common misunderstanding
of this bill.

Senator Smoot. T have not had a chance to read the bill throngh.

Secretary McA.pco. Perhaps I can clarify that, Senator, as I go
along with the statement. o

The Cnamryax. I understand you are going to take the bill u
section by scction, and I think then Senators could ask questions, n
it would save time and would be less embarrassing to the Secretary. .

Secretary McAnoco. It is no embarrassment to me, gentlemen. I
believe, however, that you would find it more satisfactory if I finish
my stautement and then you question me about it. .

The functlons of the corporation nre intlmately connected with Government
finance, nnd are, therefore, within the pecullar province of the Treasury Depart-
ment. The War Finance Corporation is an administrative device for exercising
rovernmental regulation of security issues during the war and for utilizing for
war purposes the revolving credit created from the proceeds of it8 capital ntock
and other securities. As the operations of the corporation must be harmonized
with the finnncial operations and »olley of the Government itself, the proposed
bill provides that the Secretary of the Treasury shall be n director and chairman
of the Loard of directors and Imposes upon him certain other dutier in con.
nectlion with the corporntion. A somewhat fuller statement of the functlons
and operations of the corporation {s given below under the appropriate section

numbers of the act,
SFCTION 1.

For the purposes outlined nhove, the Secretary of the Trensury and four ad-
ditlonn! persons, to be appointed by the Secretary »f the Treasury, with the
approval of the President, ar. created a corporaticn, under the name of the
“war finruce corporation.”

The Cuamrmax., Now have you reached the part of your statement
where you are going to deal with the sections of the bill{

Secretarv McAroo. Yes, sir.,

The Cuamman. Do you desire to read all of that and make an oral
statement afterwards? )

Secretary McApoo. T will road this and ack you to interrogate me
afterwards, if you will, Senator. This is explanatory merely.

The Secretary of the Treasury and these same four persons will constitute
the original board of (diroctors, The life of the cornoration by the terms of the
Uil is Hmited to 10 yenrs, but its powers are to cease, except such as mny he
necessary to its suceessful Hquidatlon, six months after tiie termination of the
war.

SECTION 2.

The caplital <tock of the corporation is fixed at 600,000,000, all of which is to
e rubscribed by the United States, and for that purpose fin approprintion of a
iike amount Is mnde.  Payments upon this subscription will be called only when

41420-—15—-o-2
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three-fifths of the board of directors shall so determine. The capital stock was
fixed at this amount to provide the corporation with substantinl resources with
which to aid * war Industries ' and to furnieh an additiounl equity for any other
securities issued by the corporation.

SECTION 3.

The management of the corporation fs vesied In a board of directors, consti-
tute) as stated nbove. The directors are to serve for four years; and provision is
made In the following section for rotation In office, so that two dlrectors shall
retirve every two years. The power of removal I8 vested lu the Secretary of the
Treasury, with the approval of the President,

In connection with that provision I wish to say this: I under-
stand there has been some criticism of the powers conferred upon the
Secretary of the Treasury in this bill. The policies of this corporation
and its operation must be integrated and articulated absolutely with
the Treasury if it is to perform the functions which it ought to per-
form, just as much.so as the functions of the Treasury must be
articulated through the Secretary and the Assistant Secretaries. As
a matter of fact, all we are now proposing to have done could be done
through the ordinary Treasury machinery if we could use the
Treasury of the United States to issue obligations or bonds of the
character proposed by this bill; but of course the Government of the
United States can not conveniently engage directly through the
Treasury in this form of security issues. The bill creates a corpora-
tion of a character which may take collateral securities for loans and
obligations indorsed vy the banks, which the Treasury should not
do. Therefore the Secretary of the Treasury should be put as nearly
as it is possible to put him in the same relative position with regard
to the management of this corporation that he holds with respect
to (he management of the Treasury through the Assistant Secretaries;
riaturally, however, he would not have such power over these direc-
tors as he would have over the Assistant Secretaries of the Treasury,
but we ought to approach that situation as nearly as possible in order
to insure an absolutely harmonious cooperation of this corporation,
and coordination of its operations and policies, with those of the
'Il‘lreasury. Department. That is the reason the bill is framed in
this way.

Senator PeNrose. Would it not be better to follow the orderly
grocedvfe and have the President appoint the directors instead of the

ecretary of the Treasury? 7

Secretary McApoo. I have not the slightest objection to that. The
President 1s already overburdened.

Senator Pexrose. You will begin to be overburdened with the rail-
roads and the Treasury, and the number of things that are concen-
trating on yon. '

Secretarv McApco. T hope I shall not.

Senator Pexrose. I think it would be more necording to the usages
of Congress. I am only making the query whather it would be better
to have these directors appointed by the President and perchance con-
firmed by the Senate.

Secretary McApoc. T have no objection to that, Senator.

Senator PExrose. The President appoints the Assistant Secretaries,
and the Commissiener of Internal Revenue.

Secretary McApoo. As I said, I have no objection to that.
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* Senator Pexrose. In the administrative feature of the bill I think
we could well follow the precedents of a hundred years, which have
worked very well.

Secretary McApoo. I make not the slightest point on that. If the
Congress should think it would be better to have these directors se-
lected by the President and confirmed by the Senate it would be per-
fectly agrecable to me.

Senator PeNrose. I have never heard of the Secretary of the
Treasury appointing an important official with tho approval of the
President.

Secretary McApoo. Well, I appoint a great many men with the
approvel of the President.

enator Pexrose. To positions not created by Congress; merely by
the President, maybe.
. Secretary McAnpoo. There are many appointments in the Treasury
Department of very great importance that are not confirmed by the
Senate. However, I make no point on that. It is perfectly agreeable
to me to have it changed if you think it advisable. ,

SECTION 4.,

.. The corporatlon {8 authorized to establish branch offices, though the principal
‘offico Is required to be located in the District of Columbia.

That is done so that the corporation may be reached at different
points throughout the country, without requiring everything to bo
sent to Washington. My idea is that the Federal reserve banks,
which are the fiscal agencies of the Government, are a very useful
nucleus for that organization, the Federal reserve banks with their

branches.
SectioN 5.

Folloviing the analogy of the Federal Reserve I:vard, no officer or director

.of the corporation 1s permitted to continue to be a member of the board of
directors of any other corporation or n member of any banking firn.
: I am frank to say with respect to this provision that I am not sure
that we ought to make such a severe restriction. I put it in becauss
some people are sensitive nbout these matters, but as this is an
emergency measure perlmgs we ought not to require men of ability
to give up every interest they have to come and serve temporarily in
an organization of this kind.

- The Cnamumax. That would very greatly restrict the field of
selection.

Senator THoMas. They could resign.

. Senator Longe. Some of the very men you might want to get may
not be able to do that.

Secretary McArpoo. It involves a very great sacrifice for a man to
give up everything and take a temporary position. It restricts the

eld; that is all. .

The bill specifically provides, however, that this requirement shall
not prevent the appointment of any member of the IFederal Reserve
Board or of any other governmental administrative body or of a
director of a Federal reserve bank. The directors are required to
.devote their entire time to the business of the corporation except
such time as they may give to other governmental business, Thay are
to receive salaries to be fixed by the Secretary of the Treasury, with
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tho approval of the President. not in excess of the salary of the head
of an execuiive d>partment of the Government. :

Scnator Syt Would it not be sufficient to say not in excess of
the salary of n member of the Federal Reserve Board {

Secretary McApoo. That is the same, $12,000. That limits it. Tho
reason I have put the provision in that form, gentlemen, is this: It
may be possible that many men who would be willing to serve would
prefer to serve without salary, and in such cases we would be per-
mitted to take the benefit of such service if they preferred to givo
their service for nothing. That merely gives the Sccretary of the
Treasury, if they want to serve for less, opportunity to make the

‘rangement ; but in any event they would not be paid more than
. 2,000. The bill on to provide thst if any director is receiving
from the United States any other salary or compensation for serv.
ices, the nmount of the salary to be received from the corporation,
together with any other amount so received from the United States,
shall not excced the salary to be fixed, as stated.

SECTION G.

This scction defines the corporate powers of tho corporation, in-
cluding the specific provisions for extending aid to “ war industrics,”
while the regulation which the corporation is to exercise over secu-
rit'i:]issues is provided for in section 7.

1e cor!)omtion is granted (subdivision (a)) the ordinary powers
and privileges enjoyed by corporations, including, among others,
the power to suc and be sued, to contract, to adopt a corporate seal,
to appoint officers and agents, and, with the approval of the Secre-
tary of the Treasury, to adopt by-laws for the conduct of its business
and to define the powers and duties of its officers.

The corporation isemyowemd (subdivision (b)) to make advances,
for periods not exceeding five years, upon such terms as it may
prescribe, “(1) to any bank, banker, or trust company "—you see,
1t is not limited to banks in the Federal Reservc System—*“and
which has outstandi..g any loan or loans to any person, firm, cor-
poration, or asscciation whose operations shall be necessary or con:
tributory to the prosecution of the war and evidenced by a note
or notes, or (2) to any bank, banker, or trust company which has
rendered finarcial assistance, directly or indirectly, to any such
person, firm, corporation. or association by the purchase of its honds
or other obligations.” The bill thus provides two different methods
for extending aid indirectly to “ war industries” through any bank,
banker, or trust company (referred to generally as a bank). These
two different methm]l:‘havc no sharply defined line of demarcation,
but they are based upon two generally distinct devices used in cor-
porate finance. The first method is where finarcial requirements are
provided for through bank loans. and the szcond method is where
such requirements are provided for through the sale of securities.

The first method (see (1) in preceding paragraph) applies when
the bank has made a direet loan to a “ war industry ” evidenced by
a note. This is the ordinary bank transaction. and the hill provides
that the corporation may make an “advance” to the bank to the
cxtent of 75 per cent of the bank’s loan to the particular war industry.

-
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- The second method (see (2) above) of extending aid to a “ war
industry ” through a bank, applies where a bank has purchased tho
bonds or other oblizations of a “ war industry ” either directly from
& “war industry” or from others. The “ war industry ” has been
benefited by the saie of its sccurities, whether this sale has b2en made
dircetly by the “ war industry ” to the bank or indirectly through
others, nnd the corporation is therefore authorized in either case to
make an advance to the bank. These “advances * may be made to
the bank up to 75 per cent of the *“ market value ™ of the bonds or
other obligations of the “war industry ™ acgnired by the bank. It
provides 2 method by which banks may procure funds from the cor-
poration upon this class of securities.

Let me take the case of a power company, for instance, which is
furnishing a large amount of power to coal mines. Suppose a bank
had bought $100,000 of the bonds of that power company. The
power company would be, of course, a war industry, bzcause it is
furnishing power for the production of coal, which is used, in turn,
to run the factories that are turning out war munitions «r other
supplics needed for the war. In such case the War Finance Cor-
poration may loan to that bank 75 per cent of the market value of
the bonds which the bank has hougit.

Under either of these provisions (1) or (2) the aid extended by
the corporation o th2 ** war industry ” is indirect and the advances
made to the bank are always secured by the obligation of the bank.
This plan enables the corporation to aid “ war industries” through
the ordinary banking channels. In either case the bank must not
only give its own note to the corporation for the amount of the ad-
vance reccived from the corporation, but must also secure that note
by the notes or bonds or other obligations of the particular “ war
industry ” the purchase or acquisition of which forms the basis for
the advance by the corporation.

Senator McCuMmser, How ubout the question of intere<t?

Secretary McApoo. The interest rate, of course, will be deter-
mined by the War Finance Corporation itself. That is a matter
of contract between it and the bank to which it may make an ad-
vance.

Senator McCumper. This question might arise: That bank loans
6 million dollars to one of these producing corporations at G or 7
per cent. Then the Government will furnish the bank three-fourths
of that money. Would the Government furnish it at 3 pzr cent and
let the bank receive G per cent?

Secretary McApoo. That will be done cxactly as we do now
through the Federal Reserve Board when a credit is extended to a
meinber bank. The rediscount rates of the Federal reserve banks
are detecrmined by the Federal Reserve Board. The War Financo
Corporation’s rate would be determined by its directors. and would,
1 think, have to be as much or more than the rediscount rate of the
Federal reserve bank to make it safe on the transaction.

- The Cnamyax, In other words, if the Federal reserve charge is
4 per cent
Secretary McApoo. Then it would be not less than 5 per cent.

Senator Sari. The outside bank would charge probably 1 per
cent more than it had te pay, just as yeu charge 1 per cent more
than you had to pay the Federal reserve bank?
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Secretory McApoo. The transactions are not related in that way.
Suppose tf:e First National Bank of Atlanta had loaned to a cor-
poration producing war materials $100,000 and had taken bonds as
collateral securitv, and suppose it had charged the corporation 6
per cent. Then (wo or threc months afterwards sup; se it wanted
to rediscount that paper with the Federal rcserve bank. The bank
would charge a rate of interest which had relation to the market
condition at the time, depending upon what money was worth at the
time.

Senator Syrrrr. What I meant was that in the ordinary course of
business a bank’s rate would be a little higher than the rate you
charge the bank, and yours a little higher th.n you would have to
pay the reserve bank.

Secretary McApoo. Very likely.

Senator Ssith. That would be the natural course of business,
though not prescribed?

Secretary McApoo. Yes.

The Cuamryman, That is the case with the Federal reserve banks,

Secretary McAnoo. The terms of the advances, including the in-
tercst rate, are to be determined by the corporation, with the limita-
tion that no advance is to be for longer than five years.

As alternative arrangements, instead of 75 per cent advances to
the banks, ndvances may be made by the corporation up to 100 jer
cent of the particular loans made by the banks to a * war industry,”
or up to 100 per cent of the market value of the bonds or other
obligations of a “war industry,” provided that in either case the
bank. to which the particular advance is made, shall itself supply
additional collateral to the extent of 25 per cent of the advance.

These provisions as to security require in effect that the corpora-
tion slmlrhavc an equity of at least 23 per cent in the security for
tho advances in addition to the obligation of the bank, to which the
particular advance is made.

You can see the whole theory of this bill will oblige the corpora-
tion to take only well secured loans, just ns Federal Reserve Banks
are required to take only well secured loans,

The corporation muy (subdivision (c)) make advances directly to
savings banks and other banking institutions which receive “sav-
ings deposits” on the note of the borrowing institution, secured
by collateral to the extent of 125 per coent of the amount advanced.
‘The duration of these advances is limited to 90 days.

Senator Longe. They are limited to 90 days?

Secretary McApoo. To 90 days.

Senator Lobce. That is viewed with a great deal of npprehension.
I do not know that I have the figures correctly, but there as shout
fourteen billions in the savings banks. In my own State there is
ubout a $1,000.000,000 in savings banks, and it is very important
not to brirg about a situation which would impair such enormous
funds as that, which we need, of course. Savings-bani securitics
are not casily liquidated; many of them are slow of movement. I
think we ought to be very careful about savings hanks,

Secretary McAnpoo. The duration of these louns could be made
longer; if necessary we could make it a year. My feeling about
this bill has been that in such cases the money should be made avail-
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able upon tho same restriction as to maturity that is now provided
for commercial paper eligible at Federal Reserve Banks. I think
that when the savings banks know they have this certain protection
you are not going to have any trouble with the savings banks, any-
way. The minute means of protection are provided you will find
that tho apprehension will disappear.

Senator Lonce. The telegrams that I get are to tho effect that they
do not regard this as sufficient protection.

Secretary McApoo. Because of the 90 days?

Senator ooce. 1 think that is one reason,

- Senator Smoor. Savings-bank loans are always for a longer period
than that. ‘

Secretary McAroo. But they can always get renewals,

Senator GALLINGER. But I understand you do not cbject to mak-
ing it six months?

ecretary McAcoo. Six months or a year.

Senator GaLLINGER. I will take the libery to read a telczram re-
ceived yesterdny from the chairman of the board of hank com-
mis: ‘oners of New Hampshire, with the promise that a letter would
follow, which has not been received. In that connection I will
say that the bank commissioners of the New England States had
a meeting recently cither in New York or Philadelphia and dis-
cussed this matter. and they were very much disturbed over the time
limit in the bill. This telegram says:

If the Finnnce Corporation bill 1imit loans to savings hanks to 00 dnys and
makes rate 1 per cent in excess of discount 1ate at L'edernl reserve bLanks It
will afford us no rellef. This feature of DIl very I'mportant to guvings bunks
of New England and Mlddle States having most of the six blitlon savings de-
posits of the country. See letter to-day for you to present to Finance
Commiittee.

The two points that they were disturbed over were the time limit
and the rate, which they have felt might be limited to the established
rate of savings banks, which is ahout 4 per cent.

Secretary McApoo. You see, Senator, these are emergency meas-
ures, and if, because of the emergency, a Ligher rate has to be paid
there is no reason why a savings bank ought to be more favorably
treated than other institutions that may be equally important.
Again, you must remember this, that if you make the rate the same,
or so0 fow that you encourage people to resort to this corporation for
loans, it will not have capital cnough to do the business. They
ought not to resort to this corporation for loans unless there is really
a necessity for it, and they will not do it in those cases if the rate
is to some extent a penalty. It is similar to the provisions formerly
existing about issues of emergency currency. It was very important
for the banks to have emergency currency, but the taxation was
made very high in order to deter them from needlessly expanding
credits and precipitating the very conditions we want to prevent.
What we want is to afford relief when necessary, but not to encour-
nge peopie to cxpand because they can get money through this
medium at a low rate of interest. I am quite sure that the savings
banks would be very Tairly treated if the bill should extend the timo
to six months or a year, leaving the rate of intercst to be determined

by the corporation.
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" Senator Garringer. I assume, Mr. Secretary, that it is fair to
conclude that the Treasury Department understands fully tho
danger confronting the savings banks. As an illustration, the last
Liberty loan was flonted at 4 per cent. Probably one-half the sav-
ings banks in my State are only paying 3} per cent, and there havo
been substantinl withdrawals, If it should happen that the next
Liberty loan should carry a rate above 4 per cent there would be
absolute peril to the whole institution, and there is no wonder that
there is misapprehension in the minds of the depositors and in the
minds of the men managing the banks.

" Senator Longce. Savings banks are in a different position from
other banks, because they are all under very strict State laws, with
strict limitations on their investments, and it is impossible for them
under those laws to invest as other banks do, or lend as other banks
do and get anything like the same amount of interest. Thereforo
their position 1s very different from that of any other institutions.

Secretary McApoo. That was not the point I had in mind. I was
spenking of cncouraging expansions of credit, not so much with
respect to the savings banks, but with respect to creating a piece of
muchinery which would offer a rate of interest so low that it would
¢ncourage people to borrow when vhey ought not to.

Senator Longe. In the savings banks there is a vast amount of
money which it is very important. to safeguard.

Secretary McApoo. I think it is highly important, and that was
one of the purposes of this bill. It is nccessary to create this in-
stitution because of the condition of the savings banks, as well as
of other industries in the country. It is of great importance to tho
people of the United States, as well as to the operations of the Gov-
ernment itself, to preserve the soundness of financial conditions in
the country. We must do that if we are to carry forward tho
great operations of the Goverr.ment, and the object of this bill is
to supply a method which is at once sound and sufficient.

Senator GALLINGEr. As an illustration of conditions in my own
State, showing what the banks are doing to promote production of
food, which is very essentinl, they are loaning their money at 5 per
cent to the farmers throughout the State, a low rate of interest as
contrasted with that of some of the other banks.

Secretary McApoo. Is that on mortgages, Senator?

Senator GarLiNnGer. On mortgages, 5 per cent.

Sceretary McApoo. As I have said, the duration of these advances
is limited to 90 days, and the interest rate is required to b2 pot less
than 1 per cent in excess of the rate of discount on 90-day commercial
paper prevailing at the Federal Reserve Bank in the district in
which the borrowing institution is located. This provision will tend
to restrict the borrowings of these institutions from the War Finance
Corporation to cases in which the necessary funds shall not be ob-
tainuble through ordinary banking channels.

I may say that the purpose of this bill is not to preclude the bor-
rowing between banks and trust companies, by one bank from an-
other, in the usual way as they are doing now. It is only an addi-
tional facility. It is not intended to restrict, but to enlarg: existing
facilities,

It mav be suegested that a loan to a savings bank is not an aid to
ony “war industry.” It is however important for the protection of

- .
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the whole financial and industrial fabric that these institutions,
which hold the savings of the working peoplé, should be able
promptly to obtain cash with which to meet any demands that may
ba made upon them, without sacrificing sound investinent securities
under possibly abnormal market conditions. If for any reason the
necessary funds should not be obtainable through the ordinary bank-
ing channels, then the War Finance Corporation would be 1n posi-
tion to make the neces:ary advancas, It would unquestionably Lave
a most far-reaching and detrimental effect upon the * war indus-
tries,” as well as others, if solvent institutions of this character
should not be able to obtain funds to meet their obligations, without
sacrificing needlessly the securities they hold.

Senator STONE. You speak of savings banks and securities. You
furnish them with credit, without sacrificing certain classes of se-
curities. How would that apply to insurance companies?

Secretary McApoo. They would be in the same position to get
relief from the War Finance Corporation; they couid do the same
thing; it covers them as well.

Senator Tnoxas. They labor under the same limitations as the
savings banks.

Secretary McAnco. Where an insurance company had bought the
bends of u war industry it could get relief.

Senator StoxE. It is a fact, I think generally understood, that a
great number of insurance companies and savings banks own large
numbers of railrond securities. I think it is very important that
they be protected to prevent any collapse along that line.

Sceretary McApoo. They can borrow upon railrond securities,
Senator. Certainly there is nothing more important than the rail-
roads and transportation at this time, so that there would be no
difficulty in that direction.

Senator Stoxr. I was just wondering whether the bill is broad
enongh to cover them.

Sccretary McApoo. Yes; it is broad enough.

Advances to savings banks are to be made not only for the pro-
tection of these institutions themselves and the savings of the work-
ing classes, many of whom are themselves engaged in war indus-
tries, but for the protection of the community from the shock and
financial disturbance which would unquestionnbly result if these
institutions because of abnormal conditions should be unable to
meet promptly the demands of their depositors. Any such financial
disturbance might seriously embarrass the borrowing operations of
the Government.

In ordinary times, current deposits in savings banks are in excess
of withdrawals, but as every effort is now being made to induce the
investment of savings in Government securities, deposits in savings
banks will probably bz less than they otherwise would be. Savings
bank depesitors have, T understand, been discouraged from with-
drawing deposits for investment in Government bonds, but there will
alwavs be withdrawals for one reason or another and in some com-
munitics at least, there has been n net loss of deposits.  So far no
embarrassment has resulted, but, if continved. an enforced sale or
securitics to meet the demands of depositors might result.  Further-
more, as most savings banks do not pay more than 4 per cent, the
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falling off in deposits would probably be accentuated if the Govern-
ment should at any time offer bonds at a higher rate than 4 per cent,
for that would probably have the effect of inducing withdrawals for
investment in Government securities, no matter how much the prac-
tice might be discouraged.

Senator GALLINGER. As a matter of fact, a large proportion only
pays 33 per cent instead of 4 per cent. Would it not be well to stato
that, as many of them pay a less rate?

Secretary McApoo. 1 shall ke glad to adopt the correction, Sen-
ator. I was speaking more with iespect to the general situation
and not with respect to specific localities, as to savings banks.

The proposed act safegunrds the savings banks by providing a
method by which they may obtain loans on these securities, instead of
having them thrust upon the market. The War Finance Corporation
will not, however, make such advances unless they are amply secured,
but will stand rendg to lend prompt assistance when needed, upon
the security required.

The corporation is authorized (subdivision (d)) to make advances
in exceptional cases to war industries “upon such terms and upon
the sccurity of such bonds, notes, or other obligations, and subject to
such rules and regulations as may be prescribed by the board of
directors of the corporation, with the approval of the Secretary of
the Treasury.” This provision is intended to give the corporation

ower to render dircct assistance to * war industries” without the
intervention or obligation of any bank. Tle assistance which may
be rendered through the banks which I have already described is of
conrse indirect.

This subdivision (d) is an cmergency provision, so that direct
assistanco may bz rendered in exceptional cases, where and when
it is urgently nceded, without compliance with the provisions of
subdivisions (4) and (¢). The corporation may call for additional
collateral for any advances which it may make under any of these
subdivisions (a), (1), or (c).

Senator Gore. Would that cover the farmers, Mr. Sccretary ?

Secretary McApoo. Yes; I think it would.

The Cuarraan. You do not mean to say that would enable your
board to lend to farmers?

Secretary McApoo. The corporation could, I think, in cases where
it was clearly manifest that they could not get relief through banks,
anc there were exceptional circumstances.

Tho Cuairaan. I was under the impression that it means that the
farmers’ obligations deposited with banks would be accepted as
security.

Secretary McAroo. That is also true. If a bank should make a
loan to a farmer the War Finance Corporation could make an ad-
vance to the bank based on such loan. This is an indirect assistance
to the farmer, but the bill is also broad enough to cover a direct ad-
vance to the farmer in exceptional cases. It is conceivable that some
exceptional case might arise where even a farmer who was producing
someo essential for the war might not be able to get funds otherwise
than from tho corporation. In such case he might apply to the cor-

poration. ’
The Cnamaan. I am glad to know that is your construction of

that.
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Senator Stoxe. You work through the regional reserve barks, in
general. Can you connect the farmer’s banks with this?

‘I‘Secretnry cApoo. Why, certainly, we can use any agency wo
please.

Senator Lopge. You da not propose that this corporation should
convert itself into a land bank?

Secretary McApoo. No, sir. The farmers are well cared for by tho
recent action of Congress in supplementing the land banks, giving
the Secretary of the Treusury thie power to buy up to $200,000,000
of land-bank Londs.

Senator StoNE. The land banks ought to have some access to theso
relief funds.

Senator Syrrn. There has just been made a specific provision for
land banks to take care ot them to the extent of about $100,000,000,

Secretary McAcoco. The land banks have been provided for by
authority from Congress, which permits the Scecretary of the Trens-
ury to buy $100,000,000 of land-bank hends this year and $100,000,000
next year. If we expend $100,000,000 this year in purchases of land-
bank bonds secured by farm mortgnges the land banks will have
ample opportunity to take care of the farmer.

. Senator McCumser. If this is extended to land matters, I think
you would have to increase your capital about ten times.

Secretary McAcoo. It is not intended to do that, Senator. This
bill says in exceptional cascs.

Senator Townsexp. Can you imagine an exceptional case where o
farmer might get money from this corporation?

. Sccretary McApoo. No,sir; I can not visualize one.

Senator SmiTH. You certuinly do not mean that this institution is
to make real estate loans to farms or anybody elsz?

Secretary McArcoo. No, sir; it is not intended to do any such thing.
This provision relates purely to exceptional cases which must be
conclusively shown to be so, to the satisfaction of this corporation.

The CHairaan. If a farmer borrows from a bank and gives his
note as security with collaterals, that bank can use that farmer’s noto
and collaterals in borrowing money from this corporation?

Secretary McApoo. It can; yes.

T]lle (;HAIRMAN. There would be no doubt about your right to loan
on that

Secretary McApoo. I think it could be done.

Senator S»rra. But there is a better and easier place for the
farmer to get his money. First, his note which he can take to the
Federal reserve bank, and if he wants a long loan we provide it
for him in the farm-loan measure, and it is 1nconceivable thut he
would come to you, because he has been furnished better agencies for
the use of his credit,

Senator StoNE. If a farmer is not engaged in a war industry, I
would like to know who is.

Senator Townsexp. I was wondering what ihe emergeney could
be that would cause a farmer to go to this corporation.

Senator Gorr. T heard Dr. Stcckdridge of Georgia say the other
day that the interest on loans to farmers in banks not members of
the Federal reserve system was 24 per cent,

The Cuairyan. Oh, I do not believe that.
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‘Senator Gore. He is the editor of a farm paper in Atlanta, and
he suid he thought the uverage in nonfederal reserve banks wag 24
per cent,

Senutor SyirH. There are not many farmers borrowing money
in Georgia now.

Senator McCusner, Suppose the loan banks should say that,
cven with the hundred million which we have provided, there are
four or five hundred million dollars of applications for loans by
farmers for which they are rendy to give their notes and mortgages,
and they should come to the Government and say, * We nceed this,
and we can not supply this demand,” under this bill would furds be
turnished to those regional or farm banks to loan and to take care of
their bonds. whereby they may furnish monev to the farmers? If it
covers that, you have got a protty broad field, and I think, it is
wholly inadeauate.

Seerctary McApoo. As a matter of fact, Senator, this bill can not
be adequate for every demand that may be made. You could not
construct any bill that would take exre of evervthing,

Senator Mc Cuy.kr. T do not think 1t should cover that at all.

Senator McAnoo. It was not intended specifically to coaver that
situation, becaus> we have covered the mortgage part of it through
the Federai land hanks, and this bill is not designed specifically to
take care of tho-c cases,

Senator Garrixerr, In view of the instrumentalities provided by
Congress to take care of the farmers, would it not be weli to leavo
out that cxceptional provision?

Secretarmy McAroo. I think not. Senator, hacause there are other
neatters relating to necessary developments for war purposes where
this may be a very necessary power to exercise, and we should provida
for the intelligent exercise of that power. This provision also fur-
nishes, I think, a desirable substitute for the advance to contractors
now being made through the War Department to which I have
already referred. I think the farmers ave very well cared for under
tiie Federal Reserve Act, and under the farm-lcan system, and espe-
cially under this new provision which has been made for the pur.
chase of land-kank bonds by the Treasury; this bill was not intended
primarily to cover such cases, because we think we have provided
relief in another way. But I am frank to sav that under the broad
provisions of the bill—and they must be broad—there may be excep-
tional cases, and I think this corporation should consider any excep-
tional and meritorious case, where relief could not be gotten other-
wise, In such cases, I think, this corporation should extend credit
under the safeguards imposed by the bill.

Senator Longe. Does this corporation have the right to take
mortgages? ‘

Sceretary McAnoo, You mean take direct mortgages?

Senator Lonce, Yes,

Sceretary McAnco. Noj it can make an advance to a bank upon a
note secured by a mortgage on real estate, but such nole must be in-
dorsed by the bank.

Senator Lonce, It can not make an criginal loan on a mortgage?

Secretary McAboo, Noj only in those exceptional cases where aid
is extended directly to a war industry.

-
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Senator S»iti. Simply as a collateral security, if the bank has a
note securcd by real estate.

Senator Lobge. I am speaking of this corporatinn, as an original
proposition, lending meney to an individual on a real-cstate mort-
gage.

dSecretary McApoo. No, sir; it is not intended to make divect loans
on mortgage security, but it may possibly do so in the exceptional
cases to which T have referred.

Senator SMiTH. There is not nny such provision in the bill.

Senator GALLINGER, Before you proceed, I beg to inquire if you
will have objection to placing this in permanent form te be printed?

Secretary McAroo. Not at all, sir.

Senator GALLINGER. Because it would be of great importance to
gcnd all over the country.

Secretary McApoo. 1 intended that it should be st used, Senator.

The corporation may (subdivision (e) ) buy. subzeithe for, and
deal in bonds and ebligations of the Tinited States to suci extent as
the Secretary of the Treasury may from time to time cotermine.
Much has been said about the market price of Liberty bond- and the
subject hias reeeived careful study. Following i3 n quotation from
the last annual report of the Secretary of the Treasury:

The man who subscribes for a Govermnent bond, and {8 advert™s=1 aa n
patriot for doing so0, Is not a patriot if he hmmediately sells that Fond on the
market when he does uot Imperatively need the money, It s not mere sub-
scription to o boud that heips the Government; it i~ the actual purchase of the
bond and the Keep'ng of the bond that really helps. The people must save anld
fnvest In Goveirnment bonds, Tt I« by aciunily lending money to the Govern-
ment aud wot by terely promising it and shifting the lond to some one else
that the ddtizen renlly helps In this great thne, If loans are made to the Gov-
ermment and bonds are taken therefor, the lender Is supposed to deny htinwelf
something which 1eleases In turn a demand on the vital suprlies or stores of
the couutry nnd pute the CGovernment in poritlon to buy the supplies thus
release] and to furaish them to our armies and navies. But If the tender im-
mediately sells his bouds, relleves hlmself of the obligation to save vital sup-
plles, nnut goes on wasthng them, he does his country a grlevous injury and
burts hlinself as well,

1 want to mnke it cienr that tnere is no desire on the part of the Govern-
ment to prevent or to interfere with freedom of legitimate trading in Govern-
ment bonds—thut is, trading In good falth,

The only sound and sure way to protect the market price of Gorv-
ernment bonds is to teach the people to save so that they may become
true investors in bonds and not merely subscribers for bonds.  Yet
there will be or. every issue subseribers who find themselves unable
to pay for their bonds or through necessity. misfortune, or otherwiso
are obliged to soll them. And there will always be those, few in num-
ber T am glad to believe, whose patriotism is of the surface sort snd
who take the credit of appearing as sub. . ribers but are unwilling to
malte the necessary saerifices to enable th. m to become permanent in-
vestors in the bonds. Last, and least, are those sympathizers with the
enemy who deliberately sell their bonds with a view to the injury
that they may do to the credit of the United States. T have studied
with interest various measures which have been introduced in Con-

ress and plans which have been presented to me for preventing
Liberty Bonds from going below par. Most of these, I am sorry ‘o
say. have been, though very well meant, ill considered and calenlated
to destroy the success of the Government's financial plans. Any pro-
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hibition upon the sale of Liberty Bonds would restrict subscriptions
to such an extent as to jeopardize the success of future loans, and
would bs an act of bad faith toward those who have subscribad to the
past locns and may be unable to hold their bonds. Any attempt to
Feg, the price of Librty Bonds at par would be unwise and subject to
egitimate criticism as turning the Government’s long-term 20 or 25
or A0 yenr bonds into demand obligations.

The only way in which that could be done would be for the Gov-
ernment to stand ready to redeem them at par at any time. The pur-
pose «f borrowing on time by the Government is cxactly the same

urpos: which animates the manufacturer or merchant to borrow
or & definite period in reference to his needs with n view to paying
back the obligation at maturity. and the man who lends the money
has no right to expect a borrower to pay it back in advance upon
his demand at any time. And yet many people have the idea that
the Government, becausc it borrows their meney for 10 or 20 years,
or whatever period it may be, and agrees to pay it back at maturity
at par with intercst meanwhile at the stipulated rate, must stand
rendy to respond to their demand and redeem the bonds before mn-
turity at par, merelv because they want it.

Senator Lorce. That would be impossible.

Secretary McApoo. It would be impossible.

Senator Lonce. Do you not think the great mnss of the bond hold-
ers wi%l liold their bonds in order to get the full payment at ma-
turity

Seiretary McApoo. The great mass of the purchascrs of Liberty
bonds not only are buying them with a view to holding them pri-
marialy because they are a good investment, but also becanse they

atriotically want to help the Government; and I must say I have
een immensely gratified with the splendid spirit shown by the
ple throughout the United States in buying Government bonds.
?etohink I may say that out of the last two Liberty loans, when we
sold over five billion eight hundred million dollars of bonds, there
probably lias not been resold up to date in the market more than
one hundred millions of those bonds. Gov. Harding, am I right?

Mr. Harnixe. I think so.

Secretary McApoo. If the Government attempted to make only
demand loans, it would not be possible to pay them, and we should
put ourselves in position to f:ce some extraordinary calamity, If
the Government attempted to fmv those loans on demand it might
be bankrupted. Then, again, 1 th'nk that if yov. undertook to peg
the market at par you would encournz2 people o turn their bonds
back to the Government when thev got a litile tired of holding them.
Those people are not sufficiently irforn. i about the importance of
holding on as lang as they can, and if they find that they can turn
them back at par they would o so quicker, whereas if they find that
they may | penalized for selling before maturity they may not be so
anxious to sell.

Practicaily to attempt to maintain Government bonds at par involves
the idea of issuing interest-bearing currency. It is impossible to peg
the price of §6 000,000,000 or $10,000,000,000 of any security. The price
of Government bonds will fluctnate as the price of other securities
flectuates. The man who holds on to his bonds and now watches
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calmly a downward variation in the price of his bonds, will seo
the time come when the variation wilf be the other way and his
bonds will sell at a premium. It is highly desirable that violent
and unnecessary fluctuations in price should be avoided and that
all possible mensures should be taken to stabilize tle price of Liberty
bonds. The War Finance Corporation would be able, I believe
to stabilize to a large extent. the price of Liberty btonds. Tt is well
known that a comparatively small buying power will not only dis-
courage those speculatively or viciously disposed persons who might
desire deliberately to depress the price of Government bonds but
would furnish added impetus to any upward movement in the price.
This plan is along the lines of the plans adopted in European coun-
tries whereby sinking funds or specific appropriations are made for
the purchase of bonds with the saine object i view, and is better
than any of them. I think, because the Government itself is removed
from the transaction,

The purpesa T have in view, under this subdivision (e) of the pro-
posed act, is simply to permit this corporation to act in any eciroum
stances that may develop, to such an extent as may =cem w e in
steadying the market for Government bonds I say, if in the judg-
ment of the board of directors, such an operation were wise. My own
judgment is that no effort cught to be made on any large scale to
maintain the price of Government bonds. Dut there may L2 times
when it will be of veryv great value to have some means through
which we could steady the situation.

Senator Towxsexp. Have you indieated what means could be em-
ployed to do that?

Secretary McApoo. The corporation will have the power, Senator,
to buy and to sell Government bends, so that if ot any time it is
deemed des'rable to go on the market and buy scme Government,
bonds it could do so. and sell them again. It is intended to be merely
a stabilizing power, and is not sor any other purpose.

The corporation is also empowered (subdivision f) to issue its own
bonds or notes or obligations. The word * notes,” which is used in the
bill, has betcn very much misunderstood. It has been said that this
corporation was going to issue bank netes to cirenlate as currency.
That, of course. is most emphatically not the case. I suggest that the
bill bo changed by the substitution of the word * bonds ” for * notes”
in this subdivision, =0 as to avoild that misunderstanding. T shall
refer to what the bill calls notes as bonds.

Senator Lonce. Those notes, of course, are not legal tender?

Secretary McApoo. Of courze not, and they are not currency.

The Cramryax. Those are simply the notes of a corporation. The
Government of the United States is not responsible.

Secretary McAnoo. No. The bonds of the war finance corporation
‘may be used as collateral to the notes of a member bark, and the notes
of the member bank wili be eligible for rediscount in a Federal
reserve bunk., I want to make it entirely clear that tl.- bonds of the
war finance corporation are nct themnselves eligible for rediscount
by Federal reserve banks.

Senator Pexrose. What kind of notes? Time notes?

Secretary McApoo. The corporation will, of course, not issue anv
demand notes.  The bill specsfically prevides that notes or bonds
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issued by the corporation must mature in not less than one year nor
more than five years :

Senator PExrosz. Demand notes? A

Secretary McApoo. Noj; they would not be demand notes, Senator,
;1'11}13at would not facilitate 1ts operation; that would do just the wrong

ng.

Senator McCunuBer You anticipate that this corporation would
borrow 1 meg' do you? '

Secretary fcApoc. This corporation would primarily be a lender
of inoney, but for this purpose it is authorized to borrow on its own
bonds for not lezs than one year nor more than five years.

Senator McCumser. It issues its notes for something——

Secretary McApoo. The effect of it would be this: Suppose the
First National Bank of Fargo loaned to a corporation engaged in
a war industry or manufacturing or creating supplies of any kind
necded for the war, and suppose that corporation gave colluteral
security of such character as to satisfy the First National Bank of
Fargo. Now, suppose that the obligation o acquired by the First
National Bank of Fargo is ineligible for rediscount in the Federal
Reserve Bank of Minneapolis, and suppose the First National Banl
of Fargo wants to realize something on that obligati.n because the
pressure on it for funds is very great. In other words, that it wants
to rediscount that note. As it stands now, it would go to some one of
its correspondent banks, in New York or some other part of the
country. Suppose the correspondents say, “ We can not take your
note; it is not eligible for rediscount in a Federnl reserve bank.”
If the War Finance Corperation were in ex’stence the First National
Bank could go to it and offer the note of the war industry. The
War Finance Corporation could take that note, indorsed by the
First National Bank of Fargo, and advance money on it. It has
$500,000,000 in capitul to operate with and it may raise additional
funds through the sale of its bonds, or, if it has not the money and
does not wish to seli its bonds just then, it can say to the First Na-
tional Bank of Fargo, “ We \vii‘l take this note and lend you $75,000
if you will take our bonds in payment of that loan.” If this prop-
osition should bz acceptabhle, the First National Bank of Fargo wouﬁl
thereupon indorse the note of the war industry and deliver the note
rnd its collateral to the War Finance Corporation and receive from
‘he War Finance Corporation $75,000 in the bonds of the War
Finance Corporation. If the First National Bank of Fargo should
require cash, it would execute its own note for $75,000 to the Federal
Reserve Bank of Minneavolis, pledging the bonds of tho War
Fimi{nce Corporation as collateral; or it could sell the bonds in the
market. .

Senator McCuuben, It could either give its bonds to the I'irst
National Bank, or money or its note, and the First National Bank
could then use that note with the Federal reserve bank

Secretary McApoo. Yes; as collateral 'security for its own note.

Mr. Warsure, It must be at least for one year.

Senator McCumner, You use the words “ bonds” or “ notes.”

Secretary McAboo. The use of the word “notes” as applied to
the securities which the corporation is authorized to issue has led-to
confusion; they should be called bonds.
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Senator Loigi, The notes are promissory.

The Cuamyan. It might be well to put that in.

Senator McCuyier. I do not see any occasion for promissory
rotes if it would give its bond. It would not give a promissory
note. I do not well understand any condition under which this
corporation which you are to create would give its promissory note.

ecretary McApoo. It would only do this. Suppose it ad loaned
its entire working capital of $500.000,000, so that it {id not have
money to lend. Suppose that there were one hundred millions of
additional loans that it ought to make to banks or to war industries,
those loans being collaterally secured by notes that were absolutely
good. Now, in that event, having no money, it could issue a hundred
millions of its own bonds.

Senator McCuoyper. Bonds. but not promissory notes.

Sccretary McApoo. .\ chort-term bond. It is sometimes called a
note, especially when it is not secured by mortgage, but 1 think it is
simpler to call it « bond.

Senator McCumnz=r. T can not sce the necessity of usivg another
term. A promissory note is not a bond. :

Secretary McApoo. T want to make it absolutely clear that the
power of the corporaticn to issue its own bonds does not mean any
power whatever to issue currency. ItJjsa means of providing funds
in addition to the proceeds of the sale of its stock to the United
States, by the issue and sale of its own securities. The amount of the
corporation’s bond issues owstanding at any one time is limited to
cight times the paid-in capitai stock (1. e., a maximum issue, in case
all the stock 1= actually paid in, of $4,000,000,000).

It could never issue and have outstanding over $4,000,000,000 of
bonds and then oniy against security which is at least 25 per cent
greater than the amount of its own bonds, plus all of the $500,000,000
capital stock. :

‘ S;nntor McCumnser, Thus widening the opportunity for borrow-
in

{E‘vecretsn'_\' McApoo. Exactly. These bends which the war finance
corporation may issue are required to run for not less than one year
nor more than five years.  They may bear such rate or rates of interest
and may be made redeemable at the option of the corporation, as the
board of directors, with the approval of the Secretary of the Treas-
ury, may determine. These bonds are given a first and paramount
floating charge upon the assets of the corporation, and are not
to be otherwise secured—for the corporation is specifically prohibited
from placing any lien or mortgage apon its property.

The purpose of these provisions is to make any bonds it issues
& paramount floating lien or mortgage, because the corporation
is prohibited from creating any mortgage or other charge which
would have priority over the bonds. Whatever.bonds the corporation
1ssucs are protected by a blanket obligation and a paramount lien
upon all the assets of the war finanace corporation.

Senator Stone. Would there be objection to putting in a provision
fixing the amount—I mean a minimuin or maximum amount—to be
written into these obligations—these securities or bonds or whataver
vou may call them--that this corporation issues?

41420 18—
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Secretury McApco. It is provided here that it shall in no event
issue bonds secured by mortgage upon its assets.

Senator ST0.vE. You want to issue a hundred millions, or whatever
it may be. How would it be issued? In large denominations?

Secretary McAroo. You must leave the denominations to the cor-

rx(altion to determine, Senator, just as you do with Government

nds.

Senator StoNE. Possibly; but I had this thought, whether this
credit in small denominations would not be available for a good many
circulating purposes, although not currency.

Secretary McA ~o. I do not see how they could be,

Senator StoNt. .ot legal tender. but for the accommodation of
communities. They are payable to the bearer.

Secretary McApoo. They would not be any more likely to circulate
than a $50 or £100 Government bond.

Senator Stoxe. But you can not use n $100,000 bond for any such
purpose.

Secretary McAnoo, T think the denominations must be left to the
corporation. Of course they must be made to meet the different
needs of different banks or borrowers, but as they have & maturity
of not less than one year, nor more than five, they couid not be used
as currency. The aceruning-interest would give them a changing
value irom dayv to day and make them quite inconvenient as a cir-
culating medium.

I now want to take up another aspect of the bonds which may be
issued by the War Finance Corporation. The Federal reserve banks
are authorized. subiect to the regulations of the Federal Reserve
Board, to purchase, rediscount, and use paper secured by the bonds
of the War Finance Corporation ip the same manner and to the
same extent that paper secured by bonds or notes of the United Stat
not bearing the circulation privilege may be similarly used, pur-
chased, and rediscounted. There are, however, two important ex-
ceptions to this statement. First, the Federal Reserve Board may
require the Federal reserve banks to charge a higher discount rate
on paper secured by the securities of the War Finance Corporation
than on paper otherwise secured; and, second, the Federal Reserve
Board may impose upon the Federal reserve banks a special interest
charge in respect to Federal reserve notes issued against paper se-
cured by the securities of the War Finance Corporation, which necd
not be applicable to Federal reserve notes otherwise secured.

These provisions are made in order to impose a special tax in
effect upon Federal rescrve notes circulated by the Federal reserve
banks against paper secured by the bonds of this corporation, on
the theory that it 1s an emergency measure, and so obtain the retim-
ment as quickly as possible of any Federal reserve note issues that
may from time to time be issued against the security of this class of
puper. That is a mere matter of machinery that is easily worked out.

1t is believed that the right to impose this higher discount. rate
and this special interest charge will enable the Feder:] Reserve Board
to exercisc a beneficial control over the issue of Federal reser ve notes
based on bank paper secured by the corporation’s bonds. All existing
provisions of law. not inconsistent with the provisions of the bill,
are expressly made applicable to Federal reserve notes issued against
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aper secur=d by the bonds of the ¢orporation. The Federal reserve
gunks or¢ also authorized to make advances to member banks secured
by bonds of the War Finance Corporation,

There has been some criticism of the bill on the idea that in some
way or other there will be currency inflation. Any idea of currency
inflation must result from a misconception as to the bonds issued by
the corporation, fur there is no danger that such securities will cause
inflation through an undue expansion of the circulating medium of
the country,

It must always be remembered that the Federal Reserve Board has
absolute control over the issue of Federal reserve notes. That board
would undoubtedly be quick to restrict the issue of such notes if at
any future time the danger of inflation appeared.

think I have made 1t clear that the bonds of the War Finance
Corporation are not intended to circulate, though they may of course
be bought and sold like other ordinary corporate bonds or notes
Morcover, they can not directly be made the basis of Federal reserve
noie issues. In this respect they stand in the same situation as
Liberty bonds.

If a member bank makes a loan to a customer for the purpose of
enabling the customer to buy either Liberty bonds or bonds of the
War Finance Corporation, taking the customer’s note, eligible for
rediscount in other respects also, the member bank may indorse and
rediscount that not at the Federal reserve bank of its district. The
Federal reserve bank, having discounted the note indorsed by the
member bank may, with the approval of the Federal Reserve Board,
in turn take out Federal reserve circulation upon the sccurity of such
noie. As the note indorsed by the member bank must mature in not
more than 90 days the Federal reserve notes issued against it must
then be either retired or other security must be found therefor. Ied-
oral reserve note issues will contract or expand responsively to the
gontl:‘nction or expansion of the demands for credit upon the member

anks. -

The Federal reserve act requires that there shall always be main-
tained for Federal reserve notes a “gold cover” of at least 40 per
cent.

Section 7. This section prohibits the sale or offering for sale or
for subscription by any person, firm. corporation, or association, of
any issue of securities in excess of $100,000, or any part of any such
issue, issued after the approval of the act, except under rules and
regulations prescribed by the corporation. with the approval of the
Secretary of the Treasury, and under licenses from the corporation
in case such rules and regulations shall so require. I may say that
amount mayv be inereased; T am not wedded to the $100.000 limit.
We can make it larger if it should seem wise. The $100,000 limita-
tion was fixed with the idea of establishing a limitation which shall
be sufficiently large so that the corporation shall not be burdened to
an in ~.acticable extent with the duty of passing upon minor issues
of securities. and which shall slso be sufficiently small so that the
uncontrolled issue of a very large aggregate amount of securities
shall not be permitted.

The difficulty has been to get the provisions of the hill sufficiently
broad to bring under the regulation of the corporation the issue of all
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securities which it was desirable that the corporation should regulate,
and at the same time not include a vast number of transactions which
do not involve capital expenditures.

It is not intended that the corporation shall exercise any regulation
over securities already issued, for new issues of securities make the
principal demands upon capital seeking investment. The prohibition
against selling or the offering for sale of securities therefore applies
only to securities issued after the approval of the act. No buying
or selling of existing securities in or out of any stock exchange is
prohibited. Though the terms of the bill are broad enough to prohibit
any sale of securities issued after the date of the approval of the act,
whether or not they have once been licensed, it is probable that the
corporation will in most instances find it desirable in licensing any
issue of securities at the same time to license any resales of such
securities. This arrangement would mean that once the sale of an
issue of securities had been licensed all further trading in such issue
should be entirely free. It may be that the regulations issued by the
corporation will require a notation of the license to be made upon the
securities themselves. In that case, it would give those securities a
greater market availability. The bill is not intended to prohibit, or in
any way to interefere with, the ordinary bank borrowings for the pur-

ose of transactions in the ordinary course of business. Any other

rrowings in excess of $100,000 evidenced by bonds, notes, or other
obligations are subject to the prohibitions of the bill against the sale
or offering for sale of securities without a license from the corpora-
tion, if the regulations established by the corporation shall require
such a license. Let me say that the corporation does not have to 1ssue
regulations and licenses. It is only in a_ position to do so if any
exigency develops where it is desirable that the matter should be
regulated by a formal liense.
' In order that there may be no embarrassment, while the opera-
tions of the corporation are being gotten underway, to corporations,
having pressing capital requirements such for exagnple as maturing
obligations, in making arrangements to meet these requirements, the
Lill provides that this section shall not take effect until the rules and
regulations under which the corporation will exercise its functions
shall have been duly prescribed.

The provisions of section 7 of the bill do not apply to any railroads
which may be in the possessicn and control of the President. These,
of course, could not be subject to the provisions of the bill,

Section 8. This section prescribes a fine of $5.000 or imprisonment
for four years, or both, us the penalty for violation of any of the
provisions of the act.

Section 9. The surplus carnings of the corporation not required
for its uperations are to be accumulated in a reserve fund to be in-
vested, under the direction of the Secretary of the Treasury, in bonds,
notes, or certificates of indebtedness of the United States. This sec-
tion also provides for the liquidation of the corporation. beginning
six months after the termination of the war. The proceeds of such
liquidation are, of course, to be paid aver to the United States.

This corporation will undoubtedly be profitable because it can not
lose money under the plan devised.

Section 10. The corporation is to be exempt from, taxation except
that its real estate is to be subject to loeal tsxation in like manner as
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other real estate. The securities of the corporation are to be subject
only to like taxation as the bonds of the second Liberty loan.

ections 11, 12, and 13. These sections define the term “securi-
ties,” reserve the right of amendment. and provide that the invalidity
of any portion of the act declared invalid by any court of competent
jurisdiction shall not invalidate it as a whole.

That is all of my statement.

Senator Lobge. 1 only want to say this, Mr. Chairman, that I hope
the Secretary will be able to come again before the committee, be-
cause there is one thing in the bill, it seems to me, that is of very great
imﬁortance, and that is in regard to the nonessential industries, which
I think is a rather unfortunate term. T should like to have an op-
portunity to make some inquiries of the Secretary in regard to that.

The Cuarmax, We will arrange with the Secretary for him to
appear again at a convenient time, ,

f{r. SEcRETARY, In regard to this inflation, I want to see if I Un-
derstand you. Your scheme does not contemﬁ)late in any way enlarg-
ing or changing the powers of ther Federal Reserve Board with ref-
crence to issuing its notes, but it simply provides a scheme by which
that board may lend money upon securities upon which it is not
now permitted to loan?

Secretary McApoo. Yes. Tt simply enlarges the base of eligible
securities upon which Federal reserve banks may lend.

Senator McCueaner. And thereby will necessarily incrvease the serv-
ice,

The Coamyax, We will now take a recess nntil 2.30. when ve will
hear Mr. Warbwrg and Mr. Hurding.

(Therenpon, at 12,45 o'clock p. mu. the committee took a recess until
£.30 o'clock p. m.)

AFTER RECESS,

At 230 o'clock p. ni. the committee reassembled pursnant to the
taking of recess.

The Crseyax, Mr. Harding, will von kindly make vour state-
ment first{

STATEMENT OF HON. WILLIAM P. G. HARDING, GOVERNOR,
FEDERAL RESERVE BOARD.

Mr. Havmiza, Mre. Chairmang it has been arranged that 1 shall
deal only with certain features of the bill, and that Mr. Warburg
will discuss the matter of the licensing of the sale of vecurities and
the rvestrictions of unnecessary  capital oxpenditures, 1 suggest,
therefore, that anv questions yoi may wish to ask regarding securi-
ties and capital issues be reserved for Mr. Waiburg, who is hetter
prepared to discuss that feature of the bill here.

I think it is only fair to say, also that Hr. Warburg and myself
are here to-day in our dividual eapacities.  This particular bill
has never been sent to the Federal Reserve Board for its considera-
tion, and the board, therefore, has not taken any stand regarding it,
either favorable or otherwise. The board. however. is interested in
the objects which the bill seeks to attafn, and is impressed with the
importance of some measure of relief for the ~ecurities market.
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Some time ago the board adopted a resolution putting itself on
record that some governmental intervention was necessary in order to
take care of this situation, and it threw out the same idea in its
annual report to Congress, which was submitted about two weeks
ago.
gThe Citairmax. Do yvou mind giving us the benefit of your in-
dividual opinion as to the necessity for legislation of this sort?

Mr. Haroina. 1 thing that legislation providing for Government
aid is absolutely essential. The board has been urged repeatedly
during the last four or five months to take some to protect the
holders of sccurities, as well as to liberalize its definition of eligible
paper. The savings bank situation has especially been brought to
the board’s attention. The savings banks as a rule can not come
into the Federal Reserve System. Mutuals, having no capital, are
excluded under the Federal reserve act as it stands to-day. Their
securities are of such character as to render them ineligible as col-
Jateral for loans with Kederal reserve banks. This applies to a
greater or less degree to the investments not only of savi banks
bufi'lto those of State banks, trust companies, andyuational anks as
well.

There has been another development. The Federal reserve act
defines very clearly what is eligible paper. There are two essential
factors which determine the eﬁ.lgibiht\' of paper. Ome is the time
that the paper has to run; in the case of commercial paper, not longer
than ninety days, and, in the case of agricultural paper or paper
based on live stock, not longer than six months. Time 1s one factor.
The other factor which governs the eligibility of paper is the use
to which the proceeds of the paper have been a\pp{i)eqs’.‘f Those two
things determine the eligibility of unsecured paper.

The act goes further and expressly bars “merely ™ investnients,
such as stocks, bonds. and securities other than United States bonds.
As the Federal Reserve System has been developed. and as the banks
have found that certain classes of paper are eligible with the Fed-
eral reserve bank, and that they couldpe go ahead and discount paper
of that character very freely, at the same time keeping their port-
folios.in liquid shape by reason of being able to rediscount this paper
with Federal reserve banks, a premium, so to speak, has been put
upon “eligible” paper, and the banks more and more have gone into
the field of commercial paper and bankers’ scceptance. 'We find that
several trust companies which never had bought any paper, never
had done any commercial business, in the last six months have gone
into the commercial field. There is a distinct preference to-day for
eligible commercial paper. Every bank prefers to have a large pro-
portion of bills discounted, eligible for rediscount with a Federal
reserve bank. thus assuring availability of funds whenever needed.

In this connection I might say that the new issues of Government
bonds have had the effect, naturally. of destroving, to a large extent,
the securities market. It follows that when the United States Gov-
ernment has issued a very large amount of 4 per cent bonds, an
amount greater than the investment market can readily absorb, the
ordinary securities market is necessarily paralyzed; and the larger
the Government issues and the higher the rate the greater will be
the depression of the ordinary investment market. ‘The deposits of
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savings banks especiall into these Government bonds. Savi
bankgcsiepositors pﬁ:ve {ngg,sted freely in Government bonds.vmg

these depositors have taken bonds either for investment p

or from a patriotic sense of duty their balances are drawn down.

Ordinarily when savings banks deposits decline the banks sell se .uri-

ties, but just now the savings banks have no adequate market in which
they can dispose of securities. Regardless of intrinsic values, when

banks sell railroad or industrial bonds in the present circumstances

they do so at a ruinous sacrifice, and the larger the offerings are

the worse the situation becomes. So it has been becoming more and

more manifest for some time gast that there are only two plans to

be considered. One is to broaden the base of eligibility and to per-

mit the discount by Federal reserve banks of notes secured by ordi-

nary industrial or railroad bonds, and the other is to adopt some

plan providing for direct governmental intervention or aid.

Senator Calder some time ago introduced n bill which provided
for the rediscount at Federal reserve banks of notes secured by
bonds as collateral, but the board has never been in favor of this

lan. One of the underlying principles of the Federal reserve act
1s the strictly commercial and purely liquid character of its assets.
The Federal reserve note is secured by gold or by ﬁold plus com-
mercial paper, and the paper pledged to secure the Federal reserve
note ought to be self-liquidating. The injection into the Federal
Reserve System of a vast volume of paper secured by miscellaneous
industrial and railroad bonds would bring about a radical change in
the Federal Reserve System and would alter the characteristic of the
Wederal reserve note. The Federal reserve note at present is an
elastic currency. A currency, to be elastic, must have the ability to
contract automatically as well as to expand. There can be no
elasticity if the movement is all in one direction. It must work
both ways in response to the varying requirements of trade and
commerce. _

With the vast e(x}penditures for war purposes, the great financial
operations of the Government, enormous issues of Tmsnrg obl:ft-
tions, and the activity in certain lines of business, it is evident that
more currency is needed for purposes of circulation than was the
case two or three years ago.

Senator Lopoce. I think the circulation per capita last year, as T
remember, increased $9. Isthat a large increase?

Mr. Harpixa. That is a large increase, but is less than the increase
of the gold holdings of the country since January, 1915.

The necessity for a bill of this kind, as I see it, lies in the fact that
as between the Government financing on a large scale and the opera-
tions of the Federal reserve act in putting a practical premium
on eligible commercial paper, the securities market has been so
seriously hffected that holders of securities have no adequate protec-
tion. Then, as the Secretary of the Treesury explained this morn-
ing, there are a great many firms and corporations which sre engaged
in essential war industries or in other industries which are needed
for the public welfare which must find some way of meeting their
requirements for new capital. Public utility corporations and other
transportation enterf)rises are obliged to float new securities from
time to time, as well as to make arrangements for renewing issues
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about to mature, and there is just now no investment market for'
them to appeal to.

The logic of the situation, therefore, as I see it js that, the present
conditions having been created by the necessities of the éovemment,
it is only fair that the Treasury should divert a part of the funds
secured from the people out of the sale of bonds to the relief of those
very people to whom thne Government must look in order to keep
up the uninterrupted flow of money which it will need to realize
from future issues of bonds. If we throttle thesc industries and
paralyze the public utility companics and create a general financial
depression, how can we possibly expect to float any more large bond
issues successfully {

Senator Tooce. Mr. Harding, right there, how are you going to
draw the line between essential and nonessential industries?

My, Haroixo. T should like to leave this for Mr. Warburg to
discuss.

Senator Lonae. How are vou going to distinguish between an
cssentia! and a nonessential industry?

Mr. Harnixa. If vou are willing. T should prefer that you let Mr.
Warburg discuss this question.

Senator Lonce. I wanted to have vou distinguish between essen-
tial and nonessential industries, and to state whether it was your
opinion that the nonessential industry should slowly be strangled?

Mr. Harping., As far as the Federal Reserve Board is co.cerned,
it does not seek to strangle any industry, but simply to give advice
and do what it can to facilitate the operation of those which it re-
gards as absolutely essential. Qf course if a man is able to finance
himself or his industry and business he can continue to operate re-
gardless of the essential or nonessential character of 'iis industry.

Senator Symoor. Is it the purpose of this bill, in ‘our opinion, to
deny capital to what you may call nonessentia. war industries
and if vou answer that affimatively, then I would like to know just
what the definition is of nonessential war industries. Then, as
Senator Lodge has just suggested, there comes the next question,
How does such currency affect the general industrial situation of the
United States; and proceeding from that, how will it affect the revenue
of the United States? Now that is a subject that is of importance.

Mr. Haroing., I would very much prefer not to discuss that. You
see the board has a committee, of which Mr. Warburg is chair-
man, known as the Capital Issues Committee, and that committee
has made a very careful studyv of all these questions during the last
two months, and T think it will be very much better to have Mr. War-
burg discuss these matters.

But if we wish to promote the prosperity of the country and to
keep industries going, both the essential and the nonessential, T
think woe must have some provision for aid which this bill is de-
signed to give. In my opinion the passage of a bill providing for a
corporation with a capital of $500,000,000 for the purpose ¢f making
loans which have in ordinary times been absorbed in the sccurities
market, would, from the very beginning, inspire a feeling of con-
fidence and relief. T doubt very much if there will be such a demand
for loans from this corporation as some seem to anticipuate. because
the general knowledge that (here is an agency which can effectively
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supplement and rehabilitate the securities market will tend to stabilize
the situation and will make all of those who have been in the habit
of appealing to the securitics market feel more comfortable and
confident. ‘

Senator GaLriNcer. I think there is no doubt on that point, that
it there is some place where they can get relief it will create confidence.

Mr. Harping. Then suppose that there is a heavy demand for ac-
comodations of this sort and that in the course of time this whole
$500,000,000 is exhausted, then we should consider the bonds or
notes which the bill authorizeg the War Finance Corporation to issue.
I would like to discuss this feature for a moment.

Senator GaLLINGER. Before you go to that, you have expressed
yourself on a lot of things, and I would like to ask you what 1s your
view as to the rate of interest the savings banks should pay, they
themselves paying 83 and 4 per cent, to get this money1{

Mr. Harpinog, The bill provides that rates shali be not less than
1 per cent more than the Federal reserve bank rate for 90-day com-
mercial paper. Ruates of interest paid by banks on deposits should
have no bearing upon the rate of interest paid for these special
accommodations. If rates for these accommodations are made too
low, or if it is made too casy for banks to borrow, the facilities of
the War Finance Corporation will be overtaxed, and the process
would lead to unnecessary credit inflation.

Senator GALLINGER. It would lead to inflation, then?

Senator StoNe. They would be compelled to pay the rate at which
they loan that money out. They would only be compelled to Lorrow
in case of cmergency or pressure.

Mr. Haroixg. In times of crisis, when banks need to realize upon
securities, the question is one of getting funds, and whether the rate
is 5 per cent or 6 per cent is of minor consequence.

Assuming that the War Finance Corporation loans its entire
capital of %500,(’00,000, the bill provides that the corporation can
issue its own bonds or obligations. As I understand it the resulting
situation would be that a borrower, instead of getting cash from the
War Finance Corporation, would receive its o%li ations, which the
bill provides can be used by Federal reserve banks just as Govern-
ment bonds are used, and which are nontaxable to the same extent
that Government bonds are exempt. It seems, therefore, that the
holder of these obligations could use them as collateral for loans or
could sell them on the market to just as good an advantage as the
holder of commercial paper or bankers’ acceptances can, and if
they fall into the hands of Federal reserve banks they do so only
as collateral to a note which has the indorsement of a member bank.
Of course it follows that the volume of eligible paper would be in-
creased should the corporation issue its obligations of this character.

Senator Gore. There would be no danger of inflation in that di-
rectior. ?

Mr. Haxoina, The bill does not appear to make it mandatory upon
the Federal reserve banks to deal in these notes or obligations, but
provides that they may be dealt in by Federal reserve banks in the
same manner and to the same extent as bonds or notes of the United
States not bearing the circulation privilege, and that Federal re-
serve banks shall be authorized, subject to the regulation of the Fed-

-
. .
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eral Reserve Borrd, to rediscount and purchase paper and make
advances secured by such obligation in the same manner and to the
samo extent and at the snme rates or at such higher rates as the
Federal Reserve Board may approve as they may pvechase or re-
discount paper or make advances secured by such bonds or notes of
the United States under authority of the Federal reserve act.

The bill also provides that whenever Federal reserve notes are
issued against the security of such paper the Federal Reserve Board
may make n special interest charge on such notes which, in the discre-
tion of the board. need not be applicuble to other Foderal reserve
notes which may from time to time be issued and outstanding.

This does not make two distinct issues of Federal reserve notes.
At the present time Federal reserve notes may be secured wholly by

old or in part by gold and in part by commercial paper, and the
ﬁolder has no way of knowing in which way they are secured. I1f
the Federal reserve note shouid be secured partly by gold and com-
mercial paper and partly by obligations of the new finance corpora-
tion, the Federal Reserve Board would, of course, know exactly the
proportions, and the bill proposes to give the board power to impose
a specinl tax upon that portion of the antsmnding note issue which
is sccured by obligations of the War Finance Corporation. This
special tax would tend automatically to advance the rates of interest

or discounts on the obligations of the corporation, and would cheek .

any tendency to excessive credits, The Aldrich-Vreeland Act pro-
vided for a gradua ~d tax upon outstanding notes, and the maximum
tax was sufliciently high as to {orce their retirement.

Senator Syoor. In other words, by the tax you would force the
retirement of these obligations?

Senator McCumber. The power is there in the bill to inflate the
currency $4,000,000,000.

Senator StoNE. They could not, because the Federal reserve banks
could only issue $2.500,000.000. and that would not be $4,000,000.000,

Mr. Hagorxa, The normal minimum reserve required against Fed-
eral reserve note issues is 40 per cent, and the normal minimum re-
serve against deposits is 25 per cent, The IFederal reserve banks
have approximately $1700.000000 of gold rserves.  Taking into
acconnt the present note iscnes of about $1.:200,000,000 and re-erve
deposits of abont 81400000000, it will he seen that the free gold
held by the banks is by no means sufficien to support an additional
i=suie of notes for anything like $4,000,000,000,

Senator McCusmnen. Four bilhion dollars at leasi can be used as s
basis for issuing additional currency.

Mr. Harmino. Any bill of this sort, to be effective. must of neces-
sity be broad and sweening in its terms.  Reliance should be placed
in the good s.nse and judgment of those charged with its adminis-
tration.

Senator StoNe. Answering Senator McCumber, this bill does not
authorize Federal reserve banks to issue paper: it merely provides
for the eligibility of paper.

Mr. Haroina. Tt only adds to the possible volume of paper against
which notes may be issued. It does not give the Federal ceserve
banks any increased note-issue powers.

Senator Stone. That would not tend to an intlation of the «ur-

cency.

I ad
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STATEMENT OF HON. PAUL M. WARBURG, VICE GOVERNOR,
FEDERAL RESERVE BOARD.

Mr. WarnBuro, Secretary McAdoo und Gov. Harding have so full
covered the field that there is very little for me to add. I am glad,
however, to avail m{self of this opportunity to state before this
committee that, speaking for myself, I am heartilv in accord with
the objects and aims of this bill and its general plan. There is no
doubt hut that some organ as here proposed is imperatively re-
quired at this time. We Lave cr-ated an emergency machinery for
commercial requirements in the Kederal reserve act; but this is the
only important financial country that does not provide any emer-
geney machinery for the purpose of dealing with securities (stocks
or bonds). The mere fact that this lack exists creates in times of
stress and war a feeling of uncertainty which is a decided weaken-
ing of the national strength. What iz proposed here is destined to
reniedy in part this defect and to cope with some of the difficulties
and problems caused by the Government's financial operations—the
relief will be both actual and i its effect on the general sentiment.

To illustrate: I think there is a great deal of psychology in the
situntion, o far as savings hanks are concerncd.  When once they
know that they can get reliet they probably will ant need it so much.
I do not believe that we will ever be call'd upon to issue anything
like obligations amounting to %4£,000000.000 of this corporation,
but the power is there, and that is a {remendous benefit and protec-
tion for the general situation

I understood that it 1s your wich that T shouvid address myself to
the question of licensing securities.

The Cuamryax. Mr. Warburg, before you go to that. Seeretary
MecAdoo stuted this morning that somebody. at some meeting, in some
way or other, haq outlined the English method of mecting a similar
situation over there that this bill is intended to meet here. Would it
take you long to go into that, and to outline the English method?

Mr. Warnvre, T brought here a pamphlet of 6 pages which is
marked “Exhibits A and B” that was written by Mr. Basil P,
Blackett, financial adviser to the British Embassy. When this question
of controlling the issue of securitics ves fitst diseussed there was or-
aanized in New York a committee to make a report aliout the subject.
They invited Mr. Blackett to give them a short report on what had
heen done in England. and he wrete them this very short paper,
which contains a discussion of the English system.

Senator McCosner. Why not have that inserted in the minutes?

The Cuairyax, Let us have that inserted,

(The pamphlet, Exhibit A, referred to is heve printed in full, as
follows:)

SXHIRMT A,

[Contidentia)l.  Memoraodum for Mr, urtir, Feders! Reserve Rank, New York City.]
NEw York, August 6, 1917.
GOVERNMENT CONTROL OF NFW CAPITAT I80UFES IN GHEAT HEITAIN.
The contes? of e baes of capitad by the Britheh Govertnint starbad win

the 1o thnticies for the reopoming of ihe stock exchnnre vnlo g,
ol Frone the end of Jdnty, 1970 was reopened ne the b
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uary . 1913, subject to special conditions agreed upon between the British treas-
ury and the committee of the London Stock Exchange and accepted by the
other stock exchanges in the United Kingdom. In accordance wlith this agree-
ment, the committee of the stock exchange bound ftse'f nud the menibers of
the stock exchange to deal in stoek and sharves subject strictly to certain
regulations approved by the British treasury and made binding uwpon the
stock exchange, These regulations were not statutory, but the penalty of fail-
ure to observe them in any particular was expulsion from the stock exchange
of any member found gullty of contravening the regulations, Particular, regu-
latlons deallng with new lssues of capital lald it down that no denlings should
be allowed on the stock exchange in any securlties Issued subsequent to the
date of the regulntion, unless the issue of such securities had heen first ap-
proved hy the British treasury.

A committee known ns the * capital Issues committee " was appointed by the
chancellor of the exchequer to examine all applieations for approval of new
Issues aud to reconunend to the treasury whether or not approval sheuld be
given for such issue. The orlginnl members of this committee were:

Lord St. Alwyn (formerly Str Michael Hicks Bench) who had been chun-
ecellor of the exchequer from 1890 to 1002, chalrmnn,

Lord Cunliffe. governor of the Bank of England,

Nir Thomas Whittaker, M, P. (Liberal).

Sir Frederlek Banbury, M. 1. (Uniontst),

Sir George DBarnes, assistant secretary of the bonrd of trade, with Mr. B,
RBinckett ux =« cretary,

On the death of Lord 8t Aldwyn a yvear Inter, Lord Cunliffe hecaine chidr-
man, aml Mre, Gaspard Farrer, of Baring DBros, was addex] to the commlitree,
Mr. Blackett resigmed the secretaryship in July, 1915, and the representative
oi the hoard of trade has changed more than oncee.

It vous soon found that applications for permission to nnke new ssues were
being recelved not nerely by respreet of fmportant npew issues sueh as would
expect to ohtain o quotation on the stock exchange but also in respect of issues
of shares and debentures by publice and private compantes of alb sorts, It was
dechded that 1t was de<frable as far as possible (o prevent any new issue taking
place without Treasary npproval, although the penalty of being unable to obtain
dealings on the stoek exchange was of jlttle or no importance In many cases,
There have undoubtedly been o certnin number of new issues by private com-
punies and =small public companies, such a8 o company to vun an individual eine-
mategraph theater, but, with the assistance of the bankers and of the vast
majority of outside brokers and financial houses, practically speaking, no new
fssue of the least fmportance has taken phice since January, 1015, without
Treasury sppronal,  The number of applications dealt with up to the end of
June, 1917, wa~ something ke 15000 In protice, the Treasury has aceepod
in every ase the recommendation of the committee, nnd it is generall:
understaed I the oliy of Lowdon that on appeat against the dediston of {le
catinittee is shimply an appeal for reconsideratica by the same committice nad
that the chancellar of the exchogquer will nee interfere. This has heero of
considerable hmportanee from the parbmmeniaey point of view, hecause the
chiancellor of the exchequer s been able 2 helter himsel® hehind the opinion
of the pFepresentative oty connsbttee noadnst complaints, which have been
nuinerons, of the notion of the treasury s regamd to specitie cases,

The procedure adoptesd by the commibttc has been, broadly speakinge, to deal
with the less hmportant cases, which ferm the vast majority of the total, in n
sofew hat sutninry fashion, amd to refuse op-Heattons for new issues nnless and
until o fairly good cise es been made out, either—

(1} That the uew fssue Is necessiry or deslruble from the point of view of
the suces ~<sful prosecution of the war ] or-— .

¢ That to refuse permission would involve the complete loss ol eaplital
alressiy expended or at any rate would involve a very heavy loss of previeusly
expended capital.

The more important cises may be divided fnto two categories:

(1) A dbsappearing ctegory s cases in which Jeave is asked for the fssue of
capital an ¥ Wl of foreizn or cotonind governmenis or corporations. In these
eases the, s heon an inereasing tendeney to insist on the funds ryquired heing
obtained ourside the United Kinglonmi—that Is, aceasionally in Hethioud or elxe-
where, but u~ually in the Unbted States of Amerfen,

(2Y Careos where the i-<ue is alleged to be necessary for the proseccution of the
war, that s, ustnally o conpection with ~ame tirm engagzed on Govervinnent
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contrects.  In there cases, arrangements have been perfected for ohtalning
the advice of the Government department or Government departments concerned,
I, e, the war oftice, Admiralty, Board of Trade, and, nbove 111, the min'stry of
munitions; und somethaes oher departments. The declslon in such cages, sub-
Ject to technienl questions on the methad of finance, Is nearly always dependent
on the view taken by the responsible Goverr it department as to the desira-
bility of the fssue from the polnt of view of securlng necessary supplles.

T should perhaps add a thizd eategory, namely, renewals of mnturing deben-
tures, ete,, which are, ns a rule, granted without much examination, unless
there ix nn ohvious opportunity for referring the application to a neutral money
market,

The §ssue of loans by the Governments of the British Dominlons of P’rovinces
and States of the British Domlnlons, or by the Government of India, has been
reserved by the Trensury, and dealt with in connection with war flnance with-
out any recominendation being required from the eapltal jssues committee.

It may be stated broadly that after a transition perlod covering the vear 1915,
no new issues of any sort, except for renewal purposes, has been approved un-
less for the purpose of the suecessful prosecution of the war,

Soon after the capital Issues commuifttee was constituted, the question of
capital expenditures and borrowings by local authorities in Great Britaln caume
under tho constderation of the commnittee.  In January, 1915, many of the loeal
authorities had not yet got over the fdea which was so prevalent at the hegin-
ning of the war that Government and municipal eapital expenditure would be
necessary or desirable fer the purpose of preventing unemployvment, T.ocal
authorities In Great Britain finance thelr capltal sxpenditure,

(1) By the jssue of stack on the market.

(2) By the issue of 6 month or taear bills,

(3) By the issue of niortgages on the securkty of the rates which are sold
from day to day over the country for amounts of £100, or even, In a few ences,
cof £10. These mortgages usunliy run three or five years In the first instanee.
but they are frequently left after the original term has expired at call, : nd are
very popular heeanse they are not subjeet, as 4 rute, to market fluctuations.

The capital issues committee as such did rot deal in detall whth the qunestion
of new capital expenditure by loeal authorities, but recommended the Trensury
to take the question up with a view to preventing new capital expenditure as
far as possible. The town clerks and treasurers of most of the large cltles
were interviewed at the Treasury, and {t was urged upon them that {n order
to conserve the caplital nud labor of the country for the prosecution of the war
further capltal expenditure by local authoritles should be prevented as far as
poss’ble. A clrcular drawn up by the Tressury was issued i Mareh, 1913,
by the local government hoavd, informing 21l leenl authorities that the sandtion
of the loeal government board would not be given for new eapital expenditure
in any cases where such sanetlon was necessary by baw, unless the loenl suthor-
Hy could prove to the satisfaciion of the Treasury that such oxpenditure was
essential for the proxecution of the war, e gz, extenslon of electrie pover p'ints
owned by mundetpal corporations, or in the interests of public health, e, g,
water supply in cases wWheee there wag o serious danger of shortage.  This cirs
cualar covered eapital expemditure by wost of the smobler nuthorltles, but did
not cover eapital expeaditure on oa large <eale by many of the large ceities,
whose authority for <uch expenditure Is dependent upon acts of Perliament
afresndy obtained.  In practice, however, pressure from the Treasury and the
local government board and ceoperation by the treasurers and town clerks has
sufliced in this matter. even In respect of contracts already et For example,
there was a contract involving over 1,000,000 ~terling for the erection of a new
county hall by the London County Counell,

A crangements have been nade with the contractars fo ring the work to nn
end for the perfod of the war as ~oon a< g ~tace has heen reached where n
building can be left untinished wthout the work alressdy done baing wasted,
As n oresolt. capital expenditure by the Tocal authorities i pracetically censed,
and one incidental efect hns heen tlhot considorable sums aeeraed on the sint-
ing funds established in connectton with capitnl eapenditure by the local
authoritios have hecome available for investinent in war loans, owing to e
closing down of the chnnnels previonsly available for the hinestment of sueh
moneys, namely, capital expenditure by the locat authority fi<elf, since -=ome
of the authorities were in the habit of u-ing their sinking funds to finanee thelr
new caphlal expenditures, oy «apital eapenditare by other loeal authorlties,
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since it was n favorite practice for one corporation to lend its sinking fund
moteys to another cornoration,

In dealing with the closing down »f work upon contracts in the course of
progress, considerable dificuity was natueally met with in reaching a fair
settlement as between the local authority and the contractor, This difticulty
was, however, overcome, first bv the Issue of a clreular by the Trensury to
the banks, asking them not to glive accommodation for new bhuilding works of
any Kind, unless theve were proved to he necessary in connection with the
prosecution of the war, and finally by the issue of a regulation under the de-
fense of the realm act by the ministry of munitions making it necessury for
the sanction of the mintstry to be obtalned for any expenditure on new bulld-
ings In excess of £500. Thix reguiation was justifted by the ditficulties met
with by the ministry of munitions in providing labor for the building of new
munitions works and for the operations of munition factor'es generally, in vari-
ous districts where the existence of large building contracts in the course of
progress was found to be leading to gerious shortage of labor for munitions
purposes,

Apart from this regulation under the defense of the realin act in regard to
bullding work, the only legisiation of wh'ch I am aware, remotely connected
with the control of rew issues of capital, {8 a gection In an act which has the
effect of extanding the period during which * ancfent 1'ghts ™' and similar rights
and franchises are kept alive for au extra period corresponding to the periogd
during which pew buflding work has been prohibited by reazon of the war; and
a stock clause 'n all new acts of Parllnment glving new horrowing power to
municipal corporations, ratlway companles, ete, under which the exercisze of
any new bhorrowing powers conferred hy such act §s made subject, for the period
of the war and 12 wonths thereafter to the sanetions of the treasury,

Apart from these special cases, the whole control by the Government of new
{ssues of enpital has been based on cooperative arrandements with hodies such
s the stock exchange, the associntion of clearing houses, hankers, cte,

Basitn ', Brackerr,

(The gmmph]el' Exhibit B referred to is here printed in full, as

follows:
Exumsir B,

New capital {ssues on the London market, crelusive of veudora' shares and
recborrowing operations.

{Tn thousands of pounds,]

]
i 6 months
HEK] 1014 ta15 | 1918 to June
} v, 1817,
Brittsh Goverrment 1nans oo coiieeniivnasnnen. RN 'ﬁOé 614,251 | 534,071 1,033,483
Colontal government loan<. ..., . o*i oA 17,3% t, 5040 G, 453
Colndal corparatioms. ool . T KU
Tudian snd colonialrefls. .o vverin i 23, &8 e L
Toth, HEMS 2ot iiirees e ree i canians 6o, &% f 2! o0
Forelgn governmen lodns. ..o.vvoiiicn i iinnns T s 3840 |15,
Forelgn cornordtions..covvuiunnn. sesavarssaonia . 10, 06 L
Forelan roilways..,..o..o.. S .. 11,411 12,795 l 2,940
Amerfcan railways..,c.oo el PR PN 10 627 ) IR 3 L O
TOt3lHOMS 58 vvsieieneneenerreaannenns e, m 43 150 | 41,3001 15,384 [
British mnldipal josns...... PR e e 920 3,006 .......... 495 e .
Britdsh raidwiays. e enveieireiereeisiserireinannnes 1,019 2 161, 3,74 Lo [, .
Elcctric Hiht, ower, telegraph, ete..coeeeeeen e, 6,014 ﬁ,dn i 547 102 200
Tramwavs and OmMNIBUS. e eeennevesieeaniins PP 4,710 n&e 432 1ooiinnn. 160
Qasand wolT....... peascaean eiseenraraernas 422 99 zoj 16 [ceeennnnn.
Totalitems 11-13........... e vl 12,048 13,214 wee { 18 300
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New capital 1ssues on the London market, ete.—Continued.

417

6 months
1013 1014 1815 1016 1o Jups
30, 19J7
Minine companies. ..o i i i ierieiie s 8.329 2 67 21 b2 I R,
Eaploration snd #nonefal. ..., 7,424 5 0% L T P P
Brewerles and disti)leries. 24 [ U R Pt PR .
Merchants, etc... 433 220 !
Manufacturing. 10. 885
8tores and trad 2.218
Fstate and land 4.042
Rubber.......... 1.23
Ol iiiiiierereieditenseaaanarasesetacanssens 5.268
Tron, coal, Stecl, @40, .o ieiie i eiiiiiiiiecniaianeens 6.419
Motors,............. Heeasarssaeiracasioteniancnannan 1,528 B 38
Hotcls, theaters, e, . covvuveiernonsirracaenananans . 838 03 7 T levecencass
Patents.......ooiiiieienn cane . 2,1a8 308 ). ........ 27 fieiiienes .
Docks and shipping. . 3,265 7.9 580 B0 [L.ovninnnn
Banks nnd insuranve, 4.404 3.4% 260 275 1,500
Miscellsneous........... 12.029 5.060 316 | 1.20 30
Total items, H-20. . c.oveiriineanrnaceeasaens 65365 | 48,485 | 3608 715 1.043
Grand tolal .. 196,637 | 512.572 | 6%% 242! 585.438 | 1,047,179
Destination of new capital:
United Kinedom . ..o oo iiieniiieniinieeninans 35.651 | 364 420
british Tossessions, . ... 137 ) ¥40
Foreign countries,...... 84, 419 87,162
13 Y 106,537 | 612,572

Mr. Warnure. What they did in England was this: They organized
a capital issues committee, of which the chairman was the chancel-
lor of the excheyuer, Lord Cunliffe, governor of the Bank of Kng-
land, Sir Thomas Whittaker, Sir Frederick Banbury, members of
Parhament, and Sir George Barnes, assistant secretary of the Board
of Trade. These five men formed this committee, and this Mr. Black-
ett, who is now here, was the sccretary. It was, as a matter of law, a
voluntary organization. As a matter of fact, however, it acted at
once as a law. Nobody was permitted to issue any securities for
public sale without the previous approval of the committee. They
did not provide a liinit as inserted in the war finance corpor:tion bill
of $100,000, or as the Federal Reserve Board’s capital isste commit-
tee now provides a limit of $500,000 for corporations and $250,000
for municipal issues.

Senator Gore. What was that last?

Mr. Warnune, $250.000 for municipal issues.

Senator Gore, They limit municipal issues also!?

Mr. Warsura. Oh, yes. They need 1t most. The British com-
mittee simply provided that anybody who wanted to issue securities
had to get the O. K. of this coramittee.

Senator Lobce. Was this a law?

Mr. Warsura. Noj it was voluntary, but it acted at once as a
law, and the result was a surprising one. The statistics are here.
As a matter of fact they went so far that practically every issue of
new securities stopped, municipal issues stopped, even where commit-
ments had been made, and the Government stepped in and indemni-
fied people where it was necessary in order to stop building operations
already contracted for.

I will give you the figures hers. They are interesting.

Tn 1913 the grand total of colonial issues was 56,000,000,

L4
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Senator Smoor. Sterling{ '

Mr. Warsure. Sterling; yes, sir. In 1916 it was 6.500.000.

It is interesting to note that the municipal loans were, in 1913,
12,000,000, in 1914, 13,000,000, and they went down, in 1916, to
118,000, So they practically stopped.

Senator StoNe. All that 1s in sterling?

Mr, Warnura., That is all in sterling: yes, sir.

Then the other corporations, mining companies, manufacturing
companies. iron, coal, steel, and so on, went down from £65,000,000
to £7,000,000 in 1916,

So they went at it in 2 mos drastic way, and, 1 believe, with a
most fortunate result, because England has managed to keep her
banking system less intlated than any other country, and, at the
same time, was able to place a tremendous amount of Government
bonds. Of course they had us. who stood by them, Lut even then
they could not have done it unless they had closed the door tight in
dealing with every development that wus not absolutely c-sential,
Of course at first that sounds very drastic and unwise, but it does not
strike me to be so.  Beeause, after all, the problen s, in the first line,
one of men, of labor and goods, and service, and. in the second line,
only one of money.  Money is of no value to the Government if Inbor
and goods can not be bonght therewith,  As long as we are building
houses that are unneces-arv, and take the material and take the men
for that, we are not only taking the savings, which should be avail-
able for the benefit of the Government. away, but we also take the
goods and the men, which is much more important.  With your per-
mission I might tell yvou ina few monments what we have been doing
here in dealing with this same problem,

Secretary MeAdoo at fiest put out a statement asking everybody to
consult with him Defore issuing seeurities. The response was w0
immediate that he fornd, after a while, that it was more than he
himeelf could well hanale without an organization especially created
for that purpose and he o<ked the Federal Reserve Board whether
it would not undertake this for the country.  We agreed 1o do o
with a great deal of trepidation. Tt i< a thankles< task. and there -
a great deal of responsibility connected with it We finally taok it
and the chairnmunship of that committee fell to my lot, and that ix
why T am answering these questions,

We orgmmized an advicory council of three, We asked three men.
the ablest and wiost experienced we conld zet from the varions oo
tions of the conntry —Mr. Allen B, Forbies, from New York, Mr, W11,
Gofi. from Cleveland, and Mr, Henry C. Flower, from Kansas City.,
These three men eame her and served in the capacity of onre advisors,
We secured My, Bradley W. Padmer, of Boston, as our counsel. Al
the-e men =erve as volanteers without compensation, .

What we do at present is simply upon request to express an opinion
as to whetlher or not, afi v eareful examination, securities which are
to be offered 1o compatible with the public interest. and that publie
interest we co,ider from two points of view. One is (he general
public veitare, whut 1s necessary for the health and the strength of
the people, and the other is the interest i the Government in the

Yl’n;‘w*n(inn of the war. We Lave orgamzed Joeal compnittos g
"4’(11'?:3! T Ve hfﬂ!k [iﬂj;ﬂlf‘- ;1,‘11! HEENT i el ”L(‘ HIE RERRHEEAT il
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experts to serve in an advisory capac'ty in their districts. We have
taken bankers, public utility men, and manufacturers—as a rule
a mixture of all three——and we have organized out of those a stand-
g commitee of five men, which consists of the chairman of the
Federal reserve bank, the governor of the Federal reserve bank, and
three other men, as described, and to those men we refer, wherever
advice is necessary, the application for such local investigation as is
necessary. They give us their best opinion. After that our Wash-
ington advisory committee passes upon it, and then the committee of
three of the board finally renders its opinion. I have n copy of a
letter giving such opinion here. It reads as follows:

Having inquired inte the purpose of the fssue above deseribed. we nre of
opinion that the sale of the sald bonds Is not Incompatible with the interest
of the United States,

This finding constitutes no approval of such issue as regards Its merita, se-
curity, or legality in any respect.

In any public offer or advertiscinent of the sald issue thia jetter must be incor-
porated in full,

That last paragraph was for the purpose of avoiding some houses
using our approval as appearing to recommend the security as such.
We do not pass, of course, upon the intrinsic merits of any security.

Senator SToNe. What would you do if you disapprove it?

Mr. Wareura, That would be simply that it 1s incompatible, 1n our
opinion,

That does not legally obligate anvbody. These people come to us in
an entively voluntary capaceity. It has been generally advertised that
there is a body which looks into the question of whether a thing is
in the interest of the United States or not. and there 1s a common
agreement now among the important houses that they will not give
any aid to anything except that which has this expression of approval
on the part of the committee. The New York Stock Exchange com-
mittee has given notice that it will not grant quotations for new issues
except as approved by our committee, and I have no doubt that the
Inve-tment Bankers’ Association and the American Bankers” Associa-
tion will cooperate in g similar manner.  But it is simply a volun-
tary matter,

The Coaesian, It would be a pretty dificnit matter to float bond
isstes which did not have that approvalt

Me, Wanrnecre, Yes, o far as the important houses are concerned.

Senator MceCrosnei. You aetually issue letters declaving that a cer-
tain obligation is incompatible with the public intcrest?

My, Wanutrre, Oh, yes

Senator McCeyner, And have issued themt

Mo Warntvrae, Oh, yes,

Senator McCunmper. And the effeet of that would be to destroy
the proposition?

Mr. Warsure, It would not destroy the proposition. Tt might
serjousty interfere with the sale at present. There are a great many
smeller issues, particularly, which ave not submitted to us, which
ave offered by bankerz, which we do not reach at all at this time.

To illustrate —and I do not think T onght to go into the name of
the city -a very important city, only a few days: ago, advertised for
the <ate of <1 750.000 of Lona-, and the house oo b oo [APRER AR
i We nenc b n dael poee oohl AWe Tonnd T T ey e
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bonds, electric bonds, park bonds, and sewer bonds.  Well, we
went into this thing, and the ‘director of finance came to us and
discussed it with us, and finally agreed with us that it was not ab-
solutely necessary for them to have all that money. We found there
it was not necessary for them to complete their parks at that time.
Very often it is found that devclopments are not so immediately
necessary that they could not wait for six months or a year.

In other cases we find that the improvemert is needed very badly,
or the project has been contracted for, or it has progressed so far
that it is better to complete it; in such cases we granted applications.
But, as stated before, we have found cases where an agreement was
reached that the expenditure was not necessary at this time, and
where they could get on, by crowding themselves for six months, and
they were willing not to issue the securities. The same with road
bonds.

Senator Sto~NE. Is that done voluntarily, without any law{

Mr. Wanstnao., Yes, sir.

Senator STONE. You can not enforce it?

Mr. Warnure. We have no authority.

Senator Stoxk, No authority at all? 1€ is entively a voluntary
aflair?

Senator Syeor, The same as s in efteet in England to-day?

Mr. Warnvre Yes, sirn

The Criamaax, You do jutluence the investing public 1 such a
way that these bonds are not successful on the market?

Mr. Warsura. T do not think we have quite reached the point
where we could say that, but the investment houses know it, and on
the whole they all are pretty good citizens, and when they know that
that is what 1s required for the benefit of the country, I think they
will cooperate.  That is our theory. Our method of procedure is,
wherever we can, to find out what are the requirerients of the Gov-
ernment. on the one hand, and to investigate loeally the necessity for
the issue. To illustrate, the Seceretary «f Agriculture was asked
sbout the building of roads, and he is in complete accord with what
we are trving fo T;l‘ing‘ about,  Roads must of course be kept under
repair, but for the preseat the binbding of highways should stop
where possible except where they are of cailitary hnportance just
now, or of great econoniie importance.  Where there is a po~-ibility
of bringing goods to market, food stutfs, particularly, or where they
now can not be produced owing to a lack of public roads and where
the department advises us that that s the case, we say all right. p
Wherever we wonld be advised by the department involved in the
ease that it is an absolute necessity, voe would approve the issue.

Senator Garrineer. On that poiut, T observe that this is simply
advisory.

Mr, Warsure. Yoes.

Senator Garninaer. Do you interfera with the project in a State
of the huilding of new roads where the legislature has appropriated
£1,000.000 to build good roads in a State?  Would you feel at liberty
to advize that that was net a good thing to do?

My Wakntvne. Tf they asked us, and upon investigation we found
~ b antimelys e cerbainly would, and we {eel that the
S s nieahiin s are the anes o here the greate t ad can

i
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be done. Some mayors are most appreciative that we are backing
them up. It is difficult for these men at home simply to decline to
go into public work when the appropriation has been made. But
when we are hacking them, they find themselves pretty well pro-
tected, and can much better afford to do it. Of course we can not
do anything at this time but express an opinion. 1t the State wants
to proceed with its sale, and succeeds in finding a bond house that
will buy the bonds, we can not prevent it. There is no authority of
law, but the more the work of our committee will be known, I think
the better will our voluntary authority be accepted in the matter.

Senator GALLINGER. Do you attempt to investigate each individual
casef

Mr. WaRrnura. Yes. ,

Senator GALLINGER. As an illustration, take a manufacturing con-
cern that may not be very strong financially, that wants to issue
bonds, and if they have not that privilege they will have to go out of
business; do you investigate to see exactly what the effect of your
advice will bet

Mr. Warnure. Let me say, that as to renewals and refundings, we

encrally take the attitude that they have to be done. 'We are not

nowingly going to take any action that would break anybody’s
neck. We can not do that. But where our action has a strong effect
is in dealing with new oxpenditures, which are not compatible with
the public interest,

Scnator Gavtaxcer. You deal, then, with new enterprises rather
than with renewals of capital to carry on the businesst

Mr. Warsuvre. Oh, yes. Where it 1s a question of renewals, as a
general prineiple we feel that we ought to pass those, unless we found
that there had been extraordinary profits which might have been used
to pay off some of these maturing obligations. But as a general prin.
ciplle we would say they have to Le renewed. The same way about
refunding of banking debts, where they have been incurred pre-
viously, prior to February 1, we would say yes, they have to be
renewed. On the whole, 1 think a body of this kind would always
have the tendeney to be very considerate. 1t mvolves u terrific re-
sponeihilit‘\‘, It is not an casy mutrer to say to anybody that he
sizould not extend his plant or go on with his regular business,

Serator McCuesser. Do you contine that to those public matters?

Mr. Warnvrae, Oh, no.

Senator McCoxper. Not only publie utilities, but private enter-
prises as well?

Mr, Wanntre, Private enterprises just as well,

Senator McCusser. Take an automobile concern. A number of
people get together and try to manufacture autamobiles, and want
several million dollars of credit. You consider whether that money,
to be gotten around the country, had better be used for other pur-
poses?{ '

Mr. Warnura. Yes.

The Cuairymax, Now, then. is it probable that you can do this very
samie work in the Federal Reserve Board if it is made obligatory in-
stead of advisory? The Secretary would have to have some agency
to do that work for him other than this corporation. You might
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ossibly exercise about the same functions that you now perform
y this committee{

Mr. Warsure. Tes.

The Ciratkman. And you would advise the corporation, and what-
ever you would do would become binding upon the corporation?

Mr. Warsure. No, the final word in that case would be with the
corporation.

enator Gore. Now, Mr. Warburg, according to Mr. Harding’s
statement and the Secretary's statement this morning the prima
and paramount object of this bill is to provide capital and credit
for enterprises manufacturing war su}l)phes, on the theory that the
bond and security market has largely been destroyed, on account of
large issues of Government liberty loans. Now I understand,
though, that the object of this last section is to prohibit people from
floating and selling bonds or securities, even though there is no bond
or security market. It looks {0 me like those positions are a little
incompatible with each other,

Mr. Warsura. No, I do not think it could be said that there is ab-
solutely no security market. Thero is a market particularly for such
securities as are being offered for in smaller amounis and where com-
missions are being paid for the placing, and where the interest rates
are attractive an t‘m security is good.

Senator Gore. Nf conrse there 1s some market left.

Mr. Wanrsuvra., But it is, as you said. a very bad mavket.

Senator Syoot. It has been virtually destroyed.

Mr. Warnora, Whatever there is ought to ba retained for those
corporations or municipalities or for the Government, that need it,
in the public interest.

Senator Gorr. Have you been able to make any survey upon which
vou can base an estimnte as to the requirement of the essential indus-
tries and the requirements of the nonessential industries?

Mr. Warnrra. I do not think it 1s possible to determine that,

Senator Gore. Could vou furnish a schedule showing the ordinary
requirements of State governments, eity and other loeal govern-
ments, and aiso the ordinary requirements of industrial organizations
for credit 1 the vear past?

Mr. Warmoera, T think T could show you what has matured this
vear, amd that wonld give you about as good an indication as any-
thing.

Senator Gowre. T was going to ask vou also. 1a that connection, as
to the amount annnally required for renewals and refundings.

Mr. Warnsora, 1 think T have some figures hers that would show
that, Of conrse these are estimated figures. They are not quite exact.

Senator Gorr. Yes.

Mr. Warnvra, The total of maturitics for this year mnount to
$799.,000,000.

Senator Gore. That is in the year 19187

Mr. Wannvre, Yes, sirgin the vear 1918, Of that, $214.000.010 are
railroad. $224,000.000 are public utilities, $182,000,000 are industrials,
$120.000,000 are State. county. and municipals, and $58,000,000 are
companies in Canada, Cuba, and Mexico. a 1otal of about $R200,000,000,
T will insert the entive table (Exhibit ).

{The table veferred to is here printed in full, as follows:)

- yooo
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ExHinit C,

Securitics of railroads, public utilitics, tndustrials, and municipals maturing
from Jan. 1, 1918, to Dee. 81, 1918,

United States only. '
(‘<;m[|\ -
niag in
Pubdll Ind Bmf’ cf?»md“’d (‘;"r:ad
nblie ndus- county, uba, an .
Rallroads.| ytiiejes. | trials. | and mu- | To%¢ | Mexico.
] nicipals. |
| j

January...... vreees .. m.m,m] 7,683,688 §15, 792, 7231628, 149, 08780, 050, 278, oa,m,am!m,m,m
February. . .| 9,421,167] 59,301,088 '28.229776) 3,201,191| 07,183,198  "643,000/ 97,798,198
Marc .| 4,602,240 9,247,750 22,554,328/ 6,48),620, 42,884, 719, 500| 43.604.435
57,205,020, 11,875,400 17,436,602 6,335, 934' 03,053, R46 , 000 93, 487, 846
30,102, 248/ 21,870,150 21,114,002] 13,180, 688. 85,285, 178 , 000 80,981,178
9,102, 781| 11,408,250 10,037, 942] 11,752,481} 42,209, 454 90,000! 42, 380, 454
cerens 24, 750, 813| 79, 081, 8,28, 442| 10,R22,057(131,919,312] 7,501, 530 139, 480, 842
August........ 6,900,700 7, 43,400, 10,072,842 7,371,201 31,518,342, 12,503,000, 44,81, 342
Septem 20,408,711) 4,450,050( 6,162,167 B 658, 7311 35,7:0,459; 10,500,500 47,341,059
October....... 0,088,344 7,386,000 8,385,442 3,645,961 25,500, 47| 10,629,000, 30, 134, 747
24,211, 048] 2,400, 750: 7,124,A5 3,290, 720] 37,037, 0R1}  4,020,000' 41,057,083
3,763,781 2,304,:'&7 30, 441, 562) 11,575,301 43,(&.9«] am,wn; 51,582, 424
Total......e.... ...j214, m,m;m, 128,(&;'18’2,m7,7mil20,673,971 ru,-m,m} 58,215, m‘m,m,m

Note.—Ficures for railroads, public utilitie:, snd industrials were obtslned frem Moody's Manuasl of
Securities, malur;u‘z Jan 1, 1918-Dec, 31, 1919,

Flzures for rmunfeipale were obtained from the Financlal and Commerdial Chrondele, Rinte and cit
section, Part I comprising New England, Middle, and Central 8tutes, dsted May 24, 1917, and Part 11,
the Westera, ! aeific, and Santhern States and dsland possessfoas, dated November 24, 1917, these being
the lstest compllations avatlable.

Of the raftror d securitles, 835,40, 63, are equipmant trist bonds, all or a subtantihil portion of which
will prsumably ba taken care of through sinking funds created under the equipment trusts,

Senator Lopae. Those are for what year?

Mr. Wannura, Maturities this year.

Senator Gore. You have no estimate of the probable new re-
quirements?

My, Warntra, That s mmpossible, Senator. because this is such
an extraordinary year. The conditions are such that you can not
guess at the requirements. You ean not even approximate what they
will be,arg that is one of the reasons why T think we ought to have
a large machinery that i+ able to take eare of the unexpected that
HIRY come,

Senntor Goke, You have no estunate for the last two or three
vears, evend .

M. Wanpuvnra, T have not. goft them here; no.

Senator Gokre, If it is not too much trouble, T wish vou would
attach it to your statement when you revise it,

Mr, Wanrsure, What is it you desire, Senator?

Senator Goxrk. The requirements of new eapital during the last
two or three years. You stated the renewals and refundings re-
quired for the ycar. T think if we had an estimate of the require-
ment of new capital in the last two or three years we could at least
form some basis for an estimate. ‘

Mr. Warsure. I can furnish you that. (Exhibit D.)

(The figures referred to are here printed in fu'l as follows:)

Examr D,

The best available figures showing the totals of financial issucs
in tho United States exclusive of foreign loans, for the four years



24

54 ESTABLISIIMENT OF A WAR FINANCE CORPORATION.

prior to America’s entry into the war, are as follows, in millions of
dollars:

Far Par Par Par

valie, | value, | value, | value,

1913, 1914, 1915, 1016,

CORPORATE FINANCING,
feevesanrsassisieneas] B0 2715 57LO 951.0
resaee cescecnes] 453.8 | 34807 324.0 542.0
tenrrenisesisecsnnanass] QRS TI4.5 | G84.5 371.0
Toual...... sraseretanss PR eesscsensssene teersiescnseresianiins ...{1,690.0 (1,332.0 |1,579.8 | 1,A04.0
BTATE, COUNTY, AND MUNICIPAL FINANCING.

Pormarmint 10ANS 1 oiiiiiniiiiiiiiiiiiiiiinsiiaieans Mereessiretienans 403.2 | 474.1 | 4880 443.2
Canadlan loans...........ccccevnnenn teiteecssrieiassneiansarannesseeasss] 1618 177,01 247.3 216.9
Unfied €lates possessions.......vevereennnens eeseserrsietartensranees . 1.0 3.0 2.0 4.7
Total............ hetbeeetnieranan eetierersierirscassreaasaninsnana 565.7 | 655.0| 757.3 0.8
Grand total. ... .covvveeniii e e 2,255.7 1,987.0 [2,336.8 | 2,560.8
i} NoTe.—Temporiry loans wers 83 follows.....v.evenae.s errrrarenaes 550.4 |':|s;.e 230.4 I 290.3

Senator Syoor. It would be a mere guess, .

Senator Gore. It would not be much of a guide, but it would
afford the liest basis we could get,

Mr. Warnura, You would simply have a statement of what was
issued for the year of new securities in stocks and bonds. Tt would
have no bearing on what is required this year at all.

Senator StoNe. You ean not compare one with the other. What
1s done this year you will find was not done last year, and what will
be done next year was not done this vear,

Mr. Warsura. We never spent anyti.ing like what we nre spend-
ing now. )

Senator Towxsenv, Mr. Warburg, have you any data showing the
net income of the country seeking ne.v fields of investinent?

Mr. Wagrsura., Thot I have not.

Senator Longe. Mre, Warburg, how do you draw the fine between
essential and none~sentinl industries?

Mr., Warnera, Welll as a matter of siriet theory, woe think {ha
can hardly be done, T think you have {o be guided by vhiat s com-
mon sense, I should say, when vou come to make the xammation
and consider each caxe on s own merits. There wre certain things
which we all know we do not need snd wihnch can eastly be dispensed
with, When you comne to the border Tine where wows really difficult
to deeide, you have to go to headquarters,

Senator Gore. Englad divides them into “most urgrent,
and various other elasses,

Senator Lobar., T understand as to new corporations, just starting,
but as to existing husiness

Mr. Warsurae (interposing). An exisfing business would proceed
on its own basis. Whatever does not require new capital, even if it
deals with articles that are not *“essential,” may proveed on the same
basis as before. Tt will not he touched by us,

Senator Lopce. This is the distinetion that T win trying to get at.
For instance, you say essential to the prosecution of the war?

e

urgent,”

-
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Mr. V7arbura, Yes

Senator Lobce. Now, you take the street car system of an industrial
wwn, which takes care of not only the town but the surrounding
country. It can not possibly be said that that is essential to the
prosccution of the war, yet to allow thst public utility to break down
might be to permit the disorganization of industry in that town.

Mr. WarBura. I should say that we would never let it break down.
The question that would come before us would bx  -hether we should
let it expand, and there, I think, the question would be, Is that new
construction necessary for war work or essential to the health and
welfare of the people.

Senator SToNE. Senator Lodge, you spoke of the street railroads in
the city.

* Scenator Lobee. Yes, sir.

Senator StoNe. I happen to have a very pertinent case or illustra-
tion. There is a violent strike now that i1s going on in St. Louis.
Tho whole street railway system of St. Louis is paralyzed. 1 am
told—I have not asked the Secretary or these gentlemen—that Mr.
McAdoo, us Director General of the Railroads, has been asked to take
over, under his power, this street railway system in St. Louis.

Mr, Harpina., Because it was interfering with war production, the
strike is interfering with war production. That is the basis.

Senator StoNe. Primarily 1 assume that is the basis. Now he, 1
am told, has declined to do it. But that is neither here nor there.
That 1s the thing Senator Lodge suggested.

Senator Lopar. That is what T had in mind, only I was looking at
it solely from the financial basis, I was going on the assumption that
that operates not direetly on the prosecution of the war, yet it has
been considered necessary to allow those to continue, and that it
would be very unfortunate, in the time of war, to close those in-
dustries, Take the movies in a great city. Some people consider that
those are cducational institutions, but 1 put it on the other ground.
I+ it ihought desirable that those places should be discouraged and
depressea and are they to be treated as nonessentials and closed down?

Mr. Wansere, T think possibly we are confusing two distinet
things, the new expenditure of money and the operation of an existing
industry. Tt is not o question of elosing the movies or theaters; bat
when it wounld come before us it would be a guestion of whether a
company should be permitted to offer $5.000,000 of bonds or stocks
for the purpose of establishing new movies.

Senator Lopce, T did not mean that.

Mr. Wannsere, That is our problem.

Senator Longe. Suppose they needed some money for necessary re-

pairs and if they were refused the authority to make that loan they

would have to close.

Mr. Warnura. I think that is an entirely differcnt proposition.
Generally speaking, what is self-sustaining and proceeding with
ordinary business cxpenditures would not come before us,

Senator Lopee. T use this illustration, because this is a distine-
tion between essential and nonessential.

Mr. Warnurae., Our committee does not use that expression. We
say: “ Compatible with the public interest.”

y-

) —
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Senator Lobge. Is it not true that in a broad sense all legitimate
industries are essential to the conduct of the war?

Mr. Warstro. No, I think not.

Senator Lobce. People make money, which can be used for the
payment of taxes.

Mr. Warsure. No, sir, I would not say that.

Senator Lopge. I mean in a sense that is essential.

Mr. Warnure. Very essential.

Senator Lobce. If we begin closing up industries and turning
people out of their employment

I\Pr. Warsure (interposing). We could not, of course, close them
up at all.

Senator Longe. I know, but if they are refused credit they may
find it impossible to live,

Mr. Waraure. I think there are a great many industries that at
this time should be closed up, and if there were some temporary
disturbance or dislocation, rather, of labor and capital, in the long
run it would be to the interest of the country at large.

Senator Lobgr. It destroys savings and destroys taxable income,
destroys the power to earn.

Mr. Warsure. It puts it immediately somewhere else, Senator.

Senator Lobce. Well, does it?

Mr, Wansvro, May I just say again: That is not the thing that
we would be dealing with, beeause we are not closing out existing
industries but deal only with new issues. New money should go
where it does the most good. It is a very large proposition, of
course, and it can not be done in a rough-handed way.

Senator Stoxrk, Take soda water, take coca colp—-—

Senator Lonee. And tobueco.

Senator Stoxe. Those are things that go into the trenches -to-
bacco and all that. But here, while soda water is not es<ential to
the prosecution of the war, suppose vou have a great soda-water
establishment or some one desires to build a new one.

Senator Lobce. Or industries that make farm machinery?

Senator Stoxk. The point I am getting at—and I am not doing
this critically—T am trying to find out: T am giving what oceurs to
me as being a rather extreme case—evidently, to me. those are not
essential war industries, such as I have named. but the new credit
that they require will contribute largely to industry. will employ a
great number of people and a great amount of capital. and they pay
taxes—war-profits tax, income tax. and all of that.  Now. T am just
interested in knowing just what to draw this line and how yonu gentle-
men will draw this line, and what, in vour good judgment, the effect
.will be upon the industrial life of the country, the labor of the
country, and the revenue of the Government.

Mr. Warsvra. Well, T think that ought to be clear. To begin
with. we do not limit this word “essential” to war work, but we
say ‘“compatible or incompatible with the public interest.” That
means in the prosecution of the war and the general welfare of the
countrv, of course. There is a great deal of latitude in that.

Senatcr Lonor. T want to get rid of that essential and nonessential

The Criamyax, That is not incorporated in yvour letter. '
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Mr. Warsure. Noj; in the letter we say *it is not incompatible
with the public interest.”

Senator SysooT. There is another question that I wenat to ask you.
Yon said several times that your idea is only to provide for new capi-
tal-—new money. Do I understand that to be the case?

Mr. Warnure. We pass only on that.

Senator GarLiNger., That is not denving it.

Mr. Warsura. No,

Senator Smoor. Supposing a case of this kind—-and there arve
hundreds of them. Here is an electric-light plant. Fifteen years
ago they issued bonds. The bonds fall due. as they were 1d-year
bonds, this year. Do T understand, now, that they are not to be
assisted in case the original bondholders demand the payment of
the bonds—that they can not receive assistance under this bill in
order to secure the money to take up those bonds?
qu. Warsure. Oh, no; I did not say that. T did not say that at
ull.

Senator S»oor. That is not what you said?

Mr. Warsura. Pardon me. 1 was telling the committee what we
are doing at this time—that is, our commiitee. Now, our committee
has no money to spend. We are only asked what we consider a
legitimate sccurity issue. So the mere fact that it is 1 renewal would
indicate that ordinarily the renewal would have to be carried on.
The question of assistance would only arise in casc of the new war
finance corporation.

Senator Syoor. I knew you had been discussing the question as
to what you had been doing in the past, as to vour approval or dis-
approval of the issuance of honds.

Mr, Wanrnura, Yes,

Nenator Symoor. That was only new capital, as T understoou it.

Mr, Wannera, Yes.

Senator Syoor. But when the Senator from Missouri asked, in
relation to these industries that are now in existence, whether they
should be stopped, then T understood you to say you had nothing to
do with the issue of bonds.

Mr. Wannura. Senator, T ane only discussing the question of the
license at this time. T am not now discussing the question of what
actual business the War Finance Corporation is going to do. We
are simply discussing what is the basis of our judgment in passing
upon applications for the issue of new securitic | which, of course,
will be one function of the future corporation.

Senator Syoor. If an institution such as I cited had to raise money
for the paying off of those bonds, and the bonds would amount
to more than $£100.000, there would be a new is~sue. and they would
have to receive a license under this bill, and that is for money that is
already spent. and it is for money to pay off an obligation. Now,
do T understand that you would not handle that kind of a case?

Mr. Warnvrae, If vou address me as the new corporation?

Senator Syoor. Yes, siv: T do.

Mr. Warnura, Yes; we would handle it of the board of directors
would find that this is a corporation which does n compatible husiness,

Senator Longe, The Seeretary of the Treasiny stated here this
morning that there was no intention of interfering with renewals;

’
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that they were going to dea] only with new capital; and he said that
most explicitly. To deny them those renewals would wreck half the
business of the country.

Senator Syoor. That is just exact.y why I wanted Mr. Warburg
to say what his position was.

Mr. Warsvre. My position is that we would have to take care of
renewals, Otherwise we would ruin industry.

Senator SyooT. I know you will have to tuke care of then.

Suppose, Mr. Warburg, that this company writes to you to get a
license, or to get permission to borrow inoney to refund its notes;
how would you answer them in that case; in the case of such a
concern as you say you have nothing to do with?

My, Warsua., To-day ¢

Senator Syoor. If this bourd were created, and you were a mem-
ber of it, and this concern wrote you that they wanted to get $200,000
or whatever they needed to refund a debt that they owed, and it was
not a war concern or making war material, but they should write you
about it?

Mr. Warsuka, 1 think there might be cases where we might pos-
sibly have to say that we could not do anything for them. Of
course, I am not authorized to speak for the corporation, and I
can not but give my own views, but my feeling would be that if you
take a very drastic case we might be obliged to say that we could
not do anything for them.

Senator Symoot. That is what T understood Mr. McAdoo to say.
That is what I was trying to get from Mr. McAdoo this morning.
I asked him that question, yet all through his paper that he read
he had reference to war concerns and did not cover other concerns,
Now, I was wondering if you should write a letter back such as you
have read here, that that is incompatible with the general weifare,
if it would not mean absolute ruin to that concern.

Mr. Warnore, As a matter of fact they would find it probably
very difficult to find money anvhow, would they aot?

Senator Sxmootr. They weuld not find it so difficult as they would
if the Government of the United States put its stamp of disapproval

on it.

Mr.?\VAnBURG. Are you afraid that we would act as a wrecking
party

Senator McCuomser. We do not say that Mr. McAdoo would do
that,

Mr. Warbure. Of course, our primarv concern, the primary con-
cern of the Government must be, at this time, to keep everything
going, including all these corporations that are organized. But when
you go to the other extreme, that everything that comes, everything
that has cominercinl paper, good, bad, and indifferent, can come to
this corporation and say, “1 want money ” and get it, that cannot
possibly be our view.

Senator Townsexp. Your voluntary organization which vou are
now, through which you attempt to advise, is not that working
sufficiently well, without any legislation on the subject?

Mr. Warnurc. I should say it works well ir dealing with large
ropositions, and I believe that we can gradually come closer down,
Ve are dealing only with a minimum of $500,000 for corporations

now, or §250,000 for municipalities. This is a very large problem,

P N e
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and even where we have 12 banks and their branches all over the
country it would be difficuit to supervise and control all transactions
involved. In England, of course, they have only some 40 banks.
England is not moving as rapidly industrially as we are. We have a
much more difficult proposition, o doubt. I suppcse we could con-
tinue under this volunteer plan and exercise a very healthy influence.
I doubt whether we could get quite as far as we could under this
plan, because this is only » voluntary r rrecment. I would not be sur-
prised if some people, h ving found out that we were not in favor
of their issues, would go i.;me and see whether they could not get
around it some way or other,

Senator Lopge. T want to get at whai T think T see is a very seri-
ous danger. We had a situation which arose, as T was informed, in
connection with this conl or fuel business. In the extreme North-
west, in the States of Washington and Oregon, I am told by certain
parties that they wanted to get permission to go on cutting timber,
and they were told that they could go on getting out timber for the

urpose of building ships, but they must not make any other lumber.
Now, as I understand it, in making ships they necessarily ent off
other lumber that is used in the building trade generally, for making
frame houses for the inhabitants of that part of the country. That
is not an essential war industry, but is it not terrible to stop an in-
dustry like that and say that is not an essential industry?

Mr. Warsuka. It does not appear to mo quite clear that it would
not be an essential industry.

Senator Lopue, T mean housing the people is not directly a war
industr:y,

Mr. Warnora, Still T think that the building of many houses is
not necessary,

Senator Lonce, T am not speaking of building great houwes. T
speaking of the frame houses people are building in that country,

Mre. Warsune., They are not issning seceurities.

Senator Lonce. Some of these suwmills sell seeurities, and they are
very large concerns,

Mr. Warnure, Are there not a great many sawmilis in existence
to-day that can supply that materinl? Ts it necessary to establish
new ones? Tt is the answer to that question which we would have
to try to find. We have an application from Oklahoma. Somebody
wanted to put up a new refinery for oil.  We got in touch with the
Department of the Interior, and the thing is being studied most. care-
fully now. Is there suflicient oil available? Ts the present capacity
of refineries suflicient, or is it necessary to put up a new one? We
are guided in that cnse and in all these cases by the final advice of
those responsible in the matter. If for instance the Departiment
of Agriculture would tell us to-day this is a road—and they are very
conscientious abont this—-that ought to he built, that is what is going
to guide us.  And o if the departinent should say that they think it
is unnecessary, we wottld base our decisions largely on that,

Senator Lovae. Then, Mr. Warburg, there 3= a danger here. There
are promoters getting up a corporation of perhaps a few thousand
dollars, and they issue their bonds and sccunities, in the normal mar-
ket where he would have to go. the thing i decided by the intelligence
of the investor, but here ther can not get the woney beeanae it 15 not
considered, How is he going to go about it i frving to get fundsf
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Mr. WarBure. We are quite alive to that danger.

Senator Lopce. I think there is great danger there. If they were
left to their fate in the market they would not get the money.

Mr. Warsure. Those are very perplexing questions. We are facing
a terrible situation as to maturing obligations. We are having a
meeting to-day with the public utility men.

Senator Looge. The puElic utility situation is one of the most seri-
ous things in the country. They have got millions of dollars coming
due, as you are better aware than I am.

Mr. Warsure. The requirements of these public utilities, T think,
are largely renewals,

Senator Lovge, They are rencwals, but some of them can not be
renewed in the normal market. '

Mr. Warsura. 1 agree with you. There is one of the things where
this war finance corpuration will exercise a very important function.
This corporation, in many cases, might step in. As I say, those
questions are terribly perplexing.

Senator Gore. This War Finance Corporation would provide capi-
tal for new corporations, and also new capital required for extensions
of old establishments?

Mr. WarBurG. Yes, sir.

Senator Gore. I suppose there would be a great deal of difference
in the administration of it, but the control and jurisdiction would be
the same?

Mr. Warbura, Yes, sir; practically the same.

Senator Gore. You could cut out some of these blue-sky activities
under this license provision?

Mr. Warst e, Mr. Blackett told me that nothing that they han-
dled gave them as much trouble as the movies; that is the one thing
that bothered them more than anything else. They tried to limit
them, and they hurt themselves in doing it. I think we will do well
not to tauch things unless we have ro. But, on the other hand, I can
not help saying that the financial problem that is before us is so
appalling, the amount of money that Las got to be raised ig so ter-
rific and comes at such a clip, including what we are providing for
our allies, that we are obliged to de ene of two things. One 1s to
go on with business and hving as vsnal and finance by irflation;
that will bring us to an end very rapidly, and there will be nobody
to stand behind us when we reach that point in a similar manner as
the United States stood behind England and France. The alterna-
tive is to effect savings. That, to my mind, is the only safe road to
success, the only sound method with which we can adequately pro-
vide funds and provide goods and provide the men.

Senator Lonce. To get that result you want to close down as few
industries as possible.

Mr. Warsvre, The ideal solution would be to turn these indus-
fries. without a halt, into industries that produce what is required
at this time. If vou could do that, of course you would have the
ideal solution. but you can not do it. You have got to do it gently.
The war has eaused such a terrifie demand for labor, for work that
has to be done immediately, that T am not wortied at all that, when
vou close down one factory, that labor is gomg to have difiealty in
finding employiment just wheie it is wanted,
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Senator Garringer, I was interested in your discussion of the
public utilities question, because that is & very important matter,
and I think probably would be the most pressing. Let me ask yon
this question: In a small city of any size. there i1s one gas company
supplying the people, and they have outstanding obligations of per-
haps u million dollars about to become due, In that case I assume
you would be disposed to think that that obligation ought to be taken
care of, would you not? ‘

Mr. Waksure. Yes, sir

Senator Garpizcer. And if they asked vour approval of security
issues to extend that plant you would inguire into the necessity for it1

Mr. Warsure., 1 wonkd.

Senator Gaveineer, And deny it if the necessity 'vas not made
clear?

Mr. Wannure, Yes,

Senator Ganrinaer. That is about the situation?

Mr. Warnura, Yes.

The Crrairman. You would grant it if the public welfare required
it whether it had any connection with the war or not?

Mr. Wansura, Yes, sir. And if it was war work we would grant
it anyhow.

Senator McCumser, Your prime purpose is to discourage the em-
ployment of l~bor and capital in new industries that are really not
necessatry.

My, Warnure. Yes.

The Cuamyan. The object is to get the money to carry on these
things that are essential, and get the money to finance the war,

Mr. Warnure. Yes. There was one case in point that occurred
a few days ago. We had a letter concerning the issue by a munici-
pality of some hundred thousand dollars electrie-light bonds. and
the question arose whether it was necessary. It was an ountlying
district. snd it seemed that it was not absolutely necessary in that
case; but, on the other hund, against it. was the facet that there
' ras u plant almost completed, and to let it stand and let it all go to
waste looked to us like a great hardship in view of the small amount
involved considering the money already invested; so we decided to
let that go through.

And so you could rely, T think, on the fact that whoever would be
in charge of this war finance corperation, operating with the Treas-
ury, wonld he primarily concerned in having the country remain a
live body that will be able to pay taxes and produce goods. He
would not take any chance of wrecking things. He would be rather
inclined to err on the other side.

Senator Lober. Another phase of the question: You take a con-
cern that is solvent and that is doing a gicat deal of necessary work,
making profit and paying taxes, and it becomes very necessary for
them to make extensions in order to do Government work in many
such cases.  If they are thrown back and obliged to draw on their
surplus and cut off all dividends it would at once destroy the con-
cern, cut off its taxation, and its ability to earn money, and so the
Government would be deprived of the taxes,

Mr. Wanrnore. Oh, no, we are nof going to the extent of stopping
the payment dividends.  We do not foree a corporation to stop
paving dividends. To do that would bring about disaster. Tt would
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further undermine the security market and would hurt our ability
to place loans,

Senator Looce. It would reduce the income tax alsof?

Mr. Warsurae., Yes, sir.

Senator Lonak. 1 did not mean to take up too much time, but there
is one other practical instance which I have had in mind in con-
nection with the sugar investigation, in connection with shutting vp
all candy factories. Candy is not essential to the prosecution of the
war, but, as Mr. Hoover snd, while it was very desirable to cut down
the domestic consumption, it wi ag, found not desirable to shut down
the manufacture of candy. At first they thought it might be dane,
but he had gone into that thoroughly and found out how much dis-
tress it would cause to shut down,

Senator Joxes, They should not be shut down if it could be
avoided.

Senator Lovee, He came to the conelusion that it would be better
not to shut them down if it could possibly be avoided, and that is
not an essential war industry.

Senator Garniscenr, Mr. Warburg, I think the conclusion that we
may weil reach is that each individual case will he considered by
itself?

Mr. Wanksune. Yes,

Senator Gavuincer, And each individual ease will have the atten-
tion of vou geatlemen?

Mr. Wanncre. There is no doubt about that; it will have the close
attention of the directors of the corporation,

Senator Garnizeer. That you can not lay down one broad prin-
ciple toapply withont earefulinvestigation of cachense, s that right?

Mr, Wanscna, That s right.

11t is not necessary that it should go into the record. T wonld like
to read you a letter that we wrote to onr committee and which con-
tains the prineiples and rules we have wo far adopted.

(Mr, Warburg thereupon vead the letter to the committee.)

Seaator Joxrs, The Committee on Indian Affairs has under con-
sideration the l(]\l\ll)l]l(\' of appropriating money for building of
new irrigation projects or the extension of projects partially com-
pleted.

Senator Garrixeer, T was going to cite not that case, but a sinmi-
lar one.

Senator Joxes, Tt is the policy of the committee not to make any
stueh appropriations,

SNenntor Gacpizeenr, T owas going to cite irrigation projects as one,
and river and harbor appro; tations, and sundry other things.

The Ciamoaran, Mr. Warburg, T notice one or two cases in which
a riher vigorous statement was made on the part of certain national
banks, . nd, T believe the National City Bank of New York, against
the secticn which anthorizes the Seerctary. thiugh the corpor xtion,
to is=ue potes,

Mre, YWoakn ke, T do not agree with that statement at all. T think
it is atterly unwarranted,  The writer of it appears to indicate that
he considers it the better way to go back into the old method of
putting out Aldrich-V recland notes ratoer fhan seenritios. Now,
thr war corporation will issue seeuritios, not notes. That expression

“notes” ought to come out,
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Senator Leoce. “ Notes” should come out entirely?

Mr. Wakstre. It ought to come out entirely. It ought to he
“short-term bonds.” They must be at least one year long.  As far
as these bonds go to the public they are not at all going to tend to
what vou would eall inflation, because they would not go into the
hands of the members banks or the reserve bank, and no notes, there-
fore, are issued against them by the Federal reserve bank.

Only when the investment market is {illed and when the banks are
full, then the banks may come to the Federal reserve banks for
relief, and then, along with their commercial paper, they may re-
discount some 15-day or 90-day paper, which would be secured by
these short-term bonds of the corporation, to the extent and at.the
rates at which Ifederal rezerve banks may be prepared to discount
that paper. Now, to say that that is going to create inflation is
truc only to that extent as every issuc of Government bonds creates,
in itself, inflation. Beeause if the Governinent instead of the cor-
poration would itself issue these long and short term bonds the
effect. would be just the same us that produced by the issue of these
short-term bon(fsA Now Libertv loan bonds have no circulation
brivilege.  No more have these short-term bonds. They only can

e used as collateral for member banks’ notes or paper, which may be
rediscounted when the banks get into n condition where they have
to take recourse to the Federal reserve banks,

Senator Longe. Would not that lead to an increase of reserve bank
currency ?

Mr, Wannvra, Not necessarily.

Senator Lover. T mean the notes which mie i-sued by the Federal
reserve bunh.

Mr, Waneeke, o not thind it would suean that alway-. Let us
fake this ilu=tration: Suppose a prehbhe atiboy copporation wo- fry.
e to renew s matoring notes of $10.060000: that 1t coutd aot do
soy that 1t then applicd to the War Finanee Corporation, throngh
the intermediary of its bank, and seenred from that corporation,
against the pledge of five-vear utility bonds, an equal amonnt, viz,
$10,000,000 of five-vear short-term bonds, of the Wm Finance Cor-

oration. The utility corporation would turn over to its bond-
golders $1,000 in five-year war-finance bonds for each $1.000 of its
maturing obligations. Tn that case, if every hondholder that ownea
the public-utility maturing obligation before would take the five.
vear bond of the corporation, the fransaction woull have the same
effeet as if he had received the renewal of his seeurity with the
naranty of the corporation.  No additional securities would hive
een issued. Not o vestige of inflation, neither by eredit nor by
note issue. It would be simply o substitution of one seenvity that
nas a market and that would sell for another security which obvi-
ou-lv would not. Tt iv thawing up frozen seeurities,

Senator Lobar, Could you take these bonds to the Federal reserve
bank as security and have curreney dssned on them?

M Waknene, A bank conld, A bank. having made o Toan on ity
it conld. The Finanee Corporation could not,

Senator Gote, Towish von wordd deseribe how that conld be done.

Mr, Wasnrne, How that could be done?

Senator tione, Yes, what the proeces wonld e
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Meo Wanrntra, Well, let us take the publie utility corporation
agan, that Lus received these honds,  They might o to the eity bank
and say, * I need 5200000, Here is my 90-dayv note seciioed by these
honds.” The eity bank would indorse this $250.060 90-day paper to
the Federal Reserve Bank and the Federal Reserve Bank would take
it and it might put it up wich the Federal Reserve agent as collateral
for notes.und it might not.  In the latter ease the note i=-ue would not
merease in the least through the transaction.  Again. the city bank
may draw the equivalent by ehoek and snay not take ont ANy curreney
at all.

Senator Gonk. Tt conld only be used by the Federal
as collateral?

Mr. Warsure, Yes, sir,

Senator Syoor. Let me eite a case to vou of what 1+.inlk 1s gomngr to
happen. after the organization of Uiis'corpo. tion with o capital of
$500,000,000, There is authorized an issue not (o exeed cight times
the amount of capital stock of that corporation, which ‘s
$4.000.000,000. Then Yo issue a billion dollars of notes and obliga-
tions of this corporatior..  Now, they go onto the market. and swe
will say that halt of those go into the hands of the imvesting public
and the other half goes into the banks,

Mr. Wannora, Yes, sir.

Senator Syvoor, Now. when the banks take =H00.000,000 of ~hose
bonds they no doubt will go to the Federal bank and et curreney
on that 500,000,000,

Mro Wasnene, They might not get currency., They might went
credit,

Senator Syoor. Suppose they do et i,

M, Waknrne, Yes,

Senator Syoor, Suppose they do gt i, then, when ieened. there
is that mmch mtlation of the eorreney.

Mr. Wainrra, Fxpansion,

Senator Syoor, Wello what iz the ditference s 1t i~ joflation,
Now, T do not see why the Secretary of the Treasuey wanis {o say
at the word “inflation.”  Everybody knows that we are going to
have it.  Why not say so?

Mr. Warscre, We are just now in a terrific process of inflation,
worst that the world has ever seen, taking the world as a whole. not
the United States, but the world as a wtole.

Senator Svoor. We are coming to it.

Senator Lonae. What s the distinetion between inflation of eur-
reney and inflation of credit?

Mre. Warnere, What Tmean is this, Senator. No doubt i1 Provess
that we are going through or that the whole world i« caing throngh
15 one of terrvific mflation, That is te-dav expre-sed by the redieed
purclising power of the dolar. The dollar will huy anly 50 per cont
of what is bonght a few years neo. T is not @ que-tion of Federal
Re-evve note iwxies. Tt isa que-tion of the vaptd nannfactoring of
credit, Ttis becanse all Governments gro ahead and tesue hillions and
hillion= of dollars of Londs Tor peri<hable thines of no Pistines valne
and ereate new eredits for them and dooat at such tervifie chip that
tnflation 1= producea, The mere fact that Son fahe out 100,560,000
of vurrency s only aovery aall factor in the come. Wolinve now ont -
standing whout <ix billion dollaes of Govermment honds, whieh all

Leserve Bank
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could be tuken into Federal Reserve Banbs to-day in the sune man-
ner as the prospective four billivn dollaes short term bonds of the
War Finance Covporation.  Of ‘hese ~ix billions only £300,000,000
have found their wav into the Foderal Reserve Bunks.

Now, after the issve of the nest liberty loun of mavhe two. thive.
or four billions of our Liberty loan or five or <ix hillions 1 o not
know what it will he——suppose we have $10,000.000.000 owt=taiding;
they are not all going' to go into the banks, There e gone into
the Federal reserve banks, as 1 said, <nly £300,000000 out of the six
billions outstanding now. Tt stands 19 reason that with ench new
Pastte thors will be ans inereased amom t gomng i, and B0 st be
our ohycet, of course. to Leep that down as far as we possibly can,
While the Federal Reserve Board and the Federal reserve banks
may bend their efforts i this direetion. the two decisive fuctors are
the scepe and speed of the expenditures of e Government on the
ane hand and the saving power of the people on the other.  What-
ever the Government spends in exeess of the savings of the people
will kave to be produced by expansion of hank credit. That ean
not be entirely avoided, hut we have to be carveful not to waste our
strength too fast, That s why T oam so deeply interested in thas
question of the contraction of unnecessary credit,  Credit s just
as much o Himited thing as any other thing. and we have got to
save it and every individual and every departinent, Stite, or mu-
nicipality, and every corporation has got to save, and unless they
do they will have to carry the responsibility for the evil consequences
of too rapid inflation,

Senator Syoor. The Foderal Reserve now is limited to the issue
of S2500,600.000 - Now, that Jimit is going to be inereased. We are
not only going to Jave inflation (o that meunt, nt we are going to
Bave nflation of billions of dollbairs in addition.

Mro Warneee, Deawr onomaind that for the thae heing our note.
i-ste power on Che gold resers e havis of 10 per cent would permit the
seteof additional Federal Reserve notes only of $2,000.000,000, so
there s no daager of onr ever taking into the Federsl re<erve banks
SLO00.000000 of war-finance paper.

Sciiator Lovee. The Himit is two and a half bilions.  Of that how
peh has been dssued ?

Mr. Wakuere, We have aboui one billion and a quarter out-
standing.

Senator Lovee. Then you only have power to issue a billion?

My, Wannere, Notour free gold that we have to-day wonld enable
ts fo issue on e same basis of 40 per cent another two hillion.

Senator Lobee, Yon are unlimited as to what yon should izsne?

Senator Gore, How gunch is ontstandinge now ?

Mo Wi, Ahout K1.250,000,000, '

The Crinviaras, Suprpose you loan on this collateral. as stated, and
vou find that the banks arc getting so wuch that the sitnation 18 hurt-
Ml hve von not the meaas to stop it ?

Meo W ke By all iiean- we ean stop it any day.

The Coviryax, Suppose vou had i>:~umll a large amount, and you
feund thaa there = too mueh innrketed.

Moo Wi res We can stop it at any Cime by mevensing our rate,

Semdor Josr~c Mes Wanhaegs o while ago yon v-ed the tera ey
P o and af T ander-toold Senator Smoat he rdhier thoueht thet
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that was a distinction without a difference, and I wanted to ask you if
there is not 2 va-t and substantial difference between expansion and
inflation? In oiter words, is all expansion properly designated as
inflation ?

Mr. Warsvra. When expansion becomes extreme and unhealthy,
we term it inflation. I should say that as far as the world’s general
banking and credit situation is concerned and the general price level
of thing=, that we are on an inflated basis. So far as our currency
situation is concerned, we are far from inflated. It is about the most
conzervative that the world has even seen,

Senator Lonce. Tt is not yet inflated.

Mr. Warsura. Not yet. That is the point. The Federal reserve
banks have still a gold reserve of 65 per cent on notes and deposits,
which is more than the Bank of England had in its palmiest days.

Senator Lobce. It is about 30¢

Mr. WarnBura. It is less than that. So we are very strong for the
time being. :

The Federal reserve banks, as the chairman said just now, can
control any excess rediscounts of paper secured by war finance bonds.
If the thing would get beyond us we can control it by our rates.
If we, for instance. see that of this paper we are getting more than
we should have, we could put up our rate of interest to 6, 7 or 8 per
cent, and the member banks would not give it to us any more. It
is obvious, however, that we have to move carefully in exercising this
control. In times of peace we could guarantee success.  But in times
of war, when the Government's finance operaticns go on continu-
ously, we can not apply too drastic measures, such as might bring the
banks of the country into a rondition where they might get cramped
or embarrassed.

Therefore, in the final analysis, and as stated before, the final re-
sult depends upon the expenditures of the Government, on the one
hand, and the {)owor of the people and their willingness to save, on
the other. In between we can, of course, use our influence to a cer-
tain degree, and make it felt within certain limitations, bhut as long
as the war lasts we can put on ithe biakes only to a degree that will
not stop the big wheel of Government frem moving as guided by
these two factors,

The Cunamrman., Now, Mr. Warburg, have vou any further facts
to state to the committee!

Mr. Warnurc. Only to thank you for your patience,

The Cnairman, Then the committee will adjourn uatil 10.30
o’clock Monday morning.

(The followimg memorandum subsequently submitted by Mr, War-
burg was ordered incorporated in the record by the chairman. and
is here printed in full, as follows:)

WasnHiINoToN, Felowary 13, 1918,

The object of this memorandumn §s 1o ontline bhrictly some of the most fin-
portant points of diference, in substance and efect, between the so-entled Calder
B and the War PFinanee Corporation,

(1) The Culder bill would give power to Foderal reserve einks to rediscount
Mmemboer banks' notes secured by © sueh bonds or notes of any rai‘roud, indus
trial, public utility corporation or municipality as the Federsl Hoeserve Board
upon fmvestization decias g proper scenrity for the Federal reservee banks ta re-
cefve as collnteral’  Fop the purposes of this memoerandum, we must as ume,

f/
/
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of course, that If the il were passed the FFederal Reserve Board would permit
the rellscount of member-bank notes secured by such eollateral, Upon that
assuiuption It Is clear that billlons of outstunding seenritiex would beconie
divectiv available as collateral for advances hy Federal reserve banks, and in-
directiy availuble as securlty for Federnl reserve notes, It would not be a ques.
tion of dealing only with new financing “ comnputible with the publie interest at
this time,"” or with the renewal of maturing obligations, but the whele nmss of
securlties already outstanding would become avallable without any power of
differentiation at all as to whether or not they are serving the publle interest
at this tlime, The proceeds of such borrowing could he used for anything—com-
putible or Incompuatible, It Is unnecessary to eluborate the Importatce of this
fnt,

m(z) Granting that most of the securitles covered by the Calder blll amend-
ment are either unsaluble to-day or could he sold only with substantial conces-
slons, even as agrainst the presert heavily reduced prlees, the Calder bill does not
have for its object to find a mweens of thawing out these frozen securities, The
only solution that the Calder ‘il provides Is that holders of securities, elther
directly or indirectly, pledge them against advances to be secured from Federal
reserve hanks, The Finance Corporation, on the other hand, provides ways and
means by which the appeal should be made not exclusively to the Federal
reserve system but to the securlties market in general. By substituting, in
effect, the short-term bond for th2 unsalable security of itndustrinl corporations,
public utiities, ratlroads, or municipalities, or by substituting these short-term
bonds for the maturing obligations of such corporation, & new security Is offered
which will have a general .mnrket, first, because it will be confidered 1 Govern-
ment security, and, second, because of the fact that some provision is made, in
case of emergency, to use these bands as collateral for borrowings from Federal
reserve banks, To make this point clear: Suppose that an electrie company has
maturing honds amounting to 81,000,000 ; it wants to offer instead n five-year
electrie note, but finds it Iinposeible to place the ssune. Under the Calder bill all
that could possibly be done would be to bhorrow the full mmount from the Federal
reserve bank.  Under the plan of the War Finahee Corporation, five-year boids
of that corporation would be Issued and either taken in exchange by the hold-
ers of the ol maturing electrie notes, or the new five-xemr short-term howls
could be placed on the market and the procecds used to pay off’ the maturing
notes,  In other words, the Finabee Corporstion should have the tendeney of
reopening the security mnrket for now unsalable securities, o thiat new elas-
ticity will be given the seenrities market instead of regzarding this market as
hopelessly dend, ad instead of usiae the Federal reserve system, an instrument
created for the protection of commiereial paper, as a market upen which to
unlond unxalable securftios,

(8) Tt s safe to conclude from the above that the amount of paper secured
by War Finance Corporation bonds expected to be rediscounted with Feleral
reserve banks would be mueh spucler than the amwount likely to be borrowed
from the Federal Reserve System in the case of the Calder bill, tot only because
in the first case the absorbingg power of the security market acts as n buffer
and only what the security market can not take—and what, after that, the
banks can uot carry—wlill go into the Federal Reserve Systenr; but also, ns
stuted under (1), because the output of the short-term bonds by the War
Flunnce Corporation is restricted to definite purposes of the present e¢mergency,
while under the Calder bill the only possible assistance would have to come
through the Fedoeral Reserve System, and all securitles Issued during past gen-
erations would hecome nvallable as collateral without any scrutiny ay to tne
objects for which they have been issaed,

(4) If we have these points cleariy in mind, It I8 incomprehiensible why the
hue and cry of inflation should be ralsed agualnst the Finance Corporation by
the very people who apparently are in favor of the Calder bill. As a matter of
fact, as above stated, we would hav: to expect a much larger degree of Infla.
tion under the Calder biN than und-r the proposed War Finance Corporation
leglslntion, Are we not driven to the loglieal conelusion that these erities of
the War Finance Corporation blll are opposed to it because it restricts inflation
so much more than the Calder bill rather than because they are generatly appre-
heustve of too ynuch inthition to be caused by the contermplated leglsintion?

Paur M. Wagrnuio.

(Whercupor € £30 o'cleck poomu the ecommittes adjourned to
meet at 105 Gleiock o0 v Monday, Febroyv 11 1918))
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MONDAY, FEBRUARY 11, 1918,

UNrTED STATES SENATE,
' CoMmITTEE ON FINANCE,
Washington, D. C.

The committee met, pursuant to adjournment, at 10.30°o’clock a. m.,
in_the committee room, Capitol, Senator F. M. Simmons presiding.

Present, Senators Simmons (chairman), Stone, Williams, Thomas,
Gerry, Lodge, McCumber, Smoot, Gallinger, and Townsend.

Present also, Hon. William G. McAdoo, Secretary of the Treasury.

The CramrMaN. Mr. Secretary, I presume you desire to make some
statement to the committee, in addition to your written statement,
with oral interpellations which you made on Friday.

Secretary McApoo. T have nothing in particular to add, Senator.
I should be very glad to respond to any questions that may be asked.
T understood that some members of the committee desired to ask some
(uestions.
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but in order that it could be gied if it tuemed out to be necessary.
For that reason the biil is a0 deawn that the corporation merely has
the power to issue vegulations for Ticensing. T should prefer very
much to let the Federal Re~crve Committee, which is doing exeellent
work at the moment, continne to exereize that function. and T <hondd
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hope that every one would submit their proposed capital expendi-
tures———

Senator Smiti. What is the Federal Reserve Committee?

Secretary McApoo. Yes. It is a committee organized at my re-
quest to pass on new capital issues or expenditures. _

Senator Lopge. We had a very interesting account from Mr. War-
burg, who was here the other day as the head of that committee,
when you were not here,

Senator Symitat. I had an engagement with the Secretary of War,
and I was obliged to leave.

Senator Symoor. You do not believe any considerable issne of new
capital or any new indebtedness of any other description should be
created as against ax adverse report made by a voluntary committee?

Secretary McApoo. No; I do not. But suppose they do not sub-
mit the proposed security issue to the committee at all.

Senator S»aoor. Then the committee could tuke action. And if the
money market should be in such shape that investors are not hunt-
ing for such investments, the banks will not be hunting for them, and
I think they will not undertake to finance them unless they are
0. K.’d by the committee; and before they can be sold, in my opinion,
they wil! have to be 0. K.d by that voluntary committee, "nd there-
fore I think that it is unwise to place a penalty such as the bill pro-
vides upon a man who undertook to, say, secure $200,000 without,

ermission. Xle may get it, of course, from a friend, and would not
iterfere with any business he may invest it in, so it seems to me that
the English system is all that is sufficient; and the figures show that
it has virtually stopped all unnecessary expansion of business and
also taken care of it 1n & most excellent way.

Secretary McApoo. We have a very large country, and these finan-
cial operations cover a great deal of ground, and many financial
~ transactions are not the result of public offerings of securities. There

are many transactions involving capital issues that ought to be
passed upon at this time that are between the banks, for instance,
and the concerns dirvect; I mean those in excess of $100,000. The

roblem we must consider is this: The demands of the Government

or the necessary funds to carry on this war are so great and are
going to be so much greater as the war proceeds that we owe it as
a priraary duty to the country to arm ourselves with the power to
restrict or to restrain as much as possible the use of capital in divec-
tions which will not be helpful in the conduct of the war. The point
is simply to have the power veside somewhere s thut it may be
exercised if tf must be exereised.  Now, the purpose is aof {0 nse that
power arbitravily or destruetively ;-it is not so much to vse the power
o prevent things as it is to give a preference fo things,  Whore pew
capiter issues arve proposed they should be constdered in velaiion to
the general problem, and those things which are obviously the things
that must Grst be taken care of for ihe purnoses of the war shounld
have proference.

Senator Tuoomas, Let me ask o quesiion there, and T must preceds
it with a statement by way of explanation. The controversy be-
tween the city of Denver and the Denver City Water Works, which
hegan in 1906, is about to endminate with a final decision of the Su-
preme Court.  The appeal is from an award, T think. of $14,000,000

b | I ’ ! L] [] Fii'
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as the value of the plant of the water compang. An agreement iade
subsequent to this award between the city and the company provides
that if the case is affirmed the city shall have the right to purchase
within a short time after the announcement of the decision the plant
of the company for the amount of the award. Now, we assume that
if the Supreme Court affirms that judgment, then the city must pro-
vide a bond issue in order to comply with this option to take the
ro ertaymand it wants to do it—at a price somewhere in the neigh-

orhood of $15,000,000. Will it be possible under this bill, if enacted
into law, to finance such a bond issue? Xt does not affect the war,
perhaps even indirectly, but it is a matter of tremendousimportance to
that particular community, which has expended perhaps $500,000 in
the cost of this litigation.

Secretary McApoo. I think, Senator, that is cbviously a case
where the city would be permitted to issue securities, because that is
a contract or arrangement which was made before this bill was intro-
duced. Then, again, I thirk that all those expenditures which re-
late to the life and health of communities are of essential importance
te the conduct of the war.

Senator Tromas, The transier of this company will not affect the
sanitary conditions in that city, but will substitute municipal for
private ownership.

Secretary McApgo. I was desling with two phases of it, the first
of which is that wherever contracts have been made or proceedings
have been begun involving obligations or options or contracts of this
character I think we should not interfere, and there would be no -
purpose to interfere,

Senator Townsenp. You coyl under the bill?
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and you can approach the matter from an entirely different stand-

point. Here we can not control the different sovereignties which

ggngpose our union in respect of matters not delegated to the Federal
nion. :

Senator McCumser. Do gou contend that Congress has the power
to enact a law which would prevent a State from exercising its own
sovereign power of issuing State bonds and selling those State bonds
\.ithout a license from the Government?

' SecretarioMcADoo. No; I say we have not that power,

Senator Lobge. How about the sale of bonds by a municipality ?

Secretary McApoo. We can not prevent that.

Senator McCumaer. Certainly, 1f yon have not the power over a
State you would not have it over a municipality.

Senator Troaas. It is the moral effect of that adverse report.

Senator SyitiH. We have just passed a moratorium as to State
:ourts, and I do not see why we could not control the issue of bonds,

00.

Senator McCumser. If we should pass a law compelling every cor-

oration or individual whe desires to sell bonds over $1060,000 to

rst obtain a license and provide a penalty if an attempt is made
without first obtaining a license, is there not danger that the delays,+
the investigations, the doubts, and unceriainties that will he cast
over the entire business world would be more damaging in the matter
i)f rélising revenues than conld be offset by any benefits under this

aw?

Secretary McApoo. T do not think so, Senator; I emphatically do
not believe so.

Senator McCumerr. I confess I am a little afraid of it.

Secretary McApoo. What is the supreme need of the Nation to-
day? It is to marshal its financial resources in such way that the
Government may be able to command absolutely the money necessary
to carry on the war. Now, the rights of a municipality or of a State,
or of an individual must be subordinated to the supreme need of the
Nation. I think the danger to municipalities and to the States is
infinitely greater if we do not regulate this matter intelligently than
if we defer merely to the idea that a State or municipality should be
permitted to go aKead regardless of the national interest.

Senator McCumsger. After all, you have got to get the money from
the people. The people have got to get their money from business.
Therefore we must not have any kind of scheme which will hamper
or jeopardize the business of the country, which, after all, must
furnish the funds either to buy the (Government bonds or to respond
in taxation for Government needs.

Secretary McApoo. ¥ do not think snyone is more concerned in
conserving prosgeriiy and in preserving the equilibeium of the busi-
ness of the conmetry than the Tressury Departinent, and every effors
that the Trensiey Departmout has wmade has been o the diveetion of
such pressrvaiton, .

Our idea is that we are going to help Lnsiness by this form of vepu-
lation, a regulat:on applying to everybody alike, all business alike, so
that people U know where they can have these questions settled.
Asit stands « day, and particularly before we organized this volun-
tary commiiti. of the Federal Reserve Board, people did not know
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what to do. This voluntary organization has sprung out of the de-
mand of business enterprise itseif . for the determination of these

uestions, They want a determination and it is essential that they
should hav~ jt. This bill merely gives the corporation the power to
license, and as I said in my statement the other day it is intended
that the corporation shall use the machinery of the Federal reserve
capital issue committee already established. It is possible to use that
machinery and I hope that it will result in that organization not
being interfered with. I believe the mere existence of the power
to force this licensing would make it unnecessary to exercise it.

Senator TownNsEND. You think that Congress does not. have the
power to legally interfere with the sale of bonds issued by State
avthorities or municipal authorities?

Secretary McApoo.” Not to prohibit them. I say, Senator.

Senator Towxsenp. To what would your peualty apply? Where
;v.(l)lu?ld you apply the penalty for violation of the provisions of the
)i

Secretary McAnoo. It would apply to the banker who undertook
to sell those bonds without a license; he would be subject to a
penalty.

Senator Townsenp, A national banker?

Seeretary McApoo. Any banker, private or national.

Senator Towxsenn. Or broker?

Secretary McApoo. Or individual. In other words, if the mu-
nicipality resorted to a banker for the sale of tie bonds, that banker
could not sell the bonds unless he was licensed.

Senator Townsenp. Anybody who undertook to float the issue of
bonds would be subject to the penalty.

Secretary McAvoo. He would be subject to the penalty.

Senator Smita. You think Congress has the authority to provide
for a licensing system as to all scllers of bonds?

Secretary McApoo. That is my theory.

Senator Townsenp. What I can not distinguish is the difference
between the State banker or State agent and the corporation ; you say
you could not prevent the ccrporation from selling the bonds.

Secretary McApoo. You mean: municipal corporations? They
gonld offer them direct to the public. A State could advertise those

onds.

Senator Townsenn, But it could not have any agent?

Secretary McAnoo. It could not nse a bank or a baunker unless
that hbank or banker was liconsed.

Senator Ssoor, 1t conld not use anybody that bhad the money to
buy the obligations.

Senator Townsenn., The distinctic « does not scem to be goml,

Seeretary McAnoo, Buppase your city wanled to sell munieipal se-
eurities, for instance, for a new vonrthonss, wheu yon conld get along
withoeut, it until pearce retorund. Suppose yon offeved those seenri-
ties to bankers, and those baukers said to the ¥Federal reserve com-
mittee, this voluntary organization, * Do you think this is the kind
of issue we ought to sell?” and the Federal reserve committee said,
“No; you should not offer themy” then the bankers wonid not offer
them, If, on the other hand, the city said, “All right, we are going
ahead anyway, and we will offer our bonds to onr own people for:

®
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subscription; we will invite subscription direct,” they could do it;
and if the people subscribed, of course the city would have the
money and could go ahead.

Senator Townsenp, Let us take a step further in the banking
proposition, because I am in sympathy with any proposition here
that will accomplish without favoritism a square, equitable deal;
suppose the municipality goes to the bank and says: “ We want you
to take some of these bonds.” You say the bank would have to get
advice from the Federal Reserve Corporation?

Secretary McAnoo. I did not say it would have to; I say it would
be supposed to do so.

Senator Townsenp. If it took them withont, it would be subject to
the penalty?

Secretary McAroo. No. Mr. Franklin, the bill would not apply
to a purchase by a bank in such circumstances, but they could not
sell them?

Mr. Y¥paverniN, The bank could subscribe to the municipalities’
securitics.

Senator Joxes. The act says no person, firm, corporation, or asso-

ciation shall sell or offer for sale or subscription any issue or any
part of any issite of securities herenfter issued if the face value of it
shall be in excess of $100,000, except in accordance with the regula-
tions, ete. That on its face would include municipal corporations,
would it not?
- Secretary McApoo, No. It is not intended to, because municipal
corporations do not act as agencics for the sale of securities. But
let me say that anyone may buy these securities. It does not inhibit
the purchase of securities by people. It is only intended to liconse
the agencies through which offerings are made to the public. If the
banks wanted to buy these securities from municipalities, they
could do so,

Senator TowxseNp. Suppose they did not apply for a license?
They would be subject to the penalty?

Secretary McApoo. No, sir.

Senator Townsenp. Suppose a State bank takes the issue of bonds
offered by a municipality in this State and the State bank does offer
to sell those bonds. Is that bank subject to the penalty.

Secretary McApoo. 1t would be if this bill passed.

Senator Smoor. They could not get any kind of credit at the Fed-
eral Rescerve Board.

Senator Townsexn, ¥ realize how it would have the cffect upon
the banking institutions (o force them into applying for a license,
but ¥ can not well see how we could pass a law that would penalize
i State bank for selling a State issue of bonds in the State anthorized
under the laws of the State.

Secretury McAooo, That is o legal guestion, Senator. IF the
¥Tederal Government has no power to control the State banks in
siich cireumstances, then, of course, we can ot exerciae it. My point
is this: T think it is essential that such power reside somewhere. Tt
many not be necessury to vesort to it. The mere exisience of the
power would probably make it unnecessary to apply the compulsion.
But T say as a result of my expevience with what the Government
has had to tinance and will have to finance that unless we can con-
trol, cither by veluntary action or by 2 sufficient measure of com-

a
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ulsion, the use of new capital in this country, so that it shall not

e empioyed in utterly unnecessary things, our difficulties in finane-
ing this war are going to constantly increase. They are going to
in(tzg'ease anyway, but they are going to multiply in a much greater
ratio.

Senator Townsexb. I still feel, from reading this statement and
from your statement and that of Mr. Warburg, that this thing can
only be accomplished through the voluntary act of these people,
and they are going to do it. Have you any cases, has the board
come up with any case, where a firm or corporation has refused to
submit a proposition to the voluntary board?,

Secretary McApco. We can not answer that, Senator, because we °
do not know what they are offering all over the country.

Senator Townsenp, Have you any cases where that has occurred?

Secretary McApoo. Mr. Warburg, have you had any such cases?

My, WarBura. I do not believe we can really tell, because we have
just begun to operate; but no doubt a great many securities have
been sold without our O. K,
~ Senator Smoot. The business interests of the country hardly know
this organization is in existence.

Mr, Warsuro., No. .

Secretary McApoo. Unless there is some way of compelling the
submission of these questions we can not tell what offerings are made
or what transactions have taken place.

Senator Joxes. T recall having seen an advertisement within the
last day or two that some mmining company wanted to sell $250,000
worth of stock through advertising in the papers and by circulars,
and I apprehend that that has never been brought to the attention of
this voluntary organization. ) o ‘

Secretary McApoo. That will simply continue unless there is some
power to regulate or control it.

Senator SmrrH. Your regulations are only to apply to these who
are required to take out licenses?

Secretary McAnpco. Certainly. o

Senator SmiTe, And you require to take oui licenses those who
engage in the business of selling bonds issued b 7 others.

ecretary McApoo. Yos,

Senator Smrri. Do you o further than thai? ] )

Secretary McApoo. Yes; it applies also to the offering by indi-
viduals or corporations. :

Senator Smrvir, Of their own bonds?

Seerctary MoAnoo. Not States ov municipalities, however, beeaiise
my owa belief is that the Congress has uo power Lo preveut a Stuie
or wauaicipality from selling divectly its obligations. .

Senator Lobem, Tf the eonunitiee, whether voluntary ov with the
inw behind it, should disapprove o municipal loan, it would never
set anywhere, and T shink the municipalities are one of the worst
places for unnecessary expenditures, L

Secretary McAweo, The peint is this, Senator. A wmnicipality
might offer its securities regardiess of this committee direct to the
public without secking to luve a bank sell them.

Senator Lopae. They would not get, far if it were knowa they were
disnpproved.
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Secretary McApoo. T hope that is true; we would like to have that
restraint upon them, '

Senator Syoor. They would not sell § per cent of them.

Secretary McApoo. The point I should like to emphasize is this,
gentlemen: I am satisfied that no injustice can be done through the
possession of this power by some responsible agency authorized by
the (Government to exercise it. The mere existence of such power will,
in my judgment, make it unnecessary to exercise it. I think the vol-
untary action now set in motion will be perfected by the passage of
this act; but if conditions do develop where the compulsion should he
exercised, we should have the power to exercise that compulsion.

Senator WinLrayms. Theve might be a few people who would try
to do it.

Senator Suoor. I think that is where the danger lies. T think this
license section gives the power to virtually bankrupt any business in
the United States that borrowed that large sum of money. I do not
say thev will do it. but the power is there, and I have rot any doubt
in my mind but that the voluntary system would take care of every
ase in the United States. ,

Seeretary MceApoo, Would not the voluntary svstemn bankrupt them
just the same!?

Senator Syoor, No; they would at Teast bave this chance, that they
would not be penalized if they nndertook it. They would under this
faw. T do not think that the voluntary system would have the same
effect as the compulsory svstem provided here, and, as I was saying,
I doubt verv much whether any new issue could be isswed with this
board’s disapproval: but the refunding of an old issue, if the board
had recommended against it, would not bc passible, whereas under the
voluntary system they would have a chanee to make arrangements
with the peopie who are carrving it to-day, und T do not think they
ought to be penalized for that. T think the power asked for is alto-
gether too great.

Secretary McAnoo. In the first place, as to refunding ogerations,
clearly there would be no interference with refunding operations
unless the corporation had . sinking fund or suffivient resources in
hand to make it unnecessary to refund theii- obligations.

Senator Sxoor. But suppose they have not.

Secretary McApoo. Then there would be no difficnlty abont, it, be-
cavse the purpose is not to destroy, bui to help; the purpose is to
facilitate.  Let me emphasize and stress this point: The purpose is
to facilifate, thyough the proper vegulation of eredit, the veadjost-
ments that sre inevitable during this war in many indostries of this
conntry and to assisé those processes of readjustment which are
already under way and are going forward in a somewhat ehsotic
fashion at the present thme. For instance, there way be indostries
which ave oot divectly conteidbniiory o the war which are sving {o
be very seviously affvcted by #he war, 1 think ihat sncho o dastries
could, with probably a small ov a rearenable amouni of anseiaes,
he ronverted inio someiling that wonld be very useini for th. pus-
poses of the war. They have skilled artisans, and their machinery
and their facilities might be adapted to war purpuses if they were
assisted.  As things siand to-day it is difficalt for them {o get the
eredit (o factlitate such a process of adjustutent, and the purpose
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of this corporation in all such cases is to assist that process as well
&s the exercise of reasonable discrimination between the things which
will not be useful or helpful to the war and those which will. Pre-
existing contracts, maturing obligations, and things of that kind,
if the corporation has no means of meeting them, whether such ob-
ligations are compatible with the war-making function or not, would
have to be respected, because we can not afford to impair the right
of those people to protect themselves, and in such cases the action
of this corporation would be beneficial because it would help them
finance their requirements.

So far as the dangers to which you vefer are concerned, I think
we have got to weigh those dangers. I do not apprehend the dan-
gers you do, bvt if they are present in the situation we have got to
weigh one danger against another, and we have got to determine
whether we ave subjecting the national intevest to a graver danger
by not doing this thing than in doing it.

Senutor Smoor. We all agree to that, but I can not see that we
are. Whether it is voluntary or whether it i1s compulsory, the con-
ditions as they exist to-day as you state them will be changed if
this Jegislation is passed. There is not any doubt that some sort of
legislation of this kind has got to be adopted, because without it we
can not finance the business of this country and finance this war at
the same time. But I do believe that no power should be granted
here to any living man to say vight off that if there is a business
here I want to destroy I can destroy it.

Secretary McApoo. You misconceive entirely the purpose of the
bill. The purpose of the bill is not to determine whether somcbhody
should be destreyed, but who shall be helped most. |

Senator Smoor. But that is the question. I know that is not the
purpose of the bill, but why put the power to do it into the bill? It
is a power, and there is no necessity of it, in my opinion, and there
has not been in England. There has been no forcing there; there is
not a penalty attached there, and it has worked admirably in Eng-
land. It will here with the voluntary system, and, as far as I am
concerned, that is what T would like to see; T think everything will
be accomplished by the voluntary plan.

Secretary McApoo. It is, at least, speculative. This is no time for
speculative measures, if I may be allowed to say so. You have got
to have the power to oblige people to do their share with respect to
the conservat'on of the capital of the country, and if you want to
take chances on it and something goes wrong you may fizd you can
not correet it.  Now, the mere existence of this power is, in my judg-
wment, going to solve the problom. T de not believe it will be neces-
sury o isstie o regulation if the power o issue it exists, If you do
not provide the authority, and espeecially if, after the maiier has beon
discussed in Congress, Toegrogs should deliberately say, “ We will
rely upon the volontary system for restraining the anwise use of
eapitul.  We vefused to rely ou the voluntary system for an Army, so
we drafted men and sent them out to die, but we will be more fair
to eapiinl. We will let capital volunieer, and if it does not we will
give capital the chance fo wreek the avmies in the field” T say that
between doing that and giving the power fo profect our armies and
the national interests, we ought to give the power.
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Senator Smoor. Let me ask you a question and see how you feel
in relation to the matter. Suppose there was a company—I do not
care whers it may be located—claiming that they would issue & mil-
lion dollars of bonds or $10,000,000. Under the bill they would have
to have a license to do so. Now, their request came to this bourd that
may be created under the bill, and the board turned it down and said
that it was not necessary at this time to begin that business. It would
not help the war; it would not help the couniry. There were not
funds sufficient to finance such institutions. Iiverycae in the United
States would be notified of that. Do you think, Mr. Secretary, thai
it would be possible to sell those bonds in the United States?

Secretary McApoo. Suppose that under this voluntary system they
do not submit the case to the committee. Suppose that banks bought
their securities and sold them without ever havirg asked the judg-
ment of the committee, They could do that. The point is that if we
could always be sure that every concern would voluntarily submit its
proposed capital expenditures to the committee this legislation would
" not be required. If you do not provide for that compuision many
concerns will undonbtedly s & to finance themselves through local
influences or agencies without ¢ r having asked the judgment of this
committee, .

Senator Syoot. You know that every bank in the United States is
already to-day right up to the limit of financing mouey for carrying
on the present business of the country.

Secretary Mc.Anoo, No; I do not know that. On the contrary, I
think they are not. .

Senator Smoot. I think they are. Not on'y that, but they are not
going to buy any securities that they can nut use as credit with the
¥ederal Reserve Board. They are not going to buy under those cir-
cumstances. There will be plenty of securities that can be used when
this bill passes, and they are going to take them and are not going
outside. They are not going to have their money tied up with
securities they can not handle, that are dead, and all they can get
out of them 1s simply the interest on the bonds. They can not sell
them ; it will be impossible to do that in this country or any other.

Seeretary McAnpoo. That is merely assumption. “Yon have no right
to assume that people are going to do any such thing, if I may be
allowed to say so, becaise everybody does not do ihe right thing.
That is exactly the same argument that was nsed when the draft law
was proposed. They said, “ Let us stick to the volunteer system; we
will raise an army s we will have millious of men who will volunteer
to go.” But you can not fight & great war that way, and we had to
opact the sclective-drafi law to take men to fight the batbies, 1f we
are not going to compel people back of the lines to use eapital to
support the men whe Lave been drafted and sent o the front to die,
if necessary, i do not think we shall be doing the right thing,

Senator Syocer. But T can not —oe any comparison betweon the
two at all, Tn thi: 5ill vou have aloolate power to say that they can
not use that money for cevtain purposes even thoigh they vndertako
to do it.

Secrctary McAnoo. That is not as great » power as saying, “ You
go out and die for your country.” )

Scnator Smoor. That is quite a different thing-—an exchange of
dollars.
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Secretary McAnoo. If you want to take chances you will not pass
this bill. If you want to conserve capital for the uses of this Gov-
ernment at the time when it is going to be needed in increased
amounts you must pass it. From what I have experienced in the
Treasury Department, this power ought to be conferred. I am frank
to say that I have come to this conclusion with reluctance; that I
would prefer not to exercise this power. It is a new and an addi-
tional load, but it is essential that it be carried. I can only state,
with all the emphasis I can command, that it is an essential thing to
do, and I think that the best banking brains in the country are of the
same opinion. At least, some of the best banking brains I have con-
sulted were of the opinion and have urged it very strongly.

When it was first suggested to me my judgment was opposed to it.
I have become convinced of it as we have gone along.

Senator Lonce. Mr. Secretary, it seems to me if you conscript capi-
tal you confiscate it, of course, just as you take the man. The object
here, it seems to me, is rather different,

Secretary McAoo. It is not conscripting capital.

Senator Lopee. But you will have to conscript capital if you aro
going to put it on the level with the man. 1f you treat capital as you
treat men, you simply take the money away when you want it. But,
as ¥ understand it, the object is to get our loans taken and our taxes
paid, and we do not wunt money unnecessarily diverted from those
objects. That is the real object of the bill,

Sceretary McApoo. ’recisely.

Senator Lonce. It is not a question of seizing capital. It is a ques-
tion of making it as productive for Government purposes as possible.

Secretary McAnco. Yes, sir; and merely regulating it for that
purpose.

Senator Wrtriams. Regulating it by preferential designation.

Senator Lopoge. That heing the case, you have, in the first place,
the power of absolutely forbidding any assistance to a financial cor-
poration in the issue of new bonds or to call for new money which
does not meet the approval of the board. That would seem to me
to be a power that would settle the whole thing, But it seems to me
we are overlooking one thing, which is perhaps a question of admin-
istration, but which, it seems to me, is very important. I do not
apprehend se much danger from the destruction of business, because
I am certain that that is not the desire of the corporation or of the
Treasury as from dubious enterprises, which would not live a minute
in the market if they trvied to gef money in the market, because the
market wonld wot hava anything to do with them. They will come
down heve—somae of them are here now—-with very plausibia cases,
stating that they nre going to assisi the Government, and ihey are
doing Government work or something of that sort, and I think theve
is a great danger 1 that direction. I think there are a great many
things whieh would better be teft to the mercies of the warkef, which
5 0 pretéy bard one just of present. ¥ think there are a grewt many
eases that would be iaken care of under the voluntary systein instead
of having them come here and have an opportunity to make a very
plausible case to the effect that their work 1s going to be of value to
the Government. ¥ think there is a great danger in that direction.

The Cnamyan, Do not they have that under the voluntary sys-

tom ?
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Senator Lobge. Absolutely; T vealize that.

Secretary McAroo. We heve a commiitee now operating for the
Federal Reserve Board, of which Mr. Warburg is chairman—TI ap-
pointed this comniittee—it is composed of men of fine intelligence
and capacity, and I doubt very much if any plausible scheme would
get through uniess it had a very good foundation.

Senator Lonee. U have very great confidence in that committee of
the Federal Reserve Board, but I have in mind some cases where
companies have been formed to take GGovernment work and they had
no money and could not get money from the market on their own
merits, and they came down here and under the law they got a third
of their contract to start on, which makes an immediate and bad
drain on the Treasury, which you spoke of the other day, and those
are the things which I fear quite as much as anything else. That
is why I think it is so important to leave it in the hands of the
Federal Reserve Board, which has the work in hand already and
k}llww it and are not amateurs, and they know how to judge of those
things.

Secretary McApoo. That committee, Senator, was organized at
the very time we had this bill in contemplation for the express pur-
pose of giving it an ofticial status when this bill is passed, if it is
passed. T am creating that organization for the very purpese of
administering this phase of the bill if it shonld pass. The whole
value of this provision of the bill is simply to enable us to give that
committee that power, and it is necessary that it should have the

ower,
P Senator Loner. Under this bill un entirely new body of people are
going to pass on these issues of new capital?

Secretary McAnpoo. Not at all.

Senator Lobee. It is put into the hands of the directors of the cor-
poration. ,

Secretary McAnpco. You have got to establish the agency through
which that power will be exercised, and this Federal reserve com-
mittee is to become the official representative of this corporation in
performing that function. .

Senator Lopee. Would it be objectionable to have that question
that you sum up in the word “license,” that power to license new
issues, left by law in the hands of the Federal Reserve Board ?

Secretary McApoo. T should not object to that, except for this
reason: This power should be exercised in thorough cooperation
and harmony with the pelicies of thix corporation. If you make
another body independent of it, that bedy might license wsues that
tha corporation might find very ebjectionable, and therefore U think
that for good admintstration and for the earrying forward of a per-
fi otly definite poliey it ought to be wxeveised by one autho: ity.

Senator MoeCumser, I the awrhority was 1o the boavd Tord the ad-
minsteation was through the heads of the Federal bankivg system,
wottld not that sceomplish it

Seceatary MoAnoo. That is exactly what this is designed to do.

Seustor MeCuomser, What objection wonld there be te so deelaring
in the law itself, that that should be the administeative branch of that
powert .
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. Senator Looee. That no license should be given by the finance
corporation unless the enterprise- had the approval oi the Federal
Reserve Board ?

Secretary McApoo, You have %ot to have two independent bodies
agreeing on things, and they might disagree.

Senator Wirriams, You might have to appoint a conference com-
mittee,

Secretary McApoo. Yes; I imagine that there will never be any
difficulties between the Federal Reserve Board and the Treasury, as
the Secretary of the Treasury is the chairman of the Federal Reserve
Board. We have been working together for the pasi four years,
and the agencies of the Federnrl Reserve Board are 1mmensely help-
ful in doing this work. While I should not object if Congress wants
to make that division of power, I think it is unwise because the -
policies ought to be controﬁed and made to reciprocate thoroughly.
If you make a division of power of that sort you never know when
some difference of opinion may arise out of its independent exercise.
That is all. ¥t is necessary that the corporation’s operations shall
be made thoroughly reciprocal with the policies of the Treasury
Department. You could not run this corporation independently of
the Treasury. It would be a great mistake. We inight have a bad
mix-up sometime.

Senator Loocr. You would be obliged, of course, to have some
agency to pass upon these proposed new loans, -

Secretary McAuvoo, Certainly, and that is the reason, Senator.

Senator Lobae. If you have an agency, what better one could you
find than the one now operating ?

Secretary McApoo. We can not; and I -y that was the purpose
of this bill, and it will be my purpose as : :ember of the Board of
Directors to vote to have the Federal Res. e Cominittee, which is
already organized, continue to exercise these powers; but the cor-
poration would then have the power to control the general policy.

Se(ti:;tor Longe. They would have the power to say what should be
issue

Senator Townsenp, What would be the objection to having the
Federal Reserve Board, of which you are the president or chairman
now, authorized to do the things you speak of in this bill, without
any reference to a corporation? o

Secretary McApoo. You mean the licensing power?

Senator Towxsenp, Yes,

Seeretnry McAnoo. No objection, except you have two independent
funciions, and if auy differcace of opinton should arise it might
cause trouble. .

Senator Towwnsexnn, 1 do not wuni differewd fanctions. L do not
wand, any division. :

Senator Tuesas, If we cover everything iv the bill.

Seeretary McApeco, Yon mean the whole function ?

Senator Tuonmas, Yes, .

Seerctary McApoo. That is manifestly impossible.  Yon have got
to have a corporation that issues bonds and has capital.

Senutor Tuomas, Are not the members of the Federal Reserve
Board ipso facto members of that corporation?

41420 18- — -6
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Secretary McApoo. The bill is drawn so that you can have members
of the Federal Reserve Board as niembers of the corporation. _

S]enat'(;r McCumner. You can make them the corporation if you
wish to

Senator THoMmas. I hate the further division of authority.

Secretary McApoo. You conld put them on as directors, and this
hill says you may use anybody connected with the Government now
as members of the board of directors of this corporation.

Senator Townsexp, Suppose we say a corporation consisting of the
Secretary of the Treasury and this voluntary committee you have
now, naming them, shall constitute the directors of this corporation ?

Senator Syoor. The chairman of the Federal Reserve Board shall
be the chairman of the corporation. As I understand, the Senator
from Michigan wants the bill itself to provide that the board of the
i;)rp% ation shall consist of the same members as the Federal Reserve

oard.

Secretary McApoo. You want to make the personnel of the Federal
Reserve Board the same as this corporation?

Senator Towxsenp, T want to legalize the work youn are doing now.

Secretary McAnoo. Are you speaking of the licenses or of the entire
function?

Senator Townsenp, The eniire function; no division,

Seerctary McApoo, One reason why in the composition of this
board it is proposed that the Secretary of the Treasury shall nomi-
nate the directors, with the President’s approval, is to be certain that
we shall have an organization which will reciprocate thoroughly with
the Treasury and its policies, If you were to confer these powers
on an independent board in which the Secretary of the Treasury
would merely have a vote, that board could do things inconsistent
with the policies of the Treasury, which are dictated by the Secretary
of the Treasury, and a very unfortunate situation might be produced.
We must be sure that the operations of this corporation are in com-
plete harmony with the policies of the Treasury.

Senator Smoor. You have just made the statement that you have no
fear whatever that the Federal board would not be in harmony with
the Secretury of the Treasury or the Treasury Department, and
therefore if they mal 2> the Federal Reserve Board the members of
this corporation I do not see how it could be out of harmony with the
Treasury Department. '

Secretary MeAnco, Tf you, by legislation, creaie the personnel of
ihe board, which is not nsnal, and you make it entirely independeat
of the Treasurv, yon could not tell whether that board would fane-
tion with the Treasury or not. -

Senator Wimbiams, While there might be the utmasi harmony
now, dishairmony might avise?

Seerciary McAnon. T should not expeci it, but, & thini. the prin-
ciple wounld be bad oi ereating a corporation wn that fashicu,

Senator Smoot. There might be a matior of harmony .1 to who
was appeinted,

Sceretary McAnoe. There wonld not be anyihing like the chaneo
of disharmony as the bill is drawn that there would be otherwise.

Senator McComper. What yon want is the veto power?

L
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Secretary McApoo. I think it is essential that the Secretary of the
Treasury shall have that veto power. That is clearly intended in this
bill. These policies must harmonize with the Treasury policies, if the
financing of the Government is to be carried forward upon a definite
and consistent idea.

Senator Garvincer. I have about 20 questions to propound to the
Secretary, but I think we understand his attitude, and I believe
other gentlemen are to be heard. Might we not move along?

The Cuaieman. I think every member of the committee ought to
have an opportunity to ask the questions he may desire, because this
is & very important question that we are considering now. It is vital
to tho bill, as I look at it.

Secretary McApoo. The. fundamental principle of this bill is to
create an additional agency to assist the Treasury of the United
States to raise money i carrying on this war. It is vital that the
policies be those of the United States Treasury, and we must not take
any chance of having those policies conflict, because if a_power is
constituted which might eventuate in differences of opinion about

olicy it might seriously affect the financial plans of the Government.
You have ﬁot to protect the Secretary of the Treasury against tak-
ing these chances of difference of opinion about policies. Boards, as
a rule, debate a great deal. ¥, myself, with the highest appreciation
of the value of boards of directors and other boards, do not lock
upon ‘them in great emergencies as having the power to function
quickly enough. The Secretary of the Treasury has_enormous
emergency powers already which are exercised instantly. Frequently
he does not have time to debate propesitions that come before the
department, He must act quickly.

Some one must have the responsibility, and some one must act
in such cases. Unless this bill is passed in such for that the
policies of this corporation coincide with Treasury policies, it will
not meet the situation. '

Senator TownseNp. You provide in this bill for a board of four
additional persons. Do you mean to say you de not have to consult
with those four?

Secretary McAnoo, No, sir; I did not mean to say that.

Sentator TownsexDp, The Secretary of the Treasury is not supreme

‘in that case, then. He has a board, but you suggest that you appoint
them, I suppose with the idea that they would do as you requested
them to do. Just what is the use of a board of that kind? Why
not make a corporation consisting entirely of the Secvetary of the
Treasury ¢

Secrctary McAnoo, Beeause o board of divectors is one of the
cssential elementis of a corporation, and we st have a corporation
to do this job. I said very frankly in my statement the other day,
that if these powers could be exevcised hy the Secretary of the
Freasmry with his Assistant Secrvotavies, as he exereises all the other
vast powers of the Treasury Depaciment it would be belter, T
shonld feel more contented if that conld be doune, but it is not prae-
gicable. ¥ should be more contented with that avrangement merely
because it would be more certain that there would be no difference
botween the policies of the corporation and those of the Treasury
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Department. But if the board of directors should be chosen by the
Secretary of the Treasury, with the aggroval of thé President, I
believe that we should get men who would cooperate with the Secre-
tary of the Treasury in this work just as thoroughly as the Assistant
Sccretaries of the Treasury cooperate with the Secretary.

Senator Towxsexp, It may be necessary to give one man this
power. It is an emergency power. I recognize that, but it does not
seem to me to be of that nature that would require unrestricted au-
thority to be given to some man who might, exercising the best of
judgment, destroy conditions in this country which are absolutely
essential to the carrying on of the war; and I had the thought that
the Federal Reserve Board was so closely identified with the.Treas-
ury, its appointments being dictated by the Treasury Department,
and because we know the men, we know what they are doing, the
country would have confidence in them, and that board might be
empowered to do what you want done here, and at the same time
there would be an assurance to the country that to me seems almost
essential at this time.

Senator Lopge. My only suggestion was that the Federal Reserve
Board should have the power to pass on the licenses issued, which is
not a part of the policy but is dealing with each separate case as it
comes up. It does not seem to me it is a question of Treasury policy
to say that A shall have a license and B shall not.

Secretary McApoo. In answer to Senator Lodge, let me say that
the Federal Reserve Board has a very distinctive function to per-
form for the country. It has a great deal to do. I do not believe
this board has the time. This is going to be a very large additional
operation, and, as far as the Secretary of the Treasury is concerned,
he can only supervise and control general policies, and can not ad-
minister every detail of these organizations. The board has a very
distinet function to perform, and I do not think it really could take
on this duty. .

Senator Lobce. They are performing it now.

Secretary McApoo. I am speakinug of the corporation itself.

Senator Lobge. I did not mean that. I only limited it to what
thesy are doing now.

ecretary McApoo. There is no objection to that.

Senator Towxsenp, Your banking system and this system are very
distinctly related. This is to be an aid to the currency system in
obtaining money.

Secretarv McAnoo. The Federal Reserve Board is related to the
whole operation—has the control of the issue of any currency that
- can be issued by the Federal reserve banks.

The licensing feature is rather a distinctive feature of the bill.
That power could be conferred independently more readily than any
other power in the bill, and I should have no objection to conferring
that power upon the Federal Reserve Board.

Senator WiLLiams. The mere power to license?

Secretary McAnoo. Yes, sir.

Senator LopGe. There has got to be an agency for that.

Secretary McApoo. I had intended to use this voluntali‘x organiza-
tion. There are on the committee three members of the Federal Re-
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serve Board. There are also threc members who are prominent
bankers of the United States who would be associated with the three
members of the Federal Reserve Board in this work. But I have
no objection to substituting the Federal Reserve Board per se if it
should be desired to have it exercise the licensing power.

Senator Stone. Have you any objection to exempting from the
gln:w.smngs of this bill the securities of municipalities from the license

ction

Secretary McAvoo. I think that would be very objectionable. I
think that is one of the places where we need to exercise a fair
measure of control. :

Senator Sxirh. Not the States, but the municipalities.

Senator LobGe. It is needed there more than anywhere else.

Secretary McApoo. I have had a number of cases put up to me of
municipalities where obviously the thing proposed was not needed
cither in the interest of the public in time of war or in the interest
of health. This is exactly along the line of public buildings which
the Government of the United States is putting up. I took the
libexgnof writing a letter to every member of the House and of
the ate in whose district or in whose State there were uncom-
pleted public buildings or buildings authorized and not begun ex-
plaining why it was necessary to postpone such construction until
the return o Yeace. Every Senator and every Member of the House,
with the single exception of one, who did not object but was very
anxious that I should except his particular project, agreed with me.
Here is the point: There are many municipalities in the United
States where there is local pressure for some new building or for
the pavement of some street.

Senator WiLriams. Or put up new monuments.

Senator Looee. And they are spending somebody else’s money.
They are very ready to issue loans.

Secretary McApoo. Exactly; and unless you can get some measure
of restraint I think you are not going to be able to control them,
and I think it is very necessary to control them. The only way is
to grovide that banks which are selling securities shall take a license,
and if they then sell securities which they ought not to sell you can
punish them. Then you can get control. :

Senator Townsexp. Would that cover a case like this: Suppose a
bank takes a State authorized issue of bonds, would it prevent that
bank from rediscountirllg them at the Federal reserve banks?

Secretary McApoo. Yes, I think so, Senator.

Senator Lobee. Under this bill it would.

Secretary McApoo. We could not prevent the. bank from buying
the bonds.

Senator Townsenp. They could not rediscount them?-

Secretary McApoo. They could not rediscount them or resell them.

Senator Smoor. And the bank would never take them.

Secretary McApoo. And that would give g:u the power of com-
pulsion over the unwise use of municipal fun

Senator Smoor. Just the same as it would over all the other funds

if it were voluntar%‘ .

*  The CrHammMaN. Mr. Secretary, do you wish to say something with
reference to the suggestion that has been made by certain bankers
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to the effect that this large authority to issue bonds and securities by
the corporation might possibly lead to inflation? I think you re-
ferred to that generally the other day.

Senator Stone. I think h - covered that.

The Cuairman, Mr. Harding discussed it very fully. I did not
know whether you wanted to say anything further about that or not,
Mr. SeeretarK.

Secretary McApoo. I do not know that I can add anythiug, Sen-
ator, to my statement, where I thought I covered it rather definitely.

" I do not think it will lead to infiation. On the contrary, I think

the tendency would be to restrain inflation, because the whole plan is
based upon an unusually sound principle. There will be no infi: jion
of currency resulting from this, in my judgment, and I do not believe
it will result in an inflation of credit, especially with the license
system, which will restrain injurious capital issues.

Senaior WirrLianms. Which will result in a direct restriction of in-
flation of securities.

Secretary McApoo. Precisely, and yet at the same time it will
preserve what I think is very essential in the situation and bring
about a sound expansion of credit which is absolutely essential to the
conduct of this war. You can not carry on this war without an ex-
pansion of credit.

Senator Lopce. Credits are enormously inflated now.

Secretary McApoo. No; they are not.

The Cuarrman. T entirely agree with vou iz what you are saying,
but an article has been written by Mr. Roberts, of the National City
Bank of New York, which I have reason to believe has been given
very wide circulation among bankers. Some things have come to me
which would indicate that they had received that article and that
it had rmade quite an impression, and therefore I thought under those
circumstances it might be very well to give you an opportunity to
further fortify, if you wanted to, your rather brief statement in your
written testimony.

Secretary McApoo. I do not know of any subject you can throw
into the arena of debate upon which you can get more discussion and
theory than the question of inflation. It s largely a matter of
opinion: The City Bank circular to which you refer I have not been
able to read, except a part I saw in a newspaper. What I read led
me to believe that the author of that circular had not read this bill,
or, if he had, that be did not understand it.

It is & question very largely of epinion, gentlemen. 1t is easy to
theorize, and, when one lacks arvgument, it is easy to obscure the
issue by the cry of inflation. Perhaps it may be useful to refor to
the disenssions with respect to the enactment of the Federal Beserve
Act itself. The National City Bank opposed that act strenuously,
because, they said, it wonld lead to inflation. Nearly everybody in
Wall Stieet had the same view and oppesed the Pederal reserve law.
Suhsequent evenis and experience have shown that they were uiterly
wmistaken. ¥ am stating these facts because so frequently men con-
jure up fears of inflation and atlow them to contrel their judgments
to an undne sxtent. We have got to take the chances of inflation in
this war, wnyway. We must have expansion of credits instead of
inflation, if possible, and fhe thing to do is to pass measures which
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will give direction to a sound expansion of credit and supervision
of it in such a way as to minimizs the possibilities or the evils of
inflation. In other words, to make it just as sound as we possibly
can, and T think this bill does exactly that thing.

Scnator Lonce. There is a very broad distinction between expan-
sion of credits and inflation of the circulating medium.

Secretary McAnoo. I agree with you. You must have expansions
of credit. ‘

Senator Looce. I agree with you there.

Secretary McApoo. You can not finance this war without them.
Let us make the expansions of credit as sound as we can,

Senator WiLLiams. What you want to do through this bill is to
make whatever expansion of credit does take place take place in the
right direction and restrain the expansion of credit in the wrong
divection?

Secretary McApoo. Exactly; and to make the expansions of credit
upon a sound basis.

Senator Looce. What the bankers are talking about is inflation.

Secretary McApoo. I am coming to that. There is 2 chance for
the issue of currency by Federal reserve banks against the notes of
the banks secured by the bonds of this war finance corporation, and
that is the basis for the fear that there may be inflation of the cur-
rency. That is <o guarded under this bill that the Federal reserve
banks issuing such notes must have a 40 per cent gold reserve against
them, just as in the case of commercial paper, and all the regulations
which apply to the Federal reserve notes wiil apply. There is also
the power of special taxation against an issue of this particular form
of currency. You will recall that under the Aldrich-Vreeland Act
the issues of emergency currency by the national banks through their
national-currency associations were based upon securities of a similar
character—I mean fixed investments—and there was no gold reserve
at all against such issues. When they were issued in 1914 the Secre-
tary of the Treasury had the sole power to issue over a. billion of -
such eirculation with merely a redemption fund of 5 per cent in gold.
It was on my insistence that the law was amended to call for an addi-
tional reserve of gold, up to 100 per cent if necessary. I issued
$384.000.600 of such circulation without any gold reserve.

Senator Lopce. Do you mean that the gold limitation applies to
notes issued on these bonds of the corporation?

Secretary McAboo. The gold reserve which the Federal reserve
banks must have against all Federal reserve note issues applies to
notes issued agaiust the notes of banks secured by the bonds of this
corporaiion.

Senator Looce. They must have the 40 per cent of gold.

Secretary McAnoo. Yes. The 40 per cent of gold fixes an abrolute
limitation on the total issue of Federal reserve notes,

Senator Wnnraus, In addition to the 40 per cent of gold back of
this, i?s the bond of this corporation secured by the TFederal Govern-
ment ¥

Secretary McAvpoo. Yes; and secured by the collateral deposited
against the notes, which the banks rediscount with the Federal re-
cerve banks.
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The Caamrman. Mr. Secretary, I understood you to ask that sev-
eral utility men be heard. .

Secretary McApoo. There are some gentlemen here representing
public-utility corporations who wish to be heard.

Senator Smoor. I wanted to ask the Secretary some questions on
Paragraph B of section 6, but I have not the time now.

The CuairmaN, The committee will adjourn until 10 o’clock to-
morrow morning, when we will hear these gentlemen.

(Thereupon, at 12.05 o’clock p. m., the committee adjourned to
meet at 10 o’clock a. m. to-morrow, Tuesday, February 12, 1918.)




THE WAR FINANCE CORPORATION BILL.

TUESDAY, FEBRUARY 12, 1918:

CoMMmrrree oN FINaNcE,
UNI1TED STATES SENATE,
Washington, D. C.

The committee met, pursuant to adjournment, at 10 o’clock a. m.,
in the committee room, Capitol, Senator F. M. Simmons presiding.

Present: Senators Simmons (chairman), Williams, Thomas, Gore,
Jones, Gerry, Lodge, McCumber, Smoot, Gallinger, and Townsend.

Present also: Mr. S. R. Bertron, member of the Excess Profits
Tax Advisory Board.

The CHaemMaN. Mr. Bertron, I think we promised to hear you
this morning.

STATEMENT OF MR. S. R. BERTRON, BANKER, OF NEW YORK AND
. PHILADELPHIA.

Senator TownseEnp, Whom do you represent ?

Mr. Bertron. I am a banker of New York and Philadelphia. I
iave no affiliation with the Government except I was recently on a
diplomatic mission to Russia, and I am now on the Excess Profits
Tax Advisory Board. I was asked to come here—I do not know just
why—to discuss this matter with you, but not that T am an authority.

’IYhe Cuamryman. The Secretary asked you as a representative of
the banking interests?

Mr. BertroN. I think so; yes. I have no affiliations with the
department other than that which I have stated. I have kept rather
closely in touch with the financial situation here and in New York,
by reason of my interestc. When the Government preempted the
market for securities and that fact was realized by the financial com-
munity immediately it was the expectation that some measure to
care for the necessary corporate financing would be enacted, as has
been the case in England and France and other countries. Our rail-
way situation and our public-service companies were the two most
important interests that required attention, especially so because of
the fact that they have insufficient rates of income to offset the in-
creased expenditures and costs which the war brought on, and their
net earnings, therefore, were continually going down, and they were
unable to make a financial showing sufficient to borrow money, many
of them even in good times, The railway situation will bave been
cared for, in the eyes of the financial world, satisfactorily when some
measure such as that now before vou has been envcted. That leaves
the public-service companies and other corporations which have a
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large maturing indebtedness with no means whatever of caring for
these obligations, The public is not buying. The private bankers
can only buy a limited amount unless they can pass it along. The
banks, by force of circumstances, have been discriminating against
advances other than those which are rediscountable at the reserve
banks, which is very natural, so that the situation of the country be-
came very, very critical in the autumn,

Senator McCumser. The banks want something they can convert
into currency?

Mr. BertroN. Yes, sir; they can not load up on stuff that can not
be converted. The situation became very acute in the autumn; the
common stocks of the 12 leading railways depreciated to the extent of
about 53 per cent of the height they had maintained a few years ago.

Senator Smoor. Common stock ?

Mr. BerTRON. Yes, sir.

The CHairmaN. You are speaking of the railroads?

Mr. BerTrON. Yes, sir.

The CrairMaN., What years do you mean?

Mr. Bertron. I have taken the years 1908 and 1909—along there.
Those were normal times, we may say. The public service company
stocks have continued to depreciate 1n just about the same pr:or-
tion. That showed, you see, a very serious situation. People were
afraid to buy the securitics of these companies because they could
not see how their obligations would be financed. The whole financial
community has been urgently expecting some measure to cure the
situation, an< when this proposed bill we are discussing was intro-
duced the idea was, of course, very warmly applanded, and I have
not heard of many criticisms of the bill after it was properly under-
stood. A number of our New York bankers at first made some eriti-
cisms, and there were criticisms from other parts of the country,
but I think to-day the consensus of opinion is that the bill is a very
good one as now drawn.

There are only two points about which I think there is very much
discussion to-day, and one is the subject that you thrashed over so
carefully yesterday with the Secretary-—that of giving the bank
the right of limiting the issuance of securities by compulsion. A
great many people thought it might be very much wiser if in each
reserve district a committee of bankers or business men was formed
to cooperate in conjunction with the reserve bank of that district
having, say, some member of that reserve bank sit on that committee
and that committee pass upon the eligibility of the securities to be
issted. That, it seems to me, would be an excessively wise provision
for two reasons. In the first place, such a local organization would
be in better touch with the necessities of the comwmunity than an
institution here in Washington could be,

Senator Townsexp., Why do you call it excessively wise? You
favor it? .

Mr. Berrrox. T think it would be very wise. That is my judg-
ment,

Senator Townsexp. I thought you meant it would he too wise.

Mr. Bertron. Noj because any board sitting here in Washington
would fail to keep in touch with the necessities that arose in the vari-
ous communities. That is necessarily so.
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The Cuairman, Has your attention been directed to the provision
of the bill which authorizes this corporation to establish branches?

Mr. Ber1roN. Quite so. I was just coming to that, Senator, and
was going to say that the Secretary explained yesterday very fully to
us that he had already begun appointing, through the reserve banks,
such committees in the various centers and stated that he propose
under that enactment, if passed, to utilize these committees now be-
ing appointed in the reserve districts for that purpose. If that were
done I am sure it would meet with quite universal approval, because
if the bank of four directors were to attempt to sit here in Washing-
ton and pass upon the necessities of every locality ¥ doubt if they
would have any time to do anything else, because there would be a
vast amount of applications, and local boards would be very much
better in touch with conditions.

The Cuairman. I thought the Secretary made it quite clear yester-
day that the corporation as such had no purpose of undertaking that
particular line of inquiry but they would probably utilize this com-
mittee that he has voluntarily created as a part of the Federal Re-
serve Board; that is to say, three members of the Federal Reserve
Board are to be members of that committée, with three outside
bankers. That is a voluntary organization, but I understood the
Secretary to say that it was his expectation that ti... organization
was to be used In connection with this work.

Mr. BerrroN. Quite so. And I understand they will also have
similar organizations in each of the reserve districts, and if the Sec-
retary will utilize, in case this bill passes, those organizatiols which
are now representing the reserve banks that will be utilized for this
purpose, that would meet this objection.

The Cuairman, This bill merely gives the power to the corpo-
ration.

Mr. BerTrON. Quite so.

The CHairMaN. But it exercises that power through these com-
mittees,

Mr. BertroN. Quite so. And I say the fact that the Secretar
expects to do that will be excessively helpful and will meet wit
general approval.

Senator SmooT. Those local boards will not have the power to pass
upon the loans?

Mr. Bertron. They will pass upon the eligibility of the local cor-

oration, or, I imagine, issue a certificate, or recommend it for action
Eere by the board. That would answer the purpose entirely and
obviate any criticism I have heard of that character.

The Cniaikman. What do you think of this suggestion? It is one
I made to the Secretary yesterday afier we had discussed this matter
and adjourned. That committee is now a mere voluntary commit-
tee. It has no legal status, If we should pass the bill as it is now
written, that coinmittee would still have no legal status. To meet
the apparent objection of some members of the committee yesterday
1 suggested that it might accomplish the general purpose just as well
to lodge the power of ultimately determining whether the securities
should be issued or rot with the corporation, but in the bill authoriz-
ing the corporation to appoint a committee on capital issues, if yon
want to call it that, or whatever you want to name it, composed of so
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many members of the Federal Reserve Bourd and so many outsiders,
with authority to make these investigations and make findings, sub-
ject to the approval of the board of directors of the corporation.

Mr. Bertron. In other words, you would utilize the idea the
Secretary has in mind ?

Senator Syoot. I do not think that would help the situation at
all unless they had the power to pass upon the issue.

The Cuamyan. Preliminarily they would have the power, subject
to the approval of the board. T am just suggesting that. 1 do not
want to stop to discuss that now.,

Senator Smoor. I understood ihe Secretary to say he had no ob-
jection to allowing the Federal Reserve Board to pass npon these
issues,

Mr. BertroN. If it was stated thet that was going to be done, I
think it would popularize the measure. .

The CuairmMan. Would it be your idea that the local committees
should Lave the final determination?

Mr. BertroN. It would be o great mistake, I think.

The CHarMaN. Without any power in the corporation?

Mr. BertroN. I think the final decision should be here.

The Cramrman. If yvou create them and invest in them the power
of decision then you refer this whele matter to two different organiza-
tions. '

Mr. BertroN. That would be & great mistake, I think,

The ('mamrman. And then they would vot articulate this matter
with the Treasury.

Mr. Berrrox. The fact that the local committees had passed upon
the matters and made reeommendations woud be exceedingly helpful.

The other point that was under discussion quite considerably and
which might have been discussed here, though I have not heard it,
was as to the number of directors of the proposed institution. A
great many bankers feel that the purpose of the institution to serve
the country at large would be considerably augmented by havin
several outside directors who would be members and bring in fresg
ideas, and who would not be excluded from remaining in business,
although not eligible to pass upon secarities in which they themselves
were interested ; and yet if vou had a large board it might complicate
matters very much in the operation here, and I think those sugges-
tions could also be met, and admirably met, by having, say, an ad-
visory conncil selected from five or six men from various parts of
the country, who would sit once in so often with the board here,
with the directors, to act in advisory capacity, which would enable
the directors here to keep in touch niore clcsely with the various
districts from which they came. T think such a suggestion as that
would popularize the measure and add to it suflficiently without mak-
ing it cnmbersome by having too many directors.

Senator Wirniams, What is the use of an advisory committee if
it does not do anything but criticize, and suggest, and raise debate,
and cause delay?

My, BerrroN. None, unless they were business men; and in that
event I think they would cooperate most closely with the directors
here and keep the. directors tn touch with the various conditions
throughout the country.
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Senator Wirrtams. That is true of ordinary business transactions
where there is plenty of time, but in a state of war we have got to
act quickly.

Mr. Bertroxn, That is true, :

The Cuairyan. Did I understand you to say that the number of
directors of the corporation should be increased ?

Mr., BertroN. No, sir. I have merely stated to you the several
criticisms that were made against the bill in various banking centers,
and I think they both would be met, the one by carrying out the
Secretary’s suggestion of yesterday and the other by possibly having
g)m' ((l)r five advisors, such as you have m the case of the Reserve

oard.

Some people have questioned the amount involved, but I think
when it 1s understood that we can not tell what the length of the
war will be and we do not know absolutely the amount of obligations
to be cared for, the limit put in the bill is none too large. The mere
fact that you provide a cure for the whole situation as it appears
to the financial world will bring about less necessity for using the
bank than if it were limited. ¥or instance, I was active in the
formation of a cotton pool that we organized at the beginning of
the war. Cotton, as you know, had dropped to under 6 cents a
pound, and it is our largest export commeodity, and the balance of
trade was seriously affected. We organized with considerable diffi-
culty a cotton pool the summer war began and raised eventually
$135,000,000 for that purpose. The mere fact that such a thing had
actually been accompfished and was in existence satisfied the public
anxiety as to the situation, and from that moment the price of cotton
began to go up, and there was never uiilized but $35,000 of that
$135,000,000 provided. The mere faci of its existence snswered
the purpose.

Senator Smoor. There were other contributory causes at that
time?

Mr. BertroN. Well, there are always contributory causes, but
that was the principal ene, and the fact that you establish such a
financial institution here will satisfy the public.

The CrarrMaN. You mean to say those contributory causes would
not, have produced that result but for this pool?

Mr. BertroN. Oh, no; the business world is largely governed hy
sentiment. It is the same with the savings banks. If the depositors
know you have the money, they do not want it. If you create an in-
stitution that will care for the necessities of the situation and do it
promptly, yon will obviate to a great extent the nccessity of using
the institation. There are about $800,000.000 of maturities coming
due which must be cared for.

The Craairman. How many did you say?

Mr. Bertron. About $800,000,000. .

Senator Gore, Do vou have any idea of the ratio of those coming
due in the vear, as compared with the capital?

Mr. Bertrox. That varies with the character of the securities and
the industries. In the public service companies, for instance, they
have maturities this year of $232,000,000, and it is estimated that the
normal expenditures would be nearly three times that, but those ex-
penditures can now be greatly reduced beecause many of them ave
unnecessary.
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Senator Gore. It is estimated that the renewals will be about 30
per cent of the entire amount of capital needed, including renewals
and new capital? .

Mr. Berrron. That is approximately correct, sir.

The Cuamrman. Have you any further statement to make, Mr.
Bertron? .

Mr. BerTrox. Noy Senator; not as applying directly to this meas-
ure; but I would like to suy this: If we could bring about the realiza-
tion throughout the country of the necessity of avoidance of unneces-
sary expenditures we would accomplish a very great need. This
measure will take care of and prevent unnecessary issuance of mal;lﬂ
securities, It is limited now to $100,000 in amount, but I thi
that far in excess of anything that would come under this bill is
expended yearly in smaller amounts throughout the whole country.
To give an illustration, in a certain city in the West, where I was
recentll)]', a number of the people have made a great deal of money
since the war has begun, and a great majority of these people are
building fine houses. Now, they do not realize that the building of
those houses may result in the loss of efficiency of the American
Army or the death of their sons or some member of their family. If
they realized that, they would not go ahead with these unnecessary
expenditures which can just as well be postponed. They employ
labor which is needed elsewhere, they employ material and transpor-
tation which is needed for war purposes. Tﬁat thing is going on all
throughout the country, and in the aggregate it amounts to infinitely
more than the amount of maturities that we are now considering in
the case of corporations,

Senator Lopge. Do you think there is any considerable amount
of that building?

Mvr. BertroN. Yes, sir; it is very general, and many of our c.ties
even yet have not begun to realize the necessities of the situation.
In one city I have in mind they wanted to do $500,000 worth of pav-
mE. They could get along just as well without that paving, which
takes labor, which takes material and credit; and if some of these
things are postponed until after the war is would make a great
difference.

Senator Lonce. My question was confined to building new private
houses, I did not suppose there was very much of that going on.

Mr. Berrron. I can name one city in the Middle West where a great
number are going up, and it is so all over the country. They are not
spending large amounts in each case, but in the aggregate these
things mount up enormonsly.

Senator Syoor. It is not so in the Rocky Mountain States. In
fact, building is at au absolute standstill.

Mr. Berrron. This is beginning to be understood——

Senator Lobce. They say there is very little in the East as com-
pared with the usual amount of building.

Senator Gore. Do you understand this bill to cover the cases of
private individuals?

Mr. Berrrow. I think when this gets in: operation in large measure
the reaction will be so ﬂgreat that even though it does not give power
ti: do such things, in effect it will do so.

Senator Lonaer, This would not touch that case.
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Mr. BertroN. It might sentimentally.

_ Senator Gore. Do you think the licensing provision and the limita-
tion should apply to the payment for stocks and bonds made in
liberty bonds?

_Mr. Bertron. I should give this bank a very wide authority, and
the wider the authority the less it will be used, the less will ge the
necessity for its use.

Senator Saoor. The less it ought to be used.

. Senator Gore. It might relieve the struin on the money of the
country and allow it to be devoted more largely to liberty loans.

Mr. BerTron. In a small way; but in large issues it would not be
practicable,

Senator SyooT. Do you recommend that that $100,000 be reduced?

Mr. Bertron, No, sir; I do not; because the work would be too

reat. )

g Senator McCumner, Before you get through, I wish you would
give your opinien with reference to the provision for assisting cor-
porations and individuals :nd lines of business by furnishing them
capital, etc., that which seems to be the principal object of this bill
and yet which we have hardly had discussed.

Mr. Bertron. Omitting the railroads from this discussion, the
next large number of maturities are those of the public-service cor-
porations. They are sadly in need of assistance, because their rates
have not been increased and their costs have gone up enormously,
and they are having a very serious time. Several important ones
have already failed, and others will follow unless relief is adminis-
tered. Then there are a number of commercial corporations in need
of assistance; there are some corporations that it will be good judg-
ment to aid and assist, even a number that are not directly of service
to the Government. But, after all, we want to preserve the credit of
sound business in the country, even though it is not immediately
available for the purposes of the war.

Senator McCustrer. Could not that situation be partially met by
allowing the service corporations to raise their rates in accordance
with the cost of labor and materials?

Mr. BertroN. That would be necessary in any event, because
unless they had ecarnings they would not be able vo borrow from this
institution. But that does not provide the money for their maturing
obligations. .

Senator WiLrLiaMms. That would not float their bonds?

Mr. Berrron. No, sir.  Ordinarily, a banker could buy the securi-
ties in the case of ordinary commercial organizations and make a
public offering to his clients and resell them.

Senator Gore. You speak of ordinary commercial organizations.
Do you not think it would be better to let them go to the banks and
let them approach this corporation through the banks?

Mr. BertroN. I think that is contemplated.

Senator Gore. Subdivision D, section 6, does not do that, and will
invite Tom, Dick, and Harry to go direct to this corporation.

Mr. BerTroN. Does not that say in exceptional cases?

Senator Gore. But every man thinks his case is exceptional.

. Mr. Bexrrron. There are exceptional cases that we must provide
or.
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Senator Gore. Could we classify this; say public-utility or public-
service corporations?

Mr. Berrron. The only difficulty in classifying them is that some '

very deserving case will arise which you will not have classified and
you will force him to go to his bank and pay a double tax.

Senator Gore. There will be a horde of undeserving cases, and

robably the undeserving ones will be more persistent in approach-
ing this board.
r. BerTrON. A classification might be very useful, but the danger.
is you may- omit some case which should be included.
enator Gore. It seems to me the principle is very wrong to invite
them to come at all.

Senator Syocr. The Senator is speaking of paragraph D, section
6. I had hoped that I could have the Secretary of the Treasury ex-
plain just what his idea was as to that part of section 6. It seems
to me 1t could be abused most outrageously.

Senator Gore. It would subject the board to unexampled pressure.

Senator GarrLineer. Could you give us a concrete illustration of
what you would call an exceptional case? This applies to individuals
as well as to corporations. The Secretary of the Treasury sug-
gested that farmers might be included.

Mr. Berrros. I will give you one in connection with public-service
corporations. There is a corporation in New York that has maturi-
ties coming due this year of somewhere in the neighborhood of

$20,000,000, supplving an enorraous numher of people and serving .

a large community. Tt is excessively helpful in the work of the war.
supplving power to factories, and in other ways. and they have
these maturities coming due. It would be perfectly impossible for
those securities to he offered and sold to the public to-day.

Senator Sxoor. But that is covered in subsection B of the bill,
That reads—

To make advanees, uponh such terms not inconsistent herewith, as it may
prescribe for periods not exceeding five years from the respective dates of such
advances (1) to any bank, banker, or trust company which has made and has
outstanding any loan or loans to any persen, firm, corporation, or association
whose operations shall he necessary or cootributory to the prosecution of
the war— 4

And so forth.

Mr. Begrron. But does not that mean those advances are merely
made through intérmediary banks with a margin of security pro-
vided? 1t is a question just what that does mean,

Senator Smoor. They can only advance up to 75 per cent of the se-
curity that they offer.

Mpr. Berrrox. Now, it may be very desirable for the banks to buy
outright the securities, provided they are amply secured and safe.

Senator Smoor. And it says:
~(2) To any bunk, banker, or trust company which has rendered finanecial
assistance, directly or indirectly, to any such person, firm, corporation, or
association by the purchase of its bonds or other obligations,

The public utility vou mentioned has sold its bonds?

Mr. Beriron. They might very properly come to this institution
and say, “ We can not get accommodation elsewhere; we would like
to borrow this money from von.” and deal directly with it.

B -
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Senator Sywoor. If that is the case, why have anything else; let
them all go there. : ‘

Mr. Brrrrox. Many cases might be refused by banks, and then
this institution would immediately step forward and substitute its .
place for tha’ of the bank.

Senator Syoor. Either one or the other of these provisions is not
essential.

Mr. Bertron. No; I think they are both essential. In (ne case
the bank would take the securities and borrow from the Government
institution on the same basis, putting up the same margin; but in
many cases it would be very much better if the corporation, instead
of seeking and possibly failing to find bankers who would advance
the money, could go directly to this institution and pledge its credit
and get this money. Those are the exceptional cases.

Senator Symoor. I do not know of any public institutions now that
would come under that exception. Of course, if you wanted to be
forming new corporations, they would comz under that provision,
but all that are formed now have placed their bonds on the market,
and this is for the refunding of those bonds, and it does not seem to
me there is any necessity to go direct to the corporation.

Mr. BextroN. But those bonds are now in the hands of thousands
of investors throughout the country, and they are becoming due, and
cach man wants his money and expects to get his money.

Senator Syoor. And he coula do that under paragraph b, section 2.

Mr. Bertrox. Then he would. have to get some bank to advance the
money.

Scrﬁatm* GarLinGeEr. Where would you draw the line of demarca-
tion? You are going to be undoubtedly pestered by nearly every
broken-down public-utility corporation in the country for help, and
by every individual, for that matter. Where are you going to draw
the line; will it not be difficult?

Mr. Bervrox. I think, except in exceptional cases, these applications
are provided to come through banks and bankers.

Senator Gore. If this were limited to refunding operations, would
not that meet it?

Mr. Bertrox. Not absolutely. There is a certain amount of new
work that must be done for war purposes. Public-utilities corpora-
tions must extend their plants in the case of certain cantonments;
they must increase their power in order to supply factories with
power, and in order to get employees to work, and the Government is
seeking to get them to increase their power facilities so they can
get more power for munitions work, and so on, and there would be
quite a Iarge amount of money needed for war purposes that can not
be avoided if we are going to properly prosecute the war.

The Cuatryan, The Secretary of the Treasury in his written state-
ment filed with the committee the other day, in referring to this pro-
vision in regard to exceptional cases, dismisses it with this general
statement:

The provision permitting direct loans hy the corporation in exceptional cases
is intended to provide for those rare instances where it may be imade to appear
to the corporation that a meritorioas borrower is being unwisely or unjustly
diseriminated against by the banks, .

That is all he said about that.

41490--1S———7 '
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Senator Wicrians, 'That gives this man two aiternatives: He goes
to the bank, and if .the bank wants to flecce him he can go directly
to the corporation.

Senator Ssroor, That is a very dangerous situation.

Senator Gorr. That policy is a great dea) easier to start than to
stop.

B?Ir. Bertron. You will find a good many cases where it will be
necessary.

Senator Gogre. If this policy succeeds in time of war, do you be-
lieve the people will be willing to step it in time of peace? If the
public can go to the Government in time of war, and the Govern-
ment can rescitc borrowers in *i:ue of war from overexacting bankers,
do you think they will be wil ag to stop that in time of peace?

Mr. BertroN. It would be i satisfactory solution for the public at
large, but we are only considering this as an emergency measure.

enator Gore. It is based on the theory that there are bankers who
are Shylocks. That is not a war emergency; that exists in time of
peace. It is as old as the practice of lending and borrowing money.

Senator WirLiams: This is intended to take care of these very
exceptional cases, and a majority of these vases will be corporations
which ave deing work which is important fe 2id in the work of the
war, and their aetivities will cense to be accontuated during peace
times. Those are the men we wani te keep from the grasp of the
Shylocks as you cail them.

I%s', Bearnon. A number of munition Taciories that are abselntely
necessary in war work ean not get help from the banis,

Senator Gore. There have been in time of peace very widiespread
organizations insisting that the Governmeni lend money to indi-
vigauis on their cotton—they have tried to get the Government to
buy seed-—and I think we ought o disconrage the policy of borrow-
ing from the Government. I have always objected to doing things
of that kind because I keep constantly in mind the old Roman prac-
tice of selling grain to the people at less than cost and then giving it
to them. ¥ think that undermined the minds of the Roman people.

The CuairMan, Why should you have any fear that this should
be continued in peace times? The very basis of the whole measure is
that the money 1s to be loaned only to that class of industries whose
operations are connected with the war—are contributory to the war.

Senator Townsenp. I understood the example that Mr. Bertron
gave off the record was not a war corporation.

Mr. BerrroN. Oh, yes; they are doing war work. They are sup-
plying heat and power for war work, but it might happen that it
woull{ be unwise not to help a corporation that was not doing war
work.

Senator Gore. Here is an illustration, and it is characteristic of
every relation of creditor and debtor between the individual and the
Government: The people bought homesiead land, and cvery time
maturities gpproached they have insisted upon an extension of time,
and Senators or Congressmen where those cases arise must obey the
dictales of those people or they will w0t be returned to office.

The Cuamman. You would not suggest, Senator, that because the
thing would be bad to do in peace times that we ought noi to do it in
war times if it seems to be necessary §
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Senaior Gore. Undoubtedly necessities arise in war that must be
met, bui I am not sure that this is one. It looks to me like the ordi-
nary credit agent, the banking house, is an agency or.intermediary
hetween the borrower and the corporation which should be utilized.
The corporation vill be over—helmed with many worthless exactions,
and the more worthless the more exacting they will be.

The CuamrmMan. My understanding 1s that the very thing that
brought about this suggested legislation originated in the situation
that confronted the banks. It was made known to the Treasury, and
I think the banks probably suggested that they were not in a position
to handle these f())ans. hey suggested to the Government some
means by which the Government might supplement their funds.

Senator Lobce. The trouble is fundamental, and it is that people
are very ready to spend the money of the Government; that is, the
money of other people. They are much more ready to lend it than
when they are lending their own money, and they do not take the
ordinary precautions under those circumstances. That is the trouble.
If you have got to take the money out of your own pocket you are
ver, ca}reful; but here you are lending money which belongs to some-
body else. ' ,

The Cuamrman. Youi arve speaking of the exceptional cuses.

Senator Lobge. I am apeaking of any case. The danger I appre-
hend in this bill 1s that this corporation is goiug to be overwhelmed
with every kind of wild-cat scheme which will come here and make
some plausible representation that they are working for the Govern-
ment; and vou will find that these exceptional cases will be the rule.

Senator Wirniass, That all depends upen the common sense and
the perspicacity and business ability of the men who are going to
handle it.

Mr, Bertron. That is it.

The CuairmaN. That might be true, and it might be dangerous if
it were true that this exception was going to be the rule. The cor-
poration will not loan the money to the indusiry needing it; the bank
will first loan the money. The bank will not be lending somebody
else’s money; the bank will lend its own money, and if it loans its
own money then it will come to the Government and ask the Govern-
ment to rediscount.

Senator Looee, That is a different thing.

The Cramrman, The bank is a protettion against those wild-cat

rojects.
P SJenator Longe. I am speaking of the class to which they loan
directly.

Sena{or Wirriams. That provision is intended to meet cases where
people are doing very important work for the Government in the
carrying on of the war and where they perhaps need money in order
to perfect the plant and to keep it operating. Here is a ease, for ex-
ample, up here, where they could not carry on work because they did
not have housing facilities for the workingmen. That is a case
where the Government ought to step in and deal directly through the
corporation, because they are making munitions and building ships
and so on: and we can surely trust to the common sense of this bear
not to go into ordinary busines stransactions under that clause.
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Senator Smoor. Let me call your attention to the looseness of this
paragraph D, Paraﬁraphs B and C provide that this corporation
shall not only have the securities put up by the party that shall get
the money, but shall have the in orsement of the bank back of it,
and that only 75 ‘[)):r cent shall be issued on the amount of the face
of the securities, both in the case of savings banks and the institu-
tions and individuals that borrow through the banks. Now, the
-Government is perfectly secure there, because the banks will see that
no chances are taken, . :

The CrairMaN. They are loaning only 75 per cent of the amount ¢

S-nator Smoor. Not only that, they know they have got to go and
get]the noney from this corporation, Let me read section D [read-
ing]:

(d) In exceptional cnses, to make advances directly to any person, firm,
corporation, or association whose operations shall he necessary or contributory
to the prosecution of the war, for perlods not exceeding five years froin the
respective dates of such advances, upon such terms and upon the seeurfty
of such bonds, notes, or other obligations, and subject to such rules and regula-
tions as may be preserihed by the hoard of directors of the corporation, with
the approval of the Secretary of the Treasury. ‘The corporntion shali retain
power to require additional collateral gecurity at any time, .

In other words, the savings banks have got to put up 125 per cent,
and the banks can only secure 75 per cent of the face value of the
security, but in this case there is no limit at all; they can issue 100
centsDof the notes, or bonds, or obligations, according to this sec-
tion D, - ‘

The Cnammaxn. Let me make this saggestion: When we have
finished the hearings and are ready to begin the consideration of
the bill then, I think, we might consider the question of amendin
those sections. For instance, instead of leaving it to just a broag
declaration of a general case, we might undertake to define what an
exceptional case is if we want to, in the amendment. We might go
further; we might provide that the security should be the same pro-
portion in the exceptional case as in the ordinary case. That is a
matter, however, for determination when we get into executive ses-
sion,

Senator Saoor. The only reason I spoke of it was that it was
under discussion.

Senator WiLLiams. I want to impress upon the committee the class
to which this applies, and ohly to that class: “In exceptional ecases,
to make advances directly to any person, firm, corporation, or asso-
ciation whose operations shall be necessary or contributory to the
prosecution of the war.”

Senator Lobee. That covers every conceivable case.

Senator WrLLiams, Here is a case that happened near here not
long ago, one of, the wealthiest co orations in the country, the
Schwab Steel Co., not far from Baltimore, They wanted to get
advances for the purpose of housing their workin men ; they had to
provide for an increase of their forces, Everybody knows that in-
stitution is perfectly good, and it could go into the market and get.
the money with some bank behind it, but it would have to pay a
very high interest. And that is not all, One of the large ship-
building companies on the Atlantic coast was in the same sort of
fix. Now, that would require more than this percentage, and vet,
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in the long run, the company is perfectly safe. The investment is
- perfectly good, but if you bound them down to this percentage that

you have in the balance of the bill they could not all at once, in
one year, do the things necessary in order to go to work at once.
This is a war-emergency measure,

Senator GALLINGER. At the present moment that condition exists
on the Atlantic coast. In Portsmoith, N. H., they have not sufficient
housing facilities, and the Government has put up some for them.

Senator Smoor. T do not think that the Senator thinks that the
Government ought to put up 100 per cent on all that people say it is
going to cost to do that work. .

Senator WrLLiams. If I had to pay it to make sure of the ships be-
iﬁg built, I would pay a hundred per cent rather than go without the
ships. .

e CHarryaN. There ave some other gentlemen who want to be
heard besides Mr. Bertron. Mr. Bertron, are Prou through?

Mr. BerTtroN. On one point I would simply say that I have not
heard that clause criticized in any banking quarter, because I think
bankers all realize that this is intended to cover emergencies, and that
some such provision is very essential. Of course it might be safe.

arded to a greater extent, but after all the whole thing de ends on .
the administration of the institution. does it not? If it s wisely ad-
ministered it will be a success. and if it is not wisely administered it
will not bhe a success. '

Senator Lonae. This money does not come out of the air: it has
got to be taken out of the people of the United States. and T think
it ought to be properly gnarded.

Mr. Berrtrox. Quite so, sir.

Senator Lone. We can rely on a man to look after his own inter-
est. but when we are lending the money of others we ought to pro-
tect it.

Senator GarruiNger. 1 sympathize with the suggestion of the chair-
man that when we come to consider this we ought to throw other pos-
sible safegnards around it.

The Cuaryax. I understand that Mr. Bertron simply expresses
the opinion that there ought to be some. provision for exceptional
cases. He does not object to any proper definition as to what an ex-
ceptional case should be.

fr. BerTroN. But some exceptional cases will always appear that
you would like to care for,

Senator Gore. Would not every exceptional case be subject to
rather dubious crvedit ?

Mr. Bertrox, They should not bej; if they were, they would not
receive recommendations.

Senator Gore., We tuke it for granted that the ordinary case camn
be handled at the banks. I assume the banks will accommodate those
who have good security and will refer the others to this corporation.

The Cnamyax. T understand you to say that you appenr as the -
representative of the banking interests of the country : not delegated,
but as one representing the banking interests?

Mr. BertroN. I assume so. I was asked to give my views.

The CuairmaN. You are a banker?

Mr. Berriox. Yes, sir.
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The CuairyMan. Do you think you understand the attitude of the
banks as a rule with reference not to the details of this legislation,
but the general prin¢iple and purpos:s of the bill?

Mr. Bertron. I do. We have been discussing just some such pro-
posed measure continuously since the war began.

The CrairmaN., Many bankers?

Mr. BertRON. A great many.

The CHAIRMAN. Are you progared to- express an opinion to the
cummittee as to the attitude of the banks with reference to this
legislation? ' ~

Mr. BertroxN. I think when it is understood there will be an almost
universal approval of it.

The CHairMaN, Do you mean to say that it is misunderstood by
the bankers?

Mr. BertroN. There were certain criticisms with reference to the
two principal provisions I refererd to. One criticism was made,
but on understanding the provision the objection was withdrawn.
One, a very prominent banker in New York whom I would prefer not
to mention by name, when he was first consulted thought it might
be wise, for instance, to have the President make the appointments,
to be confirmed by the Senate, but afterwards he said he had given
it more consideration and he wished to withdraw the statement he
had made, and he thought the Secretary of the Treasury would be
much more suitable to make the appointments. And oue very large
bank that had registered objection, after studying the bill has with-
drawn it, and I know of no one to-day—there may be, but I know of
no one—who is opposed to this measure.

The CuairmanN. My question to you was not directed to details,
such as the matter of np?ointment; it was directed to the general
purposes and principles of the bill.

Mr. BertroN. There is a very unanimous approval of it.

Senator GarLLiNGger. Have you given careful consideration to the
clause referring to the sale of bonds?

Mr. BertroN. Yes; because that is a matter that has given very

at concern since the beginning of the war; but it is a matter that
1t has not bren very desirable to discuss publicly, because the less
said about the uncertainties of the savings banks the better at the
present moment ; but it has been causing a very great deal of anxiety.

Sg;lator GarrLiNcer. Do you think the provisions of the bill are
just
! Mr. BertrON. Yes.

Senator GaLLiNGer. Of course, you would not limit this time for
loans to 90 days?

Mr. BertroxN. I think it is a mistake to limit it.

Senator GaLuinGer. The Secretary of the Treasury admitted that,
practically. "

Senator Lonce. He said he had no objection to making it six
months or & year.

Senator GarriNger. The rate is also regarded by some very wiso
men as too high.

Mr. BertroN. As soon as they know they will be amply cared for
the necessity will not exist any longer.

The Cuammman. Several times allusions have been made in these
hearings to the attitude of a certain very prominent banker in New
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York connected with the City National Bank with reference to the
danger of inflation through the issue of this large volume of notes by
the corporation. Is there any apprehension, any serious apprehen-
sion, on the part of bankers that this legislation may result in an
undue or dangerous inflation of currency?

Mr. BerTroN. I think not. That is a theoretical statement whici
is usually made, and very generally made, and I think the banker to
whom you refer to-day would be in favor of this measure.

Senator GaLrLiNger. You would not contend that there was not
under this law if enacted some degree of inflation?

Mr. BerTrON. It depends upon what you mean by inflation. There
would be an expansion of it.

Senator Lopge. No; the inflation of the circulating medium.

Mr. BertroN. I do not think there is any danger of that. It is
amply safeguarded. You must apply to the reserve board, and the
reserve board will be careful to guard that.

Senator Saoor. I can not see why any banker in the United States
should object to this legislation. They might cbject to certain pro-
visions of the bill, and do object to them ; but as far as the bill gen-
erally is concerned, every barker would be in favor of it, because
without legislation of this kind it is absolutely impossible to carry
on the business of the Nation.

Mr. BerTrON. Absolutely: and if this could be speedily approved
by the Congress it would have a most salutary effect in placing the
next Government loan, a very great effect.

The Ciairaan. You referred in the beginning of your statement
to the very unusual shrinkage in the value of railroad and public-
utility securities. At how much did you place the depreciation?

Mr. BerrroN. About 53 per cent at the lcwest.

The Cuamrman. That you think is due to the feeling of inability
on the part of the banks to mperly finance those corporations?

Mr. BertroN. Not to the banks solely, but to the iEublic at large,
which felt that the properties were not showing sufficient earnings
to warrant their getting credit from banking institutions or in plac-
in§ obligations, and they said. “ We had better sell and get out.”

lenattg)r Gore. That has not been limited to railroads and public
utilities

Mr. BertroN. Oh, no; they are especially affected, as almost any
manyfacturing enterprise gets a large return to offset the additional
cost, but the railways and public-service corporations have no in-
creased income and are very seriously affected—more so than any
~ other industry.

Senator Gore. Except in the case of industries pecularly connected
with war work, there has been no considerable sale of other securities?

Mr. BerTroN. Yes; because there is less purchasing power.

Senator Gore. I have seen the statement that the railroads have
weather the storm better than any others.

Mr. BertroN. I gave you the statistics with reference to the 12
strongest railroads. The statement would be much worse if they
were taken collectiv‘%y.

Senator Gore. Values have sunk generally; the sea level has
gone down. )

Mr. BertroN. The earning power of these corporations has been
seriously affected.
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The CHalrMAN, If the members of the committee do not desire
to ask further questions we will hear the other gentlemen.

- Mr. BerTroN. I am very much obliged to you.

The CuairMaN. We will next hear Mr. Gadsden.

STATEMENT OF MR. FPHILIP H, GADSDEN, MEMBER OF TH):
ggﬁtrgnc STATES PUBLIC UTILITY COMMITTEE, CHARLE(-
, 8. C.

The CuarMaN. Please state whom you represent.

Mr. GapspeN. I am chairman of a committee representing the four
national public-utility associations—the American Electric Railway
Association, the National Electric Light Association, the American
Gas Institute, and the National Commercial Gas Institute.

"The Cramman. They cover pretty generally the public utilities?

Mr. Gapspen. Practically the entire public-utility interests of
America. I suppose, generally speaking, from 85 to 90 per cent
of the companies belong to these various associations.

This committee has grown out of the critical situation which
faces the public utilities of this country. It has been. officially or-
ganized by the appointment from each association of representa-
tives, so that we are officiall - representing, as far as it is possible for
an industry to be represenied, all of th. electric railway, gas, and
electric interests of the country. We have had a number of con-
ferences before coming to Washington, extending over the last 60
days, in which conferences the leading men of the industry from all
over the United States have taken part, in order to work out a
common line of action and policy. This special committee of which
I speak is composed of myself as chairman, and E. K, Hall, of the
Electric Bond and Share Co., of New York, and Mr. H. H. Crowell,
of the Commonwealth Co., of Grand Rapids, Mich.

We were requested to come down to Washington the latter part of
December to take up with the Treasury, through the Comptroller
of the Currency, the question of what remedy or what relief could
be afforded to the public utility interests of this country. At our
first conference Gov. Harding, of the reserve bank, was present, and
we went quite fully into the situation facing the public utilities as
we saw it-at that time. The comptroller asked for a mass of infor-
mation, and we undertook to go off and get that data for him. At
subsequent interviews the department asked for additional informa-
tion, and we have filed from time to time with the department a mass
of data regarding the public utilities of this country, all of which is
included in this statement, which I would like, Mr Chairman, to
leave with the committee.

The CuairmaN. We will have it printed in the record.

(The data referred to by Mr. Gadsden is here printed in full, as

follows:)
NEw York, N, Y., Jannary 8, 1918.
Hon, JoHN SKELTON WILLIAMS,
Comptroller of the Currency, Washington, D. C.

DEAR SIR: At our conference in your oflice on December 20, 1917, with refer-
ence to the eritical situation facing the pubiic utilities of the country, you
requested this committee to furnish you with cernin data. and, agreeable to
your request, it is respectfully submitted herewith,

It is the universal opinion of those responsible for the continued operation
of the public utilities of the country that, if the fmpending brenkdown is to
be averted, there are four phases of the situation which must he takep care of.

i
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1. Rates must be increasal sufficiently te aleorb the increased costs of pro-
ducing the service.

2. The utilitles must be relieved during the period of the war of all non-
essentinl and unpruductive requirements. soch as paving, undpr"roundlng of
wires, duplication, and unnecessary extenvsion of service.

3. Some wuy must be found to emable 1he utilities to take care of obligations
maturing while the war lasts.

4, Assistunce must be provided to ¢nable the companies to finance the
unavoidible extensions of service mavle necessary hy the Nation’s war program.

Nos. 1 and 2 are primarily questions to be worked out by the public utilities
and the varlous regulatory authorities of States and cities. The ordinary ma-
chinery of readjusting ruates, bowever, is so complicated and open to delay
thut it s of comparatively little valoe in the present emergency, unless it can be
speeded u; by recoguition of the paramsount issue of the Nation that the credit
of thexe companies and their ability to serve in the present crisis be preserved
unimpnired.

Nos. 3 and 4 are so involvel with the general question of the Natlon's own
financianl progruim that we feel in this respect we must rely for suggestions upon
the finuncial authorities of the Government and jlace the services of our com-
mittee and our associates at your command in attempting to work out and
cooperate with any plan which may seem to you to meet the situation.

Exhibit A which is attached contains the information. so far as we hitve been
able to secure it, which you requested at our last conference.

Exhibit B slw\ss the results of the operations of companies for certain periods.
These results demonstrate the treml of the business, and clearly indicate that
the year 1918 threatens more sexions re<ulrs than even the latter part of 1917,
when the effect of war conditions bezan 1s show itself most seriously upon
these companies,

Exhibit C is a statement showinz present prices of securities of 17 typical
publie utilities, as compared with prewar pwices. Comparatively few of the
public-utility stocks are listedd on the <tock exchange, hut we have taken 17 of
the larger compinies and prepared a <tatement along the general line of the
tabulation of the stocks of 12 railrvad comgaznies which you handed us to indi-
cate the line of information which you wanten relative to public-utility stocks.

Exhibit D has already been referred ta

If there is any furiher information or data which you may desire, please
conslider us at your service.

Yours, very truly,
Avezicas EARCTRICc RAILWAY ASSOCIATION,
NamoxaL Erecymic LIGHT ASSOCIATION,
Awrxicax Gas ISSTITUTE,
NaTiovaL COMMERCIAL GAS ASSOCIATION,
Committee.
Exsimir A

Statistics of operating clectric light and powoer, street railicay and gas com-
panies in the United Stalfes.
1, Approximate annual gruss eamings of electric light and
power, street railway, amd Zas comganies of the country. $1, 500, 000, 000
2, Approximate annual net earmngs. operating expenses, and

taxes of the sume companies__ _______________________ )
8. Total approximate bonded indehtedneq: of these ampanies
(including notes payabled ___ __________________________ 85, 143, 765, 00O
4, Total capital stock:
Preferred oo e e e m e == $1, 78T, 926, 000
CONMMON - e e e e 2 34, 468, 9.)..,000
Total . o e AU %6, 208, 878, 000
5. Amount of stock upon which dividends were paid during
1918 o e e $4, 321, 228, 000
10n account of there being no governmental such as the Interstate Commerce
Comn?le%igg. ntr(?m w%lch a:‘tgnal m‘m or mshowing the operations of electric
u}zht, £a8, an(tl strteett rtatlllew:y com nti:‘ are obtaimable, it lso?olt‘e ponlt mm%l ?I‘l gv:lt:f .5':1’6 l:lecggge
cy, to state operatling eXpennes -
panalggurghirotore, we are showinz an acrumuiation of figures taken from the operations

of about 300 gas, electric, and nm« railway m:rnles as ahown on Exhibit B which
will reflect @ vomparison of the opersting resmlis such companies.
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6. Approximate annual capital expenditures by these corpora-
tions (that is to say, e¢xpenditures outside of operating

expenses, taxes, fixed charges, and dividend charges) ... ")
7. Approximate amount of coal consumed annually (figures
from United States Bureau of Mines) ____ . ______ tons.__ 51, 500, 000
8. Approximate consumption of copper- e *)
9. Approximate consumption of rails, tonnage - _.____ *)
10. Approximate amount of maturing bonds and other public
indebtedness of these corporations for the years 1918-19;
During 1018, e *$232, 000, 000
During 1919 $265, 000, 000
11. Maximum and minimum rates which are being charged for
light and power throughout the country ... .. _.___ *)
12, Approximate average rate which is being charged for light
and power throughout the country..__ .. ___ . __.___ )
13. Rougl: estimate as to the increase in the cost of materials
whi.ch are being consumed annually: ,
Fuel __.__._ e —— .--per cent... 90-150
MaterlalS - oo -do._.. ! 85-300
14. Rough estimate of Increased charges being pald for labor
now as compared with two years ago, average__per cent.._ 40-50
15. Approximate maximum and minimum rates which are being
pafd to street-car conductors and motormen now as com-
pared with two years 2go (wage rates vary widely with
locality, type of operation) :
1915—
Estimated average minimum____._____ cents per hour.-. 18
Estimated average maximum. ... do...... 31
1917 —
Estimated average minimum. .. _________ do__..- 22
Esthinated average maximume..__.._ e Ao_... 35

Nore.—Actual minimum, 16 cents per hour. Actual maximum, 53 cents per
hour.

ExamiT B,

Comparative “ résults of operation” of public-utility companies furnishing elec-
tric and gas scrvice and electric transportavion.

1 2 3 4 ] [}
Tncrease in aoper
ncrease oper-
Gross oarn- I"“fg&g‘ Opergtsi‘gg operating | Oper- | ating
ingsirom (B058 80°0 B  OXPOOSS, |expensesover] atfog | ratio
operation. 4 taxes. © | DPrevious | ratio, over
period, g perlod, previous
. period.
Per cent. | Per cent.
...... $313,070,488 |uoe.oeeeoes] $104,685,088 |ouuveeeeeernsa] 6218 [oounnevese
.| 318,710,359 85,639,871 | 105,241,406 $656,322 61.26 10.89
.| 353,860,562 35,159, 221,447,733 26,206,327 63,58 1.32
396, 170, 942 42,301,380 | 270,752,138 49, 304, 406 68.34 5.76
L
Bercencercroncnsonns 179,400,102 1.....ccveenees 113,787,522 {..... veansaans [ 1
................... 201,143,870 | 21,743,760 | 140,127,680 | *'35,340,188 | 60,67 625
.................. 04,524,886 |.........0....| 50,215,490 {...iieeeeen... 6264 |..ccnc....
LT 200N0000NNN i) 105,973,000 | 0L, 448,435 73,760,778 | Cia 546,283 6@.61 697

1 We estimate that prior to the war approximately $600,000,000 to $700,000,000 new
capltal was necessary for betterments and extensions, but now that new development
has been curtalled possibly as much as_ $250,000,000 of new capital will be necessary
during the coming year on account of demands from shipyards, munition plants, navy
yards, cantonments, etc.

2 Not obtainable.

3 Since the war there has been a very small amount of new construction work.

¢ Estimate of Moody's Investors’ ServiCe - oo me o mceae $232, 000, 000
Estimate of Dow, Jones & Co.___ y , 000
Estimate of New York Times of Jan. 6, 1917__ - 214, 661, 000

S Rates vary greatly with locality, class of service, type of operating, ete. It would be

hard to give a practical esiimate.
¢ The statement made in connectlon with No, 11 also covers this question.
7 See detalled statement attached to Exhibit B.
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ExHisiT B—Coentinued.

Comparative * results of cperation ™ of public-utility companics furnishing elec-
tric and gas service and clectric transportation—Continued.

7 8 9 10
. Incni:aetn
Incraasein |8FOSS ncome
Gros | Lacese | invesiment |O%er BrevIoHs
e S prvions| “possase” | mpialil
pariod. period. carned §
per cent.
Y< v ending Nov., 30:
I eciaieninrercnennononanioosanasncsnan $118,485,404 |.oeneinienini]oesrinsensen]orieannannss
1015, . , 468, 4,083,840 , 898, 971 $671,633
1016. 132, 421,87 8,052,876 | 70,047,990 1 962, 830
Gmgg%;lfsendlng Nov. 30: 125,417, 804 17,003,025 | 108,164,010 | 125,671,973
1918, 0enensnnn. reveeeerereusneesnnnrasans J 85,612,580 |oeieniieneidieneinienc i e
a m%i’fs'éx}"'"'1%"':36""""' ............ ..| 61,016,101 [ 14,506,380 | 61,646,047 | 113,880,853
mon ding Nov. 30:
916, . 0eueceaecrencanes crevereneanrens vees| 35,300,070 |..ueuieauaeaa]enn eneanverselocasasiarsnsss
007 eurerecnaneanaanan eteereerereareannean 32,211,223 | 13,097,847 | 32,604,508 | 17,740,084
& Deocrease,

Number of companies reporting, 31%.
Populatlon served, In excess of 20,000,000,

NoTte.~Comparing results for the years 1916 and 1917 we note a marked increase in
operating ex&mnses and operating ratlo, 1917. over 1916, The situation becomes more
acute in the latter part of 1917, with every indlcation of a worse showing for 1918,

SUFPLEMENTAL MEMORANDUM IN RE EXHIBIT M.

The results shown cover approximately 20 per cent of the indugtries with a
preponderance of electric and gas service over street and interurban service,
the reports being from the more prosperous companies.

The increase of * approximately ” 7 per cent in * operating ratio” occurred
despite the most drastic efforts to reduce *cost” of operations and with a
minimum expenditure for * current maintenance and repairs,” with correspond-
ing decrease in * per cent condition” of the ph¢sical properties.

Amplifying the * results” shown for the last 3 months of 1917 to cover 12
months’ operations and 100 per cent of the “ industries,” using the same ratios,
we produce—

Increase in gross earnings ettt e e ———— $228, 968, T00
Increase in operating expenses. - e 200, 925, 640
Decrease In gross INCOMe_ . e 61, 956, 940
Increase in investment. .. .- 650, 080, 000

The practical effect of this “trend” is (a) to reduce *“net enrnings” to a
point that is less than one and one-half times fixed charges, making it lmpossible
to comply with the requirements of the modern mortgage, so as to finance
« extensions ” by additional tssues of bonds; (b) to reduce per cent return on
the equitles to a point too low to make it possible to establish a market for
stock, so as to finance extensions by additional Issues of stocks.

SOME INCREASES SHOWN,

The following table of increase will show in part the tremendous added cost
burden which must be met in the construction and operation of utilities,

The figures are taken from the Electric Railway Service, published in Detroit,
and are on the basis of the respective prices of 1914 and 1916:

Per cent,
WHhILE-00K 508 e e e e e e e e e e i e 22
Copper trolley WIre e e 4
Motor equipments. . e B14
High-speed steel - 235
Standard body paint. . .. e 52
Journal bearings for enr trueks . e 62

o
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Per cent.
Brass castings_ . e . e e 80
Gray dron castings. i e 32
Steel CastiNgS e e e 50
Structurnl-steel sections. e 132
Tron DTS e e 185
Steel DTS o e e e 235
COMONE o o et e ———————————— e e 60
Vel L e a8
Trnek DoltS e e —————————— o
Sand e e e e e 20
Leather belt. ___.___ e e e ————————— e = e ————— 41
P AON o e e e e e o
Track spikes - _ .. e 19
Muchinery east feomo .o ________ e e 37

The following table of increase will show in part the tremedous added cost
bhurden which must he met in the construction and operation of utilities.

The figures are taken from the United Railways Bulletin, of St. Louis, and
are on the basis of the respective prices of 1915 and 1917

Per cent,
Copper wire . e e 180
Pipe, cast iron _____________. e e e e e 100
A NS e e e e e 272
Aclds - L. _ e S 162
Bolts . .. .__ ... ... e e e et 146
BIrass e e | S R 300
O POl NS o o e e e e e e e e 216
Castings, malenble o e 198
Castings, composition . . . ___ e e e e 173
Copper, bar aud sheet. o e 147
Couplers . ___ e e e i 106
Dreitls, all KRinds L o e e e 192
Lead. pig amd sheet . e e 27
N IS o e e e em e e e 110
e Wheels . o e e 05
P OW S e 124
Steel, (00l . o e e e e s 400
The PReS o et e 276

The fotlowing table of increnses will show in part the tremendous added
cost burden which must be nmwet In the construction and operation of utilities.

The figures nte tuken from the sworn evidence In a ratlway fuare cuse before
the New York State Public Service Commission, second district, August 14,
1917, and are on the hasis of the respective prices of 1914 and IN17:

Hlectrical machinery.

Per cent.
Motors and ¢ar equipments___. . e e e e 65
Alr braKes Lo ——————————— o
Rotary converters. . ..o e 50
Transformers . o oo e e 60
Switehbonrds - e w0
Motor generators . . oo e ')
O el OPS e e e e 100

) RAW MATERIALS,

PR IPON e e e 250
Steel plate ..o e 700
Copper, 100 per cent e 12
Steel enstings - e [, 90
Steel forgings e e ————— 350
S e e e e e m 90
BraASS e e e 190
Rubber, crude - o e e 60
MICR e e e ———— e 140
Insulation mater’al, 50 per cent. . e 150

Fuel ofl, 60 per cento oo - - - 5
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Exuisir C,

Table showinyg the shrinkage in the common capital stock of 17 leading public-
utility clompanies from the high prices in ihe last flve ycars to the present
lo1w level,

Value on Per- | ghrink
Outstand. | High+| basisof | g ceat- | shown by
i, | Bt | oom | Valuoon | 6P |muiinl
Name of company. common | P caniailife | fo. | DaSIS O foprink
pany capital. | | in s tlonhan{i ot resex;t age {0 doclf:‘m by
stock. ast highes prioe low price com. | Ppresent
years. price . mon cspltellv
reached. stock.| atlon.
American Gas & Electric Co....... “,0”,350 316 [$12,704,308 | 170 ’G, 834,006 | 146 | 85,869,711
American Power & Light Co.. 8 400 904 | 7,878,387 | 35 046 800 534 | 4,831,497
Amerfcan Light & Traction CO. 450 | 84,064,500 § 178 ,33, 252, 180 | 272 | 50,813,320
Brouiyn R orts Teanoie Go.. .. W g | s unas) e s
rooklyn Rapid Transit Co .
commonwmth Fdison Co. (Chi- 45,838,000 | 153 71’050 205 | 100 | 45 833' ] 25, 21 ’
.......................... 1,305
Commonweanh Power, Raliway & ! N 1835, 900 P
.................... 18,585,000 | 65 | 12,090,835 | 30 | 5875770 35 | 6,505,085
Consolldnted 0&8 Co.(New York)..| 98,816,500 | 150} 1150,223,832 | 78} | 78,350,622 74 73,864 210
Detroit EISOn €O, .. vvnesrarnnsss 25,977,400 [ 149 | 38,706,328 | 104° | 27,016,496 | 45 | 11,680)830
Edison Electric Iltuminating Co
(BOSLON) rc v ecaemnaannnnnnnnes 22,528,000 | 2584 | 64,093,280 | 1334 | 20,000,400 | 1554 | 35,002,
North American Co. . 20,703,300 | 813 | 24,291,539 | 39 | 11,619,387 | 42} | 12,662,162
Northern States ]’owerCo 6,170,000 | 107 8, 601 900 | 50 3,035,000 57 3,516,900
Pamﬂc Qas & Electrie Co.. 34,035,858 684 23 399 653 | 33 | 11,231,833 353 | 12,187,820
li'les Gas Light & Coke [¢ 38,500,000 1263 49, 78! 250} 35 1'3 475 0900 94 , 286,
Puh ic Sen ice Co. of Northern
........................... 11,573,900 | 1183 | 13,686,136 | 71 | 8,217,469 | 471 5,168,667
?ublic iy, & Light Co..o0 00000 G20,00| 90 | 4,415,300\ {7 | LOB0M | 8 | 240,340
ted Light & Ry. Co........... 6,000,100 | 55 | 3,795,055 | 24 | 1,656,024 | 31 | 2,139,031
POl eeeeeaneeeenrennn, 175,667,167 |....... 864, 168,857 |...... lsu,sos,ssl 744 352,652,976

mlgso;xp;l’ercentage of shrinkage to value on the basis of present capitalization and highest price reached

WAR FUNCTIONS OF PUBLIC UTILITIES,

The whole war program, in which all the industries of the country are now
mobilizing, is predicated on continuous and, in most cases, increased service
from the public utilitles. This fact has jmt bhegun to be recognized by the
general publie,

Electric light and powrer.—Upward of 60 per cent of industrial or factory
power is furnished by public utilities, The present supply is now unequal to
the demand because of the speeding up of all industries by reason of the war.
The whole speeding up of these war industries Is dependent upon obtaining
the required additional power from public utilities, it being wholly impossible
for these Industries to acquire and construct their own power plants, either for
their present or for their future needs, in time for the purposes of the war
progiram. It is stated on good authority that practically 20 per cent of the
heat required in the manufuacture of open-hearth steel is furnished by electricity
supplied by public utilities.

It Is further stated that practically all of the high-speed stéel, the so-called
electric steel, is now manyfactured through the medium of the electric furnace,
which furnaces uare operated with electricity furnished by public utilities.

Eleetric transportation.—By reason of war orders lirge industries are increas-
ing thelr output, new industries are springing up in the industrial centers, new
industrial centers are being formed to house the army of new workers crowding
into them, thus making tremendous demunds on present electric rallway sys-
tems and requiring important extensions and very considerable additions to
their equipment, and upward of 80 per cent of the factory employees are trans-
ported daily by the electric street and interurban raflroads, which railroads
move upmml of 20,000, 000,000 pussengers annually,

Artificial gas and coke. —-The industrial demund for gas is greater than ever
before, there being hundreds of separate uses for this product. Gas works and
distributing systems are now wholly inadequate to supply the demands of indus-
trials in the larger centers. The use of gas for cooking and incldentul heating
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Is now almeast universal in the homes of the people in all urban centers having
a population in excess of 5,000,

By-products—The companies manufacturing coal gas produce one-half ton
of domestic coke for sale to the householder for every ton of coal earbonized.
They are also producing large quantities of ammonia and may be depended
upon for a substantial supply of toluol, under suitable standards. )

It is estimated that the by-products coke-oven plants will be unable to fur-
nish more than three-fourths of the Government’s demand for toluol in the
year 1918,

The deficiency must come largely from the ar:ificial-gas plants, when proper
metheds are had.

In order to furnish this deflciency, estimated at 8,000,000 gallons, it will be
necessary for all gas plants operating in cities having a population of 40,000
and over to plan for the recovery of toluol 1Is incldental to their general purpose
of furnishing artificinal gns and coke for range cooking, house heating, and in-
dustrial purposes,

It is conservatively estimated that the gas plants of the country are capable
under proper conditions during the year 1918 of producing 6000000 gullons of
toluol.

In short, these public utllities, electric. gas, and transportation, must be relted
upon absolutely to furnish (a) the increased demand for power, heat, nnd light;
(b) at least 20 per cent of the toluol necessary for the prosecution of the war;
(¢) an important short-haul freight service to relieve the congested steam-rafl-
road conditions at teriinals and industrinl centers, together with more trans-
portation facilitles for the new army of workers engaged in the new industrial
centers heing established by reason of war demands.

NEW CAPITAL REQUIREMENTS,

The etectric ratlway, gas, and electric light and power companjes up to the
beginning of the war were spending between $600,000,000 and $700,000,000 in
new construction, Shortly after the outbreak of the wir a drastle policy of
retrenchment was generally adopted.

They are now faced with the nccessity of raising from $100,000,000 to $200,-
000,000 in new capital to furnish additional railway, gas and electric¢ power and
Hghting facilities to shipyards, munition plants, cantonments, navy yards, and
Industry generally to meet the exigencles of the war program.

Certain typical cases are briefly referred to, viz:

“A” company, supplying .electricity to several industrial centers located In
New England, is required to construet additional electric power plants of 46,000
horsepower capacity, at an estimated expenditure of $5,500,000, to supply in-
creased demand for electric power.

“B” co nany, supplying gas to a city In the Middle West where war con-
tracts to the amount of several hundred miilions of dollars have been awarded
in connection with the Government's aviation program. The manufacturers
concerned in these contracts are «demanding of the local gas company an ad-
ditional supply of from 4,000,000 to 5.000,000 cubic feet of gas daily. To meet
this new demand the gas company will have to construct new gas works at an
estimated cost of one and three-quarters millions of dollars.

“C” company, operating in the vicinity of newly constructed shipyards, whicl:
shipyards, with their increased demand for power, new housing facilities, and
extensions to the transportation system, will require additional track mileage
and street car facilities, an increased supply of gas, and a 40,000 horsepower
increase in plant capacity. To satisfy these demands this company will need to
expend upward of ten mtllions of dollars,

“D” company, in the Middle West, has recently brought into service some
85,000 horsepower of ‘hydroelectric and steam-plant capaclty, which plant capac-
ity was needed as auxiliary and reserve capacity for the peace demands made
upon the system for electric power and light. Increased demand for industrial
power due to war orders from the War and Navy Departments and in further-
ance of the aviation program has absorbed the entire additional capacity,
leaving the company without reserve or auxiiiary notwlthstamling its recent
expenditure for construction of $6,500,000,

PERILS OF THE SITUATION IN RE PUBLIC TTILITIES,

These companles must provide for term obligations maturing during 1913
approxlmate'y $225,000,000.
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These companies must also pay or extend bills payable iu the form of cor-
porate unsecured paper held by banks of approximately $250,000,000,

Operating companies, being unable generally to finance their requirements on

account of the infrequent turn of their capital, have been supported by holding
companies, which holding companies have furnished funds te subsidiarles,
which funds were obtained through the Issuing of various short-term notes,
many of which appear in the list of maturing obligitions for the year 1918,
. It 1s strictly true that operating companies will be entirely unable to liquidate
their bills payable, either to the banks or to the holding companies, in the year
1018. It is strictly true that the holding companies will be unable to liquidate
thglr do%llgutlons maturing in the year 1918, and they must be extended or
refunded,

Such moneys as were raised during the latter part of 1917 were obtained at
a constantly increasing rate of interest, and money cost the corporate borrower
before January 1, 1918, 84 per cent or more.

Many solvent companies have in hand duly authorized corporate securities
sufficient, if sold at any reasonable price, to provide money for thelr maturing
obligations, but there is now no market for public-utility securities and no
immedfate prospect of any market for them.

The public press has recently printed reports that certain large public-
utility companies have been placed in the hands of recelvers. Among others,
the Bay State Street Railways of Massachusetts, the United Rallways of St,
Louis, and the Pittsburg Railways Co. have been mentioned. Attention has
heen called to the reorganization plan of the San Francisco raillways, which
plan provided for the sale of & large amount of new securities to take care of
1918 maturities,

The four companies mentioned above have outstending stocks and bonds
aggregating $250,000,000, and the mileage operated totals 2,325 miles,

The outstanding securities of street rallway companies placed in the hands
of recelvers during 1917 exceeded $67,000,000, the largest in many years.

A short list of companies whose subsidiaries operate in hundreds of com-
munities has been tabulated, and these few companies have tens of millions of
obligations maturing before July, 1918,

We append a short list of operating companies having sizable maturities in
the first half of 1918:

Feb, Alabama Power Co. (3 ¥r. G's) o $2, 000, 000
Toledo Traction, Light & Power Co. (5 yr. 6's) e ___ 8, 213, 000
Mar. Eastern Power & Light Co. (5 yr. 6's)__. - 2, 850, 000
Apr. Louisville Gas & Electric Co. (33 yr. 6'S) oo 1, 500, 000
Massachusetts Electric Co. (3 yr. 5'8) . 3, 200, 000
United States Public Service Corporation (coll. 6's) ... 1, 200, 000
Wilmington & Chester Co. (coll. §'s) . 2,805,000
Omnibus Cable Co. (first 6's) 2, 000, 000
May. Detroit United Ratlways (coll, 5's)- 38, 250, 000
June, Tennessee Railway, Light & Power Co -- 8,250, 000
New Orleans Raliway & Lighi Co 8, 250, 000
United Rallway Co. of St. Louls . 8, 250, 000
July. Brooklyn Rapid Transit Co. (6 yr. 5's) 87, 185, 000
Kansas City Railroad (3 yr. 53's) 7, 922, 000
Louisville Gas & Electrie Co. (first and R 6'S8) oo . 9, 000, 000
Providence Gas Co. (3 yr. 4's) —ee= 1,400,000

The great danger is that a few companies will fail almost immediately.
Their failure would throw suspicion on absolutely solvent companies and per-
haps bring about a complete collapse.

Monthly maturities are:

JARUALY e mm e e 81, 250, 000
February — ot ————— 12, 950, 000
Mareh o 4, 700, 000
April o - 12, 158, 000
MAY e 23, 540, 000
June ..___. ——— 11, 290, 000
July - . 80, 092, 000

Total e - 151, 978, 000

“ Py
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In the list are many serious situations, and the matter is so delleate that it
seems impossible to mention names. Unless assitance is afforded, and that
flmost immediately, certain of these companies whose maturities are shown in
the above list will be obliged to go by the board.

We must advise that there can be no speeding up of the patle /s industrles,
and no maximum effort in ghe war program can be had if the peeds of these
public utiilitles are not tuken care of. To the contrary, there will be a
startling falling off in the productlon of war materiils because of fallure of
supply of power, gas, and transportation by those best equipped and best able
to furnish these services and extend them as required If In some way their
Immediate finnancial requirements can bhe provided for.

Since the 1st of Junuary, the Bay State Street Railway Co,, of Massachusetts,
and the United Railways Co., of St. Louis, have been placed in the hands of
receivers; the Pittsburgh Rallways Co, has defaulted on its interest, and the
reorganization plan of the United Rallroads of San Francisco has had to be
practically indefinitely postponed, .

The following 18 a statement with reference to the mileage and capltalization
of these companles:

Bay State Street Rallway Co, of Massachusetts (991,37 miles) : Capital stock,

COMMION e e 20, 517, 200
First preferred e e o e e et e 3 e e 3, 748, 600
New preferred. o L 737, 700
Bonded debto e 24, 156, 000
Unitet Railways Co. of St, Louis (458.78 miles) :
COMMON e e 24, 913, 800
Preferred v e e 1¢, 3883, 200
Bonded debt. o e - 565, 962, 000
Pittsburgh Railways Co, (603.89 miles) :
Common . e L. 2, 500, 000
Preferred - o e e - 2,500, 000
Bonded debta o e e B,275, 000
Inconte debentures. . o 10, (00, 000

YUnited Railroads of San Francisco (271.78 miles)
New securities to be issued and exchanged under reorganiza-

tion plan—

6 per cent gold honds_ ... ______. e e —— e 20, 764, GiW)
First preterred stoek. o . 1, 938, 00V
Second preferved stoek o . G, 000, 000
Common stock o —— 14, 0V, 0D}

The capitalization of the four compuaniezs mentloned zbove aguregates
$217,000,000,
PUBLIC UTILITY FINANCING.

The funded obligations of public utilities maturing in 1918 amount to ap-
proximately $225,0001,000.

The money required by publie utilities for unavoldable extensions during
the year 1918 is variously estimated between $100,000,000 and $200,000,000.
These estimates are based on the assmnption that no extensions will be made or
allowed to be financed unless directly or indirectly essential to the vigorous
prosecution of the war,

It therefure seems clear that the unavoidable capital reguirements of publie
utitities in the year 1918 will be botween $325.000,000 and $425,000,000,  This
i oxclusive of banking accommodations amounting to approximately  $230,
000,000, which it I8 assumed the banks will continue to furnish if these
capital requirements are provided for. ’

It is obvicus that these capital reguirements ean not be financed without
assistance from the Government, and i s assumad that in ovder to prevent
financial disaster the Government will vinke some arrangeinent for such jis-
sistance, .

Assuming that the Government iz fo have a fund availnbke for this purpose
atd some tribunal charged with e dndnistration, Hois Gupoitunt to defermine
on what basis and under what coiditdons the fund shiould e suade available,

So far as publie utitities are concerned, it is exsentied that the fund be miade
avaitable for the weaker companies as well as the sivourer ones, somne of
which, on their own credit, might even acder, existing comditions, {nke eare

1 | 9 F
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of thelr own Maaneing,  Ton other words, it might be necessary to extand ald in
sotie eases where, under i stelet appltication of banking staendards, credit would
not be extended, .

Under this liberal plan there weuld obviousiy he more ultimate losses than
ander a plan {imiting relief only to the strongest concerns. Accordingly the
Government should be guaranteed against any loss. This could be done by
establishing & guaranty fund, and such o fund could be established by one of
several methods,

1. If legnlly feasible, levy & tax upon all public utilities hased upon gross earn-
ings (a tax of one-half of 1 per cent would produce $8,000,000 annually). Any
company availing itself of Government credil might, in addition to the tax upon
its gross income (which should be Imposed upon all public utilities whether or
not they avali themselves of Government credit), be compelled to pay a further
tax based on the amount of ald extended, such additional tax to be embodied
in the rate of interest churged and to be turned Into a common guaranty fund.
In other words, If the Government were paying 43 per cent for its money, it
might charge the utility-—say, 6 per cent, the extra 13 per cent being used as an
accretion to the guaranty fund.

The tax on gross earnings should continue indefinitely untii such time as the
United States Government should deciide that the guaranty fund was sufficient,
when the annual tax on gross earnings should cease. When all liabllity on the
part of every company has been satisfactorily provided for, then any amount
remaining in the guaranty fund should be returned to the contributing com-
panies in the proportion contributed by them. )

In ease plan No. 1 should be considered impractical by reason of any question
as to the power of Congress to levy a tax op all the utilities for the purpose of
establishing a guaranty fund, the same result could be accomplished {n another
way, as follows:

2, Lat the law imposing the {ax for the creation of the guaranty fund speelfy
that the tax shall be applicable only to such utilities as prior to a specific date
file with the proper auithorities an indicution of their aceeptance of the act.
Yet it further provide that only such companies as accept the provisions of the
act as specified shill be qualified as applicants to file u request for finuncial
relief.

1t 13 holleved that the practical result of such n provision would be that
substantiahy ol compenies would accept the provisions of the act, No one can
now say how long the war conditions will Iast, nnd no company can now be
certain that it will not be ealled upon for a puvt In the war progrum which
will require additions to its nresent equinment, aid few companies would be so
shortsighted as to put themselves beyora fhe possihiifty of necessary finaneinl
assistance simply to relieve themselves «f n relatively small tax,

3. Instead of levying a tax on all public utilities, it might seem wise to levy
the tax only upon such companies as applied for ~lief.

Norte—Approximately 75 per cent of the public utilities of the country are
owned in who'e or in part by so-called holding companies which are responsible
for financing the operating companies. This finuncing is done through the
securities of the parent company, which securities are supported by the se-
curitlies of the varlous operating companies, This gives o strength to the
securities of the parent company which n single localized operating compaiy
could not present. If it were not for the supporting strength of these parent
companies muny of the individual operating compunies would have gone under
before January 1, 1918, It ix essentinl faat any areangement for assisting the
wgeneral puble-utility financing should be hroud enough to inetude within its
provisions these parent compunles. Tf the tovernment finanelal aid is ex-
tended through the purent compnndes wherever possible the process will be very
much simplified and the demands upon the ~caranty fund on the part of the
Coevernment reduced to a relatively nowina! amonnt, |

The objection might be raised to the suggested establishiment of a guaranty
fund that the stronger companies would be unwiliing to contribute to such fund,
the ohvious purpese of which is fo protect the Government ngainst losses by
reason of advances to the weaker companies. It is confidently submitted. how-
ever, that the great propertion of the stronger companies will be entively will-
ing to do their part to profect the general situation by cooperating in some plan
alony the lnes indicated. This committee has consuited with representatives
of as many companies ax was possible in the time at ts disposal, and the plan
suggested has mei with their hearty approval,

41420-—18——8
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Mr. GanspeN. Our study of the situation brought us to this con-
clusion, that there were four phases of the public-utility situation in
this country which required immediate action, and each had an im-
portant bearing upon the other; that you could not consider one

hase without taking into consideration the other elements entering
into the public-utility situation. Those four phases were, first, the
question of rates; second, the matter of the demands being made upon
public utilities by municipalities and by public-service commissions
for what in war times are unnecessary capital investments, such as re-
paving of streets, the undergrounding of wires, the enlargement of

as mains, where existing mains wouﬁi do. The third was the very

eavy demand being made upon the industry to speed up the whole
war program; and the fourth, and the vital one—vital to ourselves
and to our country, as I think I can show you—was the question of
maturities. We have maturing in 1918 about $225,000,000 to $233,-
000,000 of securitics which must be met, maturing by the month. I
will ask you to allow me just briefly to run over those points so as to
give you a picture of how this thing looked to us.

The public utilities, as you know, by law, are the only class of
industry in the United States to-day which are being required to sell
their services and their facilities on a prewar price, notwithstanding
the fact that they are being eaten alive hy the extraordinary increases
in cost of material and labor. The Government itself has fixed the
price of copper at 23 or 24 cents, whereas we bought it at 11 cents
when the war broke out. The Government has fixed the price of
coal at aboué a hundred per cent more than our rates were based on.
You know what the labor situation is. The Government is com-
peting for all the labor in the country. We are trying our best to
keep our men at an increased cost for labor. So that the public
utilities are ir this anomalous situation, that we ave required by law
to perform a public service, our facilities and our services are im-
pressed with a public trust, and we can not stop if we want to.

Senator Gork. And you can not go on.

‘Mr. Ganspex. And we are selling our service to-day at less than it
costs to produce ic throughout this country. Of course, we are
making application to the various public-service commissions and
city councils for relief. We are getting relief in spots here and there,
but we find that the public-service commissions, like everybody else,
sympathize with the proposition and they say it is unjust, but they do
not feel that the great public behind them would support them in an
increase,

Senator Lopce. The great public wants something for nothing.

Mr. GapspENn. Sure, and the great public are forcing us to do that
very thing. We are making a contribution of millions of dollars out
of our earnings to-day because we are selling service at less than it
costs us to produce it, and therefore an involuntary tax is being
exacted of us for the benefit of the country.

If there were one special body in Washington before whom we
could go we could have this thing remedied, we hope; but unfor-
tunateﬁr this is a local question. One of our efforts down here has
been endeavoring to work out some plan by which the national con-
science of America could be aroused to the injustice which is being
done to the public utilities, so that when we went before our local

”



ESTABLISHMENT OF A WAR FINANOE CORPORATION. 115

community it would be considered from a national standpoint. If
the application was made in Boston it would not be looked upon as a
Boston proposition, but as a fmrt of the necessary burden of the
war. If I go to my city council, and I am going before them to-mor-
row in Charleston, S. Cy, they think the little gas company in Charles-
ton has no connection with the war, and they say that Savannah has
not granted an increase yet, and Wilmington has not granted an in-
crease and therefore they aure not going to. I know you gentlemen
clz:n not give us any relief on that, but what I am leading up to is
this:

lSe?éltor Gore. Why do .you say that we can not give you any
relie

Mr. GapspeN. I wish you could, but T do not believe you could.

The CraRMAN. You state that you could not get any relief from
the Federal Government? '

Mr, GapspEN. There ought to be something in this war emergency
to relieve the situation, but what we do believe is that the President
as Commander in Chief might do it.

Senator Gore. Under the war power Congress could do it.

Mr. GapspEN. And we are trying to bring it to his attention, be-
cause the thing ought to be handled as a collective proposition.
Now, the bearing which it has upon this hearing is that that process
is sapping the very life out of the values of these properties. It has
eaten up the equity, and when we come to the question of borrowing
money from banks our values have been destroyed. Now, I am
coming to section D, Senator Smoot.

The CHaRMAN. To what extent, as a rule, have your securities
depreciated ?

Mr. Gapspen. I have » statement here similar to the one Mr. Ber-
tron referred to. We took 17 leading public utility companies
whose stocks were listed on the stock exchange, the common stock,
and it showed from the high peint within the last five years to the
present low level a depreciation of $352,000,000, or 53 per cent in
our securities, That was common stock.

Senator SmooT. That represented a good deal of water?

Mr. GapspeN. I do not think you are right about that, Senator.

Senator Lopge. I do not know about other States, bu’ in the public
utility corporations of Massachusetts there is no water whatever.
On the contrary, they have issued new stock at the market rate.

The CHammMAN. I was not speaking about your stocks; I was
speaking about your bonds.

Mr. Gapspen. I only stated that as an indication of the general
trend. The bonds have gone way down.

The Cuairyan. The bonds have gone down. And then I under-
stand you to say, on the other hand, that your service has expanded
but your profits are not as great as they were before because, while
your service has increased, your rates have been Leld fixed.

Mr. GapspeN. The margin between the cost of operation ind the

oss receipts has greatly diminished until in some properties it has

isappeared.

The Cuairmaxn. And for that reason your securities have fallen
and you are having difficulties. .

Mr. Gapspen. Very great difficulty.
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Senator Gore. That involves not only public-service corporations
but industrials, as well, excepting the special war industries?

Mr. GabspeN. Not a bit, because they are able to pass the burden
on to the consumer. The cotton mills of the South are buying cotton
at 25 to 30 cents a pound, and they never were more prosperous in
their life.

Senator Lovce. They are not confined by rates.

Senator Gore. I mean the general trend you speak of involves a
reduction in industrial securities, as well as public-utility and publiec-
service corporations.:

Mr. GavspeN. Undoubtedly the general trend of securities.

Senator Gore. And that is due to the fact that the rate of interest
has gone up?

Mr. GapspeN. Undoubtedly.

Senator Gore. And that is intensified in the case of public utilities.

Mr. Gapspex. But the point I am leading up to, so far as public-
utility corporations are concerned, is that we are one class of industry
which I think I can show you is absolutely essential to the war.

Senator Smoot. There is no question about that.

Mr. GapspEx. The entire speeding up of the war program must
come from the electric power furnished by our plants. Hundreds
of thousands of these operatives, day and afternoon and night, must
be carried, and we must carry them, and the power must come from
our gas and electric plants. In that situation we are faced with
this condition: The Government requires us to expend from one
hundred million to two hundred million dollars for the Govern-
ment’s nceds. They are requiring distributing lines to be extended,
gas plants to be built, and electric plants to be enlarged, and we do
not know where we are going to get this money. That money has
got to be furnished by somebody to the public utilities if this war
program is carried out. We undevstand that that is one of the cases
to be covered by section D. That certainly is one of the exceptional
cases.

Senator Syoot. You do not expect the Government of the United
States to take the common stock?

Mr. GGapspeN. No, sir.

Senator S»oor. Has any one of these 17 companies failed to make
their interest on their bonds? :

Mr. Gapsoexn, Not yet.

Senator Syoor. Has any of them failed to make the interest on
the preferred stock?

Mr. GapnspeEN. A good many of them have passed their preferred.
1 have not checked up those 17 yet.

Senator Syoor, That, of course. would be the security that you

have to offer if you went to the banks for vour loans, and I do not
think the Government of the United States would go to work and ad-
vance money under paragraph 1 of section 6 of this bill based on
common stock.

Mr. Gavspex. I do not, either. Nobody ever asked that.

The Cuamrmax. Common stock is not a security at all.

Mr. Gapspex. I only stated that as an illustration of the trend of
conditions,. What we do want this committee to consider seriously
is that there will mature .this year our high-grade bonds, first-
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mortgage bonds, put out years ago with ample equity behind them,
225,0%?)%00 of thell)n. We say wegc?m not getpthat mogey from bank-
ing concerns. There is a gentleman in this room right now who has
$800,000 of maturities on the 1st of March. He is utterly unable up
to date to get the present holders of it to extend him even 30 days.
Why? Because the equities of those properties have been eaten up
or are being eaten up under this very process I am telling you about,
of requiring us to perform our services at a loss.

Senator SmooT. Are those first-mortgage bonds$

Mr. GapspeN. First-mortgage bonds. The banker says, * Your
bond was all right when you put it out; give us your cost of labor
and material and your gross receipts; give us your receipts for the
last three months.’

Senator Samoor. Do you have to include that to get them to ad-
vance the money, when the bankers of this country believe the equi-
ties are being eaten up?

Mr. GapspeN. I think so. I am going to tell you why.

Senator Townsenp, What would you do in a case of that kind ?

Mr. Gapspen. Suppose you have 225,000,000 of securities going by
the board in this country.

Senator GALLINGER., Does that cover the electric companies and the
gas companies?

Mr. Gapspen. Electric, gas, and railway. That would destroy
your whole financial fabric.  That is the justification for it.

Senator Gore. Are renewals vour chief difficulty ?

Mr. GapspEn. Renewals. We take it that the Government is
going to find this extra $200,000,000 if they want us to extend.

Senator Gore. If you were enabled to meet your renewals, do you
think you would be able to weather the storm? )

Mr. GapspeEN. I do. We believe this renewal proposition, gentle-
men, is something which is right up to the Government.

Senator Gorr. To what extent do you charge your difficulties to
the rate situation ?

Mr. GapspeN. To this extent: That it has affected our credit to
such a point that temporarily our securities are not attractive to the
ordinary banker, because we can not show the margin of safety of
net earnings over and above the earnings on interest and bonds which
we used to show.

Senator Gore. If you could get a satisfactory increase in rates,
that would enable you to get along without governmental aid ?

Mr. GapspeN. Undoubtedly ; but where are you going to get them?

Senator JoNEs. .Your securities are sound; they have the value
behind them. What about the rate of interest? Can you hope to
renew those securities at the same rate of interest?

Mr. GapspeN. Through ordinary banking agencies?

Senator Jones. Yes. .

Mr. Gapspen. No. Mr, Bertron referred to the case of one of the
strongest public utilities in this country, which paid 13% per cent
for $10,000,000 for two years, the other day.

Senator Joxes. Then what rate of interest would you expect this
institution to give those securities?

Mr. GapspEN. Whatever was fair; whatever they fixed we would
have to pay.
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Senator GErry. Is it your theory that if the Government financed
yon it would aid you in obtaining higher rates?

Mir. GapspEN. Our idea.is that it would have a good, wholesome
effect. We could go back to the public-service commissions and say
Congress has recognized the justice and equity of our situation and
that then it was up to them to give us a rate which would put back
life into these properties.

Senator Townskxn. Is it not also a fact that one of your objects is
to get that for temporary relief; that you have the value, and if you
can be tided over this point you may save valuable property, and be
of service to the Government?

Mr. Gapspen. Exactly. .

Senator Townsexp. If the local authorities would grant an increase
in rates, that would relieve your situation and greatly diminish the
Federal Government’s difficulties?

Mr. GapspEN. It would largely diminish this problem which some-
body has got to meet. We have thought of tryiny to get the Presi-
dent to issue some public statement so as to mmpiy concentrate the
national thought on the problem.

Senator Gore. Have you considered a moratorium at all?

- Mr. GapspEN. Yes, Senator, we have.

Senator Gore. Of course that would help some?

Mr. GapspEN. We feel that would be disastrous.

Senator Gore. It would relieve tire credit situation, .

Mr. GapspeN. There is not one or our committec but would feel
that would be wne beginning of the end, to single out the public
utilities and declare a moratorium, which would still further depre-

.ciate the value of our credits.

Senator GALLINGER, That simply delays the evil day.

Mr. Gapspen. It would simply mark us out in the market as hav-
ing a lot of securities worse than anybody else’s.

Senator GALLINGER. If the Government were to let you have the
money at a low rate of interest, would not the communities in which
you have your (})roperties be rather inclined or induced to insist that
the rates should remain where they are because you are getting cheap
money from the Government?

Senator Lobge. Absolutely.

Mr. GaospeN. We are not asking the Government to give us any
cheap money. We are asking the Government to take this situation
and handle it on whatever is a proper basis. To show this committee
how we feel about it, we applied to the Treasury Department; we
snggested, for instance, as to this corporation that is being considered,
that a provision could be inserted in the bill to the effect that all
public-utilities companies shall have 30 days after the passage of
this act, or 60 days, to signify their willingness and intention to come
in under this act and qualify themselves as applicants for relief, on
condition that they would agree to contribute to the Treasury of
that corporation one-half of 1 per cent of their gross receipts, as a
guaranty fund against loss. One-half of 1 per cent would create
a fund of eight millions. We went far enough to sound out the big
utilities companies who would not come for relief, and everyone
agreed they would be willing to do it.

Senator Trnomas, Can you give an estimate of the amount of
money that would be necessary to relieve the situation?
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hg(r. GapspeN. There are $225,000,000 of securities which mature
this year.

Senator THoMas. Is it your idea that the relief you need would be
covered by that amount of money ¢

Mr. Gapspen. Largely, I think so.

Senator THoxas. How much more would be required ¢

Mr. GapspEN. We have nothing further to come to the Govern-
ment for. We have got to fight for our own salvation as to rates.

Senator Gore. That would save your life?

Mr. GapspeN. It would save our life.

Senator THoMas. What you want is that th Government should
tide you over this emergency that now confronts you because of the
maturity of your securities?

Mr. Gabspen. That is the point.

The CHairMaN. What you are really asking the Government to do
is to make a loan upon your securities, without reference to what the

market values of the securities now are, and then you are proposing -

to set apart a part of your earnings to make up that difference?
- Mr. Gabspen. We propose it now to this committee. You will
find a plan quite extensively worked out in this brief of mine. We
ropose to create a guaranty fund, and we consulted some of the
ig companies, who would not in the ordinary course of events need
to ask aid. One of them, for instance, that I am associated with has
not any maturities, and they said they would be very glad to co-
operate for the general good.

Senator Gore. A community-cf-interest fund?

Mr. Gapspen. It could be made entirely legal by making it a
voluntary contribution, and thus they would ¢ualify themselves for
relief if they should need it.

Senator WiLLiams. One-half of 1 per cent of the gross receipts?

Mr. GapbspeN. Yes. Our gross receipts are about $1,600,000,000
a year.

Senator Gore. Is that of the three different lines?

Mr. GapspeN. Yes; of the entire industry.

The Cuairman, That would make it neccssary for you to come in
under the exceptional case clause of the act?

Mr. GapspeN. We suggest that instead of the words “ exceptional
cases ” you insert ¢ public utilities.”

Senator WirrLtams. All public utilities are not lying in the same
bed, are they?

Mr. GapspEN, They are all oi)erating under rates fixed by law, and
the same principle applies to all.

Senator WiLLiams. Some of the companies are still prosperous,
making large net profits?

Mr. Gapspex. I think very few.

Senator Gore. Have you estimated what geperal increase in rates
would be necessary, on the average?

Mr. GapspeN. No; we have not.

Senator WirLiams. I think those in Washington are doing very
. well,

The CuairMaN. How is that? Have you investigated? Senator
Williams says the public utilities, especially the street cars, in Wash-
ington are doing mighty well. .

(4
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. My Gaospex. I do not know about Washington, but I am operat-
Ing a street car line in Charleston which has exactiy the same condi-
tions. We have a navy yard at one end of the line, whose employees
have increased from 1,500 to 4,000 during the war. It is impossible
to deliver them all at a given time at the end of that line. It is im-

ossible to get enough motormen and conductors to run the cars,

use & man can step off the car and walk into the navy yard and
get three times what we can possibly afford to pay him.

Senator S»ooT. Are you not making as much money as you did
before ? _

Mr. GapspeN. No, sir. We are not making any money at all. You
gentlemen have not any conception of the conditions.

Senator Smoor. That is not the case in Washington.

Mr. GapspeN, I rather think you will find it so if you should go
into the matter. The cost of material for repairing these cars, every-
thing that goes into them, has gone up anywhere from 50 to 200 per

.cent. We have had to increase the wages of our men at least once
a year for the last two years, and they still are not getting enough to
live on and they are still leaving us; and the great burden of com-
plaint, in Washington and elsewhere, of the railways of this coun-
try is as to their service, and that comes from want of men. I want.
to say that if this war keeps up long enough the tire will come when,
if your street railwa%v& are to be operated, you must furnish us en-
listed men to do it. Why should the men work for a street car com-
pany for $3 a day when they can go to the shipyards and get $9?2
I went to the commandant of the Charleston yard six months ago
and said, “ Why not detail 40 or 50 of your enlisted men; I will pay
them the same rates, and let them run the cars up and down?”
Certainly, it is as important a duty as to guard a water main.

Senator Smoor. Under the law they would have no right to do it.

Se;lator Gore. Did you give the gross earnings for the calendar

year :

Mr. GapspeN. For the calendar year.

lglséa?ator Gore. What were the gross earnings in these concerns in

Mr. GapspeN, I do not think I can furnish them for that year.
We have the table givin%‘the gross earnings for 1914, 1915, 1916, and
1917, and the net. We have the gross earnings from operation for
the last six months of 1916 and 1917 and for the last three months
of 1916 and 1917. Comparing the results for the years 1916 and 1917,
there is a marked increase in operating expenses and operating ratio
in 1917 over 1916, and the situation becomes worse in the latter part
of 1917, with every indication of » vorse showing in 1918, I had a
coal contract for $1.10 at the min. rcenewed at $3.12. Of course,
;l;ahigh prices of material, etc., increased greatly at the end of

Senator GarLLineer. How about oil ¢

Mr. Gapspen. That has gone up 200 or 300 per cent; at least 200
per cent.

Senator - .-Re. The 0il men claim they are the only ones who have

not raised their prices.

Mr. GapspEn. The price of oil that gas companies use has gone
up from 33 cents a gallon to 7 and 8 cents, and we have paid as
much as 9, 10, and 11 cents, by the trainload, to protect Philadelphia.

ialzhalalol-lelalvlriele! lelalnl.
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Senator Gore. Are those figures in the document you are going
to print{

. GADSDEN. No; we have not that in the statement,

Senator Gore. I mean your statement as to the gross earnings?

Mr. GapspeN. Yes, sir; that is in the table Lere.

The CramMAN. Is there anything further?

Senator Smoor. Mr. Gadsden handed me a copy of a statement
showing the public-utility securities maturing during 1918, which I
would like to have i?: in the record.

The CramrMaN. Let them go in.

(The statement referred to by Senator Smoot is here printed in
full, as follows:)

Public-utilities securitiee maturing during 1918 (other than cquipment-trust

obligations.)
JANUARY. L
Benton Harbor-St. Joseph Gas & Fuel Co,, first sixes.___________. $100, 000
California Street Cable R. R., general first serial refunding sixes_. 26, 000
Citizens’ Water & Light Co., Winchester, Ind., first fives. —ceeaeo. 3, 000
City Water Co. of East St. Louis and Granite City, Il1., consolidated

SIXeS e 1, 135, 000
Cleveland & Buffalo Transit Co., first fives..__ .. __ . _____ 35, 000
Columbia Telephone Co., first fives___ . ____________ . _______ 27, 000
Consolidated Natural Gas Co., Bradford, Pa., first sixes__....__._._ 55, 300
Cumberland Telephone & Telegraph Co. (Inc.), first fives_._._.___ 686, 000
Danville Street Rallway & Light Co., refunding fives_ .. ___.__ 6, 000
Danville, Urhana (& Champaign Ry., second sixes..._____._.______ 50, 000
Gettysburg Gas Co,, first fours_ e 15, 000
Holton Interurban Ry., first sixesS__ . 5, 000
Holton Power Co., first SIXes. . . e e 25, 000
Hughes Electric Co., first sixes_____________ . 10, 000
Kansas Natural Gas Co., sinking-fund second sixes_______________ 1, 700, 250
Lorain Street R. R., 3-year collateral-trust 6 per cent notes________ 200, 000
Milford, Holliston & Framingham Street Ry. first fives (Milford &

Uxbridge Street Ry.) - oo — 165, 000
Milford & Uxbridge Street Ry., first fives__ ... _____ . _________ 335, 000
Northern New York Power Corporation, first serial sixes_________ 20, 000
Ohio Cities Gas Co., 6 per cent serial notes c——— 625, 000
Otter Tail Power Co., first sixes. . __ oo 60, 000
Plymouth Electric Light Co., first fives____. - - 2, 000
Portsmouth & Suffolk Water Co., first sixes._ .. oo ________ 9, 500
Princeton Water Co,, first fives_ .. _________.___ 2, 000
Trenton (Mo.) Gas Light & Power Co., first sixes____.__________ 50, 000
United Light & Railways Co., 6 per cent coupon notes__.._______.__ 750, 000
Wagner Gas Co., 6 per cent bonds________ . _______ 2, 500
Warren & Jamestown Street Ry., second fives_ . ______________ 100, 000
Keokuk Gas Light & Coke Co. (Keokuk Electric Co.), first fives___ 150, 000
Pacific Light & Power Corporation, general-mortgage serlal-convert

fble sixes. . e 900, 000
Western Natural Gas Co., first sixes_..__________________________ 10, 000

FEBRUARY.
Alabama Power Co., first mortgage 3-vear sixes. ... ____ 2. 000, 000
American Telephone & Telegraph Co., 44 per cent 2-year notes.___ 50, 000, 000
Evocton & East Bridgewater Street Rallway (Bay State) first

BN @S e 30, 000
Central Maine Power Co., 3-vear 6 por cent notes.... .. _______ GOO, 00
Detroit Gas. Co., consolidated gold fives___... . _ _._ e 375, 000
Gloucester Electrie Co., first fives._ . _._ . _____________. 48, 000
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. Great Northern Power Co., 3-year 6 per cent collateral trust notes_ $650,

000
Houghton County Gas & Coke Co., first fives : 4, 000
International Traction Co,, series 6 per cent debenture notes....__ 50, 000
ITowa Telephone Co., 2-year 43 per cent notes__ . . 3,000, 000
Kunsas City Pipe Line Co. (Kansas Natural Gas Co.), first sixes. . 350,000
Kennebec Light & Heat Co. {Central Maine Power Co,), first fives. 104, 500
Lake Charles Ry., Light & Water Works Co., first sixes_.___.__._. 15, 000
Laredo Water Co., first sixeS. oo aees _— 24,000
Michigan Power Co., first serial ive$ o oo _ 15, 000
Missouri & Kansas Telephone Co., 43 per cent notes_ . ____. 8, 000, 000
Nebraska Telephone Co., 43 per cent 2-year notes
Northern Virginia Power Co., coupon SixesS_ oo

Northwestern Telephone Exchange Co., 43 per cent 2-year notes... 10, 000, 000
Oakland, Antioch & Eastern Ry., 6 per cent convertible notes__... 317, 500

Oklnhoma, Kansas & Missourl Interurban Ry., first sixes_________ 10, 000
Peoria Ry., first fives e —————— 90, 000
Philadelphia Co., 8 per cent collateral notes..........- 250, 000
Southwestern Telegmph & Telephone Co., 43 per cent 2-year notes.. 5, 000, 000
Toledo, Traction, Light & Power Co., ﬁrst lien 5-year sixes...__._.. 7,013, 000
Toledo, Traction, Light & Power Co‘, second lien collateral trust

IO e e e ——————————— 1, 200, 000
Webb City & Carterville Gas Cc., first SIXeS_ oo mcecceeeme 5. 000
Western United Gas & Electric Co,, first and refunding fives_____. 25, 000
Western United Gas & Electric Co., general sixesS. ..o 90, 000
Consolidated Electric Light Co. of Maine, debenture sixes (Cumber-

land Co. Power & Light C0.) o e 10, 000

MARCH,

Aurora, Elgin & Chicago R. R. 3-year 6 per cent collateral trust

NOLS e e e e e — 800, 000
Chikasha Gas &Electric Co,, first serial sixes .................... 15, 000
Coshocton Light & Heating Co., serial sixes_.._ 4, 000
Danbury & Bethel Street Ry., debenture SIX€S o 63, 000
Eastern Power & Light Corporation 5-year convertible fives.._.__ 2, 350, 000
Towa Gas Co., first serial SIXeS_ .. e 1,000
Johnstown Water Co.,, 4 percenc honds_ . 210, 000
Lewliston, Brunswick & Bath Street Ry., first flves______________ 8435, 000
Long Branch Water Supply Co., first five-and-a-halfs (Tlntem

Manor Water €0.) - e 100, 000
Mahoning Valley Water Co., first sixes____.____ 14, 000
Oklahoma Natural Gas Co., first sixes__.___ - 200, 000
Palatkn Water Works, first sixes.__ . _____.__ 73, 500
Turners Falls Power & Electric Co., first 5-year § per cent notes__ 250, 000
Urbana Light, Heat & Power Co., first consolidated fives.._._.___ 2, 000
Connecticut Co., 43 per cent gold equipment notes, series B ... 46, 000

APRIL,

Catskill Illuminating & Power Co., debenture sixes. .- occe et 12, 000
Central Home Telephone & Telegraph Co., first-mortgage and col-

lateral trust 6 per cent notesS. . . e e 850, 000
Cincinnati & Hamilton Electric Street Ry., first sixes.ccceacane 400, 000
Como Light & Power Co., first sixes__ 5, 000
Evansville Railways Co., ﬁ-year 6 per cent secured NOtes. ... 52, 900
Franklin Water, Light & Power Co., first ives. .o 8, 000
Gas Light Co. of Augusta, Ga., first ‘serlal fiVeS o e 10, 000
International Traction Co., serial 6 per cent secured notes_... ... 100, 000
Lansing Gas Light Co., first sixes___.._____ X 000
Louisville Gas & Electric Co.. 34-year 6 per cent notes__——._______ 1, 50v, 000
Mansfield Railway, Light & Power Co., general gold fives_.——____ 742, 000
Massachusetts Electric Co., 3-year § per cent notes oo 8, 000, 000
New Jersey Power & nght Co., 6 per cent guarnnteed notes .-~ 50, 000
Nysack Gas Light & Fuel Co,, first fives.._. 45, 000
Ocean Electric Ry., first ﬁves ................................... 20, 000
Ravenna Gas & Electric Light Co., first sixes___ 1, 000
Stone & Webster, 3-year 6 per cent notes . . oo 150, 600
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Ato L
United States Public Service Co., 6 per cent collateral lien notes.__
Wilmington & Chester Traction Co., collateral trust fives . _______
CGmnibus Cable Co. (United R. R. of San Francisco), first sixes____
Dedham & Hyde Park Gas & Electric Light Co., first fives_________
Southern Penn Telephone & Telegraph Co., first serial sixes ..
Joliet R. R, general gold fives___

AAY.

Charleston Interurban R. R., 3-year 6 per ceut collateral trust
notes___
commonwealth Power, Railway & Light Co., 5-year convertible
l'-:mph'e Electric Power & Supply Co., first fives___________________
Florida Power Co., first serial sixes _—
Fort Smith Light & Traction Co., debenture sixes
Freeport Ry., Light & Power Co.. first fives
Grand Forks Street Ry., first sixes_ _
Great Bend Water & Light Co., serial fives______________________
Hammond INluminating Co. (Northern Indiana Gas & Elec. Co.),
consolidated fives
Iowa City Gas & Electric Co. (Iowa City nght & Power Co.)!
first asixes_
lLansing Gas Light Co., consolidated sixes_______________________
Litlte Falls Water Power Co., first fives
Metropolitan Tele; hone & Telegraph Co. (\ew York Telephone
Co.) first fives___.__ _—
Minnesota Electric Light & Po“er Co,, first serial snxos_---_----_
Missouri Vzlley Light & Power Co., first mortgage 6 per cent

Norfolk County Water Co., 3-year collateral trust 6 per cent notes_
;\'cil:them Ohio Traction & Light Co., collateral trust sixes, first
RS _ e - -
Potter Gas Co.. first refunding sixes.___.__ —
Quapaw Gas Co., first serial sixes_____ -
Seattle. Renton & Southern Ry., first fives_____ . ____ . _______
Saffolk Gas & Electriec Light Co., first fives_.____
Sutter Street Ry. (United Railways & San Francisco), tirst fives_
Texas Gas Co.. first serial sixes____ . ___.___
Union Light, Heat & Power Co., first fours. .. _________
Urbana Light, Heat & Power Co., first fives___ ___._______________
Warren Street Ry., third sixes.____
Detroit United Ry., 5 per cent collateml trust-conpons notes. ...
Cleveland Telephione Co,, 2-year 5 per cent notes
Decatur Gas & Electric Co., first fives_._.___.__
Tuscarawas County Electric Light & Powar T2, first sixes.__ ..

JUNE,
Albia Interurban Ry. (Southern Iowa Ry. & Light Co.), serial

Butte Electric & Power Co. (Monmna Power Co.), first fives._____
Central Electric Ry. (Pacific Gas & Electric Co.), first sixes______
Coffeyville Gas & Fuel Co., first sixes.___ . _____________________
Fdison Electric Illuminating Co., of New Brunswick, first sixes_._._
[gwistomCAugusm & Waterville Street Ry., 3-year 5 per cent notes,

series Co et e

notes__._.
Maple Leaf Telephone Co. (Tri-State Telegraph & Telephone Co.).
Gpercentbonds_____________________ ————
Newburgh Light, Heat & Power Co., convertible debenture exghts-_
New Orleans Ry, & Light Co., 2-year € per 2ent debenture notes_.
Ohlo Gas Light & Coke Co., first serial sixes.

o
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']‘ennessee'Ry.. Light & Power Co., 2-year § per cent secured notes.
Unfon Depot R. R. (United Rys. Co., of St. Louls), consolidated

JULY.

Alum Roek Gas Co., st sixes o e -
Bakersfield Water Co., first serial sIXes . o - oo eem
Bristol-Goodson Water Co., first gold fives.. . o
Brookliyn Rapid Transit Co., G-year § per cent gold notes___.__.__
Corong, City Water Co., first sixes_ - e
Coshoekton Light & Heating Co., first serinl sixes ...
Detroit City Gas Co., general fives_._ .
Fort Scott & Nevada Li:.'ht Heat, W utel & I'ower Co., first serial

Freeport Water Co.. first serial fives_ e
Grinnell Electric & Heating Co., first fives. . . oo
Hornellsville Electric Ry, (Hornell Traction Co.), first fours...__.
International Transit Co., tirst serial fives. .o . __.
Kansas City Railway Co., 3-year 53 per cent notes_.._ . _____
Loulsvillz: Gas & Bleetric Co., first and refunding sixes.—.__ ...
Martinsville Gas & Electric Co first slxes ______
Michoaean Power Co., first slxes___-
New Telephone Co. (Indimmpolls 'l‘elephone Co.), first and con-
solidated fives_______ e
Norfolk Central Street Ry. (Bay State Street Ry.), first fives_____
Northern Ohio Traction & Light Co., collateral trust sixes, second
ISSUe e e ———————————
Ohio Citles Gas Co., 6 per cent serfal notes_____.________________
Okiahoma Railway Co., junior mortgage sixes____________________
Oklahoma Ry. Co., junior mortgage 6 per cent notes_._.__.._______
Portsmouth Street R, R, & Light Co., first sixes_______ . ____
Providence Gas Co. 8-year 4 per cent convertible debentures..._._.
Reading Transit Co. (Reading Transit & Light Co.), series A, fives.
St. Paul Gas Light Co. consolidated extended sixes_.____________.
Salmon River Power & Light Co. first sixes______________________
Shreveport Railways Co, first serial fives_______________________
Spokane Traction Co. (Spokane & Inlund Empire Railroad) first
Bves e
Sumpter Light & Water Co. (Northwestern Light & Water Co.)
first VeSS e e
Sweetwater Water Co. first fives__.
Tilbury Town Gas Co. (Ltd.) first sixes_ . .
Triple State Natural Gas & Oil Co. (United Fuel Gas Co.) consoli-
dated 8IXeS. o e e
Tv;;ln (gty Telephone Co. (Tri-State Telephone & Telegraph Co.)
r8t AVeS ;e e
United Railroads of San Francisco 6 per cent trustees’ certifi-

Wagoner Gas Co. (Caney River Gas Co.) 6 per cent bonds_—_.——.._
Whittier Water Co, first serial sixes______ . ____
Wilkes-Barre & Suburban Street Railway 4 per cent bonds.______
Oakland Transit Co. (San Franeisco-Oakland Terminal Co.) first
consolidated sixes__ e
M(tainomlnee & Marinette Light & Tractlon Co. second (now first)
VS e e e e & e

AUGUST,

Baton Rouge Water Works Co. serial gold sixes__________________
Carolina Power & Light Co. convertible 5 per cent notes
Centerville Light & Traction Co. first serial sixes. .. _______
Hudson Co. secured 6 per cent notes. e
Lake Charles Rallway, Light & Water Works first sixes_..___..___
Missouri Electric Railroad purchase money flves___._ . ____
Newport & Fall River Street Railway first fives_________ ____.__
Noble County Telephone Co. 6 per cent bonds_. . _____ —————

$2, 500, 000

3, 500, 000

-
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Peoples Street Railway of Luzerne County (Scranton Railway)

first SIXe8 e —————————— $200, 000
Philagelphia Co. 6 per cent colluteral notes____________________ 250, 000
Spokane Terminal Co. (Spokane & Inland Ewpire Ratlroad) ﬁrst .

VS e e e ————— 12, 500
West End Street Rallway serial debenture fives_ ... ________ 1, 581 000
Western United Gas & Electric Co. general sixes_______________ g 90. 000
Wilkes-Barre & Kingston Passenger Raflway first fives___________ 40, 000
Wilkes-Barre & Kingston Passcnger Rallway, John Graham real

estate mortgage fives________ . _____ . 50, 000
Escanaba Traction Co. first and refunding fives_ . _____________ 10, 000
Bay State Street Raflway 5 per cent coupon notes_____._________ 57, 000
Loveland Light & Water Co, first mortgage 6 per cent notes______ 4, 400

SEPTEMBER,

Sppalachian Power Co,, collateral trust 7 per cent notes.___ ..__.._ 2,195, 700
Binghamnton R. R., tirst fives. 10, 000
Cantor L.ght, Heat & I"ower Co. (Canton Elee, Co.), first sixes_.__ 4, 000
Chicago & West Towns Ry, first lien and collaternl trust sixes.__ 556, 000
Denver Tramway Terminal Co., first serial fives. .. ___.__...___ 60, 000
East Middlesex Street Railway, 5 per cent plainbhonds_ ... _____ 120, 000
Green Bay Water Co., first sixes. . o ‘ 5, 000
Light, Fuel & PPower (o, (South Haven Gas Co.), first fives_______ 23, 000
Mansfield Gas Light Co., first serial sixes. . ______ 5, 000
Minot Light & Telephone Co. (Northern States Pr. Co.), general

Bl RS e e 5, 000
Ohio Traction Co., 6 per cent coupon notes_______________________ 300, 000
Providence & Taunton Street Ry. (Bay States). first fives.._.._ 150, 000
Springfield Ry. Co., first fives_ . 12, 500
Wilkes-Barre & West Side Railway, 5 per cent bonds_. ... 35, 000
Worcester Gas Light Co., 43 percent notes_ . ___ 300, 000

OCTOBER.
Arvada Electric Co., first sevens . _ .. . oo 15, 000
Caney River Gas Co., first refunding s+ . ________ 50, 000
Central Illinols Utllitles Co., first sixes oo e 10, 000
Cheyenne Electric Co., first gold fives. . ______ 20, 000
Christopher & Tenth Street R, R, first fours. 210, 600
Citizens Electric¢ Light & IP'ower Co. (Interstate 'ub. Ser. Co.)

first SIXeS. o o 3,000
Citizens Gas, Electric & Heating Co., 6 per cent water fund cer-

tifleates_ . e 4, 000
Citizens Water Works Co. (Quincy, Il1,), first and second fives

and six-and-a-halfs___ e 12, 000
City of Lincoln Gas Co. (Logan Co. Gas Co.), first sixes_._.__-._ 95, 000
Cleveland, Painesville & Eustern R. R., first consolidated fives.__ 1,131,000
Cleveland, Painesville & Eastern R. IR, first tives (extended)__ 500, 000
Crystal City Gas Co,, second sixes__ . _______._ . 10,000
Cumberland Street Ry, (Rhode Island Suburban Ry.), first sixes. 69, 000
Des Moines Street R, R, first sixes_ . _______ 25, 000
Fairbury Gas Co., first sIXes_ . oo 31, 400
Hornellsville & Canisteo Ry. (Hornell Trac. Co.), first fours_._._ 80, 000
Towa Southern Utilities Clo.. serial mortgage debenture sixes___.._ 10, 000
Light, Heat & Power Corporiation, 5 per cent 20-year coupon notes__ 50. 0600
Manufﬂcturom Light & Heat Co,, mortgage and mllateml trust

B eSS mn 148, 000
Milwaukee Coke & Gas Co, first fives_._ . ___.. 30. 600
Minnesota & Ontario Power Co., first serial sixes________________ 200, 000
‘Minot Light & Telephone Co., {Northern States Fr, Co.), first sixes. 2, 000
National Light, Heat & Power Co., collateral trust f-year G per cent

NOEOS - e e e e m e e 360, 000
Philadelphia & West Chester Traction Co. first fives____ . ___. B 400, 600
Quincy Horse Ry. & Carrying Co. first consolidated fives__._ ... 400, OB
Reedy River Power Co, first fives.. ... 15, 000
Sacramento Gas Co, first sevlal sixes. __..___ . .. _ . ... ._ H, 000
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Shawinigan Water & Fower Co. two-year 5 per cent notes..... —-=-  $2,500, 000
Star Telephone Co. first S1KeS . . e 2, 000
Trenton Passenger Ry. first sixes. . .. o ___ 15, 000
Twin States G as & Electric Co. five-year 5 per cent debenture

bODCAS o eeeeeeemn 300, 500
Woburn Light, Heat & Power Co. (Edison Electric Illuminating

Co.) Boston 6 per cent bond8a e 137, 000
South Penn Telephone & Telegraph Co. first serial sixes__.____. 1, 500

NOVEMBER,

Ansonia Water Co. first fours_.. .. ________________________ ... 45, 000
Central Kentucky Natural Gas Co, first serial sixes_._._______. _ 40, 000
Florida Power Co. first serial SiNe€S- . oo oo oo 10, 000
Great Bend Water & Light Co. serfal fives_ . _ o __ . ___ - 1, 000
Hutchinson Gas & Fuel Co. fivst sixes oo o 10, 000
Newton Gas & Fuel Co. first sixes______________ ____________ ... 5, 000
Northern Ohfo Traction & Light Co. enllateral-trust sixes, Prst

ISUe e e e 100, 000
Penibroke Electrie Ligit Co. (Ltd.) first fives________ __________. 3, 000
Spring River Power Co. first fives_ . ______________________ 35, 000
Waupaca Electric Light & Ry. Co. first serial slxes__.____________ 2, 000
Mystic Electric & Gas Light Co. first fives. oo oo 24, 000

DECEMBER.

Bay State Street Ry. 6 per cent covpon notes...._ . ________ 357, 6060
Berkeley & South Norfolk Water & Electric Light o, first mort-

- BNge SINCS_ 150, 0060
Bristow Gas Co, firsg gold sixes . _ .. __________ 5, 000
Detrolt Ry, flyst sixes_ o 60, 000
Eastern Texas Electric Co. three-year 6 per cent notes..._._..____ §00, 000
Fitchbarg Gas & Electrie Light Co, 44 per cent coupon notes____.__ 35, 000
La Grange Water, Light &z Power Co. 5 per cent bonds____ ... ____. 5, 000
Midway Gas Co. first sixes, serles A_ ... . _______________ 180. 00
New Castle Light & Power Co. first sixes___ .____________________ < 000
Pan Handle Traction Co. 6 per cent stock purchase notes__________ v 530
Pennsylvania Electric Co, five-vear 5 per cent notes______________ 400, 000
Pittston Street Car Co. first sixese..__._____________.__________ 92, 000
Sauk Rapids Water Power Co. first fives________________________ 6, 000
Wyandotte & Detroit River Ry. (Detroit United) consolldated

Hves e 425, 000
Easton, Palmer & Bethlehem Street Ry, first fives________________ 200, 000

Total e —————————— 251, 976, 180
Public-utilitics cquipment trus: obligations maturing n 1918,
JANUARY,

Cinctnnatt Traction Co., 5 per cen. equipinent notes, serles B___. $18, 000
Ch.uanati Traction Co., 5 per cent equipment notes, series C____ 11,000
Indianapols Traction & Terminal Co., enuipment 5 per cant certifi-

eates, serles B_ 5, 000
Inter-State R. R., equipment trust fives, series Ao ____________ 37, 000
Market Street Wlevated Passenger Ry., equipment trust fives,

SO A e 32,5
Oho Electric Ry., equipment 5 per cent notes, series A . ___._____ 8, 000
Ohio Electric Ry., equipment 5 per cent notes, series Bo_.._________ 7,000
Public Service Ry., equipment trust 6 per cent certificates, series A_ 40, 00
Public Service Ry., equipment trust 6 per ceunt certificates, serles I".. 22, 000
Readiug Transit Co. (Reading Transit & Light Co.), serles A, fives. 7, 500
Staten Island Midland Ry., equipment trust 6 rer cent certificates,

Serles A R 7, 000
Union Traction Co., equipment trust fivey_______________ . 75, 000
Dakland Traction Co., serial equipment bonds— .. ____________ 81, 000

II " i ‘ : "I
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¥EBRUARY.
Chicago & Osk Park Elevated R, R,, equipment € per cent notes__ $8, 000
Consolidated Tract‘on Co., 6 per Lent equipiuent trust certificates. 28, 000
Fort Wayne & Northern Indiana Tracticn Co., 5 per cent, seiles A,
car-trust certlficates .o e 2, 500
Hudson & Manhattan R, R., car-trust fives, serfes C__.___ . _______ 21, 000
Lehigh Traction Co., 5 per cent, serles A, equipment trust certifi-
OOt S o e e e 8, 000
Metropolitan West Side Elevated Ry., equipment trust 5 per eent
certificates, serles A. 1062, 000
Wilkes-Barre & Hazelton Ry., 5 per cent, series A, eqmpmwg tiust.
certificates . .o oL e 4, 060
Cincinnati Traction Co, 5 per cent noties, serles ¥ _______ .. 10, 600
M ARCH,
Fort Wayne & Wabash Valley Traetion Co., 5§ per cent car-trust
certifentes e 5, 000
Hudson & Manhattan R, R, cai-truxt 5 per cent, series A___ . ___ 48, 600
Indianapelis Traction & Termlnal o, eqn!pmpnt 5 per cent cer-
tificates, serles O e 5, 0%
Ohto Flectric Ry., equipment 5 per conf hofes, set Ipq 12 I 3. (hK}
Philadelphin Rapid Transit Co., equipment trust 3 per cent cer
tificates, serfes B . S e 175, 008
Pittsburgh Rye, Hper cent onr trOStSa o oo oo . 27, 0%
Pittsburgh Rys.. 6 percent cov trusSt8a o o oo e 1R, 000
Public Service Ry., equipment trust fives, sarles O oo 25, 000
Union Traction Co, of Indiana, ear-trust certificates, sories A____ . 8, 000
APRIT,,
Cincinnatl Traction Co,, 6 per cent equipment notes, serles A - _ 10, 600
Cineinnati Traction Co., § per cent equipment netes, series Do __ 17, 000
Consolidated Traction Co. (Pittsburgh), 5 per cent ear trust____ __ 20, 000
Consolidated Traction Co. (Pittsburgh), 5 per cent equipment trust
eertifleates o e~ 25, 000
Fort Wayne & Nortbern Indinna Traction Co.. 5 per cent, series B,
car trust certifieates __ e 1, 000
Gary & Interurban Railroad, 5 per cent equipment trust notes___... 11,000
Hudson & Manhattan Rallroad car trust fives, series B___________ 25, 000
Connecticut Co., equiyment 5 per cent notes, series A__________ __ 41, 000
Orange Countv Traction Co., 53 per cent equipment trust certifi-
et L e 3, 000
MAY,
Indianapolis Troaction & Terminal Co., 5 per cent equipment certifi-
cates, serfes A o e 10, 600
Philadelphia Rapld Transit Co., equipment trast 5 per cent certifi-
cates sertes O ___ et me————— 81, 000
San Francisco-Oakland Terminal Co., G per cent _aipment notes.._ 10, 000
JUNE.
Empire United Rallways ! Inc.), G per cent equipment trust certifi-
cates, serles A 10, 600
Indianapolis Traction & Terminal Co., equipment G per ccnt certifl-
cates, serles Do e e 5. 000
Ohio Electric Railway, equipment 5 per cent notes, serles C_.___.. 6, 000
Wilinington & Philadelphia Traction Co.,, 5 per cent equipment
notes, serles A__ e ————— 10, 000
United Rallroad of San Francisco, 6 per cent equipment trust cer-
tifleates. o e e 50, 000
JULY,
Cincinnati Traction Co., § per cent equipment notes, series B....._ 18, 000
Cincinnati Traction Co., 5 per cent equipment notes, series C__._.._ 11, 000
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Indianapelts Traetion & Terminal) Co.. 35 per cent equipment ce: tifi-

cates, serles Bo____ e . $5, 000
Ohto Electrie Railway, equipmcat 5 per cent notes, series A______ 8, 000
Ohio Flectrie Rallway, equipment 5 per cent notes, serles S_______ G, 000
Public Service Railway, equip:nent trust 6 per cent certificates,

serles A e 40, 000
Public Service Rallway, equipment trust 5 per cent certificates,

serles B e 23, 000
Staten Island Midland Railway, equipment trust 6 per cent certifi-

cates, serles A _ o e e - 6, 500
TInfon Traction Co,, equipment trust fives___________________ ___._ 75, 000

AUGIST,
American Railways Co., ear trust 6 per cent certificates, series A__ 15, 000
Amerlean Railways Co, ear trust 6 per cent certifieates, serios B_. 11, 000
Ameriean Railways Co,. ear trust 6 per cent certificates, series C___ 11, 000
Chieago & Oak Park Elevatedd equnipment 6 per cent notes.____.__ 8. 000
Fort Wayne & Northern Tndtana Traction Co., 3 per cent. serfes .+

ear trust eertifientes e 2,500
Hudson & Manhattan Railroad, car trust fives, series Co__________ 21, 000
Lehlgh Traction Co., 5 per cent, series A, equipmcnt trust certifi-

eates. .. ._.._. e e —————————————— 3, 000
Metropolitan West Side Eievated R wilway. equipment trust 5

per cent eertiAeates, series A | L o e 103, 000
Wilkes-Barre & Hazelton Rallway, 5 per cent, series A, equipment

trust eortifentes . e 4, 000
Cinetonati Traction Co., O per cent mnipment notes, serics F______ 10, 000

SEPTEMBER.
Forf Wayne & Wahashi Valley Traetlasn Ce,, & per cent car trust

certificRtes o o e . 5,000
Hiudson & Manhattan Railroad, ear trust fives, series A___ . ____. 46, 000
Indinnupolis Traction & Terminal Co., equipment 3 per cent certifi-

cates, sertes Co o e 5, 000
Ohio Electric Railway, equipment 5 per cont nntes. series D______ H, 000
Philadelphia Rapid Transit Co,, equipment trust 5 per cent certifi-

cates, serles B e 175, 000
Pittshurgh Rallways Co,, 6 perecenteartrusts_ . ________ 19, 000
Public Service Raflw ay 5 per cent equipment trust certificates,

series C e 25, 000 J
Union Traction Co. of Indiana, car trust certificates, series A_____ 7,000
Connecticut Co., 4% per cent equipment notes, series 8. ___________ 46, 000

OCTOBER.
Cincinnati Traction Co,, 3 per cent equipment notes, series D_____ 17, 000
Consotidated Traction Co., 5 per cent equipment trust certificates. . 25, 000
Fort Wayne & Northern Indiann Traction Co.. 5 per cen{, serles

B, car trust certifieates_ . 1, 000
Hudson & Manhattan Raflroad, ear trust fives, serfes B________.__ 5, 000
Connecticut Co.. equipment 5 per cent notes, series A___ _______ __ 41, 000

NOVEMRER.
Indianapolis Tractlon & Terminal Co., 5 per cent equipment certifi-

Tentes, Serfes A v o e e 16, 000
Northwestert: Flevated Railroad, equipment trust 6 per cent notes__ 16, 000
Philadelphia Rapid Transit Co., equipment trust 5 per cent certifi-

cates, serles O _______ e e e 51, 000
San Francisco-Oakland Terminal Railways, £ per cent equipment

MOL S e e e e e e e 10, 000

DECEMEBER.
Indianapolis Traction & Terminal Co., 6 per cent equipmer:’ certifl-

cates, serfes D e e 5,000
Ohio Electrie Railway, equipment 5 per cent notes, serfes C__..____ 6, 000

2,078,100

Plul T |
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Mr. Crowell, a member of the Public Utility Committee, is here,
and we will be glad to hear him.

STATEMENT OF MRB. H. H. CROWELL, MEMBER OF THE UNITED
STATES PUBLIC UTILITY COMMITTEE, GRAND RAPIDS, MICH.

Mr. CroweLL. Mr. Chairman and gentlemen, of course, the status
of thece public utilities, as you know, is different from that of the
steam railroads, but they represent a capitalization of over
$8,000,000,000, and an annual gross revenue of over $1,600,000,000.
The public utilities, electric, gas, and street railways, functionally and
inherently, are State institutions. They are regulated by the State
and municipal authorities, but, inasmuch as they furnish over 60
per cent of the power used in the industries, and inasmuch as the
transport 80 per cent of the factory employees and, perhaps, wi
be called upon to furnish 30 or 40 per cent of toluol for explosives,
which are so vital for the war program, we venture to trespass upon
your time to show the situation we are in. We are ground between
the upper and nether millstones,

There are three essential factors in a_public-service corporation.
One is, if it is located in a normal town, it is never a finished prvgo-
sition; second, it turns its capital very infrequently, and those
two points, considered together, make for a constantly increasing
financial program; and third, increasing cest of operation and a
limit upen its ability to raise its rates.

Now these utilities are suffering from three main causes, the in-
ability to sell their long-term, commission-approved bonds; their in-
ability to finance their maturing obligations, ~nd the increusing cost
of operation, due prrtly to Government mandate, and geuerally to
Government war conditions, These corporations can not continue to
furnish this service, nor increase the service they are called upon to
furnish on account of the demands of the war situation, with im-
paired credit, with an inadequate plant, and with an insufficient
income.

A Lill of this kind, looking toward the relief of institutions which
are caught in this emergency should, we think, carry with it pro-
tection or help for the public utilities if their service is to be con- -
tinnously rendered. That is all we have in mind, to put before you
the general situation which is more clearly set forth in the brief that
oue committee has prepared and which has been filed here. We
believe that it will be necessary to provide some direct means for
taking care of the maturities of these corporations. If they are
called upon to make extensions to help carry out the war program,
then the money, of course, would have to be provided for that
threugh some emergency channels. If a national bil! should refer
to the public utilities as a class, and a provision was made for sol-
vent public utilities, to take care of their maturing obligations, it
would have a very beneficial effect upon the State and municipal
authorities who have absolute control of their service and rates
charged, and the extensions which they must make under franchised
conditions or under the orders of public-service commissions who
regulate their service and charges. That is the picture of our
situation.

41420—18——39
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Qur costs have increased so much that we can not sell any of our
stocks at par, which by the law of the States we are required to
sell at par. Our costs have increased so much that we can not, under
the language of the indentures which we have, sell any of our bonds
at par. We find for these maturing obligations that the rivers of
finance have dried up, and we have no moneys available for our in-
stant needs. That is, in general, the situation that faces the public-
utility corporations.

The CHAIRMAN, Suppose your maturing obligations amounted to
$1,000,000 and your bonds that you are to refund were only worth
in the market $800,000; would you expect this corporation to loan
you $1,060,000?

Mr. CroweLL, No, sir.

The Cramrman. Or expect it to loan you only to the extent of the
market value of your securities?

Mr. CrowELL. I would expect the loan to be made in accordance
with what they were worth.

The CrairMAaN. Not in excess of the market value?

Mr. CrowerL, Not in excess of the real market value, and there
should be a margin there, of course. If bonds were really worth but
$800,000, one would not expect the Government corporation to loan
$1,000,000; but if no normal market existed, one would expect a loan
on the basis of the real worth of the bonds; it would be solely on
account of the abnormal conditions and because of no normal market
that solvent public-utilities cc . orations would go to the finance cor-
poration for relief. Such hnance corporation would require the
usual margin of safety in the usual market.

The CrairManN. How would you take care of that, if that was not
sufficient to raise the money that you need?

Mr. CroweLL. It is possible to resort to the local banks for current
needs, or for differential, or the difference between the sale price,
or we would expect discounts on the term security. I did not mentior
that these public utilities have probably in the banks approximately
$300,000,000 of short-time paper, which is not two-name paper, which
is single-corporate name paper; and, if a bill of this kind is passed,
and in that bill something directly was had looking toward a channel
for the renewing of these long-term matnrities, it might be possible
for us to still continue to get local accommodations for our current
requirements.

Senator Jones. Do you expect those maturities to be renewed at
a rate of interest which could bring them up to par?

Mr. Crowrrr. No, sir; to be renewed on the basis of the then
existing value of the money, assuming that the money is a com-
modity—not an excess value. _

Senator GarLLiNger. Do f'ou anticipate that at the close of this
horrible war, and we are all hoping it will close .in the not distant
future, that your concerns will increase in value?

Mr. CrowkLL. Yes, sir.

Senator GALLINGER. That normal conditions will be resumed te
a iarge extent?

Mr. CroweLL. Yes, sir. '

Senator GALLINGER, And that your securities value will be much
greater than now?
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Mr. CroweLL. Yes, sir. I am speaking here and pleading wholly
for those solvent public-utility corporations that are caught by these
conditions that are absolutely beyond their control. .

Senator Wrriisss. I would like to ask a question just to.arrive
clearly at, your purpose. Clause “d” of section 6 of this bill pro-
vides that this corporation shall have the power—

In exceptional cases to make advances directly to any person, firm, corpo-
ration, or association whose operations shall be necessary or coutributory
to the prosecution of the war, for periods not exceeding five years from the
respective dates of such advances, upon such terms, and upon the security of
such bouds, notes, or obligntions, and subject to such rules and regulations
a8 may be prescribed by the board of directors of the corporation, with the
approval of the Secretary of the Treasury.

Your object is to take yourselves out of the class left to the dis-
cretion of this board and to name yourselves in express terms so that
they will be compelled to regard you as an exceptional case neces-
sary or contributory to the prosecution of the war, and you are
not willing to be left under this general discretionary clause?

Mr. CroweLt. I would prefer that on account of the vital neces-
sity that we are as a whole to this war program, we should be rec-
ognized as a class that is vitally necessary to the war. '

Senator WiLLiays. In express terms in the law, and have the dis-
cretion taken away from the corporation. Why do you think that,
if the corporation is to be intrusted with that discretion, and the
board of directors is to determine when cases are exceptional and
when they are contributory and necessary to the prosecution of the
war in all other cases, every public utilities corporation in the United
States should be made an exception in express terms instead of being
left to the discretion of the corporation?

Mr. CroweLL. It depends, of course, upon the construction of
the words “exceptional cases.” Public utilities, whose receipts and
incomes are fixed on a prewar basis

Senator WiLriams. I understand that, hut this corporation is given
this discretion. Of course you do not mean that every public utili-
ties corporation in the United States is suffering from these condi-
tions. Why can not you leave it to the diseretion of that board to
determine in each case whether or not that case falls within this
discretion of the corporation?

Mr. Crowern. If it is permissive for those corporations which are
solvent in ordinary times and who are so necessary to the war,
specifically to come to this corporation for the relief that they may
vitally need, that would be sufficient for the purpose.

The CiaizMan. As there are several more who desire to he heard
we will have a hearing to-morrow at 10 o’clock.

Senator Gore. Mr. Crowell. you say you have outstanding some
$300,000,000 of short-time obligations. .

Mr. CrowELL. Approximately, yes.

Senator Gore. Were they issued principslly to take care of cur-
rent, expenditures  maturing obligations?

Mr. CroweLr. They were issued in many cases to take care of
constructional expenditures, pending the time when consent should
be obtained from the public-service commissions for issuing bonds
to reimburse the company for such expenditures. Those proceedings
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are sometimes long drawn out, and this situstion generally, as ex-
fressed by me, is in part the result of an accumulation of those things.

might give one example. A concern had an $11,000,000-con-
struction program, which construction program, on account of
the war, it reduced to the very lowest terms, apparently, to six and
a half million dollars under normal current prices. The excess cur-
renc prices increased the expenditures up to $11,000,000 again. They
were only able to finance a part of that construction program, because
they found themselves in a position where the commission-approved
securities, showing that they hed made those expenditures, could not
be sold. There is no market for those long-term bonds, such as they
usually have to reimburse themselves, and hence they are left to the
mercy of the short-term accommodations at excessive prices, and they
can get no relief at all.

Senator Gore. The operating expenses of the railroad companies
generally average 65 per cent of the revenue?

Mr. CrowkeLL, Seventy-two per cent of the operating revenue.

Senator Gore. Is therc any such established ratio between the
operating expenditures of the public utilities corporations and their
revenue ?

Mr. CrowwerL. Yes, sir. I should say the capital of a public
utility corporation might be turned once in five or six years. If
you had an investment of $100,000, you might expect a gross of
$20,000, assuming that it was a constructional proposition pure and
simple. With $20.000 gross revenues the convention might be, if
the operating expenses were 60 per cent, $8,000, or 8 per cent on the
hundred thousand dollars. The concern, if it has a very economical
prime mover, might reduce those expenses to 52 or 50 per cent; if
there is an expensive prime mover, there might be expenses amount-
ing to 60, 70, or 73 per cent under normal conditions, but under the
conditions that prevail now many find their operating expenses have
increased 100 pei “ent. ‘

Senator Gore. And they have consumed their operating revenue.

Mr. CroweLL. And when you bear in mind that by reason of the
mandates of the franchises, by reason of the orders of the public-
service commissions and the growth of the communities, that they
are never finished propositions, and that while they are operating
and functioning as public-utilities corporations they are carrying
on a construction program it is very easy to sce that even under
normal conditions they have to have a continuously expanding
financial program. .

Senator Gore. Would those ratios apply to gas companies and
electric light and railway companies?

Mr. Crowerr. Those conventions might apply to gas companies
and some electric companies and railways and run as high as 75 or
78 per cent. The ratio would be lower with hydroelectric com-

anies. ‘
P Senator Lobct. Of course you are assuming that with this system
of rates imposed by municipalities or States the rates do not rise as
they ought to rise? L

Mr. Crowerr. And there is no short-time method of raising rateg
for emergency conditions. It is u long-drawn-out proposition, and
it requires valuations and large expense and a great deal of time, and
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1
that is the reason why a public-service corporation which has had
its rates fixed once under normal conditions has no excess profit to
take care of these lean years. It can not get a fund to take care of
an emergency, what we call a buffer fund in an industrial proposi-
tion, and therefore there is nothing to draw on in an emergency of
this kind. The bottom is pulled out of the pail. .

Senator Towxsexp. You are asking for no consideration except
for financially safe and sound concerns?

Mr. CrowetL. No; simply the recognition by this committee that
our necessities are vital to the Government’s war program. I have
been told by people in authority that we are now 200,000 kilowatts
short of the capacity required by the Government. That means
250,000 horsepower, roughly speaking, for the country. Take the
situation of the company I represent. We have a plant half com-
pleted with no chance to get money to complete it. It would take
another million dollars. It is a hydroelectric propcsition. If we
can get that million dollars and complete that plant, we would save
$260,000 a year in coal.

The Cuamdan. We will ncw adjourn until to-morrow.

(Thereupon, at.12.15 o’clock p. m., the committee adjourned to
mect at 10 o’clock a. m. to-morrov, Wednesday, February 13, 1918.)
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WEDNESDAY, FEBRUARY 13, 1918.

UNITED STATES SENATE,
CoMMITTEE ON FINANCE
Washington, D. 7.

The committee met, pursuant to adjournment, at 10 o’clock a. m,,
h'ld the committee room, Capitol, Hon. John Sharp Williams pre-
siding,.

(‘ll’lt:egsent: Senators Williams (acting chairman), McCumber, and
sallinger.

Senagtor WirLiams, Senator Simmons asked me to explain that
he would not be here, because he had to go down to one of the
departments, and he asked me to act as chairman.

Senator GALLINGER, Mr. Couch is here from Concord, and he
wishes to be heard briefly in reference to this bill.

Senator WiLLiams, Mr. Couch, please state your full name, ad-
dress, and whom you represent.

STATEMENT OF MR. B. W. COUCH, TREASURED. OF THE CONCORD
GAS LIGHT C0., CONCOILD, N. H.

Mr. CoucH. Mr. Chairman and gentlemen, I am president of the
Concord Gas Light Co. and am also a savings-bank man from s
savings-bank city, Concord, N. H.

Sgnator GALLINGER. You are also a practicing lawyer, are you
not ¢

Mr. CoucH. Yes, sir; I am a lawyer. I am very much interested
in this subsection ¢, relating to savings banks. The trouble to come
to the savings banks is not going to be that the banks can not volun-
tarily extend credits in the savings-bank business; it is coming to
the savings banks entirely because of the withdrawal of deposits
by those proposing to buy Liberty bonds. It has hurt scme already
in this way. We have had to call various obligations coming due
in order to maintain our cash reserve. So it has been with the
savings banks almost throughout New England. That has had a
widespread effect. It has not been very bad yet, but it will be,
Under our State laws our assets are not very liquid; investments
have to be made so conservatively that the great bulk of them can
not be moved.

Now, up in New England, unless the Congress passes some act
with a clause in it like section ¢ the trouble is coming to the savings
banks because they will not be able to maintain the cash, and as soon
as the people—and by “people” I mean the very small investors;
those are the men and women who invest in the savings banks—will
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become scared, and when they become scared an avalanche of
trouble will start, because there is no worse place for something to
start than in the savings banks.

I was very much gratified the day of the first hearing to hear the
Secretary of the Treasury, in answer to a question by the Senator
from New Hampshire, say he would not be at all opposed to ex-
tending the 90-day limit to six months or a year. I hope very
strongly that this committee will see fit to make it not less than a
year, if it puts in any limit at all. I hope that upon consideration
in exccutive session tKe committee will see fit to leave the matter of
limit entirely to thes board of directors of this Finance Corporation.

Just one sentence in regard to subsection ¢, which relates to the
granting of aid to all public utilities without going through the
Federal reserve banks but straight across to this corporation. I have
listened with a great deal of interest to what has been said. It
seems to me that there is a stumbling block in the bill. It has oc-
curred to me that the suggestion made by the Senator from Okla-
homa yesterday was good, which was that the exercise of the au-
thority under that subsection ¢ be limited to renewals and not
apply to new issues, so that these brand-new war-working corpora-
tions—

Senator WirLiams. You mean taking your matured obligations?

Mr. Coucn. Matured obligations; that is what I mean by renew-
als. So that these war-working corporations with their new issues,
if they desire to come in under this act, must get themselves into a
financial position where they can get through and by the Federal
reserve before they get to this corporation.

Senator Wirriams. Thank you, Mr. Couch. As there does not
appear to be any others who desire to be heard now, the commit-
tee will adjourn until to-morrow at 10 o’clock.

(Thereupon, at 10.30 o’clock a. m., the committee adjourned to
meet at 10 o’clock a. m. to-morrow, Thursday, February 14, 1918,)
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THURSDAY, FEBRUARY 14, 1918,

UNITED STATES SENATE,
CoadiTTEE ON FiNaNCE,
Washington, D. C.

The committec met, purstant to adjournment, at 10 o’clock a. m.,
Hon. F. M. Simmons (chairman) presiding.

Present: Scnators Simmons (chairman), Stone, Thomas, Jones,
Gerry, Lodge, Smoot, and Townsend.

The Cuamax, Mr. Strong, we would he giad to have your views
about this proposed legislation. : .

STATEMENT OF MR, BENJAMIN STRONG, GOVERNOR FEDERAL
RESERVE BANK OF NEW YORK, NASSAU AND PINE STREETS,
NEW YORK CITY. '

YM!I('. StronG. I am governor of the Federal Reserve Bank of New
ork,

Senator StoNE. Before you took this position you were in banking
in New York? :

Mr. Stroxg. I was president of the Bankers’ Trust Co. in New
York., My particular interest in this bill arises, as you doubtless
understand, from the fact that it has direct bearing upon the opera-
tions of the Federal Reserve banks, and likewise some other legisla-
tion has been proposed in a bill introduced by Mr. Calder, of New
York, which would have a somewhat similar effect upon our opera-
tions; on that account we have given some study to this subject,
particularly in New York, which is the principal security and money
market of the country. My appearance, Mr. Chairman, has been on
very short notice, and engagements at the bank have been so press-
ing that I have had no opportunity to prepare a formal written
statement, so I hope you will overlook the deficiencies of my state-
ment which will be made from some brief notes.

Scnator Symoot. You have been asked to come as a witness by
whom ?

Mr. Stroxg. It was originally discussed with some of the members
of the Federal Reserve Board, and I subsequently discussed the
matter with some of the members of the Treasury Department as to
my appearing to make a statement here.

Tt has become increasingly apparent to us in New York, and doubt-
less in other parts of the country, that there is need for financial
relief, particularly in the matter of furnishing of capital, to the
corporations of the country, principally the industrial and public-
utilities corporations. The security markets have been very largely
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closed to tI'  .ustomary eapital borrowing of these corporations by
reason of the enormous borrowings of the Government of the United
States, and there has developed quite naturally some reluctance to
purchase securities on the part of timid investors. Some who feel
that they can not afford to purchase the obligations of the Govern-
ment at the low rates of interest they bear are not now buying the
securities of corporations bearing higher rates and which in time of
peace they would not hesitate to buy. It is one of the influences of
war conditions when fear and timidity arise on the part of inves-
tors; and those two factors operating together have practically closed
the investment market to the borrowings of corporations that really
need very much to enlarge their productive capacity, many of them
in fact in order to furnish the Government with its war require-
ments.

Seréntor Stone. Is that true of all classes of industrial corpora-
tions

Mr. Stron:c. Almost witheut exception.

Senator SToNE. T asked especially with reference to corporations
ongaged in Government work, manufacturing munitions and things
of that kind.

Mr. StronG. It is true, even of those corporations, distinguishing,
however, between the credit that those corporations are able to get,
in the form of short loans, principally from banks, and the credit
which they should be able tc get as new capital on long-time obliga-
tions or by the issue of stock in the investment market. I know of
very few cases where any long-time bonds have been sold recently
by any corporations in the country. The sales of bonds now taking
place are principally and almost entirely confined to the obligations
of municipalities and, possibly, of States which have various ex-
emption provisions that give ti.em a special market under almost any
conditions.

Senator Smoor. That is reflecte.d in the sale of our 4 per cent Lib-
crtv bonds. which. T notice, are now helow 9.

Mr. StrRONG. Yes, sir. Of course, in addition to the requirements
of corporations of those two classes, industrial and public utilities,
the transportation lines also require more capital in order to enlarge
their facilities. There are immense maturities of obligations falling
due this year owing by railreads, industrial. and public utilities cor-

orations that must be taken care of. and there is also something like
- $450,000,000 or $£475,000,000 of obligations of various kinds of for-
eign governments that are maturing in this market this year.

Ser;atm' Syeoor. Is that besides the $£7350.000.000 of our institu-
tions

Mr. Stkong. Yes, sir: it is in addition to that. I have not the
figures here, Senntor Smoot, but I believe it will be found that the
maturities of railroad corporations, public-utility corporations, and
indunstrial and miscellaneons corporations aggregate over $G00,000,000,
The bonds of municipalities, plus their temporary borrowings which
must be retired in some way by the isstie of long-termn bonds, would
probably run somewhere from $450,000.000 to $500,000,000. Tt is
estimated that in addition there are over $450,000,000 of forcign obli-
gations maturing,

Senator Syoor. About $1,700,000,000 altogether?
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Mr. StroNG. Yes, sir.

Senator Stone. What are the foreign obligations?

Mr. Strong. Principally collatera. notes of the British Govern-
ment and, to some extent, credits arranged in the form of bills in
behalf of French borrowers in this country, \nd some miscellaheous
borrowings.

Senator StoNE. Is it your idea that this Government should pro-
vide for money to take care of those? :

Mr. StronG. Of the foreign governments?

Senator SToNE. Yes. .

Mr. SteoNG. I have not had much to do with that, because it is a
subject really by itself. Those ars secured obligations, and I natu-
rally would suppose it would be a matter of negotiation between those
Governments snd our Government. : .

Senator Smoor. Those Governments will certainly want their
money, will they not ? .

Mr. Sterona. They certainly will need to meet those maturities,
and it has a direct bearing upon this whole problem of caring for
the t mass of securities falling due.

e Caamman. Will you state specifically exactly how those obli-
gations are secured?

Mr. StronG. I believe there are two issues, totaling $350,000,000.
I can insert the exact particulars in regard to that when I read the
report of my remarks, but I believe there are two issues of the United
Kingdom which mature this year that are secured in the main by
the securities that were assembled under a_scheme set up by the
British Government tc get possession of the investment securities of
their citizens and use them as the basis of credit in this country,
and those consist largely of railroad and industrial bonds and bonds
and stocks of neutral foreign Governments and of the British colo-
nies and dominions. A large amount of Canadian securities is in-
cluded in that collateral, and I understand there is a wide margin
of value in the collateral over the face amount of the obligations
maturing.

Senator Stonr. Of course, if these Governments—the French Gov-
ernment and the British Government—should take up their obliga-
tions which have been bought by our people, it would add to that
extent to the volume of available money in this country {or loaning
at home, would it not?

Mr. Stroxe. It would, sir; but may we not expect that those obli-
gations will be taken up by placing some other kind of obligations
in this country?

Senator Stonk. That may be. The idea is that the British and
French Governments would find it difficult to raise that amount of
money to redeem collateral.

Senator Syoor. It will be impossible for them to do it, because
we are advancing money now to pay their running expenses

Senator SToNE. And hence it would follow that this Government
would in some way have to take care of that problen.

Mr. Strone. It seems to me that is unquestionably the case as long
as we are advancing money to them now to pay for all of their pur-
~hases in this ountry. :

The Cuamrmax. That paper runs for a much longer period than
three months, as I understand it.




140 ESTABLISHMENT OF A WAR INANCE CORPORATION.

. Mr. Strone. There were a number of series issued peyable, 1 think,
in one year or two years or three years.

Senator Smoor. One, two, and three years.

Mr. StronG. Yes, sir; but they have heavy maturities this year.

The CraikMan. They are held by banks?

Mr. Stroxc. They are very largely held by investors, too, Senator
Simmons. There was quite & wide distribution made when those
securities were issued in this country to investors as well as to banks.

Senator Stoxk, In the beginning they were scattered protty
broadly; but I snppose they were scattered chiefly among the smuiier
banks; the large banks of the Middle West and New York first took
them and then put them out to their correspondents.

Mr. StroNG. Yeos, sir. There is no data available to disclose just
what amount of maturing obligations are held by our banks. About
a year or more ago the Comptroller of the Currency called for a
report which wonld disclose the amount of ;oreign obligations held
by all of the national banks, but that report did not separate them
in such a way that we could ascertain how much of those held by
banks fell due this vear.

Senator Symoor. Do not the savings banks of the country hold a
great many? :

Mr. Strone. Undoubtedly.

Senator Stoxe. I would not be surprised if that were the case.

Myr. Strona, It scems to me that there are only four courses pos-
sible by which the necessary financing may be done to take care of
thie needs of these corporations. One is to refrain from any direct
or indireet Government aid and force them, so long as the market
for investment securities is closed, to borrow money at the banks,
which is what they are doing to-any. The second is to have the
Government intervene and give direct aid, and in consequence of that
very much enlarge its direct borrowing on its own bonds. The third
is to provide an instrument or agency for indirect aiq, such as is pro-
vided by this bill, by the creation of a corporation, The fourth would
be to amend th. Federal reserve act so as to admit of more direct
borrowing than is contemplated by this bill from the Federal reserve
bank upon the collateral of securities, as was suggested by the Calder
bill. My present opinion is that in default of the employment of
some one ¢f the last three methods of aid suggested, the time is com-
ing when many corporations will face very serious embarrassment,
not. only through inability to extend their operations and fill Gov-
ernment contracts but because of inability to meet their matnring
obligations

Senator Syouor. Not only embarrassment but bankruptey.

Mr. Stroxa. Bankruptey; ves, sir: and after a goed deul of con-
sideration of the various suggestions that have been made I have been
led te the conclusion that this bill provides the best and wisest sug-
gestion for dealing with the subject, and I am led to that conclusion
principally becauses it combines the two operations that are neces-
sary to avoid, on the one hand continuance of an unsound expanding
condition of our business, by imposing a restraint upon credit that
would make pessible that condition—that. is, the system of licensing,
and at the same time furnish aid to corporations which are de-
serving of it, but can not market their securities.

I " s
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The CrARMAN, Curtailing?

Mr. Strone. Curtailing. Let me illustrate by assuming, if I may,
that this is simply a plan to furnish financial aid to corporations
without any mackinery for curtailing unwise or unnecessary credit.
It would mean that the business in all nonessentials would continue
as it has in the past, without any restraint, and the result would be
expansion of credit so far as necessary to conduct the unusual war
production of the country, and that would certainly lead to a danger-
ous expansion of credit. :

The Cuamrman. Under the stimulation of these high prices, do
yua not think the conditions you have just described of these non-
essentials wonld injuriously affect the essentials?

Mr. Stroxa. Unless means are provided promptly for ti.c restraint
of the unwise extension of credit to nonessential industries. The
mere addition of Government aid in any form to the war industries
of the country means expansion, and the operation of these two
things together properly conducted would involve a correspondin
prompt but not a disastrous curtailment of credit to nonessentia
industries, which would help to develop a vacuum so that the essen-
tial industries could be financed. I regard the coupling of those
two operations together in a sense under one management as essen-
tial to the success of either plan, that of curtailing credit or of ex-
tending aid.

Senator StoNE. I would like to get this clear in my mind: If what
we call essential industries, those engaged in Government contracts,
tor example, can not secure the means from the banks or investors
to expand their industries or to maintain them, how would the new
nonegssential industries secure means with which to start something
new

Mr. Strone. Our competitive bank system is such that there will
be a constant employment of bank credit for the so-calied nonessen-
tial industries so long as the banks find it is profitable to extend that
credit, unless they are restrained in some way. I was going (o touch
upon that a little later, Senator Stone, as it beavs on another phase
of the plan. I have taken the liberty of bringing with me three
typical examples. They happen to be oublic-utility corporations
where Government aid or seme kind of financial aid is needed, and
where assistance to’ those corporations seems to be essential to the
prosecution of actual war work. I will be glad also to submit a
statement in writing in detail, omitting the names of these corpora-
tions, to put in the record. One of them happens to be a public-
utility corporation that furnishes power to coal mines in an impor-
tant. conl-producing section of the country. The demand for opening
new mines and enlarging the production of existing mines has been
very insistant, and this company. which is not a very large one,
engaged itself to enlarge its facilities for that purpose. It made
contracts for power with coal producers, and now finds itself, right
in the middle of the coal-producing section, unable to get coal to
operate its own power plants, because of the demand upon its cus-
tomers for coal from other sources. They can not be certain of a
supply, and in order tc insure a sufficient supply of coal to enlarge
the production of current for the aperation of manv mines in this
territory the power company is to-day borrowing $800,000 in small
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amounts from little banks sceattered throughout the tervitory where
it operates, o
Senator Towxsexp. Why can it not get coal if it is organizing for
the purpose of helping the coal mines?
Mr. Strong. Presumably the insistent demands for conl from the
customers of the coal mines in that territory have led to an actual

curtailment of the supply of coal for this plant.

Senator Towxsexn. Has that been the result of the orders of the
conl administration?

Mr. StroNe. That I do not know,

Senator Smoor. That is the only way in which it could be done,
is it not?

Mr. Strone. T have a statement from the president of the com-
pany on that point, but I do not think he gives the specific reason.

Senator Stoxk. The question of Senator Townsend suggests rather
a peculiar situation. If this power is necessury for the operation of
the mines, und yet the mines needing this power find themselves un-
willing to supply the coal which is necessary

Senator Smoor. They may be unable, instead of unwilling.

Senator StonNe. T would think that would be the first kind of pur-

chaser they would supply. . :

Mr. Stitoxa. May T read the statement of the president of the com-
pany ? » ) )

(The statement referred te by Mr. Strong is here printed in fall,
as follows:)

The greater part of the companies’ Clectrie energy is sold as power to coal
operators, manufncturers of fire brick amt other ¢lay products, and iron and
steel mills and foundries, the remainder to small industries and utilities, in-
cluding electrie rallways and small electrie lighting companies, and to the
lighting and commercinl customers in (name omitted ), and some 30 or 40 ¢ wns
and villnges in which the companies conduci an electrie lighting and power
business,

The output of clecirie energy of the compunies was something more than
0000000 Kilewatt hours in 1917, About 75 per cent of this output was
sold as power, of which some M per cent was used by coial mines and steel
and iron mills and foundrvies. It nny he said that none of the output of the
conmpunios was sold to industries not esseniial (o the present activitles of the
Government, the prineipat business of the territory ocenpled bheing the produc-
thon of conl and manufacture of sieel and iron atnd nllied Industries,

The three companies are now supplying power to about 170 conl operations
having an annnal capacity of approximitely 17,000,000 tons of coal; the actual
shipmoents from these onerations approxinmte 50 per cent of their enpaceity,
aependent upon market and regularity of car supply.

For a perfod of nearly 18 months the several power stations of the electric
contpanies  mentioned have (notwithstanding  thelr being located in a conl
producing and mining tervitory) frequently experienced great difficulty in ob-
tatning a suflicient supply of conl to meet their daily requirements, Owing
to the ansoyance, inconvenience, and expeuse incurred, and the possiblihy of
interruptions in service o their patrons, the nnagement of the companies
evolved a plan for acquiring coal rights, by ownership and leuse, and opening
mines in the Immediate vicinity of the power statlons of the companties located
at (nnmes omitted), the general plan of which is cutlined in the bond circular
recently issved for the - urpose of disposing of $450,000 of bonds to provide
funds necessiry to deve p and equip the coal properties owned and leased,

The conl company is owned nnd controlled hy the smme interests and is under
the =ame management ns the other companies covered by this memeorandum,
uand was ineorporated for the purpose of at all times Insuring the power stations
mentioned with a supply of coal equal to their requirements,

Contracts have been let for sinking and driving shafts, for clectrleal eguip-
ment, ete.; the work of develapment is progressing on all the properies, and

-
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two of the power stations ave now being supplied with coal by the (name of
coal compuany omitted).

A considerable part of the bonds of the coal company have not been disposed
of, not because of any criticism of the bond as an investment, but due to-the
prevailing disposition of investors to make no purchases—in fact, no commit-
ments for purchase.

The several compunies herein referrved to expended for extensions and addi-
tiong to thelr property during the year 1917, $916,000,

Their commitments on additions and extensions made In 1917 and not yet
completed represent expenditures that must he made during the year 1018 of
+044,000. The probable requirements of the compunies for extensions and
additions to thelr property during the year 1918 witl amount to $294,000. Total
funds required during 1918 for extensions and additions to the companies’ prop-
erty, $838,000.

The companies have obligations outstunding, largely to hanks in the form
of demand or short-term notes, amounting to about $800,000. These obliga-
tions are the result of the inability of the companles to dispose of thelr securi-
ties, owlng to the conditions that have existed during the past 18 months,
The companies hfive not before in their history found it difficult to inarket their
securities at a fair price, but at the present time find themselves unable to dis-
pose of securities to provide the $838,600 that will be required for extensions
and additions In their territory or to Hguidate thelr outstanding notes of
$800,000. Resides this, the [nume omitted] coal company will require $50,000
to devel' - and equip its property. making a total of something more than
$2,000,000 required by all of the companies mentioned In this memorandum,

It should be understood that the management of these compantes has not
expended this very considerable sum of m ey for additions to property and in-
curred the obligntions and indebtedness ‘ncident thereto for the sole purpose
of extending their territory and bublding tw;» their business in times such as
have existed for two year: past; on the contrary, the expenditures hereto-
fore mude and now confronting the companies have been forced upon them
by the demands of the communities served, supported by the requirements
of the public-service commission of [name omitted] nnd in a large measure
by the demands of the operators of cogal mines and manufuacturers of fire brick
and steel and Iron products for a supply of power with which to meet their
obligntions incldent to the war situation, In other words, the construction
program of these companies during 1917 was not based upon a desire to ex-
pand their territory and business, but was controlled by the demands for addi-
rional power princlpally by conl operators; the same Is true of the expendi-
tures for construction they nre confronted with for the present veur,

The surplus eurnings of the combined companies (excluding the [name
omitted] coal company for the year 1917 were approximately $200.000, being
considerably less than during the preceding year, owing to the tretnendous
advance in the cost of Iabor and muaterials; increased rates and added econo-
mies will, we belleve, bring the surplus earnings for the year 1918 up to ap-
proximately $300,000, In as much as the companies do not pay dividends on
either their preferred or common stock (and bhave not done so for several
years, with the exception of $12,000 on $200,000 outstanding preferred stock
of the [name omitted] company) neariy all of the swrplus earnings for 1918
will be used for extensions and additions during that year, though, of course,
these earnings will not be available until after such extensions and additions
must be made.

Senator Towxnsexp, Do T understand from your reading of that
that you get the same idea I do, namely, that they are compelled to

et this additional capital for the purpose of acquiring mines to
%urnish coal to create the power that is used and necessary to be
used by the miners themselves?

Mr. Strone. About one-fourth of the amount of mouey appears
to be for that purpose, $450.000, hat in addition to that they have
$800,000 of bank debt, and they have a construction account of
$836,000 for their normal extensions and enlargoment of their plants.

Senator Townsenn, Do you not think it i~ very pertinent to find
out why they can not get coal?

. - .l ;q




144 ESTABLISHMENT OF A WAR FINANCE CORPORATION.

Mr. Strone. This is one of the corporations which, after a time
will likely make application for relief from the Government, an
Whten that application is made all of those matters will be brought
out. :

Senator Towxsenn, Ought not that matter to have been investi-
gated long rgo, because if you furnish the coal to that company it
would aid in the production of coal?

Mr. Strone. Yes. It would have furnished power to enlarge the
operations of 170 mines in this territory.

I have another case here that illustrates very clearly the relation
between the fuel question and capital for public utilities corporsa-
tions. This was brought out in a letter which I received from a

ersonal friend, who had no expectation that I would use his letter
1n connection with this hearing. He sends me a copy of a letter
frem a fuel administrator which is quite long, but the effect of which
is practically to require this company to expend $8,500,000 in the
development of hydroelectric plants in order to effect a saving in
the consumption of oil, which is used in this particular territory.
This plant happens to be located in an oil-producing country. In
consequence of the enforcement of that order, failing to get capital
to continue its construction work, there wouid have to be a very
large curtailment of power in other directions, which would, of
course, be imposed upon some of the customers of that company.
They proposed, I believe, an enlargement of about 35,000 horsepower
to their productive capacity. Naturally they have got to go to the
banks and borrow money for capital purposes to comply with the
suggestion of the fuel administrator, which is the very thing which
ougfit to be avoided at this time if possible.

Senator Sycor. The fuel administrator ordered them to expend
this amount of money?

Mr. StronG, He did not claim the power to order it; no, sir. May
I read a part of this letter, Senator Smoot? Referring to various
reports made by the corporation to the local public-servica commis-
sion, he states [reading]:

In the report submitted by the [name omitted] companles to the ratiread
coinmission and this office bearing upon the question of fuer conservation, X
noie that your company has under censiruction and has performed scue work
on @ bydroelectrie plant known as [name omitted], I also note that this
plant can be completed and placed in operation under favorable conditions ng
to muterinl and shipments thercof; also thuat your company has in contempla-
tion the construction of a reservoir on |location omitted ] which ean be finished
in the year 1918, o as to utilize the 1919 run-off of the watershed tributary to
[stream name omitted] both in [name omitted | reservoir and {name omitted]
power plant No, 2 of your company’s [name omitted]) system,

I also note that your company has under contemplation a plan for adding a
furtlier generating unit of 16,000 kilowatt capaclity in your [name omitted}
power plant No. 2. ' I have caused some figures and computations to be made
as to what the results will be in the matter of production of hydroelectric power
if your company procecds with energy and diligence to do the three things above
outlined, My infc ‘mation is that {f all of this work Is proceeded with vigorously
and energetical.y _bere will be in the year 1919 produced and avallable for use
upon your system additional hydroelectrie power to the extent of 622,000,000 kilo-
wualt hours, or the equivaient of approximately 300,060 harrels of oil; that during
the yenr 1920, upon the final completion of tlese various projeets and thereafter,
the hydroelectrie ourput of these three projects will he 233,000,000 kilowatt
hours annually, the equivalent of approximantely 1,100,000 barrels of oll. My
understanding and information Is that ihe ceost of these three projlects, viz,
[names omittedl, will be upproximately $S,500,000.

I I!
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This office belleves that the completion of the work hereln cutlined is, from
the standpoint of the successful prosecution of the war, vitally essential; and
I believe that your company, notwithstanding present conditions as to prices
and material, should proceed with this work at once and prosecute it vigorousiy
to completion. Your company has ¢ very large system in [location omitted)
serving a very large territory, and you have assumed duties and obligations
which in this t!fme of national need U strongly fee! you should not hesitate to
perform, even at some sacrifice to yourself,

In view of the character of the service rendered by your company throughout
a very large portion, if not all, of the territory which you serve, I should be
very loath to be compelled by the stress of the situation in respect to fuel oil
to take any nction which would shut off service io any of the customers whom
vou are now servinz, and I sincerely trust that coy such action on the part of
the fuel administration will be unnecessary by vour action in providing addi-
tional hydroelectric power. You seem to have the fa ‘'lities an:d opportunities
for accomplishing this purpose.

If this office should order curtallment of your nonessential lighting which
fs approximately 10 per cent of your total load, and 30 per cent of youl{
revenue, this wouldl be insufficient to effect a materiat saving of fuel ofil.
In consequence, a fair share of your power load would alse have to be cur-
tuiled, together with the nonessential lighting load, in order to effect a reuason-
ably adequate fuel ofl saving. In view of the large contracts now held by
(name of district omitted) shipbuilding plants, in a very short tline the
(name of district omitted) will have a demand placed upon it for fuel oit to be
burned by vessels several timci larger than it bas .ever had under normal
conditions. It is absolutely essential that these vessels, to be operated effi-
clently, should be supplied with fuel oll, even to the curtailment of iIndustries
on land,

Senator Stoxe. Who wrote that? ) .

Mr. Strona. One of the fuel administrators. This man, who is

resident of the corporation, is tLe head of the Red Cross in that
ocation, and is a man of patriotic impulse and believes that he ought
to do the patriotic thing in this matter. .

Senator Smoor. That letter was from the fuel administrator of
the State of - ) )

Mr. Strone. Yes, sir. I was endeavoring to keep that out of
the record, because this refers to a specific corporation. .

Senator Syoot. As long as you put in the name of the proposi-
tion I knew where it was. ) L

Mr. Strone. You will not object to my eliminating the name from
the record?

_ Senator Syoor. Oh, no. What T wanted to know was whether
it was the lecal administrator v the national administrator.

Mr. Strona. I have another case.

Senator & ioor. I suppose there are hundreds of them?

The Cirnaiunman. You can p G that in the record without reading
it now if you like. L )

Mr. Srroxe. All right, Mr. Chairman. The necessity for en-
larging production in the country imposes upon the industries of
the country the requirement of a larger supply of working capital.
They must carry larger inventovies, prices are higher, their pur-
chases are larger, their turnover is larger, wages are higher, and
they need to borrow more money for the commercial turnover.

Senator StoxE. Are you speaking of transportation companies
now ¢

Mr. Stroxe. T am coming to that, Senator. I believe that the
facilities of the Federal reserve banks will be ample to take care of
that kind of commerce credit which is necessary to move goeds
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throuﬁh the processes of production, manufacture, and marketing,
and the credit we extend has been supplemented to some extent b
direct advances to those manufacturing for the Government throug,
the War Credits Board. About $150,000,000 in advances I learn
have been made, although possibly a more scientific administration
of this matter could be conducted through the one agency of this
corporation as a part of its activities rather than through a separate
bureau of the Government. I have no feeling of concern about the
amount of credit available for the purely commercial type of trans-
actior, which brings corporations to the banks for loans. Beyond
that, I’:owever, existing means of transportation must be enlarged,
and provision for enlarging railroad facilities, I understand, is al-
ready covered by a bill now pending in Congress which appropriates
$500,000,000 for that purpose. Enlarged ocean transportation facil-
ities has been taken care of by the ship-building program with ap-
propriations already made. But that leaves the distinctly industrial
and public ntility corporations without any specific means of getting
capital credit, as distinguished from commercial loans, if the in-
vestment market will not extend it, and these are the two large
classes of cerporations that do urgently require that aid, if you please,
because they are now called upon to enlarge their plants and ma-
chinery and increase production in order to supply the (Government
with war materials.

Senator Townsenp, Has that proposition of advancing 30 per
cent of the contract price met with the approval of the Federal
Reserve Board?

Mr. StronG. Senator, I do not know that they have been directly
concerned with that. Of course, it would not reach the direct oper-
ations of the reserve banks at all.

Senator TowNseND. You have looked into that?

Mr. Stroxa. I have discussed it occasionally with some of the
men in the Treasury Department and, without having studied it,
have a feeling that 1t is an unsatisfactory way of dealing with the
situation.

Senator Smoor. From the standpoint of the Treasury Department
or of the concerns innufacturing the munitions of war?

Myr. Strong. Of the Government,

Senator Syoor. That could only be done by a large amount of
money being taken out of the Treasury assets, As I understand,
when the 30 per cent has been granted it has been placed to their
credit immediately. That s the thing the Secretary of the Treasury
referred to the other day in his statement before the committee. But
I think, myself, it would be very much better to have that ad-
vance made by the Government of the United States, to come through
one agency rather than to have it divided as it would be under the
existing law if this bill became a law.

Mi. StronNa. This bill provides an automatic time and method
for winding up which is desirable. It also avoids making direct ad-
vances by the Government to corporations that ar . working for the
Governnent, which is likely to lead to the situation that is some-
times described by the statement that when a debt falls due the
lender becomes the servant of the borrower. The Government at
the couclusion of the war might find itself in that uneomfortable
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position as a result of dealing directly with these manufacturers
if the plan to make direct advances was continued.

There is also to be dealt with the whole subject of municipal bor-
rowing, which is a very puzzling and difficult one. The relations
to arise between the corporation, if it is created, or whatever agency
deals with this matter, and the municipal authorities and the public-
service commissions of the various States should be carefully con-
sidered. I suppose it is fair to say that the direct intervention of
the Federal Government in assuming to contiol .or influence the
affairs of municipalities or to influence the control exercised by
public-service commissions over the operations of public utilities
companies is frequently resented. As I understand the design of this
bill and the delared intention of the Secretary of the Treasury in
the management of the corporation, agencies which have already
been created throughout the Federal Reserve Districts would be
employed to deal with the license question—that is, the control of
licensing of cupital issues, which would include municipal issues
as well as issues of public utilities corporations which are subject to
the review, and frequently made in response to direct orders, of
public-service commissions. T feel that the relationships to be estab-
lisked between the public authorities in the various States and
municipalities and the local voluntcer organizations now created to
supervise issues of sccurities will work more satisfactorily than if a
Government official attempted to deal directly with the municipal
authorities and with ‘public-service commissions. I speak somewhat
from the stendpoint of New York. I belicve that a committee of
bankers in New York to which the city ordinarily looks for its
credit, a representative group of men, would have a better influence
with the local authorities in controlling expenditures than would be
the case by the application of pressure or influence from Wash-
ington. T may be mistaken in that, but that is my view.

Now, I would like to emphasize once more at this point the impor-
tance of the license feature of this bill in its direct relation to mu-
nicipal borrowing. The only method of control legally that I knov:
of is to surround the issue of those securities with restraints that ca:.
be applied through the cooperation of the bankers who ordinaril
handle them, and T think it 1s safe to say that bankers generally will
comply with the terms of this bill very cheerfully, although it does
involve very serious sacrifices to them to abandon or eurtail their
husiness, which is what it means if the investment markets remain
ilosed. What is taking place at the present time is a very consider-
able extension of hamk%omts and deposits by the forrowings of these
corporations that need eapital and can not get it except by borrowing
from the banks. Tf, as I apprehend will be the case, this plan op-
erates successfully it will be just as though ‘he Government under-
took to indorse the obligations of corporations that needed some
indorsement of their credit in order to sell their securities. The Gov-
ernment will put $500,000,000 of capital into this corporation, and
as that is exhausted, if it is necessary thoy will borrow money in the
market through the sale of its own obligations. .Now, there are
many people 1 this country who do not want to buy or can not
afford to buy a long-time 4 per cent bond whe would be very glad to
buy bonds of this corporation, althongh the Government did not
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guarantee them, because of the feeling of assurance they would have,
due to the Government’s interest, and I think it would have a strong
sentimental effect upon the security market generally. If that is the
case and it becomes an instrument for leading investors to cooperate,
either by direct purchase of issues of solvent corporations that do
not get advances or by the sale of the obligations of this corporation,
then the process of expansion of bank loans and deposits will be
somewhat arrested or even reversed. Corporations that get the
benefit of this market will be able to pay off their bank loans, and
that will effect a reduction of both loans and deposits or check their
expansion. The deposit account and the loan account will be re-
duced generally. That is simply another way of stating that the
reserve percentage of banks will be increased. At that point many
banks may find that they have more loanable funds, and, referring to
the provision in the bill which requires that no interference shall be

ermitted with ordinary commercial borrowing, I think the question
1s raised as to whether it does not become necessary to effect some
control over borrowings from banks that might result from their
easier condition as may well be created throngh the operations of
this corporation.

Senator Saroor. I doubt if there will be any danger from that
source, because I do not think the banks dare to take paper to any
%reat extent that can not be used as security to secure credit in the
federal reserve banks,

Mr. Strone. But they are doing it.

Senator SyooT. To a certain extent, yes, now; but the pressure
has not come upon the banks as it will very shortly for these re-
newals that you have already spoken of. When they come in there
will not be money enough available to take care of them in the banks
of the country to do any regular business whatever; so it seems to
me there is very little danger from that source.

Mr. Stroxe., Senator, the railroads are borrowing very large sums
from the banks at the present time. If the bill passes Congress
which provides the ecapital, so to speak, for railroad operations,
doubtless those losns will be repaid.

Senator Smoor. You will find also that many of the obligations
the banks are holding of the railroads have been used already in
order to secure credit of other banks from the Tederal Reserve
Board.

Mr. Stroxa. We d not take any of those,

Senator Syoor. Do vou not take anv of the railroads?

Mr. Stroxa. No; we do not hold theose. Probably most of them
would be quite ineligible, anyway.

Senator Syoor. Why so?

Mr. Srroxg. Well, they do not comply, presumably, with the pur-
poses of the act in requiring that the paper we take shall represent
the commereial turnover., Those bhorrowings represent capital for
railroad comnstruction. We have never taken any in the Federal
Reserve Bank of New York.

The Crramryrax, There is very Jittle of the securities of the large
corporations engaged in war work that would be eligible for that use
in the Federal reserve banks, is there?

Senatcr Syoor. Oh, very little indeed, beenuse nnder the law they
ave not allowed o take that #lass of puper,
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Mr. Strong. No, sir. To determine what is eligible under our
system, where corporations borrow on their notes rather than on a
bill drawn for the sale of goods, we must examine the statement of
the corporation. There is no other way of determining whether a
note is eligible than by ascertaining whether the total borrowin
are well within the current liquid assets of, that corporation, and it
might well be that notes, the proceeds of which were actually used for
capital purposes, might nevertheless appear to be eligible because the
borrower had so large an excess of current assets.

Senator S»oot. Lo you remember what the amount of loans now
is of the Federal reserve banks?

Mr. Strong. Of all 12 of the banks?

Senator Saroor. Yes; of all the banks.

Mr. Strong. They have total loans and investments of, in round
figures, $1,000,000,000.

Senator Sxaoor. I thought it was a little more ¢han that,

Mr. StronG. A little over $1,000,000,000. That condition (the un-
wise employment of released credit) to which I referred might not
be true of the whole country, but I think in money centers where the
greater part of this borrowing is done, if the Government by direct
or indirect aid should put these corporations in a pesition to pa
off their bank loans, there would be groups of banks and certain indi-
vidual banks which would find themselves with larger reserve per-
centages than they required and naturally operating at a profit they
woild seek to employ those funds. If they turned around and did
the same thing over again—that is, extended credit for construction
purposes to what we call gencerally nonessential ind stries, and later
on those industries applied to this corporation for . license to raise
capital, not for contemplated construction work but for construction
work which had already been undertaken and contracted for and
possibly paid for out of bank loans—the t efulness of the license
system would be impaired. T think possibly veliance may have to
be placed upon two influences to restrain that. One might be im-
pressing upon the banker the necessity for caution in ext~~ “ing credit
to borrowers who might subsequently require licenses ., - funding
purposes, and where there would be some doubt as to ...ether they
would get the license. '

Senator Smoor. That would be true if we did not know the Gov-
ernment. was going to issue billions of obligations in the fature. If
they were just to take care of the business of the country, without
advances (0 our foreign allies, and the burden placed upon the Gov-
ernment of the United States in obtaining money and conditions
were normal, then there is not any doubt that your statement would
be correct. But I think the obligation will be so stupendous that
g;elii will not be any room for the expansion of the business of the

anks.

Mr. Stroxa, T would rely more, however, upon another fact, and
that is that the Government is organizing agencies for lending money
that will sweep idle credit into the Government’s ceffers as fast as
crveated; but the Government does not pay as much for its loans
as many borrowers are willing to pay, and the incentive to profit
is « very strong influence upon any bank that for the moment has a
sgurplis resarve
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Senator Syoor. Before this war is over I think every bank in the
United States will have to be assisted in somne way by loans from the
Federal Reserve Board, if they take care of their regular business;
and I do not think the Federal Reserve Board would advance the
money if those banks had violated the spirit of this law and ad-

" vanced money to institutions to carry on just such projects as you
have suggested.

Mr. Strone. That statement leads right up to my point—how can
the Federal reserve bank of any district control that extension of
credit to any member bank which agplies to borrow upon eligible
paper without inquiring as to whether the proceeds o¥ the redis-
counts of that paper will not be used for some nonessential industries?

Senator Saoor. That is what ¢hey will do, I think. I do not think
there is any question about that. Under that bill that is what it says
their duties are.

Mr. Strone. I think that is just the point my remark was leading
to. That is a very difficult problem to deal with, and it is exceed-
ingly difficult for the Federal Reserve System to deal with, because
while we have in our membership considerably more than one-half
of the banking resources of the country, we have less than a third of
the banks, and with so many State banks entirely beyond our control
there is in effect a leak in the control. That has got to be dealt with
in some way. The object of my statement was to express simply the
view that if the operation of this corporation should for the moment
increase the lending power of any bank or group of banks, or all
of the banks, that increased lending power should ge directed in such
a way that it would promote the war purpuses of this Government.

The CrairMaN. Mr. Strong, you said that you thought the banks
were amply able to take care of what might be called the general com-
mercial business of the country. You have also made a statement
about the difficulty of certain industries, especially public utilities
and municipal corporations and industries that need large advances
in order to expand their plants to supply the demands of the Gov-
ernment for war materials—you have made the statement that they
might have difficulty in securing through the banks the funds that
they need to carry on their operations in an adequate way. Tt has
been suggested in that connection in these hearings that onc of the
troubles growing out of that situation was the ineligibility for redis-
count in the Federal reserve banks of the paper of these different
agencies or instrumentalities, and I think it would be helpful if you
would give the committe a clear, concrete statement as to why these
securities are not eligible for rediscount. Of course, members of the
committee now understand why, but this record is being made up
for Members of the Senate who will not hear these statements, and
in order that they may have the benefit of a clear exposition by you
of the reasons why this paper is not eligible, I think it would be
worth your while to spend a little time in putting those reasons in
the record.

Mr. Strone, The principal reasons why obligations taken by
vanks, made for the purpose of enlarging the production of war
indi-tries are not cligible is because they ave horrowing for fixed
capital expenditures on plant wod machinery, and the limitation
imposad upon the Kederal eoovve banks, which i very proper,

-
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. requires that the paper they take shall represent the credit employed

in the production and marketing of goods where the sale of the goods
at the maturity of the paper, if you please, provides the fund to
liquidate the paper. We are also not permitted to take paper that
matures beyond 90 days. Much of that kind of capital borrowing
is beyond six months or a year and would not be eligible anyway on
account of the maturity, but in general the character of the borrow-
ing does not conform to the purpose of the Federal reserve act in

providing credit for the normal production and movement and .

marketing of goods. That is essential. .

The CramMaN. It is not commercial papert

Mr, Strone. It is borrowin%)money for investment in plant and
machinery and real estate and buildings, and so on, which of course
is a fixed investment, the notes for which should not normally find
their way into a reserve bank for discount.

The CramrMAN. And in normal conditions the banks would natu-
rally discrimminate against that class of securities?

r. StroNG. They would; yes, sir.

The CHAIRMAN. favor of a class of securities that would be
availablge for rediscount in the banks under the Federal Reserve
System

Mr. StroNa. Yes, sir.

The Cuairman. And that will become more accentuated as the
business of the country expands and the necessity of money grows a
little bit tighter.

My, StroNG. Yes, sir. I stated earlier in my remarks that the re-
sources of the reserve system should be ample to take care of the com-
mercial turnover represented by the eligible paper. Of course, if this
country is going to try to conduct a war of this magnitude and finance
it and continue the business of the country as usual without any re-
strictions upon the consumption of luxuries, it merely adds unneces-
sarily to the burden that would be imposed upon the reserve banks,
and 1t would be very much easier and simpler for us to perform our
business if there were a reasonable and proper curtailment of unwise
and unnecessary credit through the licensing plan proposed.

Senator SMour. Is the Federal Reserve Bank of New York making
any loans upon Liberty bonds to the banks?

Mz, StroNa. Yes, sir,

Senator Syoor. On what basis?

My, Strone. We make two types of loans. One is the discount of
the obligation of a customer of a member bank, secured by Liberty
bonds. This may run for a maximum period of 90 days. We discount
those as member banks require it, ancf our present rate is 4 per cent.
We also advance npon the collateral security of the Government’s
bonds and certificates of indebtedness for periods not exceeding 15
days, and our rate for that is 33 per cent, but the notes have to be
stamped, and the penalty of the stamp is so severe on short borrowing
that that can not be employed very much, certainly not for shorter
periods than 15 days. It adds one-half of 1 per cent for 15 days.

Senator Syoor. And what per cent—95 per cent of the value of the
bond?

Mr. Stroxa. We loan at par on the certificates of indebtedness and
par o Lit rty bonds, The loans on bonds that we get are usually
those whicie seenre the notes of customers of the banks.

-
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The CuarrMan, The reserve banks do loan upon Liberty bonds?

Mr. Strona. Yes, sir.

The Crrairyman, That is, upon the note of the holder of the bonds,
secured by the bonds?

Mr. Strone. Yes, sir; and indorsed by the member bank that pre-
sents the notes for discount with us.

Senator Smoot. In other words, if you had a $100,000 loan it would
require as many stamps for 15 days as for 90 days—that is, the Gov-
ernment stamp of 2 cents a hundred ¢

Mr. Stroxg. There is this difference, Senator, that the individual
borrower from the member bank who borrows for 90 days does not
feel the penalty to be such a heavy one on a note running for 90
days; but in the case of the larger, 15-day borrowings, which are
direct loans made to member banks and not to their customers, this
stamp tax imposes a very heavy penalty.

Senator Smoot. It is six times greater?

Mr. Sitrone. Yes; it is a serious embarrassment.  Senator, you re-
ferred to the discrimination taking place between eligible and non-
eligible loans. That has become a matter of rather serious impor-
tance. There is necessarily a discrimination, a desire on the part
of banks generally, and particularly of member banks, te maintain
a large percentage of their loans in that type of loan which can be
discounted with the recerve banks. We get daily reports from the
principal banks and trust companies of New York City, and in look-
g over the reports this morning I find thev show that the total of
stock-exchange call loans made by the principal New York City
banks and trust companies has been reduced one hundred and sev-
enty million since last September, and offsetting that, these same
banks report an increase in the amount of their eligible paper of two
hundred and seventy millions in the same period. No doubt some
part of the additional one hundred million is due to the reduction
of other loans that are ineligible but which are not stock-exchange
call loans.

Senator Smoor. In other words, there is not the same amount of
busﬁn;ss done in daily transactions in stock and bonds as there used
to bet

Mr. Stroxa. There has been considerable liquidation, Senator, in
conseqtience of this diserimination, and that operates, of couise,
unfavorably as to all secuvities.

The Cuamyan, Tt was stated here day before yesterdoy that the
public-utility securities of the country had suffered a very serious
slump in the last few months. To what extent is that slamp due
to this diserimination on the part of banks against that class of
securities? . :

Mr. Strone. I doubt if it is due very much to that, Senator. I
think the principal cause of the lack of confidence in those securi-
ties lies in the fact that all the public-utility corporations are teel-
ing' very seriously the influence of higher cost of operation without
the ability, particularly by these that are controlled by public-
service commissions, to correspondingly increasc their rates, There
is a diminishing margin of profit in the operation of the public-
utility corporations.

The CuairMaN. That undoubtedly is the prime cause, but I was
trying to find out if in your opinion this alleged discrimination
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making it more difficult for them to sscure accommodations in the
banks had anything to do with the dropping in the value of the
securities? '

Mr. Stre>a. I do not think that has had a very strong influence
upon the market prices of their securities.

Senator S»ooT. A witness the other day referred to the great
decrease occurring in common stock. Of course, that is natural in
all corporations whose net income is reduced to such an extent as the
income of public utilitics of the country are now generally.

Mr. StronG. Yes, sir.

The CrnairMax. Has the stocks perceptibly fallen more than the
securities?

Senator SMooT. Yes; five times as much.

Mr. StronNG. Yes, sir.  Some have quite disappeared.

"The Cuarrman, The stock is more intimately connected with the
carnings than the securities?

Mr. Strong. With the residue of earnings, and when the residus
of earnings disappears the value disappears.

I would like to make a statement in regard to one very important
feature of this bill, and that is the eligibility of the obligations to bs
issued by this proposed corporation as collateral loans discounted
with the IFederal reserve banks, because ut that point our direct
interest in the matter arises. As vou know, it was propcsed by the
terms of the Calder bill, as it wns prepared, to permit the reserve
banks to discount notes made by borrowers of banks which are
secured by stocks and bonds. At the time my personal view was
that that was unwise for a number of reasons. One was that it
opened the doors of the reserve banks to a flood of possible bor-
rowing on existing loans. The collateral loans of the banks secured
by collateral which are ineligible might in that way be precipitated
on the reserve banks too rapidly. Of coursz, that could be come-
what controlled by a discrimination in rates, but it seenied to me at
the time that the approach to the reserve bank was too direct a one.
On the other hand, with this discrimination now so general, if the
reserve banks are safeguarded against abuse of a widening of the
cules of eligibility, it will undoubtedly greatly facilitate the oper-
. ations of this corporation to have that feature of eligibility attached
to the securities to be issucd, so that they might be used, if you.
please, in the event of an emergency rather than as a normal opera-
tion of discount. I see by the biil that there has been applied a
speeial tax on ¢o much of the Federal reserve notes as may be issued
upon the security of these obligations as collateral. I would Jike to
point out to the committee that I do not think that plan of a tax
on Federal reserve notes will operate as a restraint as it should.
The tax should apply at the point where the transaction originates.
Once the Federal reserve bank has discounted such paper, the special
tax will not operate as a restraint at all. The reserve banks are now
earning largely in excess of their dividends, and it merely means
that a part of the surplus earnings of the reserve banks which go to
the Government anyway will be paid to the Government in the
form of a note tax instead of as'a franchise tax. Furthermore, the
tax, unless added to the discount rate, does not reach the borrower,
and it is the borrower we should restrain by a tax. The Federal

W’l
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Reserve Bank of New York last month earned $1,200,000 net, and
I have no doubt that this yvear we may earn as much as $15,000,000
net. The imposition of a tax on our note issue would not operate
to restrict the note issue, as much as our own consciousness that it
might be unwise to issue notes.

nator Snoor. You can do it indirectly by raising the rates.

Mr. Stroxg. The best method of controlling the volume of se-
curities of that character would be by a discrimiuating rate against
the borrower, and the application of such a rate, I think, would be
most effective, and it would have a very desirable result in another
way. No member bank would come to the reserve bank and borrow
at the higher rate. which migh’ apply to this paper, in order to get
a particular kind of collateral into the reserve banks and out of its
own hands, because the borrowing bank is obligated anyway. The
tendency of the member bank is to borrow from us at the lowest rate,
and I can see as a result of the changes which have taken place in
our rates in New York, that the minute one rate goes up the banks
transfer their borrowings to those possible at the lower rates. That
would be the case here. There is another reason why the tax on the
notes of the Federal reserve banks would not be particularly impor-
tant. The assets of the Federal reserve banks are interchangeable
between the banking department and as collateral behind the note
issue. With the large volume of I 1siness the reserve banks are now
doing, and will be doing increasingly, they will have ample col-
lateral of a character that would not be subject to this tax, to pledge
for their note issue. They could, if they desired, keep the collateral
that subjects the note issue to a special tax in their boxes, and pledge
the other kind, but there would be no object in their escaping the tax.
As a matter of fact. there is no object in retaining this provision.
The tax simply goes to the Government out of a different pocket. I
would suggest that the provision that applies to the borrowings of
the savings barks would be much more effective in the way of
restraint upon the excessive use of our facilities than would any tax
on the note issue.

The CnamrMax. You said the restraint upon savings banks?

Mr. Srrong. The discriminating rate of 1 per cent.

Senator Sxoor. My thought in reading the bill was that the ob-
ject the Treasury Department had in providing that was that they
would leave it entirely to the boards to decide the rate of interest
and they thought thev could regulate it by that rate of interest rather
than by the provisions provided for in the bill regarding foreign
savings banks.

Mr. StroNG. Senator Smoot, I believe the point is completely cov-
ered by the terms of the hill as it stands, and that the tax on the
notes is simply of no avzil and might just as well be left out,

Senator Symoor. Would vou have the power, anvhow. to regulate.
without that tax?

Mr. StroxG. The complete power is given for the Federal reserve
banks o apply restraint. and they undoubtedly would exereise that
power.

Senator Lepge. You think it is quite necessary to give some form
of relief to ti.» savings banks?

Mr. Stroxc. Yes, sir: I think the provisions of the bill in that re-
spect are admirable.
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Senator Lapge. There isa very strong complaint among the sav-
ings banks of New England where, as you are aware, of course, the
amounts in savings banks are very large.

Myr. StrONG. Yes, sir.

Senator Lonoe. The feeling is that the 90 days is not a suflicient
protection and that they ought to have some longer time, and the
Secretary of the Treasury seemed to have no objection to the exten-
sion of the time from 90 days to 6 months or a year.

Mvr. Stroxa. The only important ebject that I can sce in making
it 90 days is the moral influence npon the officers of borrowing banks
nct to misuse the facilities.

Senator Lonak. The savings banks. of course, as you know better
than I, have assets which as a rule are not easily liquidated. They
are not quick assets. They are not fluid and can not be quickly dealt
with, -

Mr. StroNG. They make long-time investients, as a rule, of course.

Senator Lonce. They hold a great many real estate mortgages and
things of that sort.

Mr. StroNeg. The New England savings banks do buy mill paper, 1
understand, which gives them some kind of protection.

Senator Smoor. 1 see no objection to making it six months or a
year in behalf of the savings banks.

Myr. Strona. I do not believe it is very important. My conviction
about this savings-bank provision is that once a means of relief has
been afforded and it becomes available there is not going to be any
great demand for accommodation by the savings banks. Thure are
two influences that the savings-bank officer fears. One is the possi-
bility of the interruption »f the steady inflow of deposits and some
withdrawals on account of the Government loans.

Senator Smour. That has been already done to a limited extent?

Mr. Stroxa. Yes, sir; and the other, of course, is the fear of the
influence on the public of the knowledge that the value of their in-
vestments has declined inuterially and may even further decline.
Once the savings-bank ofticers know that there is a place where they
can go and borrow money as they need it to meet withdrawals they
are going to be reassured to such an extent that confidence will be
imparted to the depositors of the savings banks generally, and I re-
gard the value of that sentiment as much greater even than the mere
providing of money. '

Senator Lovce. The moral effect.

My, Stroxc. The moral effect will be very important.

Senator Syoor. That is trie as far as the securities of the deposi-
tors are concerned; but, for instance. at the next Liberty loan that
will be issued the patriotism of the people will be appealed to, and 1
know that, as far as our savings banks are concerned, even in the last
issne of the Liberty honds there was quite a decrease in the savings
banks’ deposits for no other purpose than for the purchase of Liberty
bonds, and as these bonds are issued in increasing amounts the pres-
sure will be still greater upon citizens to exercise every power to pur-
chase them, and T feel quite sure it is going to affcet the savings banks.

Senator Lonek. They have suftered in that way more than from
direct withdrawals; they have suffered from the checking of the in-
flow of the depuosits.
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Mr. Strone, That is where T think the influence of the Government
loans will be felt increasingly. ‘

Senator Stoxr. How can you prevent that?

Mr. Stroxe. In our district in New York we have disconraged the
withdrawal of depesits from savings bunks by depositors in order to
buy these bons, but you can not discourage their using money which
they have not put in the savings banks, and when you interrupt the
regular inflow of deposits the regular withdrawals which are ordi-
narily made will cause a shrinkage in the deposits automatically.

‘Regarding the question of eligibility of the paper of this corpora-
tion, while in normal times possibly T would be one of the last to
encourage any attempt to introduce 1nto the reserve banks obligations
of this character issued by any corporation, I do believe it is a wise
and necessary provision now, and one of the etfects I think will be to
insure a better and prompter and wider market €or these securities
uhan would otherwise be the 2ase. The volume (o yeach the reserve
banks can be controlled in the extent to which such secnrities are
used for loans by member banks. It gives the whole bauking system
an added assurance in possessing eligible rather than ineligible paper
that they hold a secondary reserve of collateral which they would
ne- ordinarily want to use but for which at times they might be quite
willing to pay the penalty of a higher rate in order to borrow on it
at the reserve banks. There is a provision in the bill referring to
direct advances to industrinl corporations and others as “excep-
tional.”

Senator Lopce. Paragraph D.

Mr. Strong., Ves, sir; as to “exceptionsi’ cases.

Senator Lepge. T should like to hear from you on that, for T think
it is a very important provision.

Mr. Stroxe. I thiuk any adjective in leg'slation is liable to en-
counter difliculties of interpretation, and I am not at all sure that it
is wise to attempt to classify normal and exceptional cases by legisla-
tion. I do not know just how the purpose of the hill will be accom-
plished; that is, whether it will be principally directed through the
agency of the banks or through direct loans, That is largely a mat-
ter of administration, I do not see that it does any good, however,
to say. “in exceptional cases.,” A capable administration will deter-
mine whether it is exceptional or not and whether exceptional cir-
cumstances require some special method of treatment of that casc;
but it implies a situation that weuld be very difficult of defini**on.

Senator Longe. It opens a pretty wide door.

Senator Syoor. T think it is the most dangerous part of ti.is whole
bill—paragraph D, section 6,

Mz, Stroxne. Doubtless, Senator Smoot, oceasion would arise for
making direct advances, where embarrassment mizht result if there
were no power to make those direct advances. As I stated earlier,
the wisest operation of this corporation would result in the advances
being coincident wiih curtailment of eredit, and in such a way that
som? investment market for the intervest-bearing obligations of the
corporation would be found an as little capital borrowing as pos-
sible be foreed upon the banks of the country.

Senator Smoor. I can not conceive of any corporation or firm, or
any person who has a legitimate business, and that business is con-
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tributory or necessary to the prosccution of the war, thet would fail
to secure a loan through the regular channels if they had back of
them any kind of security whatever, and I do not believe the Gov-
ernment of the United States ought to advance money to any person
firm, or corporation withont it has back of it the indorsement of
some responsible bank of the country. I think it opens the door
wide, and I suppose you have noticed that the requirements under
paragraph D of this section are nothing like the other requirements
for the savings banks or the banks themselves. ‘There is no question
of a value of 75 per cont or 125 per cent deposited as security—no
limitation whatever. It seems to me this is a very dangerous and a
very looselv drawn provision.

Senator Towxsexp. Suppose we had one of the public-service cor-
porations that wanted to borrow a large amount of money, and
which wanted to refund a large amount of its debt and was unable
to get the indorsement of its bank for the reasons you have shown,
becanse of the decrease of its carning power, due entirely to condi-
tions beyond its own control and not through lack of management,
it can not go and get this moncy——

Senator Lepee. The public utilities are classed distinetly by them-
selves, and can be provided for as such.

Senator Townsexp. Senator Smoot’s idea was that these all could
go through a bank.

Senator Smoor. I am speaking of the paragraph as drawn. I rec-
ognize that in the case of public utilities, where the charges of the
corporation are regulated by State law, there should be in such cases
some special provision made; but outside of that I know of no case
where they ought to get the money in that way.

The Cuamxax. This is the position taken by the public utilities
before the committec. They said that w.aless they could get in under
this exceptional-case clause this act would afford them very little
relief; that is to say, on account of the situation their inability to
increase their rates and falling off in their net earnings; that the
banks would not accept their collaterals as suflicient security and
they would not be able to get loans from the banks, making it neces-
sary for them to go directly to this corporation.  Now, they said,
“Unless we are permitted to go direetly to the corporation we can
not go through the banks, and we will not be benefited by the legis-
islation unless we can get in under this paragraph D with reference
to exceptional cases.” It was suggested here that “exceptional
cases ” might be so defined as specifically to include the seeurities of
public utility corporations,

Senator LonGe. Is it necessary to @o bevond the public utilities?
That is the point in my mind. I think it is clear that we must take
them in, :

Senator Smoor. The statement that has been made before, and the
one made here by Senator Simmons now, on its face shows that the
securities of these public utilities are not suflicient to secure money
fiom the regular money market, or, ia o’ her words, they are chances
that the banks of this country do not want to take, and therefore they
want this Government corporation to tuke those chances that will not
be taken by regular lenders of n:omey.

i—-
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Mr. Stroxd. I think there is snother very important influence, and
that is that the public utilities as well as the railroads are being
driven to the banks now to get capital for constrncetion, and they
should not be forced to go to the banks: that is not a banking
function.

Senator Grrry. Do you think there are other cises outside of the
public utility corporations which should have the henefit of the pro-
visions of paragraph D? ,

Mr. Strong. I do. I do not think our Government would be ad-
vancing $150,000,000 now, principally upon work in processes by
contractors, if there was not a necessity for it.

Senator Gerry. Your objection to that paragraph is merely to the
use of the word “exceptional ”¢

Mr. Strone. Yes; I think that the law as now drawn might imply
. that the directors of this corporation must classify those corporations
that need relief into normal and exceptional cases, and when it comes
to exceptional cases that they can: be given relief directly, and 1 do
not think any such classification is possible. You might say that the
classification is between those who can go to the banks and those that
can not. But how are you to establish that fact? Undoubtedly
Secretary McAdoo, who has expressed his disapproval of direct
Treasury advances, would prefer not to loan $150,000,000 to these
Government contracters, but he seems to have been forced to do it
because it has been done, and I have no doubt, while T have not dis-
cussed it with him, that the reason is because these (Government con-
tractors can not get bank credit, and in my view the object of this
legislation should be to relicve the banl s as much as possible of the
present necessity of furnishing capital te the indusirics of the coun-
try. 'The banks should sinance the turnover of the maisrial, and new
agencies must be created for supplying this capiial if it can not be
had from investors directly.

The Cramrman. T understood the public utilities people as admit-
ting that their securities under the conditions that exist now are not.
of that class that appealed to the banks; that it was a good loan
under ordinary circumstances; but they said, “If we had time to
deal with the State agencies that regulate our prices we possibly
might be able to get them to advance our rates to a point where we
could put our business upon a substantial and safe basis; that it is
" not upon that basis now.” They said, “ We can not get this money
from the banks,” and they did not contend that their loans were such
" as ought to appeal to a safely conducted bank. They said, ©“ We want
to be permitted to go to the Government and get the money that we
need for the purpuse of meeting our maturities; otherwise we have
got to go to the wall. Now, we are as essential to the prosecution of
the war as these industries that are manufacturing munitions of war,
If we can not get money from the banks and the Government will
not let us have 1t, then what are you going to do with us? You are
going to drive us to the wall.” T vnderstood their appeal to the Gov-
ernment was to help them, although their security might not be of
the hest character.

Senator Troymas, In ordinary times they would go te the wall,
hut the business would not cexse. The holders of the seenrities
wonld foreclose and oo on with the business.
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The Cuamryman. Then they might not be in any better condition.

Senator Tow~sexp., They would not go to the wall in ordinary
times—becanse they are solvent institutions—but for the fact that
their costs have increased beyond their rates.

The Ciamsrax. But that process could not go on without a
very great disturbance, and ought not to be toiorated at the Hresent
time. '

Senator THoyMAs. A gresi niany of them are overcapitalized and
have issued bonds beyond their power t«. meet, to pay. That may
have a great degl to do with the apprehensions they now entertain.

Senator Joxks. Does not the citizen, the investor, the public, realize
that there is an advancing cost of labor and materials, ete., and that
the cost is liable to increase, and they hesitate now to put their
money in long-term securities at the present vate of interest?

Mr. Streng. That is undoubtedly one influence, Senator. ¥ :hink
to-day the immediate embarrassment of these corporations urcises
from the fact that they are under the necessity of asking the banks
to make loans that the banks ordinarily should not make. These
corporations to which I roferred earlier in my remarks are in the
position of being forced to borrow large sums for short maturities
fll'om banks in order to make capital expenditures for extensions of

ant.

P Senator JoNEs. At a much higher rate than the rate they are bear-
ing on their bonds.

Mr. Strone. Certainly at no higher rate than they would have to
pay if they attempted to sell bonds; but the restraint that is being
imposcd upen these corporations is due to this fact, and my own
experience as a banker before undertaking my present work con-
vinces me of it: When we were asked to make a loan of the character
of some of these loans to a public-utilitics corporation wo always
wanted to know, in case it was a capital expenditure, how the loan
was going to be paid.  If the applicant said, “ We will have avail-
ablo in a certain period of time securiticc o Le issued and sold to
the public and to our stockholders,” and frequently that they al-
ready had a contract with responsible bankers for the marketing of
those securitics, then we hrd no hesitation in advancing large sums
of money for this temporary capital requirement, hzving the ussur-
ance that there was a market for the securities and that there were
bankers who were willing to buy them and that our loan would be
liquidated within a reasonable time. At the present time no public-
utility corporation ean give the banks such assurances. because the
bankers will not underwrite such securities and the publie will not
take them.

Senator Jonrs, Why will not the public take them? Why will
not the public take the renewals?

Mr. Strone. The prinecipal reason is that most of the investor’s
money is _being swept into the Government coffers by the liberty
loans, and another reason is that vaar conditions ereate timidity in
the minds of investors and many will not buy securities at any price.
Most. of them will not even buy at a very tempting rate of interest.
Some industrial corporations, T understand from their statements.
are earning mauy fimes their interest charges, and yet their securi-
ties are selling on the mesi aitractive inferest. hases we have over
seen in this ~onniry,
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Senator Lopar. Is there not alse another reason? By the State
laws they are absolutely confined in their rates, and their expenses
have gone up enormously, but they can not raise their rates. The
industrial corporation can raise its prices to meet increased expenses,
but public utilities can net. That puts thein in a elass by them-
selves,

Mr. Syroxe. There is a constartly diminishing mavgin of profit
of ail corporatiens subject to the State vate-making power.

Senator Lopae, 1F they could raise theiv rates m accordance with
th ir expenses. th-y would be all right? .

Mr. Steoxa. %oes, sy they wonld have a very much better ‘market
for thowr seeurities, ‘

Senator Syoor. I noticed the other day that one ve:'v promirnent
puidie-sorviee corporation is offering 7 per cent preferrved stock at 80
cents . hie dollar,

Senator Towxsenp, In many cas:s they can not do that. Under
the 'aw they have to sell them at par.

Senator Ssoot. That is one of the largest public-utility corpora-
tions in the United States,

Senator Jonxes. Then, perhaps, the most important factor is the
timidity of the public, the faet that the publie is not willing to put
ordinary investment funds into prrinanent investments!?

Mr. StroxG. Yes sirj that plays a very important part.

Senator Lovce. But that applies to all investments. IBut there is a
specil trouble with the public-utilities corporations, because they
an not raise their rates. They can not raise the price of the com-
nodity they furnish, and other corporations can.

Senator Syoor, I understand that over one-third of the stock
brokers of the country have gradually closed ont their business.

The Cuameman, T understand they have got about two hundred
and thirty milhions falling due in & month or six weeks.

Senator Lonce, That is renewals. They have the same difliculty
there.

The Cinamyax. Suppose some suely plan for enabling thiem to get
the money to meet their maturities or sell the <ccurities they want
to put on the market is not devised, wonld not a very serious situa-
tien he precipitated when those securities matured?

Mr. Stroxe. Undoubtedly. Tt is a matter that is daily approach-
ing a forced solution one way or the other. :

The Criamaran. Did T understand you to sngg.st that instead of
retaining the exeeptional ease provision in section 6, clause 1, that
we onght to segregate the publie utilities and put them in o class
by themselves?

Myr. StroNe. No, sir,

The Cuamvax, And provide that they may borrow direet from
this corporation and not through the banks,

Mr. Strone. Noysive ¥ think the provision of the bill in scetion D
is abont as it should be, except for the neeessity of ascertaining
which are and which are net exeeptional enses. 1 believe that direet
advances o essentind industeies, which wmight in: Inde public-ntibities
corporations, will be found uecessavv, Thev have already heen found
neeos-ary fo the extent of a hundred and ity million doflrsad will
probnbly inerveasingly bo neeessary. Oae ipportant reweon Tor this
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legishation and one of the peinzipal objects served by the Government
aiding corporations is to prevent the congestion of capital ndvances
i the banks: The incerease in that class of loans to corporations
should be curtailed to the mininnue 5 if every manufacturer tSmt- necds
additional eapital who is working on a Governient coniract must
et o bank’s indorsement of his loan {romn this corporation, i will
simply aceelr ate expanding bank leans for capital )])ur;mses, This
corporation, making advances, wisely should be able {o markel a
considerable amount of its securities, and should be able to do so as »
result of restricting the market to the absorption of securities neces-
sary for the war, directly or indircctly.

Senator Syoor, The money will have to come from some sonrce,
whether it is issued directly to the corporation or the firm or the
person, or whether it is issued through the banks. There will be no
more inflation in one case than there is in the other; and it seems to
me that if we now take out the word “exceptional ” it will mean in
all eases—that is, to make advances directly to any person. Tt gives
a power there so great that they can advance il to almost anybody or
any corporation they desire, for any kind of a scheme. Pressure
could be brought to hear, political or otherwise, that would be dan-
gerous, it scems to me, under the provisions of this paragraph.

Senator Tuoyas. Would not that apply equally to the loans of
banks?

Senator Smoor. Noj beeanse the hank has got to indorse it, and
that means they will be responsible for it.

Senator Lobar, That means there will be seeurities hehind it.

Senator Troxas, What veason is theve for the board to deal more
Ieniently than an outside institution?

Senator Sywoor, Tt will mean that they can not get the seenrity in
any other way, and all (he pressure thal ean be brought 1o hear is
going to be brought fo hear on this heard.

Senator Lobcr. For dubtous investments,

Senator Tuovas, That will be done anvhow.

Seirfor Saoor, But it will have fo be done through o hank,

Senator Loncr. The fundamental difference is that the banks are
lending ibeir own money and that people in the corporation ave lend-
ing the Governmen(’s money.

Senator Troyas, My impression is that if you pass this bill you
have got to make some such provision with regard to such interests
as are covered by this seetioun,

Senator Syoor, H o that as the ease, why have the other paragraph
at. all? Let everybody come here: lei evervbody go direct,

The Coanonax, Mr. Strong, vou wanfed to make an additional
statement ?

Mr. Stroxe, T feel that the apphication of the principle which
Senator Smoot has in mind would sesult in this situation : The Gov-
crument 35 asking confractors o inerease their plants and produce
more goods for way purposes. Those plants goed more capital, The
Gosernniend. savs, “You must gei w bank o indorse your paper
before we will Turnish von with capital 7 and where some of these
contraetors may ool puage there businesses prictenily they wighi
fail, and the Government wonld he e the position of having smldled

114260 s ti
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upon certain unfortunate banks the burden of such losses, which
should fall upon evervbody through taxation.

Senator Satcor. Dot the Government is authorized now to issue
30 per cent of the contract, and all of the manrfscturing concerns
i know of are well satisfied with that propesition,

My Ssroxe That is for work in process.

Senator Syoor, And, net only that. the Govecninent, of the United
Stutes hae snogertain eases issued colbons of dollars of eredits for
saptting o Slants.

REr e Yes: Danderstana there were some sueh eases.
The Coame s oo or net ihink the banks are willing to take

shad rish beeas o of The peotit that they will make?

My meiova, 2 thond the banks are doing that o the extent f the..
abilify son

The Coasrevan, Teas feoe that dhe Lol o accasionally lose
on seconnt of aniing foans fo these indusiides, bud the question T was
asking was i there was sy bavdship on the banks in view of the
fact that the peofits wonld be very large, and wounld it not be entirely
satistuetoey to the bunks to take that Jitile mitwinom of Lability in
order {a get the profit?

Senator Trovas, The hardship is cither way.  You make the man
pay the profit hoth to the Government and to the intermediary, which
1s the bank.

The Coaman, T do not see it that way.

Semator Tirovas, Sappese o public-uitsity corporation came to
“his beard and presented an extraovdinery oase. Yau vefer them to
the bank s vou say, = Beoit with the baul,”  The bank is not going
fo do i for noihieg: 003 going 1o ke Hy charge, and it is per-
foetly proper that boshould,

Sevafor Srose Al Chatenva, M SEeone s adiing o very inter-
esting sed v cbive slatercend i b o odvand be will not beoabis
Lo eomptete . e vors potng ou andil he completes 17

The Crivrvax. Tavodd Bke to g ahead fora while, Ay Strene,
Bow leng will 1t tahe vou {o finish?

R Srroae, Only o few minutes, Senator,

The Crransiax, Then, we will continne. T am pertectly willing
myself and 1 think it would be wise to let the public utilities, beeause
of the conditions that have been disclosed. borrow dirveetly from the
corporation, but T do not think it would be wise to permit everybody
and anybody to borrow from the corporation, heeause 1 think thut
the fact that the borrower nust go to the bank is a very great safe-
guard agatnst the corporation making unwise and injudicious loans,
The banks are in close touch with the borrowers everywhere: the
corporation wonld not be. and T think it is a very wise thing to have
the banks stand in between the Government and the borrower in order
to safeg ard the elass of seenwities on which the Government would
make advanees.

Senator Jones, But would yor permit the different branches of
the Government which are now making diveet advances to imanitions
factories, and so o fo conbinne that operation, or would i 1ot bo
better to bring that into this corporation?

The € v This s intended o be w sulsidnie for ilaf

Senior Leocrs Tothinde it s p cvestion of snore exaet definits
Fdo not believe that exeeptionsd prooist s i of any use
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The Cuairman. I was under the impression that the wise course
for us to pursue to meet that situation would be to define exceptional
cases, to declare that a certain class of industries might go irectly
to the corporation. For instance, public-utilities corporations might
be permitted, on account of well-recognized conditions that they are
laboring under, instead of going to the corporation through the inter-
mediary of the bank, go directly to the corporation.

Mr. Stroxc. It seems to me the principle sought to be applied by
that argument is 2 wrong one. The public-utilities corporations un-
doubtedly need the assistance. They can get better credit if they
are fairly treated in rates. If they get better credit they will be able
to do more financing. But here is the Government calling upon
manufacturers to increase their plants and facilities for proauction
of war materials, and at the same time it makes these enormous de-
mands upon these industries it says, “ We will not lend you money
directly ; you must find a bank to indorse you.” and those industries
will have to go to the banks. The principle, it seems to me, should
be that the Government should furnish the indorsements to the bank
by the means of this corporation, and if any of those contractors
should fail it merely means that the added cost is distributed by
taxes over the entire country, and it is not entirely borne by some
unfortunate bank that has been induced from patriotic or other mo-
tives to provide an indorsement.

The Cuamran. That would change the whole theory of the bill.

Senator Gerry. Would there not be less of those failures if the
banks made examinations instead of this corf)oration, because, as the
chairman said, are not the banks a great deal more familiar with the
business men in their own communities than a national corporation
would be?

Mr. Stroxg. That familiavity with the affairs of the specific bor-
rowers would certainly be greater in the case of the banks, but the

.undesirability of a bank furnishing capital to industries that are
working on Government contracts is the restraining influence at the
present time in getting credit at banks.

Senator Smoot. The advances that have already been made by the
Government for that purpose have been in nearly all cases to cor-
porations that are now in existence. They are well known by peo-
ple all over the country, by every banker in the United States; they
are well known by the Government officials. 1t is only a question of
the ability of the bank to make these advances. I can cite you to a
number of cases where the banks felt absolutely hopeless in advane-
ing money, taking into consideration the capital and the,.surplus of
those institutions, but the Government is perfectly willing to ad-
vance them 30 per cent of the contract price. They are doing it.
It is not interfering at all with the credit at the banks; I mean the
running credit. T believe that those cases are being taken care of
under the existing law to-day, and in cases of that kind we could
specifically state the cases, cases where they were making munitions
of war for the Government, but do not leave the provision open as

‘1t is.

Mr. Srrone. The specification of a direct Government contractor
would cover a fairly narrow field of industry. If you specify the
Government contractor or those furnishing power and supplies to
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Government contractors, you will cover a very wide field of in-
dustries.

Senator Sxyoor. “Public utilities” would cover all such institu-
tions. T do not know of a hydroelectric plant that is not furnishing
to some city its light under the direct control of the public service
commission of the cit¥.

Mr. Stroxne. I would also include furnishing materials.

Senator Lopge. You said that “exceptional ” was a difficult word
to define, that you were rather distrustful of adjectives, in which I
quite agree. Is it not possible for the committee to get some more
exact definition. Do you not think that would be more desirable, so
as to leave no doubt about the adjective?

Mr. Stroxg. Certainly the main purpose of this bill, aside from
the general relief to corporations that have obligations maturing, is
to enable the Government’s contractors to enlarge their facilities for
the production of munitions and other essential things for war pur-
poses. I would very much regret to see the authority to make direct
advances eliminated from this bill. I think it will be found to be
necessary.

The Cuamrman, If this bill should becoime a law, I take it, that if
any corporation having a contract with the Government for war
supplies should not be able to secure a loan through the banks, it still
could obtain advances from the Governmeut, just as it is now obtain-
ing them; this, while to an extent a substitute, would not remove
the present power of the Government to aid in a case of that sort,
where they could not get relief through the operation of the bill.
That takes care, therefore, of the man who is contracting with the
Government. These public-utility corporations are not contracting
with the Government. They do not go after money in order to carry
out a Government contract. They are not on a parity with the others
in that respect, or in any other respect. The war-contracting corpo-
ration to a large extent fixes its prices; at least it has no rigid limita-
tion placed upon its prices. But the public-utilities corporation, by
the regulation of the States in which they cperate, can not increase
their rates one cent, while their operating costs advance enormously,
and their net receipts are reduceg to a minimum; so much so that
they can not go to the banks and get the banks to help them. Now,
the Government can not help them through the Treasury, and they
have no way of getting help except by going directly to this corpo-
ration. If you are not going to let them in under the exceptional
clause, you have got to let them in under a specific clause permitting
the Government to extend a loan directly to them, as it can not do
otherwise. .

We will give you permission, Mr. Strong, to put in the record any
additional statement which you wish to make,

Mr. Strong. The situation of the company referred to in my state-
ment is briefly as follows:

The capital requirement of the company for the year 1918 is estimated to be
$15,687,000, of which $5,687.000 consists of outstanding bills payable owing by
the company, and $8,047,000. an issue of bonds due May 1, to which must be

added various sinking fund payments and proposed construction expenditures
for the fiscal year, .

The company and its subsidiaries serves many industrles in the territory
which it covers, and is furnishing supplies either directly or indirectly to the
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Guverninent . the production of the varlous districts covered by the company’s
operutions, ir-iuding supplies being shipped to the Government, orders to the
Wiir Departiesnt. to the neroplane engineering depurtiments, Engineer Depart-
mente, Signal Corps, arsenals, ete. 1o one of its districts, it estimates that be-
fween 130 and 140 hnportant consumers ave interested in a greater or less de-
gree, directly or indirectly, in Government contracts, where requirements for
clo-trie power and light for the year 1918 amounting to approximately 90,000,000
Kiibavit-hour will be utilized in the furnisbing of supplies, directly or indirectly,
to the Govermment, and in the mnnufacture of war orders and essential parts

therseof, :

Tii uckiition, a subsldiary of the company is furnishing gas for industria
purpeses to many muanufacturing compianies haviag war contracts, doing Gov-
eroment work, or producing essentinl supplies for those who have direct Gov-
ermnent war orders,  Jhis subsldiary, which mansutactures gas, renders service
in siv lurge industrial centers, and the amount of gas sold for industrial use
forms 4 large portion of the total output of the company. Other subsidiaries
of the company, operating in other sections, are estimated to be furnishing at
ieast 50 industries engaged in whole or in part upon orders for the Government
with clectric power, these industries estimmated to have a connected load in ex-
ceys of 18,000 horsepower in electric motors, which will require a supply of
upward of 20,000,000 killowat-hour.

Traction lines owned by the company are now engaged in furnishing transpor-
tation service to two National Army cantonments. - :

This compay, which has outstanding bonds and notes aggregating over $84,-
500,000, has found it necessary to entirely discontinue payments of dividends
at the rate of 6 per cent per annum on over $18,000,000 of preferred stock, not-
withstanding that its earnings are much in excess of the amount required for
that purpose.

The statement above made is an abstract from a written statement
made to me by the vice president of the company, and further partic-
ulars and information will be furnished if Jdesired. Tke name of the
company, as well as the names in the letters quoted from in my state-
ment relating to the operations of two other companies have been
purposely omitted in order that no inconvenience may be caused as
a result of their becoming public.

Onc of the chief difficulties of the present situation is to find a
method by which the large amount of obligations of corporations
maturing in the near future may be handled without throwing the
burden entirely upon the proposed war-finance corporation,

it is fair to assume that the establishment of this means of relief
will create an atmosphere of greater confidence than now prevails
and that uniform direction, under the guidance of the management —
of this corporation, of the efforts of corporation managers to arrange
for cxtensions of their maturing obligations by present holders will
enable them to place new securities with present helders for a large
amount of this maturing debt. The licensing system will exert pres-
sure upon corporations dealing with so-called nonessentials to reduce
maturing indebtedness by the conservation of their assets and the
application in greater degree of current earnings to the reduction of
degt rather than to enlargement of plant and production. Plans
along this line all lead to economy in the use of labor and material
and again will facilitate the Government in obtaining its war re-
quirements.

Attention does not seem to have been called to the fact that many
investors always prefer investments which mature in the near future
and investors of this class are even more insistent upon short-time
investménts in time of war than in time of peace. The securities of
this corporation having behind them a large damount of unpledged

.
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assets and the corporation having $500,000,000 of capital furnished
by the Government will 2ppeal strongly to investors who desire short
obligations maturing in from, say, one to five years at somewhat
higher rates than the Government’s long-time bonds and, in time,
there should be a wide market for them without necessarily inter-
fering with the Government’s long-time operations. :

The bill provides that fonr of the directors of the corporation shall
be selected by the Secretary of the Treasury with the approval of the
President and may be removed by him with the President’s approval,
This is in line with the recognized necessity in time of war to cen-
tralize anthority, holding those in authority responsible for the suc-
cessful discharge of their duties. I helieve that the method provided
will insure more promptly the selection of capable directors and the
successful operation of the corporation then other methods that
might be suggested. It will promote prompt decisions and progress.
On the other hand, the provision that no director or officer of the
corporation shall continue to be an officer, dircetor, or trustee of any
other corporation or a member in any firm of bankers is an unwise
restriction which will unnecessarily interfere with the appointment
of the best qualified directors. The operations of this corporation
will require the services of men who are at the present time active in
affairs rather than those who have severed their direct contact with
busiuess affairs or have had no such contact in a large way. It would
seem wiser to remove this restriction and rely upon a wise choice in
the selection of men who are both competent enough and honest
enough to discharge their duties without any regard to personal
interest and this T am confident is possible.

The country is gradually coming to understand that to the extent
that the savings of the American people are not sufficient to finance
the war it :aust be financed by the employment of bank credit and
expansion. The fivst duty of our Government is to hring about by
influence, education, and, if necessary, by absolute control, the neces-
sary economy in the use of material, labor, and credit so as to cnable
the financing of the war to he conducted with the least possible em-
plovment of bank expansion.

But the need for bank expansion. and. possibly, a large expansion,
during the period when effective control of the consumption of mate-
rials and the employment of labor and credit is being developed
must. be recognized and dealt with courageously. Behind our bank-
ing system is the greatest store of gold reserve ever held by any
one nation in the world’s history. If we must vastly expand bank
loans and deposits upon the base of this gold reserve because our
people are not yet. economizing to the degree which theyv should, it
18 our first duty to see that the methods employed to furnish the
Government with credit through bank expansion arve those which
will result in the Jeast financial and economic disturbance when the
period of liquidation comes after the war. Then the expansion will
be along safe lines.

The proposed corporation, under competent management, will
afford much protection to the banking system, as it will enable a wise
control of the amount of assistance required of the Federal reserve
banks, will insure their receiving for their advanees of this char-
acter the obligations of banks on all paper discounted by the Federal
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reserve banks, will furnish collateral in the form of the bonds of
this corpor atlon, which collateral will, in turn, be secured by a large
volume of assets of the corporation free of mortgage or pledge, with
a margin of $500,000,000 of capital paid in by the Government. The
provision for the termination of the activities of the corporation
shortly after the conclusion of the war. and the winding up of its
affairs, assures an automatic and orderly liquidation of this expansion
to the extent that, and as soon as, it becomes necessary and possible.

In general, T believe the design of the bill is vastly better than
direct Government aid by conﬂl'(‘sswn‘ll appropriation, and is much
sounder and safer than the (llrect employment of the assets of the
reserve banks.  To some extent. and possibly to a very large extent,
it will relieve the commercial banks of the country from the neces-
sity of furnishing large credits for capital purposes to industrial
and public- utllltv corporations, as its operations should bring about
a greater confidence in the security markets and the return of & more
w111mg attitude by investors to purchase securities for permanent
investment.

In connection with the proposed legislation, consideration should
be given to the interests of the investment bankers of the country
whose businesses have already been seriously affected by war con-
ditions, and might, in fact, be completeiy destroyed if the financing
of all private enterprises was undertaken by the War Finance Cor-
poration as a Governmment agency. It would appear that the reas-
surance resulting from the ostablhhmont and operation of this cor-
poration by an oulm'lv licensing of issues which are feund to be
desirable in the interest of the war and by the w ithholding of licenses
from those found to he undesirable will result in many mrporttums
finding it possible to sell \0(. Ao find pe,;t pecessary wecommodation
in the market throngh s ’ - vestment bankers,
The War Finance Corpe jeved of some part
of the burden which jt . asnme and will
assist in preserving s ne ag an abnormal,
condition in the investment

The Cuamrvan, If that is ali, ﬂp comumittee w111 Dowggljourn,

{Thereupon, at. 12.06 o’clock p #mmtt : ned, to
meet at 10 0 (,lock a. . to- mon'ow. 1‘ ebruary:

- {i I .v
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mastsrna:

FRIDAY, FEBRUARY 15, 1918,

UNITED STATES SENATE,
CoMMITTEE 0N FINANCE,
Washington, D. C.

The committee met, parsuant to adjournment, in the committee
room, Capitol, at 10 o’clock a. m., Senator F. M. Simmons (chair-
mun), presiding.

Present: Senators Simmens, Stoune, Thomas, Jones, Gerry, Lodge,
Mc¢Cumber, Smoct, Gallinger, and Towunsend.

The Cuamrman. Mr. Lyford, please state your full name, your
residence, and whom you are hiere representing.

STATEMENT OF MR. JAMES 0. LYFORD, CHATRMAN OF THE BANK
COMMISSION OF NEW HAMPSHIRFE.

Mr. Lyroro, T am chairman of the bank commission of New
Hampshire, and I speak for the bank commissioners of the New
England and middle States, '

The Cuamyman. We do not hay
and T wish you would in a Sl

Mr. Lixrorp. In the SAESSERS
missioners have super®
national banks, the
of, New Englanc nia, Dela-
ware, and Mav : han the
State bank and e ongd  inte he bank
cemmissione rs
tions, see ¢ha
thot th. offi
goneral Giree
the State.

The Crair

My, Tixrornk

Senptor S

Mr. Lyromn,
New Eungland a¥
the first Liberty
tirey could from oné
and taking, if necessiigg
drew up recommendatid : ;
recommendations: Fivst, we W were possible, to keep
the mext Liberty loan at 4 per ce giving it some attractive
featuves that would enable it fo sell at par. That I need not go into
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because I understand that is a matter entirely within his discretion ;
second, that we have legislation in this war finance corporation bill
that would enable the savings banks to borrow to meet withdrawals
of their depositors, That recommendation appears in the bill. The
general feature of it we indorse. There ave two principal points we
would wmake,  One is that the loans should be for more than 90 days,
and the other is that the rate of interest shonld be left in the discie-
tion of the board, as the rates for all other advances ave left.

The Coamyan. You say you think the time ought to be extended
so as to allow more than 90 days. What time would you suggest?

Mr. Lyrorn. Really the,time should be unlimited, as T will explain,
perhaps, as I go along. The point is here, the credits we have are
not liquid, the savings-banks credits. They are long-time invest-
ments; they are mortgage loans to a large extent. Tn New York 50
per cent are in mortgage loans,

Senator Stone. Real estate mortgages?

My, Liyrown, Real estate mortgages,

Senator Syoor. You do not mean uniimited.  You would certainly
want some limitation, becanse this corporation is going out of exist-
ence after the war,

Mr. Lyroro. Leave the time of making these loans with the divec-
tors of the corporation.

Serator Syoot. T am perfectly willing to give all the time that is
necessary, but I would not want to leave it open. I would want the
law to specifically state it; if six months, all right, and if a year, all
right. T think a year would be sufficient, because if not taken up
in that time and you want the loans to continne there is no donht you
could have renewals,

Senator Sroxe. What would be the expense of a renewal?

Senator Smoor. Two cents on a hundred.

Mr. Lxvorn. I do not think we differ on that. The point is, the
loans must be made for the peiind of the war, becanse there will be
no appreciation of savings-banks securities after the war, and whether
you muke it for a year with the opportunity to renew or for the
period of the wur is immuterial.  The point is that there shall be.
power somewhere with the board to extend these if yon limit the
time to a year, as they will have to be extended.

Senator Smoor, That power is granted in the bill now.

My, Tivvoun, Ts it granted ? .

Senator Swoor, Hpeeifically, no: i does not say that theve shall be
renewals, bul, there is not a thing in the bill that prevents the sav-
ings. banks from making reuewals. ‘

The Cosmesax. Nobody has gquestioned up to this tine the rigrht,
of the bourd lo make venewals, T ihink the Secretary of the Trons-
ury in his testimony frequently spoke about the ability of borrowers
to secure renewals, T sup_%mse. you wight trust theiy diseretion to
grant renewals whenever the eircnmstances were such as to entitle
you to further credits.

Senator Ssoor, 1 hardiy think there is any question in the minds
of Senators but that thers shall be time granted to the savings banks
for loans for a longer period than specified in this bill, and even the
Secretary of the Treasury said he was perfectly willing that it tie
made a year

L I
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Mr. Lyrorn. Then that would be entirely satisfactory. I think it
should be made a year if you are going to limit it, because it would
give the savings banks time to go ahead to do what they will have
to do. The interests involved here are very large. I do not think
it is appreciated outside of these States how large the interests are.
The mutual savings banks exist principally in New England and the
Middle States. The amount of their deposits is $4,500,000,00%. The
amount of all kinds of deposits, both individval and time deposits,
certificates of deposit, cashiers’ checks, United States and postal
savings deposits in the national banks of those same States is $4,065,-
000,000, the savings deposits in those States exceeding the deposits in
the national banks of tl;nose States by $500,000,000. %ntside of those
States the mutual savings banks exist in a few other States. and their
total deposits are only $170,000,000. There are stock savings banks
in other sections of the country, trust companies, and State banks
that take savings deposits, and the aggregate of those deposits in
these stock companies is something like a billion dollars. These
savings-bank deposits average in this territoroyv a little less thea
$500 each. There are eight million and a half depositors in this
section, in New Eungland and the Middle States. These depositors,
as y.u may see from the average deposit, are wage earners or clerks
on salaries; they are individuals who lay aside something, farmers,
and others. They represent the small legacies or insurance that is
left to the wife and the children which is put in the savings banks
because they can go there any time and withdraw what they need:
or, if it is sufficient, they can live on the income of it.

Now, this money is invested largely in real estate loans and long-
term bonds. Yon could not collect real estate loans. because the par-
ties are not prepared to pay them, and then there weuld be no place
that they could borrow to repay them. 'The bonds are for 10 or 20
years. The accounts are only active in normal times as an indi-
vidual has occasion to use his savings deposit in a case of emergency.
These deposits come in with regularity ; in normal times it is not nec-
essary for the savings banks to keep a large cash deposit on hand for
the reason that the new deposits, the wmatnrities of loans, or the
matnrities of bonds, will more than take care of the withdrawals,

The history of these banks shows that there has been a eonstent
inerease of these deposits. Theve ig absaiutely no profit to anybody
axcept the depositors in these mubual savings banks. Whatever 18
varned over and above expenses and taxes belongs to the depesitors’
accounts. The only salaries ave those paid te the president, the
srossurer, and the olerks, The trustees vither work for nothing frowm
a philanthropie spicit, or they have 2 nominal comprusation of fromt
B1 to $5 a mecting that they attead. They are wially sucoessful
business men ia the conmumity whoe virtually gmive {eir thue to the
investioent of these deposits and to the care of them.

Very few of the savings banks take commercial puper. They do
not have to, for the reason that T have explained. They benefit. the
focal communities; the loans that are made to the busiuess men of
the community ave iwo-name paper, or notes secured by collateral,
and ave made with the expectation that the loan will by continued
as long as the business man désires ii, provided he prowpily pays
his interest, and his credit rcmains zood. We could not call local
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loans without an embarrassment to local business—throwing men
out of employment—and the amount of these loans outside of the
mortgage loans is comparatively small. Therefore, we are in: a situa-
tion during this war peried where it is necessary for us to meet
the withdrawals of depositors. The withdrawals in the first and
second Liberty loan were taken care of with some borrowings, but
mostly because the banks prepared themselves for it.

Senator STone. Who did you borrow from?

Mr. Lyrorp. From the national banks, and if they had some paper
which could be rediscounted, they borrowed of the national banks,
and the national banks rediscounted that paper at the Federal reserve
banks; but if they did not have very much of that they had to borrow
by putting up bonds. Of course, the national bank must have liquid
assets, and the same is true of the Federa! reserve banks.

Now, they have reached about the limit of meeting these with-
drawals. T do not mean that they could not go along for a little time
and by such maturities s came in and by their interest payments
meet, the withdrawals, but we have lost in the several States from 3
to i per cent of the deposits; that is. they shrank that amount.

Senator Smoor. During the last Liberty loan?

Myr. Lyrorp. During the six months following June 30 until the
beginning of this year.

The CHARMAN. In normal times, what is your increase?

. __Mr. Lyrorp. I can tell you particularly with reference to New
Hampshire. We lost last year $2,600,000. Our normal increase the
year before was $7,000,000, the year before $6,000,000. So that in
normal times we would have increased three and one-half millions in
the six months, but instead of that we lost $2,600,000,

Senator Townsenp, Really $£5,000,000.

Mr. Lyrorp. Really lost $6,000.000. and our losses are relatively
the same in proportion as those in other States. I think perhaps
Maine lost more than any other Staie.

Senator Townsenp. What rate of interest do you pay?

Mr, Lyrorp. From 3 to 4 per cent. We have some in our State
paying 3 per cent, some 3} per cent, but the bulk of them pay % per
cent. About half of the banks of Mainc pay 34 per cent.

Porhaps you will understand this elass of secarities if Y explain to
you what rate we get on New Hampshire's seeuritics, and that wiil
represent, relatively the same for other Siates. In our Siaie we loan
on real estate mortgages ot 5 per cont, and if we loan o6 § por cent
that morigage may be reckoned as an exemption from texalion of
the suvings bauks’ deposits. We pav a tax of three-fourths of 1 per
cent on the average swonni of deposiis for the year. Under the do-
ductions that cau be made from that smount arve the wwounts in-
vested in real estute mortgages in New Hompshire, the amounis in-
vested in municipal bonds m New Hampshire that de not bear a
higher rate than 5 per cent, United States bonds, and the bonds of
the Federal Farm Loan Bank. Those twe last exemptions were put

- in by the last legislature at my request.

Senator Townsenw, Whai propertion of your money is leaned in

New Hampshire?

My, Lyrorp. We have $126,000,600 in the mutual savings banks
of New Hampshire, and nearly $50.000,000, in reund numbers, is
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loaned in New Hampshire. In New Hampshire the savings banks
sccamulstions are more than three times the assessed value of all the
railreed property of the State, nearly three times the value of all its
manufac:uaring plants, equal to nearly half the total value of the im-
proved snd unimproved land and buildings of the States, and these
savings accurilations are more than one-quarter of the equalized
valuation of all the property of the State as assessed for taxation.

1 presume that other of the New England and Middle States could
show the same relation of savings deposits to other property of those
States. This gives you an idea of the magnitude of these savings
deposits and their importance financially and industrially.

Of the $126,000,000 of accumulations of the savings banks of New
Hamp:hire nearly $50,000,000 ave loaned or invested in the State;
nearly $26.000.000 are loaned on real estate mortgages at a rate not
exceeding 5 per cent. Thirteen millions are loared to the business
interests of the State, loans that could not be collected without disas-
{rons resulis to business and employment. One million dollars is
loaned to New Hampshire municipalities at a low rate of interest,
besides the amount invested in the bonds of these municipalities.
These bonds bear interest rates of from 3 to 4 per cent. Another
$10,000.000 is invested in securities of New Hampshire industrial and
transportation companies, and in the bonds of cities, towns, and dis-
tricts of the State. These investments within the State would be
larger if our demands were larger.

Seventy-six millions of our accumulations, or three-fifths, are in-
vested in other States and contribute to the growth and prosperity of
those States. In round numbers $17,000,000 are loaned to farmers of
the West and South at an average rate to the savings bauzs of not over
53 per cent. Eleven millions are invested in municipal bonds, of which
amount probably $8,000,000 are in municipal bonds of the West and
South. Thirty-three millions are invested in railro~d securities, of
which amount probably one-half ave in the securities of railroads west
of the Mississippi and south of the Potomae, Eleven millions are in-
vested in the securities of public utilities, of which amount probably
one-third is invested in the securities of public utilities of the West
and South. Nearly $3,000,000 are invested in the stock of wanu-
factueing companies of New England and other States

in seme respects our investment faws for savings banks arve wmore
Yiberal thap those of the other New Fngland and the Middie States.
Vermont Joans a larger amount than we do on farm mortgages of
the West and Sowh, ¥n sil the other New Tngland and Middle
Siates i is necessury {0 o outside the Siate to make their in-
vestments,

Senaior Swoxnw, Did you say the municipal bonds thai you had
taken from New Hampshive fowns hore 3 per cent?

Mr. Lyrosp. ¥'rom & fo 4 per cent. )

Se ator Stoxy. And how much interest do you pay?

Rie. Lixrorn. We pay 4 per cent.

Senator Sroxe. And invest it first in 3 per cent bonds?

Mr. Lyvorn. We get 5 per cent net on all State mortgages, 6 por
ceni on all persenal and collateral foans, and an average of § per
cent on our western losns, and I should say that the bonds taken
as a whole might net a little ovor 4 per cent. The expenses of these
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institutions are small. The tax is three-fourths of 1 per cent, with
the exemption of no tax on real-estate mortgages within the State
and municipal bonds within the State. Rates were very low with us
a number of years ago, and our savings banks, as well as the savings

" banks of the other New England States and the Middle States,

took bonds of municipalities. We have bonds of western and svuth-
ert: municipalities that only net us 4 or 4} per cent. We have got
very few 5 per cent bonds from the State and the West at the jresent
time.

Senator Smoor. Is there not another reason why you carry those
3 per cent bonds, and that is if at any time you are called upon for
ready money they are the quickest assets, the best that you could
liquidate, 0 meet the call? )

r. Lyrown, Yes; in normal times, Senator. the bonds are avail-
able for borrowing money at the banks. For instance, if we haa a
local run, as we sometimes do, upon a savings bank, or two or three
savings banks—hecause a good many of our people are foreigners and
get frightened-—we would take those bonds to Boston and borrow
the money. Bat the situation to-day is such that we can not borrow;
they are not quick assets.

he Crnamman. Your rate, as I understand, averages about 5 per
cent ; you loan on a basis of something like 5 ner cent

Mr. Lyvorn. You mean the returns of the savings banks?

The Cuammyan. Yes. The question I want to ask is: What is the
ate charged for commercial paper and the amounts carried by the
national banks and the State banlks?

Mr. Lyrorn, Five and six per cent. Mr, Thorndike, the conunis-
sioner from Massachusetts, can tell you prchably the rate they re-
ceive there. There are a few savings banks thut are in larger centers
that dare to take commercial paper. They gei about 5 to 6 per cent.

Senator Smaor. s there any special provision in this biil that you
wanted to speak of to-day and which you desired to have amended?

Mur. Lyrorp, Yes; I would say just three featwres. One is what
we have discussed-—the time in which the loans should Le made;
and if you put a time limit on it, it should be a year with the
understanding that if the war is not over then that it conld be re-
newed. T think the provision of the bill that says that the rate of
interest shall not he less than one per cent in excess of the prevail-
ing rate of discount at the Federal veserve banks is penalizing the
savings banks. Coertainly they oughi to be sble to borrow on the
same charges, or to get advanec., from this corporation that would
be given to a munitions plant or o profit-making pland. The mutual
savings banks make no profit for anybody but the depositors; every -
thing they have helongs to the depositors afier paying their ex-
penses and tuxes.

Senator Syouvr. Would wot the § per eeul, cover all the expense
attached to the mutual savings banks or ihe savings banks of the
country, over and above the rate at which they gei the woney from
the corporation? ‘

Mr. Lyvorn, Noj; for thiz reason: they ave paying, none of them,
to any appreciable extent, more than 4 per cent; the average is
less than 4 per cent. If they have to pay aot less than 1 per cent
in excess of the discount rate every time that they borrow they
might be paying 1 or 2 or 3 per cent more than what they get.
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Senator Smoor. I think you put a wrong constriction on that
section, if that is your idea.

Mr. Lyrorp, It is my idea.

Senator Smoor. Perhaps you had better make your statement,
and after you get through I will call your attention to it.

Mr. Lyrorn, We are perfectly content to leave this rate to be
fixed by the board of this corporation. If you have confidence in
them, and you have confidence in them in allowing them to fix the
rate for any advances they make to money-making corporations,
why should you put any limit on the rate {o savings banks: why not.
strike that out? We have got to go to this board and ask for
advances and we are willing te take our chances on their fixing the
rate.

The Cnammax. I suppose you will not resort to this means of
getting advances except in an emergency. The purpose is to make
this an emergency acconnnodation.

Mr. Lyrorn, Ixactly, My, Chairman, and if you make it T hope
we will have to go to it but very little because the very fact that
we can do it will strengthen the confidence of the savings banks, 1
will say in reply to that, that T have urged upon onr savings banks
that in meeting this next Liberty loun they go as far as they can,
not only to buy Liberty bonds fo sell them o their depositors and
others, as they did in the last loan, but also to purchase all that
they can hold as an investment, aud in that way help the Govern-
ment. These people who have been urged to subscribe for Liberty
foans and pay $1 or $2 a week have been pretty well combed out in
the New England States, and the advances for these next Liberty
losns must come from people who have a little larger inconie, and
we exnect losses from the savings; we expect withdrawals, We
agk this relief so that we can meet those withdrawals, and we ask
that if yon fix the time it shall be at least a year, with the oppor-
tunity to senew, and that we shall not be up against a provision in
the law thai compels us to pay 1 per cent in exeess of the rate of
discount at the Federal reserve bank, because we have got to go
to this corporai iumn, to their directors, to ask for these advances. We
have the confidcuee that when we preseat our situation they will
weet it.  Therefu:» T think that provision should be stricken out
of the bill,

The Coamsiax, Iy ou had to pay oo more than you would have
o pay if you secuves: our monev throngh a commercial baak, it
woidd not be an emerg. . wy arrangeinent; there would not be any
mwore inducement, for yoio to pay that obligation off quickly than
there wondd be if vou des: with an ordinagy bank. Now, it is not
ooly to the nteresi of {he lovermment fo bave yow vesort to this
means of procurmg funds o 1y o case of an omergeney, but it is
alws to the interest of the G ernment fo have you Hgnidate that
Toan as quickly as possible. Th ¥ is part of the emergency scheme,

Mr. Lyroro, Let me say in vep. v to that that it is one of the things
that a savings bank naturally res. -is to in the last instance to borrow
money, and they want to pay thou . louns just as soon as they can.

The Cuamnian. The pomt 1 am aking is that if the intevest is a
little higher than the normal inter: 4 of banks there will be an in-
ducement always to liquidate that ob 2zation as soon as possible, and
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there will also be a rcason why you should not resort to this means of
securing money cxcept under compulsion.

Mr. Lyrorp. Are you not willing to leave that to the rules of the
board of directors of this corporation?

The Cirarraan, We are leaving that to them, with a certain limi-
tation.

Senator Syoor. I do not see how you can make anything by leav-
ing it to the rules of the corporation. It scems to me you can not
ask any move favors from the corporation than from the regular
banking institutions of the country as affecting the rate; of mone
that should be charged by the corporation to the borrower. This
provides that the rate of interest charged for any advance to your
savings banks “ shall not be less than one per ceatum in excess of the
rate of disconnt for ninety-day commercial paper prevailing at the
time of such advance at the Federal reserve bank of the district in
which the borrowing institution is lorated.” Yon are placed upon
the same footing as any other bank that comes to this corporation to
borrow money, Tt is true that the savings bank has got to run its
chanecs under this provision of commercial paper being higher at
any particular time than the rate they are paying, but this is an
emergency matter, and it scems to mo that if the banks are com-
pelled to go there, and the situation of the money market is such in
the United States that the rate on 90-day paper is higher than the
rate you are charging, the Government can do nothing more nor less
than say you must pay the prevailing rate.

Mr. Lyrorp. That is true; but you penalize us by 1 per cent more.

Senator Syoor. And so will they penalize the banks. This cor-
poration will have to make that difference to pay expenses.

Mvr, Lyrown. The other banks are money-making institutions.

Senator Stone, I would like to ask a question there: You speak of
other banks as money-making institutions and the savings banks as
nonmoney-making instituvions? -

My, Lyrorp. Yes, sir.

Senator Stone. You say whatever the profits of the business in
the savings banks may be, they go to the accounts of the depositors,
whereas the profits of the bank go to the stockhoelders?

M. Lyvonn. Yes, ‘

Senator Srovu, That some way strikes me as o sort of distinetion
without a difference,

Senator Taosax. 16 would be in your State and mine, but not ix
New Fagland.

Senator Townsrsn, You simply have your depesttors there; you
have 1000, or « grest many thousands, stockholders ta your banlks.
They ewn the meney, i the other cose you have b0 stockholders
o 100 stockholders,

Mr, Loyvorn, Who make a profit out of the deposits of the other
people.  Now, yvou have in some States frust companies and stock-
savings banks that take savings deposits and pay a certain rate of
interest, and all that the money earns over and above that rate of
interest goes vo the stockholders, 'That is the distinetion.

Now, let me say this: The savings-banks depositors are a very
sensitive class of people. 1t does not take a great deal to start a
panic among them, We have had them, on the slightest pretext,
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come to the savings banks and demand their money. Then you must
be in a position to pay out their money, and show that you can pay
it out. When they learn that you ean pay it back they will bring
their money back again,

Senator Tnomas. They do not want it if they know they can
get it ?
® M. Lxrosn. They do not want it when they are sure they can

t it. Our situation is this: You close a few savings banks because
they can not meet the demands of their depositors, and the run will
not stop with those banks; it will not stop at State lines. .

Senator Smoor. Yon do not mean to say savings banks under this
provision would allow & run to continue and the bank to be closed
up for 1 per cent on the amount of money they could horrow? That
is all this provides. .

Mr. Lyrorp. Well, I know ; but that is a penalty; vou are penaliz~
ing the mutnal savings banks.

Senator Smoor. T do not waut that to go unchallenged, because
we are not penalizing the savings banks any more than we are
penalizing other banks that come to the corporation to borrow
money. They do not get their money at the same rate on 90-day
commercial paper. They have got to pay the prevailing rate plus
whatever the board deci(izs to charge. ‘{’)Vith reference to the savings
banks, we say we will treat you just the same as the other banks,
and we will allow you to have the rate of 90-day commercial paper
in the district in which your bank is located, but not less than 1 per
cent above that rate shaﬁ' be charged for what money is advanced to
the savings banks, That is not penalizing you. That 1 per cent is
simply to pay the expenses attached to this corporation, and I should
think you would not object to that being done, particularly from
the fact that you will only ask for this money in emergency cases
when you must have it.

Mr. Lxrorn. We shall not ask for the money unless we are abso-
lutely compelled to go to the bank for it, but it may be that the
withdrawals will #ie such that we will be compelled to go there.

Now, I have treed, but I do not know that [ have succeeded, to
make clear the distinction between the wutual savings banks aod
tho stock savings banks. The oficers of a mutual savings bank are
trustees, they are ealled trusices instead of dicsetors. They get no
compensntion, only 2 nominal comysnantion for their services. They
take cure of this money, and whatever is wade belongs to the de-
positors themselves; and T do think dhat there onght to be a
distinetion made between ihe satoal suvingys banks and stock banks
that aro in business (0 meke profifs,

Senntor Syoor, In other words, you want the Government of the
Uaited States to guarantee to the mutual savings banks of the coun-
try that if they get in tronble and have {o go to this corporation to
burrow money they shall no* be compelled to yuy any more than they
are churging on the notes they are holding?

Mr, Lxrorn, That is what we wounld like; we would leave it to
the board. Tf the board, under their rnies, think we should pay
more, all vight; but the board is bound by this law. )

Senator Smoor. If T were interested in a savings bank T would
rather have this provision in than out. '

431420—~18-—--12

I"qi" L] - I ] LI



178 ESTABLISHMENT OF A WAR FINANCE CORPORATION.

Mr. Lyrorp. Well, they had not. : .

Senator StoNE. You spoke of the trustees of mutual savings banks
donating their services at a merely nominal compensation. I want
to know if it is true that the trustees, as a rule, are large depositors.

Mr. Lyrorn. I do not think they are large depositors, as a rule.

Senator Lonee. In your State, as in mine. the deposit is absolutely
limited.

Mr. Lyrown. It is not limited in our State, but it is in Massa-
chugetts. :

Senator Lopvce. It is limited to $1,500, and under these conditions
no capitalist could go in.

Mr. Lyrorp. No capitalist goes in. The trustees are men of
means, but they do not have large deposits, The average deposit
in our State is less than $500.

Senator McCuvamner. Because of the fact that you loan money at
a lower rate of interest than an ordinarvy bank, you want this cor-
poration to make you a lower rate of interest?

Mr. Lizvorn. Yes, siv. 1 do not ask that you do not charge us
more, but I ask that the board of directors have the authority in
that bill to deal with us as our merits deserve.

Senator McCumser. On the same principle vou would have this
corporation charge a much greater rate of interest in those States
where the rate of interes! is considerably higher than in New York
or in the New England States?

Mr. Lyrorp. I do not know that you could do that. I am not
speaking of what you would have to do in the commercial banks.

Senator Smoor. In the suvings banks of the West we are making
loans at a higher rate than you are. Do you then think they ought
to be loaned money by the Government at a lower rate than they aro
actually loaning their own money ?

Mr. Lyrorp. Your savings banks of the West are on the same par
as your national banks. They take savings deposits and invest them
for the purpose of making money for the stockholders, and they can
invest in more liquid assets. and they do. But take our trust com-
panies in the State of New Hampshire; any trust company—we have
not u great many—that takes savings-banks deposits, under the law
must keep them as savings deposits and segregate the assels and
conduct the depurtment as a separate deparctineni, and that depart-
ment is amenable to the laws governing the savings banks of the
Stare, and if they were to close out they would have to pay the
suvings-bank depositors out of their asseis fivst,

Senator Towwnseno. Do you favor the Government loaning yon
money at fess than i couts the Government ?

M. Lyvsoun. [only want the bill to provide thad the bourd of
divectors of this corporation may deal with us accovding to ovr
merits. i do pot want the mutual savings bhanks to be pui at «
greator disadvantage than they ought to be. We are entirely willing
to put ourselves in the hands of this board. We have got to go and
ask them for the advance. We want the time which the committee
seoms willing to grant.  Now, then, if you conld provide in that bill
that the rate for mutual savings banks shall be in the discretion of
the board of directors, that will satisfy us.

T would like to speak of one other point, aithongh I do not care to
lay very much stress on it. Yon require 125 per cent collateral for
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any loan. We have got bonds that we could put up, like municipal
bonds, that would not require 125 per cent in order to protect the
Government. It seems to me that is a matter that might be left with
the board.

Senator Sxoor. We give the savings banks 5 per cent, just as for
the other banks of the country, in the amount of collateral we require.

Mr. Lyrorp. I do not lay any particular stress on that point.
There may be an instance of a savings bank that would put up col-
lateral that would be nearly 95 cents on the dollar, even in these
times. '

Senator TroMas. You have some collateral that would not be a:
valuable as that?

Mr. Lyrorp. Oh, yes. We could not allow the savings banks to sell
railroad and some municipal bonds at the present price and leave the
depositors who stayed in unprotected.

Senator Smoot. It would bankrupt most of then.

My. Liyrorn. You would be surprised at the situation. [ recently
made an examination of a New Hampshire savings bank which is
one of the strongest banks in the State. We made a joint examina-
tion with the officers of the bank., The commiitee tock the valuations
of February, and they showed that they had a premiom of $1,100,000
that those securties were worth that much more than what they stood
on the books. T figured the valuation as of December 1 of that year,
and it wiped out that $1,100,000 and $400,000 in addition.

Senator StoNe. You mean during that period from February to
December?

Mr. Lyrorp. T mean the valuations in February and December,

Senator Symour. The year 19172

Mr. Lyrorp. Yes, sir.

Senator Smoor. There was one other point you desired to discuss
in this bill. What was that?

Mr. Lyrorn. Only in regard to the amount of collateral.

Senator Jones. Do-I understand that there should be some differ-
ent method of dealing with the mutual savings banks and other sav-
ings t nks?

Mr. Lgrowo. A difference in dealing with mutual savings banks
and the stock banks that make a prefit for their stockholders out of
thelr deposits. The mutual savings bank is largely confined to the
Nuow Hugland and Middle singes. 1 do not know whether yon were
present, Senator, when T spi-= of that, but the aceunmudations of the
muinal savings banks of Ne ingland and the Middle States are
$2 00,000,600, The accumnla: v of all the other savings banks of
the sountry suiside of this te: dovy amount to only $170,000,000.
The tenst companies and stoek s -inge banks invest Their money to
make money for theie stockholders, while all the money that is made
in the mutaal savings banks over swd above expenses goes o the
dapositors,

Senator Joxnes., Do these muiual sasings banks operate differently
from the other savings banks?

Mr., Livrorn, Yes,

Scuator Joves. In what respect ? .

My, Lxroxp. Their mvestments arve limited by law, usually to
high-grade investments, Most of them invest in local veal estate

Lol
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to a large amount. The other clusses of securities they. can invest in
are prescribed by law. )

Senator Jones. How do they divide the profits and the earnings?

Mr. Lxrorp. They divide once or twice a year; they have semi-
annual or annual dividends. At the end of the year they figure out
what the profits have been, charge in any loss or shrinkage that there
may have been, and pay their expenses and the tax on their deposits,
and then they declare a dividend—3 per cent, 3} per cent, or 4 per
cent. If there is any left over, it goes into the surplus, ,

Senator Jonrs. How do you arrive at the amount each individual
shall receive?

Mr. Lyrorp. 1t is averaged.

Senator Jonts. On, the deposits?

Mr. Lyrorp. On the average deposits for the year. 1t takes close
figuring; it generally takes several weeks’ work in large banks, be-
cause a great many of the accounts are active. Of course, they have
no tmubgie in figuring the dividends where the deposits have not been
disturbed, but where there have been deposits and withdrawals they
have to go through and average that up.

Senator Jones, Then, the only real difference is that you are lim-
ited by law in regard to your loans—the naturz of the securities
which you may handle?

Mr, Lyrorp. They receive a lower rate of interest than a stock
savings bank or a national bank or & trust company.

Senator Townsenp. The deposits in the bank and the rate of inter-
est brings the dividend to about 7 per cent? :

Mr. Lyrorn. Oh, no; you are in error there. The dividend is
what they get—the semiannual or annual dividend that is declared.

Senator Townsenp, That is what you mean by interest?

Mr. Lyxrorp. Yes; that is what I mean by interest.

q S(eiréator Townsznp. You pay 33 per cent; that includes the divi-
en

Mhr. Lixrorp. That is the dividend; yes. Perhaps I misled you as
to that. :

Senator Towxsenn. I understood you to say you paid 3, 31, and 4
per cent interest, and then the Senator from New Mexico asked what
you did with your earnings, and yon said you declared a dividend
twice 2 year. Ynterest and dividends are synounymous?

My, Lxvorn, Yes; T intend to speak of dividends. T probably mis-
led the Senator.

The Coamman. Ts thers any other gentleman who desires to
make % statement?

STATEMENT OF MR, AUGUSTUS L. THORNOIKE, BANK COMMIS-
SIONKER OF MASSACHUSETLS,

My, Tuorxsome, My, Chatvman and gentlemen, 1 do not wish to
go over the same ground that the bank commissioner of New Hamp-
shire has covered. "

Senator Lopor, What are the total deposits in the savings banks
of Massachusetts?

Mr, Tuorsorke, One billion one hundred and thivteen a:illion,
and the savings deposits in the trust companies—the departinents
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there have to be run in the same manner as the savinge banks—
amount to $66,000,000. Of that aggregate of nearly $1,209,000,000
$500,000,000 are invested in trust mortgages and real estate in Mussa-
chusetts, Then about $259,000,000 are invested in railroad bonds and
street railway bonds. The street railway bonds are confined to b
street railways of Massachusetts, but the railroad bonds cover the
trust mortgage bonds of any standard railroad—that is, a railroad
that is large enough to be called a railroad, which must be at least
300 miles long,

Senator SMooT. Are those mutual banks? .

Mr. Tuornpige. Mutual savings banks, Those bonds must have
been sensoned by having paid 4 per cent dividends for 10 consecu-
tive years before they are legal investments for the Mussachusetts
Savings banks,

Senator Smoor. Do they tax you on Massachusetts real estate
mortgages?

Mr. TmornpIge. No.

Senator Smoor. On the street railvead bonds?

Mre. Trornnike, Yes; and on the other bonds. These deposits
belong to 2,800,000 accounts. In round numbers, X would say three-
fifths of every man, woman, and child in Massachusetts are owners
of savings-bank accounts.

Senator Lopee. And the population is about 3,800,000.

Mr. TrorNpIgE. That is the imporiance of our savings banks in
Massachusetts. We have a very stringent provision that savin
banks shall have no creditors except for rent and salaries, the ordi-
nary expenses of running the savings bank, and they are only per-
mitted to borrow money to pay depositors. ,

Senator SToNE. Are these depositors made up in large part of
wage earners?

Mr. Toornoige, Yes, The limit of deposit is $1,000, and they
leave their accumulations on deposit for years without withdrawing
their dividends. We do not call it interest. The accumulation may
not exceed $2,000.

Senator STONE. In any one bank?

Mr. Tuorxpixe, In any one bank.

Senatyr SToNE. The same man could deposit in other banks?

Mr. T'uornpige. In separate banks; but the savings banks have
vecently been rather conservafive; they wani only the peopls in
their own localities. _—

Senator Svong. X wanted to get your judgment, if yon ean nob
definitely state the fach, sbout what ave ibe average deposits of ihe
gm}éleg designated as wage earmers in the Massachusetts savings

anks

My, Taoenoike, dhe average of all the deposils is $i81. Now, ¥
should say thet the large deposits of $1,000 or mere de nol amount
e one-tenth of the whole assets of the bank.

Senator StonNg. They are not more than one-teath?

Mr. Tnorsoike. Not move than one-tenth. And there are thon-
sands and thousands of deposits that run from $50 to $756.  They are
almost unecuntable. * We have two savings banks in Bosten that have
over 100,000 depositors, and their average depasits in those banks are
probably $250,
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Senutor Stoxgk. Are large numbers of these depositors children.
minors? :

Mr. THORNDIKE. Yes, sir.

Senator StoNe. And women? )

Mr. Tuorxmikr. It is a fad in Massachusetts for n child to start
& savings bank account.

Senator SToNE. A very good thing, too. But are women who are
gngakggd in minor employment pretty Ilnrgely represented in these

an

Mr. THorxpike. Very largely. )

Senator Lopce. The great mass of the depositors nre the working
peg})le of Massachusetts. . )

r. THorNDIRE. Probably the largest savings bank in New Eng-
land is the Provident Institution for the Town of Boston, which is
chartered and which has a preamble stating that it is for the care
and improvement of the savings of persons of humble means for their
use and their needs.

Senator Lopee. How old is that? '

Mr. TaornbpIKE. One hundred and one years old. That bank has
$59,000,000 in reserve, and they have 150,000 deposits, and every
servant girl that lives in the neighborhood in Boston goes to the
Provident Bank because they suy it is sound. I do not believe. they
%o very much elsewhere. We have another called the Suffolk Savings

ank- for Seamen and Others; we have another called the Boston
Penny Savings Bank, und we have another called the Boston Five-
cént Savings Bank. They used to take deposits as small as 5 cents.
Of course now, as the country has grown more wealthy, they do not
take deposits of less than $1.

A few years ago deposits which had not been disturbed for 30 years.
in which there had been neither withdrawals nor deposits, weré
turned over to the use of the Commoawealth ; but in no case does the
depositor or his descendant lose his right to claim that. There were
85,000 of those deposits, and the amount turned over to the State was
$150,000; that is an average of a little less than $3 apiece. They were
advertised in the papers, and there were whole columns of names in
some of our local papers of deposits of $1. T can not tell the number
of books, but two-thirds of the books of the depositors contained de-
gosit.s of $1. Quite a number of the descendants of the depositors

ave claimed their deposits, and those are being redeemed even now.
These are purely the savings of the people, who must have their mone
for their common needs and their desires when they want it, and al-
though the savings banks may require 90 days’ notice there has
been no such requirement in Massachusetts for a third of a century,
and one of the safeguards of the savings bank system in our territory
is that they can put their money in a safe place ahd get it when they
want 1t.

I will say this, that the income of our savings banks, the amount
that they pay out to their depositors in dividends, is-about $40,000,000
a vear; that is, their combined earnings. About one-eighth of that,
before the dividends are distributed, have to go to a guaranty fund,
and the rest is then distributed. The ordinary growth of our savin
banks is from fifteen' to twenty-five millions a year. In 1916 the
growth of new money deposited in the savings banks was about
$34,000,000. In 1917 of the dividends which were declared, amount-
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ing to about $40,000,000, about $24.000,000 remained irn the banks
and $16,000,000 was withdrawn, and all of the new dePOBlts which
had been put in before June had been withdrawn, Aftor the first
installment of the second libe:t‘{v loan was paid the savings banks
sent me a statement which showed that $9,000,000 had been withdrawn
from the savings banks at that time. .
The savings banks have invested one thirty-fifth of their reserve
in Liberty bonds. They have $30,000,000 in Liberty bonds, and an-
ticipating withdrawals and subscriptions to Liberty bonds, they haye
invested in collateral notes at the market rate of interest for the sheer
purpose of keeping themselves liquid so they can call on their
notes to pay their depositors. Thirty-two of our savings banks—we
have practically 200; there are 196—we will say one-eighth, had to
borrow, to get the permission of the bank commissioner to borrow
money to pay their depositors. Those 22 savings baiilks in December
had to borrow practically $2,000,000, a very much less sum than I
thought they would have to borrow. It is not quite three months
since most of the borrowings, and they have begun, and from day to
day have continued, to notify the commissioner that they had repaid
so much of their borrowings, or the whole of their borrowings; and -
about one-third have been able to recover themselves, to pay up their
borrowings within the three months. So, the 90-day limit there
seems too short a limit. '
Senator SmooT. A year is long enough.

Mr. THorNDIKE, If it was unders that they could borrow for
a year with the understanding that if the exigency arose they could
get renewa

Senator Smoor. We could not put that in the law.

Mr. TuornpIke. I mean if it was understood ; but it seems to me a
gear is short enough. There are nearly 200 savings banks in the

tate, and they have an average of about 15 members each on their
boards of trustees—3,000 men— and those 3,000 men deem it an honor
to be a trustee of a savings bank. There are no vacancies; the honor
is sought. There is no compensation except for work actually per-
formed, and when I say that in 100 ieaars there have been but 22
failures of the savings banks it seems that they have been well man- -
aged, and the trustees themselves would have a feeling—I know a
great many of them personally and know how they feel—that they
would not want to borrowers of money. There has been no
attempt upon the part of savings banks in the six years that I have
been administering the banking department to borrow at a low
rate and lend at a high rate. ere is no inducement for profit to
themselves, because the profit goes entirely to the owners of the bank,
who are the common people of Massachusetts. .

Senator GALLINGER. Approximately, what is the regular dividend
paid in the Boston savings banks—the average? : ,

Mr. TrorNDIKE, By far the larger number of savings banks pay
4 per cent, I should say seven-eighths of them. Some of the other
eighth have paid 3 per cent and some have paid 3} per cent. For 100
years the conservative investments of our banks have made a'10 per
cent surplus, and when that surplus is reached a dividend is declared,
and that, system seems to have worked out very well. o

Senator Jones. I winted to bring- out the point as to how you
managed your surplus and how large it was permitted to grow. :
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Mr. Tuornvigk. When it reaches 194 por cent an -xtra dividend
must be declured. There can be no- arhiirary bookke: ying entries;
the reports of the bank must sho. the amounts invested in each
class of securitieg, so there is no covering ap to hide concealed ngsets,
because thare are none. The statements ropresend exactly the condi-
tions of the banie.

Senator Swmoor. Can yoit remember what were the average divi-
dends to the depositors or owners nf the banks for a number of years
back, taking into consideration not only the reguiar 4 per cont divi-
dends but the ¢ vidend that has heen paid out of the guaranty fund?

Mr. Taognoxe. About five banks a year declare an exvra dividend.
There is ane bank in Boston, the Chelsea Saving: Bank, with which
Senator Lodge is familiar, which has invested in small mortgs
and is paying $ per ceni, and about every thres years their surplus
fund macﬁes the point where they have to pay one-half of 1 per cent
dividend.

Senator Smoor. That, would be 1% por cent extra?

, Mr. THornpisk Yes. Five hundred million dollars invested in
. mortgages represenis 120,000 different mortgages on Massachusetts

véal estate. OFf late years the savings banks have not taken great

' mortgages, but have confiued themselves more to the smaller real
i - esfate holdings, and I should say that the average mortgage of most
" of the savings banks would be about $3,000 or $4,000. This particu-
lar ssvings bank—-the Provident Bank, that the servant girls use—
has taken large mortgages, and their average consists of mortgages
of over $50,000, but the other banks take small mortgages.

This system has built up Massachusetts, and we feol that the peo-
ple, when they want their money, should have the assurance that they.
wil} get it, and that it should be suEplied by this corporation on
terms that would not be a burden to them. Mr. Lyford spoke about
the 1 per cent above the average rate for commercial paper. It seeims
to mo that that is rather penalizing our savings banks. If the rate

could be left to the discretion of the board and then it was necessary .

to charge that 1 per cent, that would be all right, but to have the
law ?eciﬁcally state that it shall not be less than 1 per cent rather
would lead people to think there was something wrong with our
savings banks, because they would have to borrow money at a rate
higher than the prevailing rate.

enator Jones, If you had to pay a high rate of interest, that
would reduce the dividends to your depositors and in an increasing
ratio induce withdrawals, would it not

Mr, Taorspige, Yes; it would.

Senator Smoor. That same principle is expressed in the law cre-
ating the Fedeyal Reserve Board, so it is not a new gquestion at all,
nor is it a reflection upon the savings banks.

Mr, Tuaornpigy. I believe that is all I have to say, as T would have
to repeat what My, Lyford said if I went any further.

The Caaieman. Are there any other gentlemen who desire to be
heard on savings banks? If nef, wo will adjourn. Gentlemen, we
are very mtch obliged to you for giving us the benefit of your views
about this matter,

(Thereupon, ot 11.30 o'clock a. m,, the coramittes ad arned to meet
at 10 o’clock ». m., Monday, Fehruary 18, 1918.)
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