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CHAPI'ER I 

INTRODUCTION 

The Reconstruction Finance Corporation had been one of the most 

significant of the federal lending agencies, with broad powers in 

various fields of the economic and political life of the country

since its inception in February 1932. This thesis is an attempt to 

study: (1) how and why was this organization originated; (2) how and 

why had it evolved to perform such a broad variety of functions as it 

had been performing; and (3) how and why has it been liquidated. 

As the RFC had been not only one of the most gigantic agencies 

but also one of the most controversial government institutions in 

American history, this study has not become involved in "politics" 

although it inevitably has had to examine some of the controversial 

issues arising from the Congressional investigations and legislative 

enactments. 

Throughout the thesis a historical approach has been adopted. For 

the study of the RFC1 s achieven:ents, a statistical approach has been 

applied, while for the examination of the specific functions of the RFC 

an analytical method has been used. Under this general methodology, 

first the origins of the Corporation have been explored. Then, on the 

basis of major changes in its functions and achievements, the further 

study has been divided into three phases: (1) during the depression in 

the early 19301 s and the following recovery period, (2) during the War 

and the related emergency period, and (3) during the post-War and re-

1 



2 

conversion period. Finally, in order to help summarize the functions 

and achievements of the RFC, a brief examination in connection with the 

expansion and contraction of the RFC' s operating funds to meet carrying 

out its assigned functions, has been added. 



CHAPTER II 

"THE ORIGIN OF THE RJ:<"'C 

In order to understand the reasons for the establishment of the 

Reconstruction Finance Corporation, it is necessary to review the 

crisis conditions which prevailed in the autumn of 1931. As a result 

of currency hoarding, recurring banking difficulties, 1 extreme defla

tion :in prices of commodities, securities, and real estate, and a 

general collapse in corporate earning power in the United States, 

together with the suspension of the gold standard by Great Britain on 

1statistics of bank closings indicate that the readjustment in the 
banking structure had been orderly until November, 1930. However, 
during November the public became aware of the attempts being made to 
save the Bank of the United States, which closed December 10, 1930, with 
about $200,000,000 of deposits. It was the largest bank in the United 
States ever to suspend payments. See J. Franklin Ebersole, "One Year of 
the Reconstruction 1',inance Corporation," guarterl;x: Journal of Economics, 
XLVII (May, 1933), 466. Thus began the.spiral. From then on, bank 
closings were accelerated, and domestic hoarding of currency began. The 
s.piral approached a crescendo of severity in the last half of 1931. The 
decline in deposits of all banks in the last half of 1931 was almost 
$6,000,000,000, or nearly five times the loss in the first half of that 
year. Money in circulation increased over $800,ooo,ooo in the last half 
of 1931, indicating a large conversion of bank deposits into cash. The 
last half of 1931 also witnessed 1,611 bank suspensions, more than twi~e 
the number in the preceding six months, a:1.d more than the total for any 
previous complete year. Hoarding withdrawals from banks totaled 
$150,000,000 for just one week. For further detailed study of the hoard
ing and bank suspensions in the early 19301s, see Cyril B. Upham and 
Edwin Lamke, Closed and Distressed Banks (Washington: The Brookings 
Institution, 1946), p.7. 

3 



1 September 21, followed by numerous other countries, a situation 

developed in which sound financial institutions were being sacrificed 

one after the other on the altar of fear, and railroad receiverships 

were impending because a drastic decline in earning power and a 

demoralized bond market made refunding of bond maturities extremely 

difficult, if not impossible. During the latter part of 1931 the 

point was reached where even those who, as a matter of principle, 

felt most strongly against government intervention in business 

activities, thought that the time had come when little improvement in 

the situation could be expected without some help; and the Government 

appeared to be the only source of assistance. 

1The following countries officially suspended the gold standard 
or placed an embargo on gold export: 

United Kingdom of Great Britain 
and Northern Ireland •.•...•.••• September 21, 1931 

British India. . . . . . . . . . . . . . . . . . . . • " 11 11 

British Malaya ................... . 
Colombia .. ....................... . 

" 
" 

" 
" 

Egypt ............................. September 23, 
Irish Free State •................. September 26, 
Denmark ........................... September 29, 
Norway . .......................... . II II 

Sweden . .......................... . " " 

" 
" 

1931 
1931 
1931 
• 
II 

el Salvador •.....................• October 8, 1931 
Canada ............................ October 19, 1931 
Japan .....•....................... December 13, 1931 
Portugal •......................... December 31, 1931 
New Zealand •...•.................. January 1, 1932 
Ecuador ........................... February 9, 1932 
Chile ............................• April 20, 1932 
Greece ............................ April 26, 1932 
Siam ....... ....................... May- ll, 1932 
Peru .............................. May 18, 1932 
Union of South Africa ............. December 28, 1932 
United States of America .......... March 6, 1933 

4 

For further details, see American Institute of Banking, Bankin! and the 
New Deal (New York: American Institute of Banking, 1933), pp. on=2"or,
Appendix B. 



Under the pressure of this economic situation, on October 6, 1931, 

President Hoover, following a conference with congressional leaders 

and Treasury and Federal Reserve officials,
1 

held at the White House on 

October 4, 1931, issued a statement announcing that he had requested 

the nation's bankers to form an institution with resources of at least 

$500,000,000 to rediscount bank assets not eligible for rediscount at 

Federal Reserve Banks, thus enabling banks to attain liquidity in case 

of necessity and to continue in business without restriction of credit 

or s~rifice of assets. 2 He added that "if necessity requires, I will 

recommend the creation of a Finance Corporation similar in character 

and purpose to the War Finance Corporation, with available funds sufi'i-

1
President Hoover, on October 4, 1931, met Secretary of the 

Treasury Andrew W. Mellon, Undersecretary Ogden Mills, Governor of the 
Federal Reserve Board Eugene Meyer, and approximately thirty leaders 
of the financial world, at Mellon's apartment. Buel W. Patch, 11The R.F.C. 
Under Hoover arrl Roosevelt," Editorial Research Reports, II (July 17, 
1935), 71. 

211Press Statement, October 6, 1931; Outline of Program to Secure 
Cooperation of Bankers and Others to Relieve Financial Difficulties 
of the People," The State Papers ~ Other Public Writinfs of Herbert 
Hoover (collooted and edited by William Starr :Myers; New ork: Double
day, Doran & Co., 1934), vol. II, P• 5. 



. 1 cient for any legitimate call in support of credit." 

In the meantime, the National Credit Corporation was being 

formed. It was a private organization established early in October 

1931, designed to provide a means whereby voluntary associated 

banks owning its stock and purchasing its debentures would provide 

liquidity for such of the associated banks as needed, but could not 
2 

obtain, rediscounts. The meximum allX)unt involved was $500,000,000. 

Loans were granted by the central organization only after the local 

association had investigated and guaranteed the proposed loan. 

1
Ibid. The War Finance Corporation was set up, on May 20, 1918, 

by the"l!ongress under the Woodrow Wilson Administration. It was given 

6 

a capital of $500,000,000. Its purpose was to make advances to banks 
and industry to aid in prosecution of World War I. See U.S., Congress, 
House, Hearing: before the committee on ways and means (65th Cong., 
2d sess., on H.R. 9499), pp. 152-154. A year later--March, 1919,--
the War Finance Corporation Act was amended to pennit advances to 
American exporters and banking institutions to finance American exports. 
The deflation period which followed World War I prompted Congress to 
revive the Corporation in January, 1921, and in August in the same 
year another amendment to the Act broadened its powers, authorizing it 
to lend. to banks and financial institutions for agricultural purposes, 
to livestock loan companies and to co-operative rrarketing associations. 
The War Finance Corporation Act, approved April 5, 1918, as amended, 
November 21, 1918, March 3, 1919, and August 24, 1921, Sections 7-13. 
For a scholarly stuqy of the War Finance Corporation, see Woodbury 
Willoughby, The Capital Issues Committee and War Finance Corporation 
(a Ph.D. dissertation; Baltimore• Johns Hopkins University, 1934), pp. 
40-124. The RFC, as we will examine, was par,terned along somewhat 
similar lines. The only important innovation was the provision of 
larger funds and the introduction of railroad financing, which had been 
perf armed by the 'lreasury during World War I when the carriers were 
under Government control. The Corporation was tenninated on April 4, 
1929. U.S., War Finance Corporation, War Finance Corporation, 1929: 
Letter from the Secretary of the Treasury, transmitting report of the 
Secretary of the Treasury on the War Finance Corporation for the Year 
Ended November 30, 1929 (Washington: Government Printing Office, 1930), 
PP• 1-2. 

2Patch, £E• cit., p. 71 



Naturally, this procedure had resulted in a cautious policy on the 

part of the guaranteeing banks, particularly as the basic principle 

involved meant a tying up of liquid banking assets in effecting a 

freeing of frozen banking assets. Furthermore, it soon became 

obvious that the stronger commercial banks were either unwilling or 

unable, or both, to provide enough funds to protect the weaker ones 
1 

in the face of the constant withdrawal of deposits. 

7 

By the middle of December, 1931, Congress had already begun con

sideration of legislation to establish the RFC. Eugene Meyer, then 

Governor of the Federal Reserve Board and former managing director of 

the War Finance Corporation, appearing before the House Committee on 

Banking and Currency on December 18, 1931, advocated "some temporary 

emergency work by the Government to meet an extraordinary and emergency 

situation," and justified the need of a government lending agency by 

stating that "it is a sound principle of government in exceptional 

conditions involving the national interest to depart from the ordinary 

rules of governmental activity and provide exceptional and temporary 

institutions and measures for dealing with temporary and unusual con

ditions," and that "the present situation is one of those exceptional 

½he banks were never particularly enthusiastic about the scheme 
of a National Credit Corporation. In the course of an existence of 
several months, tm National Credit Corporation made loans in the 
neighborhood of but $10,000,000 and, furthermore, a few denials by the 
Corporation were decisive in discouraging applicants. United States, 
Congress, Senate, Subcommittee of theWmmittee on Banking and Currency, 
Hearings: Reconstruction Finance Corporation (72d Cong., 1st sess.), 
PP• 71, 83-90, 176, 179. 



8 

1 
occasions where miusual action :is required and justified. 11 After 

having given the outline of his views on the proposed RFC, Mr. Meyer 

concluded his statement by saying, tfat this particular time the knowl

edge of the existence of such a corporation, with flexible powers and 

large sums at its dis'posal, would do more to reassure people woo are 

in fear as to what might happen than any other one thing, 11 and that 

conditions justified Congress "in creating, for a temporary period and 

2 
for an exceptional purpose, an institution of this strength and power." 

Furthermore, in reporting the bill on January 6, 1932, the Senate 

Committee on Banking ani Currency declared that 11unless vigorous 

financial support can be promptly rendered, the inevitable consequences 

must be increased difficulties for every branch of business, 11 and that 

"the country, as represented by its most eminent banking, business, 

and financial leaders, is eager for the prompt enactment of a measure 

guaranteeing Government support, such as provided by this bill.-3 Again, 

the Committee, urging a speedy enactment of the proposed measure, 

endorsed it with the following statemmt: "There is substantial agree

ment among those who have been consulted that some step for the con

solidation of effort and the reestablishment of confidence in the 

1u.s., Congress, House, Hearings: before the Committee on Banking 
and Currency, House of Representatives (72d Cong., 1st sess., on H.R. 
5060; A Bill to Provide Emergency Financing Facilities for Banks and 
Other Financial Institutions, and for Other Purposes), Part I, p.6. 

2 
Ibid., P• 16. 

3 U.S., Congress, Senate, "Creation of a Reconstruction Finance 
Corporation," Report, to accompany S. 1 (72d Cong., 1st sess.; Report 
No. 33, reported by Mr. Walcott, from the Committee on Banking and 
Currency), p. 2. 



underlying foundations of business and finance is absolutely 
1 

essential." 

In answer to further questioning during the same debate, Senator 

Frederic c. WaJcott 2 had this to say regarding the purposes and powers 

of the proposed corporation: 

I am at liberty to quote both the governor of the Federal 
Reserve Board an:l the Undersecretary of the Treasury to this 
effect, that in their opinion, the strength of the corporation 
is so great, with the entire United States r,i0verrnnent back of 
it, that enough confideme will be created by the very act 
itself so that the banks arrl the railroads probably wi 11 not 
call on more than the

3
actual capital stock of the corporation, 

namely, '500,000,000. The purpose of this bill is to lend 
money, not to spend money. It is believed that every dollar 
will come back into the Treasury, and perhaps, as was the 
case with the War Finance Corporation, enoufih more to pay the 
interest charges and the cost of operation. 

9 

As to the reasoning behind the proposed bill to create the RFC, on 

January 7, 1932 Senator Walcott explained to the Senate some of the 

principal features and gave some of the reasons why the!FC should be 

created: 

2senator Frederic C. WaJcott, from Connecticut., was the Chairman 
of the Subcommittee of the senate Committee on Banking and Currency, as 
well as an original framer of the RFC Act. 

31,Reconstruc tion 
Con~essional Record, 
1932 , p. 1420. 

4Ibid., p. 1421. 

Finance Corporation," Statement of Mr. Walcott, 
72d Cong., 1st sess., vol. 75, pt. 2 (January 7, 



10 

It was the consensus of expert opinion that a financial relief 
measure must perform UH> principal functions: Alleviate the un
marketability for frozen condition of the securities which form 
the assets of the banks and other financial organizations; and, 
secondly, restore confidence, the unreasoning lack of which, in 
the face of -the really solid foundations on which we stand, is 
the ulti.mate cause of our present stagnation. Of course, in the 
long run marketability of securities is dependent upon the 
restoration of confidence, directly and indirectly, in the one 
case by setting up an organization which will actual]y lend money 
on assets which may be frozen but are of unquestioned real value, 
and, in the other case, allaying popular uncertainty with the 
knowledge that vast resources are available for this purpose'J.. 
where and when needed. This may be said to be our objective. 

On January 15, 1932, an RFC bill was passed by the house with a 

2 vote of 335 to 55. A similar bill had already passed the Senate on 

January 11, 1932, by a vote of 63 to 8. 3 Differemes between the two 

Houses were adjusted in conference and the final result was sent to 

President Hoover who signed it on January 22, 1932. 4 At the time of 

signing the Act, President Hoover expressed the purpose of this huge 

enterprise as follows: 

It brings into being a powerful organization with adequate 
resources, able to strengthen weaknesses that may develop in 
our credit banking and railway structure, in order to permit 
business and industry to carry on normal activities free from 
fear of unexpected shocks and retarded influences. 

Its purpose is to stop deflation in agriculture and industry 
and thus to increase employment by restoration of men to their 
normal jobs. It is not created for the aid of big industries or 
big banks. Such institutions are amply able to take care of 

1congressional Re~ord, Vol. 75, Part II (1932), pp. 1h18. 

2Ibid., (January 15, 1932) p. 2091. 

3ttReconstruction Finance Corporation," Congressional Record, 72d 
Cong., 1st sess., vol. 75, pt. 2 (January 11, 1932), P• 170>. 

4'::onference Report - Reconstruction Finance Corporation, 11 

Congressional Record, 72d Cong., 1st sess., vol. 75, pt. 3 (January 22, 
1932), PP• 2$26-2537. 



themselves. It is created for the support of smaller banks 
and financial institutions arrl, through rendering their 
resources liquid, to give renewed support to business, 
industry, an:i agriculture. It should give opportunity to 

1 mobilize the gigantic strength of our country for recovery. 

11 

In other words, the RFC, with flexible powers and large sums of money, 

was conceived as an organization which not only would provide additional 

credit resources to banks, other financial institutions, and railroads-

and indirectly through them to business, industry, arrl agriculture--

but WJ uld foster the return of confidence necessary to set in motion 

the natural forces of recovery. By providing assistance to weakened 

financial structures, it was hoped that the course of deflation then 

still in progress would be checked and a solid basis for a forward move

ment along the whole economic front would be laid. 

Congress created the RFC as a bipartisan agency, stipulating that 

not more than £our of the seven members of its board of directors 

could be of one political party, and only one appointee per Federal 

Reserve district was allowed.
2 

This was done under the theory that, if 

partisanship should develop, the party in power would, and properly 

should, have the deciding vote through a majority membership. Three of 

the directors were ex-officio members--the Secretary of the Treasury (or 

Under-Secretary in case of his absence), the Governor of the Federal 

1nPress Statement, January 22, 1932; Announcenent of the Signing 
of the Reconstruction Finance Corporation Act,tt The State Papers and 
Other Public Writings of Herbert Hoover (collooted and edited by illiam 
Starr Myers; New York:Doubledey, Doran & Co., 1934), Vol. II, p. 106. 

247 U.S. Stat. at L. (1932), 5, "The Reconstruction Finance Corpora
tion Act 11 Section 3.- -



Reserve Board, and the Farm L::>an Commissioner. The other four were 

appointed by the President, by and with the advice and consent of 

l 
the Senate. The term of the presidentally-appointed directors was 

12 

two years. The Board was given almost complete discretionary power as 

to personnel, organization, expenses, and rates of interest to be 

charged. 

The Federal Reserve banks were "authorized and directed to act 

2 
as depositories, custodians, and fiscal agents" for the RFC. Regional 

loan offices were set up in each of the Federal Reserve bank arrl branch 

cities. L::>cal operations were conducted on Federal Reserve bank 

premises wherever possible. Loans were made, collateral held, and 

collections made at these agencies; only loans to railroads, farm loan 

banks, and Federal intermediate credit banks were made at the main office 

1
Ibid. The original board was composed of four Republicans and 

three Democrats. The Republicans were Andrew Mellon, Secretary of the 
Treasury; Eugene Meyer, Governor of the Federal Reserve Board; Paul 
Bes tor, Farm Loan Cormnissioner; (all ex-officio under the law); and 
General Charles G. !)awes. :WJ.I'. Mellon soon was succeeded by Ogden Mills 
representing the Treasury. The Democrats were Jesse H. Jones, of Texas; 
Harvey Couch, of Arkansas; and Wilson McCarthy, of Utah. Jesse H. Jones, 
Fifty Billion Dollars: My Thirteen Years !!ill the RFC (NewYork: Macmillan 
Co., 1951), pp. 512-514. The RFC started business February 2, 1932, with 
Eugene Meyer as Chairman of its board arrl General Dawes as president. 
In March 1933, following President Roosevelt's inauguration, the office 
of president of the RFC was discontinued, and Jesse H. Jones was made 
chairman. He served unti 1 July 19 39, when he becane the Federal Loan 
Administrator. Even later, as the Federal Loai. Administrator and still 
later as Secretary of Commerce, Mr. Jones retained general supervision of 
the RFC while assuming over-all direction of otµer government lending 
agencies, including the Federal Housing Administration, Home Owners' L::>an 
Corporation, and the Export-Import Bank of Washington, until he resigned 
government service in March 1945. For a further study about those who 
ran the RFC, see Jones,~• cit., pp. 3-13, 484-597. 

2u.s., Congress, Report on Audit of Reconstruction Finance Corpora
tion and Subsidiaries for theFi~rs Ended June 30, 1946 and 1947 
~House"Doc. No. 468; 81st Cong., 2d sess. ), p. 24:-- - - - -
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1 
in Washington, D. C. 

The RFC was originally organized with a capital stock of $500,000,000 

2 
all of which was to be subscribed by the federal government. The RFC 

was authorized to issue debentures, bonds, or other obligations aggre

gating not more than three times its subscribed capital--that is, 

$1,500,000,000--outstanding at any one time. These obligations were 

to n~ture not more than five years from their respective dates of 

issue, and were to l:::e ful]y and unconditionally guaranteed both as to 

3 
principal and interest by the federal government. 

The charter was granted for a ten year period. 4 The period of 

lending activity provided in the original act was one year .from the 

date of its enactment, but the President was given authority (and used 

it) to extend the loaning period for tvPadditional years. 5 The loans 

of the RFC were to be made .for periods of not exceeding three years, 

with authority to grant extensions from time to time up to a total of 

five years from the dates on which the loans were originally made. 
6 

247 U.S. Stat. at L. (1932), 5-12, 11The Reconstruction Finance 
Corporation Act," Section 2. 

9Ibid., Sections 2 and 9. 

4Ibid., Section 4. 

Sibid., Section 5. 

6Ibid. 



Under the original Act, the functions of the RFC were principally 

ttto provide emergency financing facilities for financial institutions'' 

and "to aid in financing agriculture, commerce, and industry,• through 

loans to banks, trust companies, build:ing and loan associations, insur

ance companies, mortgage loan companies, and various agricultural 
1 

credit agencies. The RFC was also authorized to make loans secured 

by the assets of closed banks to aid in their reorganization or liquida

tion; 2 and, upon the approval of the Interstate Commerce Commission, to 

make loans directly to railroads or to receivers or railroads to provide 

temporary .financial assistance.
3 

In addition, in order to facilitaiie 

the exp:,rtation of agricultural and other products, the original 

enactment authorized the RFC to accept drafts and bills of exchange 

drawn upon it arising from the sale of agricultural or other products 

to buyers in foreign markets. 
4 

Most important was the aut,hority to make loans to banks, insurance 

companies, and other financial institutions. Senator Walcott, in explain

ing some of the principal features of the bill to create the RFC, stated: 

We are now facing a great emergency in consequence of drastic 
curtailment of the normal functioning of our banks. On the one 
hand we have those whose assets, with abnormally shrinking 
markets, have become frozen, and which, in order to preserve any 
degree of solvency, must stop doing business; on the other those 

1Ibid., Section 5. 
21bid. 

3Ibid. 

4Ibid., Section 5a. 



with adequate cash reserves which, watching those shrinkages, 
are in terror of impairing their assets, and voluntarily 
remain in a state of abnormal liquidity. In the cases of ooth, 
the business of financing is brought to a standstill, 

1 
end vd th 

it the wheels of activity of every sort stop running. 

15 

On the other hard., as has been pointed out, the main cause of the 

credit strain existing at that time was the fears of bank depositors. 

The RFC was to endeavor to provide for solvent banks a bulwark against 

demands that might force their suspension, such assistance being 

calculated to convince depositors that their money was safe, arrl. to 

draw back into the banking system the hoarded currency then obstructing 

the flow of credit and impairing the ability of banks to assist and 

encourage business. 

Loans to closed banks and those in process of liquidation were 

specifically authorized, but not rrore than $200,000,000 could be used 
2 

for this purpose. No limitation was placed on the amount that could 

be loaned to banks, insurance companies, and other financial institu

tions as a group. The only restriction was the total lending power of 

the RFC less the allocation for agricultural loans. 

Under the original act, agriculture was given preferential allot

ment. In addition to the provision to aid agriculture through 

financial institutions just like other industries, the original act 

1naeconstruction Finance Corporation," Statement of Mr. Walcott, 
Congressional Record, 72d Cong., 1st sess., vol. 75, pt. 2 (January 7, 
1932), P• 1418. 

2Ibid., Sec. 5. This limitation was removed by an act of Congress 
approved on June 14, 1933 (48 U.S. Stat. at~., 141), see P• 28. 



provided that one tenth of all funds available to the RFC through the 

sale of its capital stock and debt obligations be allocated to the 

1 
Secretary of Agriculture for crop-production loans in 1932. This 

was the only preferential allotment under the original act. Such 

loans were to be limited to fanners for the purpose of continuing 

crop production in the year 1932, preference being given to .farmers 
2 

"l'\ho suffered from crop failures in 1931. Under the provisions in 

16 

the original act, the Secretary of Agriculture could at his discretion 

accept as "sufficient security" first liens on crops growing, or to 
3 

be planted and grown. 

The railroads were in an extremely embarrassing predicament, 

owing to the abnormal falling off of traffic which had affected their 

revenues s.o seriously during the period of 1929-1931, md to their 

difficulties in borrowing.4 The railroads also made the same error 

147 ~• Stat. at L. (1932), 5, ••RFC Act," sec. 2 

2Ibid. 

3Ibid. 

4According to the report made by the Interstate Commerce Commission, 
dated December 22, 1931, to the Senate Cammi ttee on Banking and Currency, 
the earnings of the CJ.ass I railways dropped as shown in the following 
figures: 

Gross railway 
Calendar revenues 

1928 $6,189,917,189 
1929 6,360,303,775 
1930 5,342,957,046 
1931* 4,225,000,000 

*Estimation 

Net railway operating income 
after taxes but before fixed 

charges 
$1,194,487,800 

1,274,595,403 
885,011,325 
535,Boo,ooo 

Source: U.S., Congress, Senate, Report, to accompany S. 1 (72d Cong., 
lat sess.; Report No. 33; January 6, 1932, reported by Mr. Walcott, 
from the Committee on Banking and Currency), p. 4. 
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that was committed by many other large borrowers, supposing before the 

collapse of 1929 that they could, with safety, borrow on short term 

and without much doubt obtain renewals from the banks when maturities 

occurred; or, failing in that, could fund their obligations into long

term bonds. 1 In this they had been disappointed owing to the over

anxiety of many banks to keep liquid, and owing also to the lack of 

general confidence which had kept many institutions from buying even 
2 

the most gilt-edge securities at bargain prices. Several class "I" 

railroads, which had had.a continuous dividend record for generations, 

were compelled to suspend their dividends. Consequently, the bonds of 

some of these roads were disqualified as investments for savings banks. 

It was becoming increasingly difficult to market the bonds of even the 

best roads and the market price of railroad bonds in general was be

coming so depressed that the financia 1 institutions holding this class 

of paper were unable to realize on tmm. 

On the other hand, it was estimated that at the end of 1931 the 

banking and financial institutions held more than 70 per cent of all 

railroad bonds and notes outstanding. Thus, it was realized that a 

breakdown in transportation would not only prove costly to American 

industry but muld also work serious hann upon banking and other 

1Ibid., p. J. The above Commission reported that loans and bills 
payable by the railroads on October 31, 1931, amounted to $224,145,827, 
and equipment obligations for 1932 would amount to $110, 782,.506. The 
President of the Pennsylvania Railroad also asserted that the railroads 
would need to borrow $boo,ooo,ooo to IIBet their 1932 obligations. 

21 bid. 
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financial institutions. There was reason tD believe that if the RFC, 

through aiding intrinsically sound roads, were able to res to re price 

stability among carrier issues, considerable:improvement would follow in 

the oond market as a whole, which w.,uld indubitably prove helpful in 

restoring confideme in our banking situation. 

Under these circumstances, the railroads were the only industries 

to which the original act permitted the RFC to make loans directly and 

independently of the medium of financial institutions. Section 5 of 

the RFC Act thus authorized the RFC, "upon approval of the Interstate 

Commerce Commission,,. to make loans 11to aid in • . • temporary financing 

of railroads and railways engaged in interstate commerce ..• in 

process of construction, and to receivers of such railroads and railways 

when •.• unable to obtain funds upon reasonable tenns •. tt 1 • 

Senator Walcott, a member of the Senate Committee on Banking and 

Currency, on January 7, 1932, explained the reason to the Senate: 

The reason they (the railroads)are made exceptions is 
because of the very wide ownership of railroads by insur
ance companies, savings banks, national banks, and trust 
companies, as well as individuals; the credit position of 
the railroads is a very illlportant item at the present time 
in the wmle national financial. ftructure. 2 

And, Senator Walcott continued: 

It is not intended that this corporation shall lend to 
corporations other than railroads, because the proper 
function of the banks is to do that; but the banks having 
done that, if they find after they have made these loans 
that they are become insolvent or that their assets are 

147 U.S. Stat. at f· (1932), 7, "RFC Act," sec. 5. 
2congressional Record, Vol. 75, Part TI ( 1932), p. 1419 



becoming too much r1ozen, they may come to thia corporation 
and in turn borrow. 

To summarize the findings of this chapter, these facts stand out 

as being noteworthy. Crisis condi. tions in the autumn of 1931 ma.de 

government aid imperative and justified the creation of a Federal 

lending agency., the RFC, for a temporary period of time. The main 

objective of the agency was to combat the depressi. on by providing 

emergency financing facilities for financial institutions, to aid in 

financing agriculture, commerce, and industry through banks and 

other financial institutions, to make loans directly to railroads, 

and to facilitate the exportation of agricultural and other products. 

In order to cehieve these objectives the RFC was conceived as a 

powerful organization with adequate resources---$2,000,000,000--

backed entirely by the Federal government. 

The following two chapters will be devoted to showing how and 

19 

why this agency, created to meet an extraordinary and emergency situa

tion for a temporazy period of time., evolved to perform such a broad 

variety of functions as it actually performed. 

1congressional Record, Vol. 75, Part II (1932), p. 1419. 

2
Ibid., P• 1421. 



CHAPI'ER II I 

_THE FUNCTIONS OF THE RFC DURING THE DEPRESSION AND RECOVERY PERIOD 

Section 1 

Functions of the RFC During Period 1932-1940 

The Recomtruction Finance Corporation had scarcely begun opera

tions when moves to broaden its functions were initiated in Congress. 

These efforts, linked with the drive for participation of the Federal 

government in the burden of direct unemployment relief and for expansion 

of public works, led to an involved legislative situation which was 

finally resolved by passage of the l:.mergency Relief and Construction 

Act on July 21, 1932. 1 

Prior to the passage of this act, early in June 1932, Representa

tive Henry Rainey of Illinois, Democratic leader of the House and 

later Speaker, introduced a bill entitled "National Emergency Relief 

2 Act of 1932, 11 interned to broaden the power of the RFC. With some 

amendments this bill was passed by both houses, but was vetoed by 

President Hoover, mainly because of a provision which would authorize 

the RFC to make loans to "individuals, to trusts, estates, partnerships, 

147 U.S. Stat. at 1. (1932), 709-725. The official title of the 
act is "An Act-ro-relleve destitution, to broaden the lending powers of 
the Reconstruction Finance Corporation, and to create employment by 
providing for a.rd expediting a public-works program." 

2"General Relief Bill,• Congressional Record, 72d Cong., 1st sess., 
vol. 75, pt. 11 (June 6, 1932), p. 12090. 

20 
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corporations (public, quasi-public, or private), to associations, joint-
1 

stock companies, States, political subdivisions thereof." 

In his veto message,
2 

President Hoover stated that he objected to 

certain features of the bill, including provisions for public works and 

loans to individuals. The reasons given in the veto message can be 

ana~zed as follows: (1) the above provision of the bill would place 

the government in private business; (2) the bill would dump the 

financial liabilities and problems of those municipalities ands tates 

that have failed through their own wrong-doings upon the federal govern

ment; (3) the task of organization and operation would be inaupera.ble, 

and the bill would give the RFC too much power to deal favor and disaster; 

(4) the bill vould throw upon the RFC all the doubtful loans in the United 

States; (5) the bill failed to provide the funds necessary for the carry

ing out of its provisions; and (6) the bill constituted a misuse of the 

.3 
credit of the federal government. Then the President concluded that 

''This proposal violates every sound principle of public finance and of 

government. Never before has so dangerous a suggestion been seriously 

"4 made to our country ••• 

President Hoover then recommended that a compromise should be 

reached on tenns suggested by members of both houses and both parties, 

and that Congress should not adjourn until this could be accomplished. 5 

1u.s., Congress, "Disapproval of H.R. 12445,n Message from the 
President of the United States (House Doc. No. 360; 72d Cong., l~sess.), 
P• 3. - -

2Ibid., PP• 1-16. 
3Ibid., PP• 3-4. 
4Ibid., p. 4. 
5Toid., p. 5. 
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Accordingly Congress immediately reconsidered and passed the "Emergency 

Relief and Construction Act of 1932, n in order 11To relieve destitution, 

to broaden the lending powers of the Reconstruction Finance Corporation, 

and to create employment by providing for and e.xpedi ting a public-works 

1 H' program." It was signed by President oover on July 21, 1932. In 

addition to enlarging the RFC1 s powers, it increased the borrowing 
2 

authority by $1,800,000,000 and provided for replacing two of the three 

ex-officio board members--the Governor(£ the Federal Reserve Board and 

the lt'arm Loan Commissioner--witn appointive members.
3 

With this provi-~ 

sion, separation of the RFC from the Federal Reserve system was made 

complete. 

The Emergency Relief and Construction Act of 1932 authorized the 

RFC to make five r.ew forms of lending. First of all, the RFC was 

authorized to make available out of the funds of the Corporation the sum 

of $300,000,000 to be allocated to states and territories, or to 

municipalities or political subdivisions thereof for •furnishing relief 

and work relief to needy and distressed people and in relieving the hard

ship resulting from unemployment."4 All $300,ooo,ooo under this provi-

1Quoted from the title of the act. See 47 U.S. Stat. at L. (1932), 
709 "Emergency Relief and Construction Act of 1932."-

2 
Ibid., sec. 205. 

3Ibid., sec. 208. 

4Ibid., sec. l. 



sion was ma.de available to 42 states and 2 territories by the end of 
l 

June, 1940. 

23 

Secondly, $1,500,000,000 of the RFC's loans was made available for 

"Self-Liquidating" projects to states, territories, political sub

divisions, public C'or90rations, boards and commissions, corporations 

providing cheaper housing or reconstructing slum areas and operating 

under state or municipal regulation, private corporations interested in 

bridges, tunnels, docks, viaducts, waterworks, canals, and .markets, 

devoted to public use, and private, limited-dividend corporations, 

interested in developing forests and other renewable natural resources 
2 

under governmental regulation. The act defined a •self-liquidating• 

project as follows: "A project shall be deemed to be self-liquidating 

if such a projectwill be made self-supporting and financially solvent 

and if the construction cost thereof will be returned within a reason

able period by rooans of tolls, fee~ rents, or other charges, or by 

such neans (other than by taxation) as may be prescribed by the statute 

which provides for the project.w 3 

Under this provision, the RFC made loans and contracts for numerous 

1 U.S., R.F.C., Quarterly Report (ending June JJ, 1940), p. 3. 

. 
247 U.S. Stat. at L. (1932), 711-712, "Emergency Relief and Con-

struction Act," titleI!, sec. 201. Under the National Industry 
Recovery Act of 1933, 48 U.S. Stat. at L. (1933), 210, sec. 302, the 
power to loan to states aiii municipalities for public construction was 
taken away from the RFC and lodged 'With the Public Works Administration. 
See P• 302. 

3Toid. 
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public agency projects such as the Pennsylvania Turnpike in the amount 

of 137,400,000; the Knickerbocker Village, New York, amounting to 

#8,000,000; the 240-mile aqueduct to carry water from the Colorado 

River in Arizona to Southern Caifornia, costing $208,500,000; the 

San Francisco-Oakland Bay Bridge, representing an investment of 
l 

$73,000,000; and many others. Most of these were advanced during the 

period 1937 to 1942. By June :JJ, 1940, the RFC authorized loans and 

contracts for self-liquidating projects to 176 applicants which 

amounted to over $400,000,000. 

Thirdly, loans were authorized to finance sales of agricultural 

surpluses in foreign markets, to be matle when "such sales cannot be 

financed in the normal course of commerce" and would not 1taffect a.dverse-

2 
ly the world markets for such products." Under this provision, author-

izations aggregating ~t98,445,000 were ma.de to six applicants for the 

purpose of financing sales in foreign markets of agricultural surpluses 

3 
by the end of June, 1940. . 

Fourthly, loans were authorized to bona fide institutions financing 

the carrying or orderly marketing of agricultural commodities or live-

1u.s., R.F.C., Annual )port and Financial Statements, June 30, 
1947 (Washington: GPO, 1947, p. 6. 

247 U.S. Stat. at L. (1932), 711-712, "Emergency Relief and Construc
tion Act,TTitle II,sec. 201. 

3 . U.S., R.F.C., Quarterly ~eport (ending June JO, 1940), p. J. 



stock produced in the United States. 1 Under this provision, loans 

aggregating $1,690,000,000 were authorized to 106 applicants by the 

end of June 1940 {including authorizations of $1,600,000,000 to the 
2 

Commodity Credit Corporation.• 
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Fifthly, the RFC was .further authorized to "create in any of the 

twelve Federal land-bank districts where it may deem ••• desirable a 

regional agricultural credit corporation with a paid-up capital of not 

less than $3,000,000, to be subscribed for by the RFC and paid for out 

of the unexpended balance of the amunts allocated to the Secretary of 
3 

Agriculture.n They were to be managed by officers and agents 

appointed by the RFC. These regional units were authorized to: (1) make 

loans or advances to fanners and stockmen, the proceeds of which were 

to be used for agricultural purposes (including crop production) or 

for the raising, breeding, fattening, or marketing of live stock; (2) 

charge rates approved by the RFC; ani (3) re-discount with the RFC and 
4 

Federal intermediate credit bmks. 

In addition, two new requirements were imposed for "thle protection 

of the public interest." First, loans wen forbidden" to any financial 

institutions, any officer or director of which is a member of the board 

of directors of the ••• Corporation or has been such a member within 

147 U.S. Stat. at L. (1932), 711-712, "Emergency Relief and Con
struction Act," titleII, sec. 201. 

2u.s., R.F.c., Quarterly Report (ending June 30, 1940), p. 3. For 
the Commodity Credit Corporation, see Ch. III, np. 49-50. 

3 47 U.S. Stat. at L. (1932), 711-712, "Emergency Relief and Con-
struction A.ct," titleII, sec. 201. 

4Ibid. 



l 
the twelve months preceding the approval of the loan or advance.• 

2 This provision was a direct result of the so-called "Dawes Loan.• 

1 
Ibid., sec. 207. 

2 As to the "Dawes Loan, " it can be explained as follows • On 
June 6, 1932, Charles G. Dawes, then Chairman of the RFC, resigned 
saying that he wished to return to the banking business in Chicago. 
There was considerable speculation in Washington as to why he should 
resign for no apparent reason. The reason soon became apparent. In 
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the spring and early summer of 1932, an extraordinary pressure had 
developed on the Chicago banks. Runs had brought about the closing of 
many small independent banks in the outlying areas of Chicago. These 
banks, in many cases, had been overloaded with real estate mortgage 
loans. Most of the large Chicago banks were strong enough to hold out. 
The Central Republic Bank a.rrl. Trust Company, an institution with which 
Dawes had long been associated, was very vulnerable. Its deposits had 
dwindled to around $120,000,000 from the :$240,000,000 of less than a 
year previously. Dawes had withdrawn from the management of this bank 
when he was ela::ted Vice President of the United States in 1924. After 
his term as Vice President he had gone to London as ambassador. Upon 
his return to the United States, he became President of the RFC, and 
later Chairman of the Board of Directors of the same organization. When 
he learned of the dangerous position of his old bank, he resigned from 
the RFC and went to Chicago to meet what he considered his most urgent 
responsibility. (See Benjamin Anderson, Economics and the Fublic Welfare 
(New York: D. Van Nostrand Co., 1949), pp. 274-75. Dawes himself asked 
for no money from the RFC, but other bankers in Chicago, realizing that 
if the Central Republic closed their own position w:, uld become precarious, 
contacted the RFC. The Central Republic had notified the other bankers 
on Sunday, June 26, 1932, that it could cover every depositor if given 
time, but that it refused to open on next Monday and let money be with
drawn at the expmse of ihose who left theirs in the bank--unless it could 
obtain a loan giving full coverage to its depositors. An IFC loan of 
$90,000,000 was speedily authorized--$16,ooo,ooo on June 25, and 
$74,000,000 on June 26. This loan, together with a t.5,ooo,ooo loan from 
other Chicago banks, provided the full depositor coverage demanded and 
averted the crisis. Be that as it may, the loan provoked a stonn of 
criticism. rt was stated in Congress that the loan was made for polit
ical purposes and that it was a glaring example of RFC favoritism to 
large banks. The RFC was held to favor the large banks to the extent 
that it permitted the small banks to fail. Congressional agitation for 
more direct aid to employment was intensified, and the clairor for 
complete publicity of all RFC activities increased. largely overlooked 
was the fact that the Central Republic was as much entitled to a loan as 
any other bank. It was true that the coilateral could not justify a loan 
of that size, but as President Hoover stated, the rate of the large 
Chicago banks, through them the fate of 725 country banks, and through 
them the fate of many thousands of other banks were at stake. John T. 
Flynn, "Inside the R.F.C." Harper's .Monthly Magazine, 166 (January 1933), 
164. 



Second, the RFC was required to •submit monthly reports to the 

President and to the Senate and the .House of Representatives (or the 

Secretary of the Senate and the Clerk of the House, if those bodies 

are not in session) a report of its activities and ®xpenditu.res •. 
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. ' 
together with a statement showing the names of the borrowers •.• and 

the amount and rate of interest involved in each case}· The original 

RFC Act provided that the RFC should tfu.ake and publish a report quarterly 

of its operations to the Congress" stating "the aggregate loans made to 
2 

each of the classes of borrowers" and bys tates in each class. It did 

not provide for reporting the names of the borrowers or the anount 

loaned to each borrower, or for making them public. 

This provision was based on the reasoning that if it becaroo known 

that a bank or financial institution needed an RFC loan, such knowledge 

might precipitate heavy withdrawals and force the bank to close. Such 

a belief undoubtedly had some validity.
3 

Indeed it was the probable 

1 47 U.S. Stat. at L. (1932), 712, "Emergency Relief and Construc-
tion Act,1J""titleII,sec. 201. 

247 U.S. Stat. at~• (1932), 11, "RFC Act," sec. 1.5. 

3In the confidential letter which Pres:ident Hoover wrote to 
President-elect Roosevelt on February 17, 19 33, urging that the latter 
make~ublic statement on the monetary policies of the new administration, 
publication of RFC loans was credited with having caused bank runs, 
hoarding, and bank failures. See W. S. Meyers and W. H. Newton, "The 
Origins of the Banking Panic of March 4, 1933," Saturday Evening Post, 
June 8, 193.5, P• 98. A student of the question, while admitting that 
the RFC reports probably directed the public's attention to some of the 
weaker spots, contended that it was "rather far-fetched to assume that 
complete deferment of publicity would have restored insolvent banks to 
solvency. The banking situation in general was too desperate to stand 
or fall upon the mere issue of publicity." J. Franklin Ebersole, "One 
Year of the R.F .c., It The Quarterly Journal of Economics, XLVII (:May 1933)., 
479. 



intention of the original act, since it made no provision for 

detailed and complete publicity. On the other hand, it is desirable 

in the long run that the actions of a public corporation be subjected 

to close and constant scrutiny. For this purpose, the publicity 

policy was the proper course to follow in matters which affected 

public money. This new policy of publicizing the RFC activities was 

inaugurated on August 22, 1932, when the RFC sent its monthly reports 

1 
to Congress and to the President. 
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During the thirty-day period ending March 3, 1933, twenty-three 

states had declared bank holidays or restricted the withdrawal of 

deposits, ani on March 4, 1933, the inaugural day of President 

Roosevelt, governors of the remaining states took similar action, 

temporarily completing the suspension of the banking activities of the 

entire country. Following the inauguration, at 1 A.M., March 6, 1933, 

President Roosevelt by proclamation declared the nationwide banldng 

. 2 
holiday. ·rhree days later, on March 9, 1933, Congress passed the 

½he amendment did not specifically provide that the loans should 
be publicised, but the RFC sent its first report to Congress and the 
President, in August. Mr. Gamer, then the Speaker, instructed the 
Clerk of the House to make it public. Jesse H. Jones, Fifty Billion 
Dollars: ~Thirteen Years with the !!!Q.. (New York: Macmillan Co., 1951), 
P• 32. 

2
"The President Proclaims a Bank Holiday: Proclamation No. 2039," 

The Public Papers and Addresses of Franklin!!• Roosevelt, {New York: 
Random House, 1938;,vol. 2, pp.~-26. The purpose of closing all the 
banks at this time was fourfold. First, to pre.vent continued runs on 
banks which would enable one depositor to obtain an unfair advantage 
over another. Second, to permit the re-opening of al 1 sound banks in 
an orderly manner. Third, to keep closed the many banks which were 
insolvent and to permit their liquidation in a just an:l orderly fashion. 
Fourth, to permit a resumption of banking under circumstances which 
would instil confidence in the people as to the solvency of their bank
ing system. Ibid., p. 26, explanatory note made by President Roosevelt. 



Bank Conservation Act, 
1 

giving significant power to the RFC. It was 

the power for the RFC to purchase preferred stock of any national 

bank or trust compaey, with the approval of the Secretary of the 
2 

Treasury. No stock so acquired was to bear the double-liability 

provision. 3 In cases where state banks were not pennitted by law to 

issue preferred stock exempt from double-liability, the RFC was 

empowered, by an amendment of :March 24, 1933, to purchase capital 
4 

notes or debentures. Similar authority to purchase the preferred 

stock of insurance companies was granted to the RFC by an act of 

5 
June 6, 1933. If the state laws prohibited or restricted the 

issuance of such stock, the RFC could purchase capital notes or 
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debentures of banks, with the approval of the secretary of the Treasury. 6 

148 U.S. ~. ~ ~- (19.33), 1-7, "Bank Conservation Act of 1933. If 

2Ibid., sec. 304. It reads: "If in the opinion of the Secretary 
of the~asury any national banking asrociation or any State bank or 
trust company is in need of funds for capital purposes either in 
connection with the organization or the reorganization of such a ssocia
tion, State bankol'.'1rust company or otherwise, he may, with the approval 
of the President, request the Reconstruction F'inance Corporation to 
subscribe for preferred stock in such association, State bank or trust 
company." 

348 u.s. Stat. at L. (1933), 148. --
4 48 u.s. Stat. at L. (1933), 21. 

5 48 U.S. Stat. at L. (1933), 119-122. 

648 U.S. Stat. at L. (1933), 21. --



Purchases of preferred stock by the RFC in banks throughout the 

nation had important implications for the banking system of the 

country, as the stock-purchasing program was of assistance in r estor

ing the impaired ca.pi tal of banks that had not been permitted to re

open :immediately after the banking holiday, and helped reorganize 

banking institutions which were found to be insolvent at the termina

tion of the bank holiday. Furthermore, an act of Congress approved 

on June 14, 1933,
1 

remved the previous limitation of $200,000,000 on 

2 
loans to closed banks and those in process of liquidation. 

The preferred stock bought under these provisions of law was to 

pay cumulative dividends of not over 6 per cent and was to bear 

voting and c aiversion rights approved by the Comptroller of the 

3 
Currency. No dividends were to be paid on common stock unless all 

4 
pze:it3rred dividends had been paid. It was also announced that the 

voting rights must be enjoyed by the RFC in all matters concerning 

the issuing institution, that the common stock dividends must be 

limited to an amunt agreed upon by the RFC and the bank, and that 

there must be semi-annual payments into a preferred-stock retirement 
5 

fund, under the provisions of the Bank Conservation Act of 1933. 

1 
48 U.S. Stat. at 1• (1933), 141. 

247 U.S. Stat. at L. (1932), 7, "RFC Act,• sec. 5. See!'• 15. 
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348 ~• Stat. at L. (1933), 7, "Bank Conservation Act," sec. 302(a). 

4rbid., sec. 302(b). 

5Ibid., sec. 302{a). 



These provisions gave new powers to the RFC over individual banks. 

Through voting power on the preferred stock holdings, the RFC was 

often in a position to influence the selection o:f officers and thus 

to exa:mise control over policies. While such control was apparently 

exercised sparingly, and while it was denied that the RFC desired to 

obtain additional power over banks, the RFC did vote its preferred 

stock. For instance, the Administration denied that it was control 

which it was seeking. A letter from President Roosevelt to Chairman 

Jones of the RFC dated September 26, 1933, reads in part as follows: 

I understand the question has been raised in some quarters 
that the government wants to control the banks through the 
ownership of preferred stock. Nothing could be further from 
the truth. The government only wants to help provide banking 
capital adequate to meet the credit needs of the country-, arrl 
through buying, and lending upon preferred stock and capital 
debentures, it accomp!ishes this without undue demand upon 
present stockholders. 

Mr. Jones frequently made similar statements. Upon one occasion he 

said flatly: 

•••. the government has, and has had, only tv.io objectives 
in view in its preferred stock program. One to strengthen the 
banks in the interests of depositors, and the other to place 
banks in such a strong capital position as to enable them to 
assist in the recovery progran by providing legal e redit for 
agriculture, busines~ and industry. 

'!here is no thought of dicta.ting manarroient nor of coercion 
as to bank policies or bank investment. 
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1uPresident' s Letter on Banks, fl (dated September 26, 1933, to the 
Chairman of the RFC), The !!!! York Times, October 2., 1933, P• 3. 

2
"RFC Chairman Tell.a New York Bankers That President Expects Banlcs 

Assume Full Share of' Recovery," The American Banker, XCIX (February 6, 
19.34), p. 5. See also address by Harvey C. Couch, RFC Director, over a 
NBC network on November 21, 1933, at Atlanta, Ga., in "Couch Say-s Fears 
of Control Illegal,• The American Banker, XCVIII (November 22, 1933), 
p.J. -



However, authors on the qmstion point out that: 
! 

There are some indications that the IRFC may have made con-
siderable use of its potential control. At least there are 
numerous cases in 'Which banks that have sold preferred stock 
to the RFC have elected new executive officers w~ were 
formerly employees of the RFC or the Comptroller. 
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In examining further, it was found that the RFC did vote the pre

ferred stock the RFC held, and .Mr. Jones admitted that the responsibility 

which stock ownership entailed could not be evaded, indicating that when 

questions arose the RFC would, and should, be expected to exercise its 
2 

rights as an owner of the bank's stocks. 

For instance, in early 1934, at the time of the election of Mr. 

Walter Cummings as chairman of the Continental-Illinois National Bank 
3 

and Trust Company, an RFC statement admitted that the Corporation 

•felt that some new faces arrl ideas in the Continental would be help

ful," and that it would II insist upon changes vb ere the best interests 
4 

of the stock-holders and the depositors are involved." The statement 

further indicated that in general the voting power would be used to co

operate with the present management, but that in situations where the 

1cyril Upham and Edw:in Lamke, Closed and Distressed Banks 
(Washington: The Brookings Institution, 193LJ, p. 238. 

2nR.F .c. Will Vote Capital Stock Owned in Banks," American Banker, 
XCVII (December 16, 1933), p. land P• 5. 

3Tlle Continental Illinois Bank of Chicago, then one of the largest 
banks in the United States, had become deeply involved in the Insull 
enterprises, and, with their collapse, had been badly in need of new 
capital. In December, 1933, the bm k sold $50,000,000 in preferred stock 
to the RFC and wrote down its common stock from 175,ooo,ooo to $25,000,000. 
This recapitalization gave the RFC voting control of the bank. 

4"RFC States Policy On Preferred Stock Voting Privileges: Will 
Insist on Changes in Management Where Interests of Stockholders and 
Depositors Require,• The American Banker, XCIX (January 11, 1934), p. 2. 
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1 

The RFC exercised no voting power through om. ership of capital 

notes or debentures unless they were in default. But should a bank 

issuing these obligations default on them or become insolvent, the RFC, 

as the majority holder of the debentures, cruld assume control of the 

personnel of the bank and their compensation and of its ownership of 

real estate. In addition, banks issuing debentures were to agree not 

to incur other long-term indebtedness without the majority consent of 

2 
the debenture holders. 

The RFC thus came to possess a large degree of control over the 

state and national banks which had sold it preferred stock, and a 

lesser degree over state banks which had issued to it capital notes 

or debentures. From the standpoint of control, an observation indicates 

that the RFC had purchased the issues of "nearly.talf the active bmks," 

3 
in the countryas a whole. The observation stresses that most of the 

reorganized banks were included, and that large banks, as well as small, 

had subjected themselves to RFC control.4 

The RFC1s purchases of preferred stock in banks throughout the 

l,Ibid. 

2 U.S., R.F .c., "Infonnation Regarding Subscriptions for Preferred 
Stock and Purchases of Capital Notes or Debentures," Circular No. 18 
(~tober, 1934), P• 2. - -

.3Upham and Isnke, £.I!• cit., p. 237. 

4Ibid. 
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nation had important implications for the banking system of the country. 

The stock-purchasing program was of assistame in restoring the impaired 

capital of banks that had not been permitted to reopen immediately after 

the banking holiday. The great increase in the number of closed banks 

after the banking holiday gave rise to demands that RFC loans were to 

be used to free deposits frozen in such institutions. The reorganiza

tion of institutions found to be insolvent at the termination of the bank 

holiday was also greatly facilitated by their ability to secure capital 

from the RFC. Furthermore, an act of Congress approved on June 14, 

1933, 1 removed the previous limitation of $200,000,000 on loans of this 

character, 2 and on October 15' of the same year the President set up a 

Deposit Liquidation Board, headed by an RFC director, in order rrto 

stimulate and encourage liquidating agents of banks closed after Jan-

uary 1, 1933, to borrow from the RFC in order that funds may be made 

available to depositors as quickly as possible."
3 

It was stated in the 

White House Statement to establish the Deposit Liquidation Board, that 

loans would be made up to 50 per cent of a bank• s deposits, or more in 

certain cases, wherever justified by the value of the assets. 4 Sub

sequently, after agitation for plans under which the government was 

asked to pay off depositors in closed banks, the RFC announced that it 

1 48 U.S. Stat. at L. (1933), l.W-, ttAn Act to Amend the Reconstruc-
tion Finance Act • -: 7" 

2 
See Chapter TI, P• 15. 

3,rmiite House Statement on the Establishment of the Deposit Liquid
ation Board, ~tober 15, 1933,• The Public Papers~ Addresses~ 
Franklin Roosevelt, .2£• cit., P• 396. 

4Ibid. 
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would reappraise assets of such institutions and make loans on a more 
1 

lenient basis. Later, a determined effort was initiated to extend 

such investments to other banks to enable them to expand their credit 

advances. Strengthening of capital structures to ireet requirements of 

the Federal Deposit Insurance Corporation furnished another reason 
2 

for stock purchases. 

Under these conditions which , the financial field faced, the RFC 

by December 31, 1933, had made loans in the amount of $17,218,000 to 

127 financial institutions, secured by preferred stock of 38 banks and 

trust companies; made subscriptions for preferred stock of 1,031 banks 

arrl trust companies in the anount of $259,463,000; and purchased 

capital notes or debentures of 1,276 banks and trust companies in the 

amount of $227,119.000, 3 aggregating over $503,000,000 in total, as 

shown in Table 1. A year later, at the end of 1934, the total had 

climbed to 7,828 authorizations for loans on preferred stock, or for the 

purchases of preferred stock, capital notes or debentures of 6,.509 banks 

and trust companies, aggregating $1,156,ooo,ooo, as shown in Table I, 

with loans in the amount of $27,281,000, secured by preferred stock of 

244 banks and trust companies; subscriptions for preferred stock of 

1Buel W. Patch,"I'he R.F.C. Under Hoover and Roosevelt," Editorial 
Research Reports, II (July 17, 193.5), 82. 

20n1y banks found to be solvent by the government could obtain a 
FederalDeposit Insurance Corporation guarantee of deposits. The fact 
was that many banks, to attain the required solvency, had to get new 
capital. 

3u.s. RFC, ~uarterly Report (ending December 31, 1933), P• 3. 
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GROWTH OF LOANS A.ND OTHER AUTHORIZATIONS TO BANKS AND TRUST c2MPANIF.S 
FROM FEBRUARY 2, 1932, to DECfilIBER 31, "1936, INCLUSIVE 

!Year 

(l932 

1933 

1934 

1935 

1936 

(Amount in thousands of dollars) 

Class Authorized Disbursed outstanding at 
the end of year 

.::: 949,451 8.50,822 594,598 Loans to open banks 
Loans to closed banks3 

Purchases 0£ preferred 
stock, etc. 
Total 949,451 850,822 594,.598 

Loans to open banks 1,806,069 1,429,556 711,425 
wans to closed banks 
Purchase of preferred 503,801 264.,347 264,187 
stock, etc. 
Total 2,309,870 1,693,903 975,612 

Loans to open banks 2.,263,679 1,812,722 632,209 
Loans to closed banks 131 22 20 
Purchases of preferred 
stock, etc. 1,156,904 938,004 865,084 

.,_ ~ ,,~~-·-· 

Total 3,420,714 2,750,748 1,497,313 
Loans to open banks 2,394,125 1,919,278 381,206 
Loans to closed banks 12,322 11,797 1,234 
Purchases of preferred 

1,252,019 1,040,973 899,486 stock, etc. 
Total 3,658,466 2,972,048 1,281,826 

Loans to open banks 2,457,199 1,963,256 201,432 
Loans to closed banks 13,112 12,273 1,324 
Purchases of preferred 
stock, etc. 1,259,498 1,073,267 684,046 
Total 3,729,809 3,048,796 886,802 

1source: U.S., R.F.C., Quarterlz Report, from 1932 through 1936. 

2
toans to banks and trust companies under section 5 of the RFC Act. 

3r.oans on the assets of closed banks and trust companies under 
section 5e of the RFC Act. 

4Loans on arrl subscriptions for preferred stock, and purchases of 
capital notes or debentures of banks and trust companies under section 
304, Title III, of the act approved on March 9, 1933, 11Bank Conservation 
Act." 



3,765 banks and trust companies in the amount of $710,433,000; and 

purchases of capital notes or debentures of 2, 766 banks and trust 
1 

companies in the a.n:ount of $419,189,000. By June 30, 1935, the 
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RFC had made authorizations for loans or subscriptions for preferred 

stock, or for the purchase of capital notes or debentures, to 6,699 

banks and trust companies, aggregating $1,188,461,000.
2 

At this time, 

Mr. Jones was able to state that the "bank repair" progran had 
3 

virtually been completed. 

Again, the RFC was made an instrumentality through which the 

government could regulate high salaries of corporation officials. 

In March, 1933, the Senate included in an RFC bill a provision pro

hibiting loans to any applicant paying a salary in excess of $17,500 

per year.
4 

This action was modified in conference, and the act as 

approved June 10, 1933, stipulated that the RFC should not make, renew, 

or extend any loan to any applicant paying any salary "in excess of 

what appears reasonable" to the RFC, and unless the applicant agreed, 

as long as the loan was outstanding, not to increase salaries to 

1Ibid. (ending December 31, 1934), P• 4. 
2Ibid. (ending June 30, 1935), P• J. 

3Jones, ££• cit., P• 30. 

4congressional Record, 73d Cong., 1st sess., vol. 77, pt. 4 
{May 24, 1933), P• 4120. 
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1 
amounts considered unreasonable. In other words, the RFC could pre-

vent such practices only in the case of borrowers from the RFC, and 

as long as the offending institutions continued to borrow. But, the 

fact that a bank had to ask the RFC for aid was particular justifica-

2 
tion for requiring it to pare down exorbitant salaries. 

Thus, this statute (48 U.S. Stat.~~• 120) empowering the RFC 

to :regulate the salaries paid by financial institutions to which it 

made loans, also gave the Rl!"'C a considerable degree of control over the 

management of banks. 

Loans to railroads were the mst important activity next to the 

loans to the financial institutions by the RFC during the earlier part 

of its career. Mr. Jones claims in his book that, of the 250.,000 miles 

of railroads which:interlace the United States, more than one-third went 

into receivership or bankruptcy during the 1930, s, and that another 

third would m ve except for loans from the RFC. 3 

148 U.S. Stat. at 1. (1933), 120, sec. 4. Under resolutions of 
the Senate,'°""the""Senate CormJ:ittee on Banking and Currency conducted a 
series of hearings during October, November, and December 1933, and 
found out that salaries and bonuses in some cases were entirely out of 
line with services rendered. For imtance, Mr. Albert H. Wiggin, chief 
executive officer of the Chase National Bank of the City of NewYork, 
testified that he received $175,000 as annual salary and $100,000 as 
11bonus" in 1929 from the bank; total $218,750 in 1930; 1250,000 in 1931; 
and $220,300 in 1932. Besides, he received some $40,.000 annually as 
salaries for additional compensation in connection with other corpora
tions. For details, see U.S., Congress, Senate, Hearings: before the 
committee on banking and currency {73d Cong., 1st sess.; on s. Res. 84 
and S. Res. 56), pt.. 5 (October 17 to 25, 1933), pp. 2320-2323, and 
2325. 

2 
The same control by the RFC was even more vigorously exerted with 

regard to railroad executives. See pp. 39 and 41. 
3Jones, £:E• ~•, p. 109. 
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However, the anount of RFC financing to railroads was small com

pared to aid vbich was given to the railroads during and after World 

War I. During that War, carriers borrowed $1,080,000,000 from the 

government, and of that amount approximately $1,043,000,000 was re-
l 

paid, along with $217,000,000 interest. In contrast, RFC loans to 

railroads aggregated $284,311,000 by December 31, 1932; $394,094,000 

by December .31, 19.33; and stood at $447,000,000 at the end of 1934, as 

shown in Table 2. 

In connection with the loan of $23,200,000 to the Southern 

Pacific Company in May 1933, salary reductions were f'irst ordered by 

the RFC, ranging from 10 per cent on $4,800 to f:IJ per cent on salaries 

of more than $100,000. At that time, the salaries of the officers of 

the Southern Pacific Company were: Hale Holden, chairman of the 

executive committee, $150,000; Paul Shoup, president, $100,000; 

A. D. McDonald, vice-president of the Executive Board, $85,ooo.2 

When the Southern Pacific Company received the loan from the RFC in 

May 1933, the company had to accept the order of the salary cut formulated 

by the RFC, limiting their salaries to: Mr. Holden $60,000; Mr. Shoup 

$50,000; am Mr. McDonald $42,500.
3 

The RFC soocessively imposed similar 

¾, .R. Dick, "When Government Rules the Rails," Savings Bank Jouma!J 
(March 1934), P• 23. And also E.S. Mead, tfWhy R.F .C. loans to Railroads 
Fail, 11 Savings Bank Journal (May 1933), PP• S-7. 

2Jones, £.E,• cit., P• 110. 

3Ibid. 
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Table 2 

1 
GROWTH OF LOANS TO RAIIBOADS FROM FEBRUARY 2, 1932, to DECEMBER 31, 1940 

'Amount in thousands of dollars 
Loans Loans Loans Loans outstanding 

Year authorized disbursed repaid at the end of year 

1932 337,435 284,311 ll,839 272,472 

1933 411,846 394,094 57,014 337,080 

1934 457,856 447,283 70,728 376,555 

1935 494,376 487,217 90,967 396,250 

1936 623,519 517,126 171,146 345,980 

1937 643,597 537,126 181,233 355,893 

1938 745,872 625,100 189,006 436,094 

1939 802,021 665,110 216,318 448,792 

1940 911,604 786,604 312,723 473,881 

1 
Source: U.S., R.F.C.,"Quarterly Report (rrom February 2, 

1932, to December 31, 1940, inclusive). 
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salary limitations in all loans to railroads as well as to other corpora
l 

tions asking RFC.help. 

In the fall of 1933, the RFC attempted to neet the credit needs of 

small and medium-sized business enterprises by urging the fonnation of 

community mortgage-loan companies through which loans might be made to 
2 

business msn unable to obtain necessary credit at the banks. When this 

program failai to develop satisfactorily, agitation increased for direct 

loans to industry by some agency outside the banking system. Provision 

for such loans, both by the Federal Reserve banks and by the RFC, was 

finally ma.de by amendments to both the Federal Reserve Act and the RFC 

Act as Section 13b and Section 5d respectively, approved on June 19, 

1934. 3 

Under Section 5d of the RFC Act, the RFC was authorized: 

••• to purchase the securities and obligations of, and 
to make loans to, my business enterprise ••• either 
directly or in cooperation with banks or other lending 
institutions through agreements to particfipate or by the 
purchase of participations, or otherwise. 

1Ibid., PP• lll-112. 

2For the fonnation of community mortgage-loan companies, see Buel 
w. Patch, "The R.F .c. Under Hoover and Roosevelt," Editorial Research 
ReP9rts, {July 17, 1935), 82~84 •. 

348 U.S. Stat. at L.!. (1934), 1105-1113. 

4rbid., 1108, sec. 5. This section was added to section 5 of the 
RFC Act as section 5d. 
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The sec ti on defined a number of governing conditions : ( 1) capital 

and credit at prevailing rates for the type of loan applied for must 

not be otherwise:o availrole at banks, (2) adequate security must be 

provided, (3) the applicant must be solvent, (4) continued or increased 

employment must be proved, (5) the amount of the loan must not exceed 

$500,000 to one borrower and the aggregate amount of such loans outstand

ing at one time wast.tOt to exceed $300,000,000, and (6) the term of the 
1 

loan must not exceed five years. 

Unlike Section lJb ofb Federal Reserve Act, the RFC1 s authority 

to make business loans had been nodified on several occasions. The 

A,ct of January Jl, 1935, extending the RFC's lending authority for two 

years, sought to broaden the availability of such loans by modifying 

the language of the act that loans should be ttso secured as reasonably 

to assure repayment,• instead of requiring that loans should be 
. 2 

"adequately secured." It also lengthened the original five-year 

maturity requirement provided for in the amendment of June 10, 1934, by 

permitting them to mature not later than January 31, 1945. 3 The new 

legislation authorized business loans to "any institution, now or here

after established, financing principally the sale of electrical, plumbing 

1
Ibid. -

2cr. 49 u.s. Stat. at L. (1935), 3, sec. 4(a) with 48 U.S. Stat. at 
f• (1934), llOlr,se~. 

3cr. 49 U.S. Stat,. at L. (1935), 2, sec. 3 with 48 U.S. Stat. at L. 
(1934) 1108, sec. :;:- - -
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or air conditioning appliances or equipment or other household appliances 
1 

both urban and rural, 11 and 11upon sufficient seourityn to corporations, 

individuals, and partnerships engaged in mining, milling, or smelting 

ores, or in the developnent of depoai ts of gold, silver, or tin ore. 2 

However, as a result of the general recovery in business and of the 

improved liquidity of the banks in 1936 and 1937, it was believed that 

direct governmental financial assistance to business was no longer 

needed. In view,of' this situation and recognizing the emergency nature 

of the RFCt s activities, as has been examined in Chapter II of this 

study, 3 the President, on October 18, 1937, significantly directed the 
4 

RFC to discontinue taking applications for loans. 

A few nonths later, however, when the unexpected business recession 

of 19.38 began to reach serious proportions in the nation's econoIIzy", the 

RFC again began to extend credit under the term.s of its legislation. 

Under this situation, one of the most important revisions to the RFC 

Act was effected as of April 13, 1938, further liberalizing authority 

149 U.S. Stat. at!!,:_ (1935), 4, sec. 10 

2Ibid., sec. J.4. 

3see 'PP• 3-19. 

4rrhe lending authority of the RFC was terminated on October 18, 
1937, by the direction of the President and was resumed on February 18, 
1938, also by the direction of the ~resident. See U.S., Congress, 
Senate, "Purchases and loans by the Reconstruction F iname Corporation," 
Hearing: Before the Committee on Banking and Currency, 75th Cong., 3d 
sess., on S. 3735, P• 4-



and broadening the scope of the RFC's activities in the business loan 
l 

field. Whereas, fonner1y, loans could be made only for the purpose of 

maintaining or increasing employment, under the amendment of 1938 loans 

could be made to business enterprises if they rere promoting the "economic 

2 
stability of the country or encouraging the employment of labor." 

Limitations as to length of maturity were completely removed, allowing 

the RFC to set maturities at its own judgment; removed, too, was the 

limit upon the aggregate amount which could be outstanding. 3 In 

addition, the RFC was authorized to purchase securities from business, 

as well as to make loans. 4 Finally", the requirement that loans "be so 

secured as reasonably to asrure repayment" was further liberalized; 

instead, a provision was inserted that all loans made and securities 

purchased should be "of such sound value, or so secured, as reasonably 

to assure retirement or repayment, n.5 but the condition that such loans 

could be made only if credit was not otherwise available was retained in 

the amended act of April 13, 1938. 6 

1.52 U.S. Stat. at L. (1938), 212-213. 

2c£. 52 U.S. Stat. at L. (1938), 212, with section 5d of the RFC 
Act prior to the amendment of April 13, 1938. 

3Ibid. 

4ibid. 

5Ibid. See also U.S., Congress, House, "Loans to Public Agencies 
and business enterprises by Reconstruction Finance Corporation,• Hearings: 
Before the Committee on Banking a.rrl Currency, 75th Cong., 3d sess., on 
H.R. 10055 (superseded by S. 3735), p. 2,5. 

652 .!!_:!.Stat.at f• (1938), 212. 
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Congressional hearings in connection with this revision (amendment 

to the RFC Act approved on April 13, 1938) found the canmittee members 

uncertain as to whethEr this language would permit unsecured loans, but 

Mr. Jesse H. Jones, who was still chainnan of the RFC, indicated that it 

1 would not be so construed, and the inst~ctions issued by the Corpora-
2 

tion continued to require first nortgage or other first-lien security. 

Likewise, the RFC did not construe the authority to purchase securities 

to include any securities other than bonds meeting the same conditions 

3 as those specified for loans. 

This anendment was followed by a flood of ne.v loan applications 

which were made possible by the RFC1s newpower to grant loans of what

ever maturity it should judge best. Business loan authorization 

jumped as indicated in Table 3, from $5,027,000 in the first quarter of 

1938 to $34,266,000 in the second quarter, and reached a peak of 

$54,591,000 in the third quarter of 1938. The figures would seem to 

indicate that at least some business enterprises were in need of long-
4 

tenn loans and were unable to secure them through the regular channels. 

1u.s., Congress, House, Hearings: Before the Committee on Banking 
Currency on H.R. 10055 (superseded by S. 3735), (75th Cong., 3d sess., 
March 29, 1938), PP• 2 9-JO. 

2u.s., R.F .c., 11 Information Regarding loans to Business Enter
prises," Circular No. 13 (Revised), p. 3. 

)'.Ibid. 

4For a further discussion, see Chapter V, 'PP• 282-287. 
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1937 

19.38 

1939 
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Table 3 

GROWTH OF BUSINESS LOANS 1.JNDER SECTION 5d OF THE RFC ACT 
1 

DURING 1937 AND 1939 

(Amount in thousands of dollars) 

~uarter I.Dans Loans Loans Loans outstanding 
authorized disbursed repaid at end of quarter 

First 152,231 78,592 15,099 63,493 

Second 156,827 88,014 17,465 79,594 

Third 161,974 93,096 19,995 73,101 

Fourth 163,695 97,986 23,193 74,793 

First 168,722 99,390 26,702 72,688 

Second 202,978 106,169 29,798 76,371 

'lhird 257,569 130,746 34,021 96,725 

Fourth 291,006 150,438 42,691 107,747 

First 319,532 160,618 48,771 112,047 

Second 351,125 173,706 56,626 117,080 

Third 395,6~ 204,701 74,076 130,625 

Fourth 403,055 2]4,285 83,581 130,704 

l 
Source: U.S., R.F.C., Quarterl;y Report (from 1937 to 1939). 
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Through December Jl, 1940, commitments to business enterprises 
1 

under all of the above-mentioned legislation had totaled $446,.596,ooo., 

including $102,884,000 in bank participations. Disbursements by the 

RFC crone to $219,020,000 and by banks to $20,531,000. On the RFC1 s 

disbursements, $112,015,000 was still outstanding as of December 31., 

1940, and of the disbursements by banks, $9,253,000.
2 

The Act of June 19, 1934 which authorized the RFC to make business 

loans further gave an authorization for the RFC "to make loans upon full 

and adequate security, based on mineral acreage, to recognized and 

established incorporated managing agenc:ies of farmers' cooperative 

mineral rights pools not engaged in drilling or mining operations, 

said loans to be made for the purpose of defraying the cost of organiz-
3 

ing such pools." In addition the RFC was "authorized and empowered to 

make loans upon adequate security, based on mineral acreage, to recog

nized and established incorporated ageroies, individuals., and partner

ships engaged in the business of mining, milling, or smelting of ores.n
4 

Six months later Congress authorized RFC loans to corporations, 

individuals, and partnerships fbr the development of new mineral 

properties wren there was ttsufficient reason to believe that, through 

1see Table 4 on p. 71 in this chapter. 

2R.F.C., Quarterly Report (for the period from February 2, 1932, 
to December 31, 1940, inclusive), p. 8. 

348 U.S.~•~ f• (1934), 1112, sec. 13. 

4Ibid., sec. 14. 



the use of sreh loan ••• there will be developed a sufficient 
l 

quantity ••• to pay a profit upon mining operations." The loans 

were limited to not more than $20,000 each, and the total sum for 
2 

these purposes was limited to not more than t10,ooo,ooo. 

However, because of the speculative nature of these loans, dis

bursements were small. From a total authorization of $16,575,000, 

only $6,490,000 was loaned by the end of 1940; and half of the loans 
3 

had bem repaid by this time. 

48 

The Act of June J.9, 1934, also authorized the RFC to lend to 

school districts to pay teachers I back salaries due prior to June 1, 

1934, where the district was able to give satisfactory security. 4 

However, because of the security requirements in the act, so far there 

has been only one such loan (of $22,500,000) made during RFC1s entire 

operation. 5 

Aid to agriculture was one of the RFC' s most important functions. 

At the very bottom of the depression, in 1932 and 1933, the RFC through 

the Regional Agricultural Credit Corporations made loans of nearly 

1 
49 U.S. Stat. at L. (19.35), 5, sec. 12. 

2Ibid. 

3u.s., R.F.c., Quarterly Report (ending December 31, 1940) p. 10 

445 U.S. Stat .. at ~• (1934), 1113, sec. 16 • 

.5The only school district which could qualify for a loan was the 
Chicago Board of Education. This school authority owned very valuable 
business property in the Loop district of Chicago. Jesse Jones, "Billions 
Out arrl Billions Back," The Sat urdey:- Evening Post ( July 31, 1937), P• 66. 
Also R.F.C., Quarterly Report, (ending September 30, 1934), p. 2. 
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$160,000,000 to farmers and stockm.en in every state of the Union. 

49 

Mr. Jones describes the activities of the Regional Agricultural Credit 

Corporations during the depression as follows: 

While under RFC direction, Regional Agricultural Credit 
Corporations paid out from five to six million dollars each 
week. A fifth of their loans were for less than $2.50. The 
largest single class of loans was in the $500 to $1,000 
category, but there were quite a few re~lly large ones, 
thirty-seven being above ~aoo,ooo each. 

However, Mr. Jones points out that the RFC's miscellaneous aids to 

farmers and stockm.en were helpful, but "what really saved the whole 

country from disaster," in his view, 9nas the work of the Commodity 

Credit Corporation.n 3 The CCC was created by Executive Order No. 6340 
4 

on October 16, 1933, under the laws of Delaware. Its entire capital 

stock of $3,000,000 was subscribed and held by the Secreta,ry of Agri

culture and the Governor of the Farm Credit Administration on behalf of 
5 

the United States. Pursuant to the act of April 10, 1936, the capital 

1u.s., R.F.C., Quarterly Report, period 1932-33. See also Jones, 
.£E,• cit., P• 92. 

2Jones, op. cit., P• 92. 

3Ibid. 

4nFormation of the Commodity Credit Corporation. Executive Order 
No. 6340. October 16, 1933, 11 in ~ Public Papers ani Addresses of' 
Franklin n. Roosevelt, compiled and collated by Samuel I. Rosenman (New 
York: Random House, 1938), vol. 2 (1933), pp. 404-406. 

549 ~. ~. at J,. (1936), 1191, "An Act To enable the Commodity 
Credit Corporation to better serve the farmers in orderly marketing, and 
to provide credit arrl facilities for carrying surpluses from season to 
season. 11 
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stock was increased to $100,000,000., the RFC acquiring the additional 

$91,000,000. In addition the RFC supplied the CCC with a consider-

able line of credit, totaling $';67, 717,000 up to the time 'Vlhen Congress 

finally (in 1938) gave the CCC direct authority to borrow for its re-
l 

quirements with government guarantee and without going through the RFC. 

The CCC was autmrized to make loans upon such fann commodities 

as might from time to time be designated by the President. The object 

was to contribute to the support of farm prices by enabling producers 

to hold on to their products which might otherwise have been dumped 

with resulting price declines. The loans have thus made it possible for 

the fanners themselves to get the advantage of eventual price increase 

which otherwise would have been lost to them. 

While technically there was no connection other than the presence 

of several RFC officers on the Board of the CCC, the latter was 

actually made an integral part of the RFC in order to avoid expense and 

duplication. Direct disbursements on loans to fanners were made by RFC 

agents, but the bookkeeping transaction recorded a loan by the RFC to 

the CCC and subsequently a loan by the latter corporation to the :farmer. 

In this mamer the money 11borrowed• by the CCC did not pass through its 
2 

hams at all, except as the RFC employees were considered its agents. 

1u.s., R.F.C., Quarterly Report (from 1933 through 1938). 

2 John McDiarrnid, Government Corporations and Federal Funds 
(Chicago: University of Chicago Press, 19.38}, P• 165. 
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In connection w.i.th the aid to agriculture in the 1930's, it 

should 1::e noticed that in June and July of 1933 the RFC lent some 

$15,400,000 to the Chinese government for wheat, flour, and cotton 

purchases, arrl made sma;I.l loans to exporters to finance shipments of 

cotton to the Soviet Union.
1 

This was done because one of the problems 

facing American agriculture during the depression was to increase its 

export of agricultural conmodity surpluses. To help solve this 

problem, the Government abandoned traditional opposition to export 

subsidies and subsidized shipments to foreign nations, at first 

through the RFC. 

But the large imrease in loans on agricultural commodities in 

1933 and later resulted from a provision of the Agricultural Adjust-
2 

ment Act of May 12, 1933, making processors, producers, and others 

engaged in the handling of agricultural commodities eligible for RFC 
3 

assistance in carrying out marketing agreements. It was asserted that 

loans to farmers under this provision, through the CCC set up for the 

purpose, helped to increase and maintain commodity prices. 

Under the Emergency Fann Mortgage Act, 4 which was the companion of 

the Agricultural Adjustment Act of 1933, approved May 12, 1933, the RFC 

1
Patch, op. cit., P• 83. 

248 U .s. Stat. at .L.!. (1933), 31-44, "Agricultural Adjustment Act 
of 1933. 11- -- -

3
Ibid., sec. 5. 

44s U.S. Stat. at L. (1933), 45-54, "Emergency Fann Mortgage Act 
of 1933•"- - - -



was authorized to make loans to drainage, levee, and irrigation 

districts to a:id in refinancing outstanding indebtedness.
1 

The 
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Emergency Farm Mortgage Act of 1933 also allocated the sum of $200,000,000 

of RFC funds to the Farm Loan Commisioner for direct loans to farmers for 

refinancing irrlebtedness, providing working capital, or redeeming fore-

2 
closed property. 

A rise in prices in the spring and early summer of 1933 halted 

temporarily the tinkering with the curremy by the government under 

the authority of the Bank Conservation Act and the Agricultural Adjust

ment Act. However, when prices declined in the early autumn simultane

ously with the marketing of summer crops, agitation for inflation re

vived. At this point, the Administration decided to attempt inflation 

by reducing the gold content of the dollar. 

As a means to that end President Roosevelt on October 22, 1933, 

announced the establishment of a government market for gold in the 

United States and the authorization of domestic and foreign purchases 

3 and sales of gold by the RFC. By executive order the RFC was authorized, 

"subject to such regulations as may from time to time be prescribed by 

the Secretary of the Treasury, to acquire gold which has been received 

on consigrment by the United States mint or assay office, and to hold, 

eannark for foreign account, exp:,rt, or otherwise dispose of such gold. 4 

1Ibid., sec. 36. 

2Ibid., sec. 32. 

3"The Fourth 'Fireside Cha.t 1-- 1We Are on Our Way, and We Are Headed 
in the Right Direction,' October 22, 1933, "''The Public Papers and 
Addresses of Franklin~• Roosevelt (New York: Random House, 1930), P• 426. 

4Ibid. 



The significance of this order ley in the fact that the RFC was 

authorized to cequire gold without aqy- limitation, except determining 

price, which was subject to prior consultation with the Secretary of 
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1 
the Treasury. At that time the statutory price for mints, assay offices, 

and Federal Reserve banks remained fixed at #20.67 an ounce. The RFC, 

starting October 26, 1933, began buying domestic gold at the price of 

$31.36 per ounce. This represented an advance over the world price of 

27 cents an ounce. The next day there was a further advance of 18 cents 

an ounce, followed by advances of ,22 cents and 6 cents on succeeding 

days. On October 29, 1933, the price set by the RFC stood at $31.82, 
2 

and the world price at $J0.57. 

The early phase of the gold purchases had little influence on 

domestic prices. The value of the doll.ar in the foreign market likewise 

did not move in harmony with the advancing gold price. Consequently, on 

October 29, 1933, a broadening of the gold buying policy was announced. 

The RFC was authorized not only to buy domestic gold but also to buy it 
3 

in the open world market. In the period from October 26., 1933, to 

Jmuary 15, 1934, the RFC purchased $108,800,000 of foreign gold and 

$23,400,000 of domestic gold. During the remainder of January, the 

Treasury purchased $55,600,000 of gold, making the total purchases of 

the government from October 26, 1933 to January 31, 1934, amount to 

1aove Griffith Johnson, Jr., ~ Treas:1!Y and Monetary Policy, 1933-
1938 (Cambridge, Mass.: Harvard University Press, 1939), p. 22. 

2American Institute of Banking, Banking md ~ New Deal (New York: 
American Institute of Banking, 1933), p. 42. 

3 Ibid., P• L 3. 



$187,800,000. When the dollar was revalued on January 31, 1934, the 
1 

direct governmental gold-bwing program came to an end. 
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In March 1935, the RFC, having come into possession of all the 

common stock of the Webster an:l Public Utilities Securities Corporation 

as a result of' the default of the Dawes bank loan., came into the 
2 

utility business whether the RFC wanted to or not. The Webster and 

Public Utilities Securities Corporation had pledged among other securi

ties for a t2,ooo,ooo loan from the defunct Central Republic Trust 

Company of Chicago, known as the Dawes bank, 80,000 shares, the entire 

common arrl voting capitalization of the Webster and Public Utilities 

Securities Corporation. The 80,000 shares had subsequently been turned 

over to the RFC among other collateral for the $90.,000,000 loan to the 

Dawes bank. On the other hand, the Webster and Public Utilities 

Securities Corporation, in turn, held voting trust certificates for 

500,000 shares of the Utilities Power and Light Corporation, which 

controlled about two thousand public utility plants in the Middle West.
3 

In lvia.rch 1935, the RFC took over management of the Webster and 

Public Utilities Securities Corporation, elected a majority of its board, 

ousted Harley L. Clarke, "a figure in the utility world," as its head on 

the ground that this was necessary to safeguard the RFC' s investment. 4 

1Ibid. 

2Gilbert H. Montague, "New Deal Costs am the tiigh Cost of Living: 
RFC" The Annals of the American Acade!Ifl of Political and Social Science, 
183, (January 1930)-;-?251. - -

3The S0,000 shares of the Utilities Power & Light Corporation were 
an amount that was looked upon as constituting working control of the 
Utilities Power & Light Corporation, but which, it developed, was not. 

4 Patch, op. cit., 85. 
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Subsequently it undertook to form a voting trust to consolidate control 

of the Utilities Power & Light Corporation. 

However, four months later, in July 1935, the RFC turned over the 

collateral of the Webster and Public Utilities Securities Corporation 

to the Atlas Corporation, including the entire common stock and voting 

interest of the Webster and Public Utilities Securities Corporation, 

which, in turn, meant the 500,000 shares of the Utilities Power & Light 
1 

Corporation. 

Ordinarily collateral acquired through .foreclosure or by agreement 

with borrowers was disposed of directly by the RFC. However, a sub

sidiary, the Consolidated Realty Corporation, was organized in 1938 for 

the purpose of administering and liquidating the collateral acquired 

2 
from the loan made in 1932 to the Prudence Comp:i.ny, Inc. 

The RFC transferred the collateral acquired in the Prudence fore

closure to the Consolidated Realty Corporation at an assigned value of 

$14,595,716 and accepted the Consolidated's note forth.is amount, the 

assets transferred being pledged as collateral to the note. The acquired 

collateral included the entire capital stock of several real estate 

corporations which owned capital stock in other corporations ani owned 

participations in real estate syndicates. Thus the Consolidated became 

the parent company of a number of real estate corporations. Most of the 

property owned by these subsidiary companies was located in New York City 

1 
Ibid. 

2u.s., Congress, hpo~ £!: Audit of Reconstruction Finance CorP?ra
tion arrl Subsidiaries for the Fiscal Yeam Ended June 30, l9Lt> and 1947. 
(House Doc. No. 468; 81st Cong., 2d ses's:), p. 6cr:-- - -- - -



and consisted of hotels, theaters, officeb.lildings, and miscellaneous 

t . 1 
proper 1.es. 
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The management of the Consolidated Realty Corpora ti.on and its 

subsidiaries was vested in a special representative of the RFC acting 

as general manager and serving in the car:acity of a director of the 

various corporations. The special representative reported directly to 

the RFC Board of Directors. The Board relied upon these reports, 

supplemented by reports from its internal auditors, to discharge its 
2 

responsibility for administering the affairs of the Consolidated. 

The economic collapse of the early thirties had particularly 

devastated the mortgage market of the country which had been weakened 

by unsound financial practices. As a result, very little private 

capital was re-entering the mortgage market. Private capital was 

frightened. As time went on, government agencies such as the Home 

Owners Loan Corporation
3 

and the Federal Housing Administration
4 

were 

set up to cope with the problems in the residential field, while the 

Federal Fann Mortgage Corporation 5 and other agencies
6 

were aiding 

1Ibid. 

2Ibid. It was not mtil the end of June, 19.50, that the liquidation 
of the Consolidated Realty Corporation was substantially completed. 

348 ~- ~- ~ _!:. (1933), 128-135, "Home Owners' Loan Act or 1933." 

448 U.S. Stat. at L. (1934), 1246-1265, "National Housing Act, 
Approved June 27, 1934.'ii 

.548 U.S. Stat. at L. (1933), 4.5-54, "Emergency Farm Mortgage Act of 
1933. 11 - -- - -

6
such as the Commodity Credit Corporation, Federal land banks, Joint

stock lam banks, Agricultural credit corporations, Livestock credit 
corporations, etc. 



agriculture. Thus, in January 1935, the RFC requested permission from 

Congress to invest up to $100,000,000 in the capital stock of mortgage 

companies to aid the refinancing of existing mortgages, in the hope of 

thus encouraging private capital. 

The RFC's hope was incorporated in the Act of January 31, 1935, 

which authorized the RFC, with the approval of the Pres:ident, to use 

$100,000,000 "to assist in the reestablishment of a normal mortgage 

market" by purchasing the capital notes or debentures, of any national 

mortgage association organized under the National Housing Act or of 

any mortgage-loan company or similar financial institution engaged 

principally in the mortgage-loan business. Pursuant to this provision 

the RFC, on March 14, 1935, incorporated the RFC Mortgage Company with 

an initial µrl.d-in capital stock of $10,000,oco. 1 
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The purpose of the company was to assist the reestablishment of a 

normal mortgage market, to make loam on :income-producing real properties 

for construction or refinancing, and to purchase certain federally 
2 

insured mortgages. The powers conferred upon it by its charter were 

extreiooly broad, and through the RFC Mortgage Company the RFC was 

enabled to make loans on first mortgages on income-producing properties 

not eligible for financing by other government or government-sponsored 

credit agencies, such properties including apartment houses having more 

1u.s., Congress, Report on Audit of Reconstruction Finance Corpora
tion and Affiliated Corporations, the RFC Mortgage Company,~ Federal 
National Mortgage Association for the FiscalYear Ended June JO, 1945 
(House Doc. No. 450; 60th Cong:;-2d sess. ), p. 3. -- - --

2u.s., Congress, Report on Audit of Reconstruction Finame Corpora
tion and Affiliated Corporations for the F'iscal Year Ended June 30, ,!945, 
(House Doc. No. 316; 80th Cong., 1st sess.), p. ~ 
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than four apartments, hotels, and office buildings, etc. The Company 

was also able to make loans to distressed holders of first-mortgage bonds 

and loans for construction of new buildings. 

Up to December 31, 1940, the RFC Mortgage Company hocl refinanced 

mortgages on income-producing properties totalling $146,125,000, of 

which $27,399,000 was for financing large-scale housing projects 
1 

insured by the Federal Housing Administration. It also dealt in 

insured mortgages on old residences. 

More important than RFC1 s aid to income-producing properties and 

old residences, however, was its help in establishing a market for FHA.

insured mortgages on new residences an:i rental housing projects. The 

National Housing Act of:1934 (48 U.S. Stat. at~-, 1246-1265) provided 

for the organization of national mortgage associations to buy FHA-
2 

insured mortgages an:i to create a market for them. As a result, the 

RFC Mortgage (i)>rrpany went into the business of buying FHA mortgages on 

new constructions at a discount of 0.5 to 1 per cent and selling them 

to investors at a slight premium sufficient to cover the administrative 

cost. 

On February 10, 19.38, the RFC again organized the Federal National 

Mortgage Association. This wholly owned subsidiary of the RFC acted as 

a bank of discount for the FHA mortgages on new construction under the 

provisions of the National Housing Act of 1934. 

l 
U.S., R.F.C., Quarterly Report (ending December 31, 1940), p. 8. 

248 U.S. Stat. at L. (1934), 1247, sec. 4. -----



59 

Through these two subsidiaries--the RFC Mortgage Company, and the 

Federal National Mortgage Association--the RFC carried on in part its 

lending activities. The affairs of these subsidiaries were administered 

through the same organization as were the affairs of the RFC, whose 

directors were the majority directors of the subsidiaries. For this a1 d 

otherreasons, the two subsidiaries were regarded generally as operating 

d • • • f th l 1vis1ons o e RFC. 

The Export-Import Bilk of Washington was incorporated in the District 

ot Columbia under an executive order of the .President dated February 2, 
2 

1934, under the authority granted by the National Industrial Recovery-

Act of June 16, 19,33, and the RFC Act of January 22, 19,32, as well as 
3 

under the Bank Conservation Act of Ji.arch 9, 1933. It was intended to 

assist in the financing of trade with the Soviet Union which the United 

states Government had recently recognized. However, because of the 

breakdoYl!l in debt negotiations no credits were ever granted to the So:riet 

Union through this Bank. The original idea was to have different banks 

½he report of the Comptroller General of the United States has 
been treating these tm subsidiaries with tb.is same view. See, for 
instance, the reports on audit by the Comptroller General which appeared 
in douse Doc. Nos. 316 and 450 of the 80th Congress, 1st Session; Nos. 
458 and 638 of the 80th Congress, 2d Session; No. 367 of the 82d Congress, 
2d Session; No. 104 of the 83d Congress, 1st Session; an:i others. For a 
further development of these subsidiaries, see Ch. IV, P• 88 and Ch. V, 
PP• 183-187. 

irrhe Export-Import:Bcmk of Washington Is Created. Executive 0roer No. 
6581. February 2, 1934, 11 ~ Public Pao/brs arrl Addresses ££ Franklin !!• 
Roosevelt, !?_E• ~•, vol. 3 (1934), p.7. 

3u.s., Congress, Report £!!. Audit of Reconstruction Finance Co!'Pora
tion and Affiliated Corporations, for the Fiscal Year Ended June JO, 1945. 
(House Doc. No. 4~0) Both Cong., 2dsess.)., p. 42-. - -- - --



for various countries, but that idea was almost immediately abandoned 
1 
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as too complex to be practical. Thus, when in this same year financing 

with Cuba arrl other countries was. needed, a second Export-Import Bank 
2 

was instituted to deal with "all countries except Russia.• This 

second Export-Import Bank, after a brief existence, was merged with the 

first Bank, and its charter was tenninated by Executive Order No. 7365 
3 

dated :May 7, 1936. 

'rhe total amount of preferred stock of the Export-Import Bank of 

Washington authorized to be issued by its charter was subscribed and 

paid for by the RFC. At the end of 1940, the RFC held $74,000,000 of 
4 

the preferred stock, and during first quarter of 1941, the RFC 

subscribed an additional t100,ooo,ooo of preferred stock, 5 thus bringing 

the total subscription of the preferred stock to $174,ooo,ooo. 6 

1u.s. State Department, The Etrt-Im;e9rt Bank of Washin~on: The 
First Ten Years (Publication 2234;ommercial Policy73'eries 7; ed. by 
Eleanor Lansing Dulles: Washington, D .c.: Government Printing Office, 
1944), p. s. 

2u.s., Congress, House, 11To Extend the Functions of the Reconstruc
tion Finance Corporation," 1iearings: Before the Committee on Banking and 
Currency, 74th Cong., 1st sess., on H.R. 4240 (S. 1175), pp. 61-62. 

3Ibid. On January 31, 1935, by Public Law~ 74th Congress, the 
first Export-Import Bank was given the legal form under which most of its 
operations had been carried on, and shortly thereafter the trustees of 
the two Banks voted to liquidate the second Bank. 49 U.S. Stat. at L. 
(19JS), 4, lfJoint Resolution To Extend the functions of the Reconstruction 
Finance Corporation for two years, and for other purposes," sec. 9. 

4u.s., R.F.c., Quarterly Report, quarter ended December 31, 1940, p.7. 

'Ibid., quarter ended March 31, 1941, p. 2. 

6 
For a further development of the Bank see PP• 97-98. 
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The operations of the Bank had been small until 1940, with dis-
1 

bursements totaling less than $62,000,000. Prior to the amendment of 

1940 the no st noteworthy loans, in respect to size or the uses to which 

they were put, were made to Chile, China, Cuba,B:-azil, Finland, and 

Haiti. ,Among the loans made, the loan of $25,000,000 in 1939 to the 

Chinese-owned Universal 'rrading Corporation of New York was made to 

assist United States exports of agricultural and industrial products 

and the importation of tung-oil to the United States, but this trans

action was generally recognized as a sign of official support of China 

in her war with Japan. 
2 

It was therefore not exclusively economic in 

significance. The Bank soon became a definite instrument of American 

foreign policy. An examination of this question together with a 

further development of the Banktdll be ma.de in the following chapter. 3 

After the Southern California earthquake in March 1933, Congress 

authorized the RFC "to make loans to non-profit corporations • • • 

organized for the purpose of financing the repair or construction of 

buildings or structures ••. damaged or destroyed by earthquake, con

flagration, tornado, cyclone, or flood in the year 1931 and in the 

months of Janua:ry and February 1934," and 11deemed by the Reconstruction 

l 
U.S., State Department, The Export-Import Bank~£. Washington: The 

First Ten Years, ~• cit., p. Io. 
2 

U.S., State Department, "Repayment of Chinese Loan," and "American 
Aid to China Since 1931, 11 Bulletin, VI and X (March 28, 1942; April 15, 
1944), 260 and 350-65. 

3
see PP• 9h-98. 
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1 
Finance Corporation to be economically useful or necessary." Similar 

directions were given to the RFC by Congress after the tornadoes in 

Kansas, Mississippi, and Georgia in the same year, arrl other damages 
2 

of similar nature during years 1933 and 1936 inclusive. These loans 

amounted to $12,000,000 and by Deca"llber 31, 1940, aln:ost 90 per cent 

3 
of them had been repaid. 

However, in early 1937, the Ohio-Mississippi Valley was devastated 

by floods. No pa.rt of the funds made available by the above authoriza

tions could be used to aid those Yb o sustained property loss or damage 

in that catastrophe, because the provisions of the authorizations 

li."llited such aid to catastrophes occurring only in the years 1933 to 

1936 inclusive. It was deemed desirable, nevertheless, that financial 

assistance be given by the Government to ease the distress caused by 

the 1937 floods. Hereupon the Disaster Loan Corporation was brought 

into existence. 

The Disaster Loan Corporation was created by an Act of Congress 
4 

approved Februa:ry ll, 1937. Under the provision of the act, the RFC 

148 U.S. Stat . at L. ( 19 34), 589, 11 An Act Authorizing the Recon
struction ½name Corpora ti.on to make loans to nonprofit corporations 
for the repair of damages caused by floods or other catastrophes, and 
for other purposes, 11 approved April 13, 1934. 

2u.s., R.F.C., Quarterly Report (from 1933 to 1936 inclusive). 

3rbid. (quarter ended December 31, 1940), p. 10. 

450 U.S. Stat. at L. (1937), 19,"An Act To provide for loans ma.de 
necessary by floods or other catastrophes in the year 1937, 11 approved 
February 11, 19 37. 
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was directed to furnish the DLC withmpital up to +20,000,000 and to 

l 
appoint officers arrl agents to manage the corporation. During its 

first year of existence, the DLC was owned by the RFC, which subscribed 

and paid for a total of i20,ooo,ooo or the entire capital stock of the 

nro. 2 Uwnership was transferred to the Treasury Department in February 

1938, and the RFC was reimbursed for its investment. However, the DLC 

was managed throughout its existence by the RFC, the directors of the 

DIC having been granted the authority to establish rules and regulations 

governing its operation. The RFC nade a formal delegation of the 

manageioont responsibility to two managing directors, but the operations 

of the DLC were conducted, in practical effect, as though it were a 

divisiond the RFC and not a separate corporation. Like all other RFC 

activities after July 1939 its operations crune under the general super

vision of the Federal loan Administrator, and its affairs were conducted 

through the RFC organization in Washington and in 31 loan agency offices 

in various cities of the United States. The DLC had no employees of its 

own. 3 Thus, the DLC was duly considered as an affiliate but not a sub

sidiary of the ro~c. 4 

The DLC was originally given authority to make such loans as might 

be necessa.r.y or appropriate because of floods or other catastrophes in 

2u.s., Congress, Report £!!. Audit of Reconstruction Finance Corpora
tion ~ Affiliated Corporations, .f~ the Fiscal Year Ended June JO, 1945: 
Disaster loan Corporation {House Doc. 'No. 623, 80t'ii7Jong., 2d sessJ, p.3 

3 . 
Ibid., p. 2. 

4Ibid., P• 1. 



64 

1 2 
the year 1937. Subsequent legislation · increased the capital stock to 

not to exceed $i40,ooo,ooo and provided for the making of loans con

sidered necessary ox appropriate because of floods or other catastrophes 

occurring during the period between January 1, 1936, and January 22, 1947. 

The DLC had advanced ~S23,600,000 to some 11,000 catastrophe victims 

as of June 30, 1940. Among the loans, rrore than '8,600,000, representing 

7,500 loans, was authorized as a result of the Uhio River flood in 1937; 

and following the hurricane which caused widespread damage in the New 

England States in September 1938, a total of 1,880 loans was authorized 

involving approximately $4,062,000. 3 

By joint resolution approved June 30, 1945, 4 the DLC was dissolved, 

effective July 1, 194.5, and its functions, powers, and duties, together 

with its assets and liabilities, were transferred to the RFC to be 

150 U.S. Stat. at L. (1937), 19, "An Act To provide for loans made 
necessary by floods or other catastrophes in the year 1937, 11 approved 
Februa:ry 11, 1937. 

250 U.S. Stat. at 1. (1937), 2ll, "Joint Resolution To extend the 
lending authority ofthe Disaster loan Corporation to apply to flood 
disasters in the year 1936," approved, Ma;y 28, 1937; 52 U.S. Stat. at L. 
(1938) 84, 11A.n Act To extend the lending authority of the Disaster Loan 
Corporation to apply to disasters in the year 1938," approved, March 3, 
1938; .53 U.S. Stat. at 1. (1939), .510, "An Act To continue the functions 
of theRecoristructionFinance Corporation, and for other purposes," approved 
March 4, 1939; and 59 U.S. Stat. at L. (1945), 310, "Joint Resolution To 
transfer to the Reconstruction !''inance Corporation the functions, powers, 
duties, and records of certain corporations, tt approved, June 30, 1945. 

3u.s., R.F.C., Annual Report and Financial Statements (June JO, 1947), 
p.7. 

459 U.S. Stat. at L. ( 1945), 310, 11Joint Resolution To transfer to 
the Reconstruction Finance Corporation the functions, powers, duties, 
and records of certain corporations.• 



exercised and administered in the same manner and to the same extent 
l 

as if they had originally been vested in the RFC. 

The Rural Electrification Administration was established by 

Executive Order No. 7037, issued on May 11, 193.5, under authority of 
2 

the Emergency Relief Appropriation Act of 193.5. The purpose of the 
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REA, as outlined in the Order, was "to initiate, formulate, administer, 

and supervise a program of approved projects with respect to the 

generation, transmission, and distribution of electr~c energy in 

3 
rural areas.• A year later, by an act of Congress • (liural Electrifica-

4 
tion Act of 1936), approved May 20, 1936, the authority of the REA 

was made mre specific, and the funds for its operation were provided. 

In order to implement the general ends of the REA outlined in the 

Executive Order No. 7037, the act authorized the REA to make loans to 

responsible applicants for 11the construction and operation of generating 

plants, electric transmission and distribution lines or systems for 

furnishing of electric energy to persons in rural areas who are not 

receiving central station services.5 And for the wiring of the premises 

1For a further development,· see p. 160. 

2
49 U.S. Stat. at L. (1935), 115, "Emergency Relief Appropriation 

Act of 1936, 11 approved,lpril 8, 1935. 

3llorris L. Cooket "~unicipalities arrl R.E.A.," National Municipal 
Review, XIV (May 1936), 262. 

449 U.S. Stat. at L. (1936), 1363-1367., "Rural Electrification Act 
of 1936, 11 approved May 20, 1936. 

5~., sec. 4-



of persons living in rural areas and the purchase and installation of 
1 

electrical am plumbing equipment. 
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The RFC, under the provisions of the Rural Electrification Act of 

1936, was authorized and directed to make loans to the REA upon the 

security of the obligations of borrowers from the REA. Under the same 

act, the aggregate amounts of loans were not to exceed $50,000,000, for 

the fiscal year 1937 by the RFC. In addition, the act authorized an 

appropriation to be made from the Treasury of the United States in the 

amount of $40,000,000 for REA during the fiscal year 1938, and it 

~L • 2 authorized 1PL+o,ooo,ooo for each year therea~er for eight years. 

However, by an agricultural act passed on June 2.5, 1940, the RFC was 

authorized to supply loan funds to REA.3 Thus, $100,000,000 of the 

$140,ooo,ooo loan fund for the fiscal year 1939 was obtained by loan 

from the RFC, the remainder of the fund for the fiscal year 1939 being 

appropriated from the Treasury. By June 30, 1940, the RFC made loans 

to the REA amounting to $146,ooo,ooo. h 

1Ibid., sec. 5. 
2

Ibid., sec. J(b). Actually this plan had not been followed from 
year to year; the anDunt appropriated or authorized in each fiscal year 
since 1937 had varied. Frederick William liiluller, Public Rural Electrifica
tion (Washington; American Council on Public Affairs, 1944), p. 39. 
Also U.S., Congress, Report £!! Audit of Reconstruction l:<"'inance Corpora
tion and Affiliated Corporations, for the Fiscal Year Ended June .E,, 1945 
(House Doc No. 450, 80th Cong., 2d~s's:"Y, p. 41. 

354 U.S. Stat. at L. (1940), 566, "An Act Mald.ng appropriations for 
the Departmentor"'.i+.griculture for the fiscal year ending June JO, 1941, 
and for other purposes." 

4u.s., R.F.C., Quarterly Report (quarter en:ied December 31, 1940), p.4. 



Section 2 

General Appraisal of RFCActivities During 

Depression and Recovery Period 

As has been indicated, the Reconstruction Finance Corporation was 

designed to be a government lending agency in bringing about recovery 

from depression by extending financial assistance to agriculture, 

commerce, and industry by means of direct loans to banks and other 

financial institutions, insurance companies, and various agricultural 

credit agencies. The RFC was also authorized to make loans to closed 

banks to aid in their reorganization or liquidation, and, upon approval 

of the Interstate Cormnerce Commission, to .aake loans directly to 

railroads. Through anendatory and supplemental legislation, the RFC 

was further authorized to make loans on the assets of closed banks and 

trust companies, and, with the approval of the Secretary of the 

Treasury, to purchase preferred stock, or if the state laws prohibited 

or restricted the issuance of such stock, capital notes or debentures 

of banks. Through further amendatory and supplemental legislation, the 

effect of which was extensively to broaden its original powers, the RFC, 

for the purpose .of maintaining and promoting the economic stability of 

the country, encouraging the employment of labor, and for other purposes, 

was authorized, generally, to (1) make direct loans to any business 

enterprise, (2) make loans to states, municipalities, political sub

divisions of states, and other public authorities, (3) make loans to 

67 
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various government corporations ard agencies, such as the Corrmodity 

Credit Corporation, the Ex.port-Import Bank of Washington, and the Rural 

Electrification Administration, (4) make "catastrophe" loans, first 

directly by the RFC under specific congressional enactments ard Ja ter 

through the Disaster loan Corporation, and (5) aid in the maintenance 

of a normal market for home mortgages through purchases of mortgages 

insured or guaranteed by the Federal Housing Administration mostly 

through its t-wo subsidiaries-the RFC Mortgage Company and the Federal 

National Mortgage Asscciation. In addition, the RFC was directed to 

perform certain miscellaneous functions from time to time through 

congressional enactments or Executive direction, such as regulating 

high salaries paid to corporate officials lho b::>rrowed money from the 

RFC, and establishing a goverrnnent market for gold in the United States. 

The RFC even assumed certain miscellaneous functions which had not been 

specifically nentioned in any congressional legislation or Executive 

directive-for instance, as a result of the default of the Dawes Bank 

loan, the RFC crune into the utility business for a short period of time; 

and for the purpose of administering and liquidating the collateral 

acquired from the loan made to a real estate bu.sines~ the RFC organized 

the Consolidated Realty Corporation w hich managed hotels, theaters, 

office buildings, and other miscellaneous properties for over ten y~ars. 

With the examination of the RFC's ever broadening functions, from 

its inception in 1932 until 1940 when the national defense program 

began to operate, a question irrurediately arises as to whether or not the 

RFC had performed a.useful function in bringing about recovery from 

depression, maintaining ard promoting the economic staqility of the 
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country, encouraging the employment of labor, and other assigned func

tions. 

First of all, the magnitude of the RFC' s overall operations 

during this period would be an a:i.d in determining the merits of RFC 

operations. As indicated in Table 4, the RFC during this period 

authorized loans of over $10,0CO,OOO,OOO. Of this amount, over 

$7,669,000,000 was actually disbursed. Repayments and other reductions 

amounted to almost $6,000,000,000 leaving ab::>ut $1,700,000,000 out

standing at the close of December 31, 1940. Judging by this large 

amount of loans and other authorizations, it may be concluded that 

the RFC had P3rforrned a useful function generally in bringing about 
1 

recovery from depression. Furthermore, the hi.gh percentage of repay-

ments of the loans, ranging over 77 per cent of the actual disbursement, 

would seem to indicate that the RFC had performed a useful function in 

making sound loans. Furthermore, the lending activity of the RFC, to 

June 30, 1945, had produced an accumulated net income of slightly more 
2 

than $500,000,000. 

Secondly, in view of the fact that the loan is the medium through 

which the RFC affects economic conditions, changes in the volume of 

1
Professors Merle Fainsod and Lincoln Gordon, in their book, 

Government and~ American Econo51, after having discussed the operations 
of the RFC during this period, conclude that "Financial results (of the 
RFC) so far have been thoroughly satisfactory.• Merle Fainsod and Lincoln 
Gordon, Government end the American Economy (New 1ork: W. W. Norton, 1948), 
P• 720. - -

2u.s., R.F.C., Report ~ Audit of .Reconstruction J.i'inance Corporation 
and Affiliated Corporations, for the~iscal Year i!lnded June 30, 1945, 
(House Doc. No. 316, Both Cong., 1st Sess.),p.6. For a furtherdis
cussion of the net profit of RFC operations., see PP• 3l.5-:n6. 
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GROWTH OF WANS, INVESTMENTS, CONTRACTS, AND OTHER AUTHORIZATIONS l 
OF THE RFC, FROM FEBRUARY 2, 1932, to DECEMBER 31, 1940, INCWSIVE 

(Amount in thousands of dollars) 

Class 1932 1933 1934 1935 

Banks and trust 
companies 949,858 2,309,870 3,419,874 3,658,466 

Agricultural 
financing 
institutions 114,124 856,782 1,609,768 1,833,638 

Other 
financial 
institutions 276,591 555,991 700,995 753,748 

Railroads 337,435 411,845 457,656 494,375 

National Defense 

Business 
enterpr:is es 30,687 104,685 

Self:liquidating 
projects, e_tc. 146,572 2.90,764 256,097 292,157 

Mining, milling, 
or smelting 
of ores 7,145 

Drainage, levee, 
irrigation, and 
similar districts 16,870 81,786 121,153 

Repair of damage 
by earthquake, 
flood, etc. 

All others 

Total 
authorizations 

Total 
disbursements 

Outstanding at 
end of year 

2,150 2,300 

113,087 306,352 331,537 333,956 
; 

l,937 ,667 I 4,738,654 6,890,750 7,601,623 

1,524,747 3,301,155 5,129,086 5,836,642 

1,224,723 2,258,518 2,690,032 2,736,139 

1source; U.S., R.F.C., Quarterly Report 
from 1932 through 19LO. 

1936 

3,729,809 

2.,011,wa 

802,170 

623,520 

146,760 

339,212 

9,988 

130,964 

16,104 

338,093 

8,154,067 

6,165.,023 

2,168,159 
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-

Class ~ 1937 1938 1939 1940 
--

Banks am trust 
companies 3,821,020 3,866,994 3,901,176 4,192,002 

Agricultural financing ' 
ins ti tut ions 2,383,632 2,442,170 2,449,778 2,452,071 

Other financial ' 

ins ti tu tions 849,539 973,262 976,875 985,019 

Railroads 643,.598 745,872 802,021 911,605 

National defense 680,578 

Business enterprises 164,504 291,815 396,413 446,595 

Self-liquidating 
projects, etc. 399,217 490,847 545,144 614,091 

Mining, milling, or 
smelting of ores 11,300 12,635 14,913 16,576 

Drainage., levee, 
irrigation, a:r.d 
similar districts 138,365 140,861 140,861 140,861 

Repair of damage by 
earthquake, flood, etc. 16,104 16,184 16,184 16,184 

All others 338,261 338,261 338,391 339,055 

Total authorizations 8,765,540 9,318,901 9,-581, 756 10,794,638 

Total disbursements 6,512,517 6,975,302 7,362,605 7,669,360 

Outstanding at end 
1,756,354 1,712,638 of year 2,060,396 1,814,364 



Year 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

1939 

1940 

1941 

Total 

Table 5 

AMOUNT OF AUTHORIZATIONS, DISBURSEMENTS, AND OUTSTANDING l 
FROM FEBRUARY 2, 1932, to DECEMBER 31, 1941, INCWSIVE 

(Amount in thousands of dollars J 

Amount of Amount of Amount outstanding 
au thoriza.tions disbursements at end of period 

1,937,667 1,524,747 1,224,723 

2,800,987 1,776,408 2,258,518 

2,152,096 1,827,931 2,690,032 

710,873 707,556 2,736,139 

552,444 328,381 2,168,159 

611,473 31.i.7 ,494 2,060,396 

5.53,361 462,785 1,814,364 

262,855 387,303 1,756,354 

1,2J2,882 3~, 755 1,712,638 

3,485,653 1,797,594 2,938,283 

14,280,291 9,467,954 ---------

1 
U.S., R.F.C., Quarterly Re:por~ from 1932 through 1941. 

and compare also Table 4 on PP• 7 71. 
See 
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Period 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

1939 

1940 

1941 

Table 6 

1 
IABOR FORCE, 1932-1941 

73 

(Thousands of persons, 14 years of age arxl over) 

Total labor force Armed Total civilian Unemplo;vment 
(incl wing forces labor force 
a:nned forces) 

51,250 250 51,000 12,060 

51,840 250 51,590 12,830 

52.,490 260 52,230 11,340 

53,140 270 52,870 10,610 

53,740 300 53,440 9,030 

54,320 320 54,000 7,700 

54,950 340 54,610 10,390 

55,600 370 55,230 9,48 o 

56,0JO 390 55,640 8,12 O 

57,380 1,470 55,910 5,560 
' 

l 
Source: U.S. President, The Ebonomic Reports of the President to 

Congress, July 21, 1947 (New York: Harcourt, Brace& C'o:", 1949), p.7:'05. 
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Table 7 

WHOLESALE PRICE INDEX, 1932-1941
1 

Year Index 

1932 64.8 
1933 65.9 
1934 74.9 
1935 Bo.a 
1936 80.8 
1937 86.3 
1938 78.6 
1939 77.1 
1940 78.6 
1941 87.3 

l 
For the data, see Federal Reserve Bulletin, XXVIII (March 1942), 
255. 
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loans granted per year, remittances, repayments, and amounts outstanding 

should pennit an evaluation of the economic effects of RFC activities. 

That is, lending activities will be considered stabilizing if loans 

tend to increase when economic activity decreases and to decrease when 

full employment is reached. 

Tables 5, 6, and 7 present the data for RFC activities, labor 

force, and wholesale price index during the depression and recovery 

period. 

From these tables it is observed that when the peak of unemploy

ment was reached in 1933 more loans were authorized in that year than 

in any other year until 1941, when rearmament activities began to 

affect the volume of RFC loans. That is, as indicated in Tables 5 and 

6., in 1933 when 12 .8 million men were out of work, loans of over 

$2.,800,987.,000 were ;uthorized. Again, disbursements were at the maxi

mum for the first three years during the period 1932-41 while the index 

of wholesale prices of all commodities was kept at the lowest, as shown 

in Tables 5 and 7. By further observation of these three tables, it is 

found that prices and employment continued to rise slowly until the 

latter half of 1937, at which time they dropped sharply, while the 

annual rates of loans declined each year from 1934 through 1936, and 

increased slightly in 1937 and 19.38. Thus, it can be concluded that 

the authorizations and disbursements of the RFC were conducted, in the 

main, in a stabilizing manner during the period 1932-38 inclusive. 

Thirdly, it would be worthwhile to pay special attention to RFC 

loans to banks ani other financial institutions. If loans to banks and 

other financial institutions are greater during periods of depressed 
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economic activity as compared to periods with higher levels of activity, 

this will also be considered stabilizing. Table 8 indicates that banks 

and other financial institutions had bem the largest beneficiaries of 

RFC operations, receiving actual advames ranging from 55 to 72 per cent 

of the total RFC loans and other advanceret:t:bs until 1941 when the 

national defense P._l:.Ogral!l started. It should be noted that on this score 

the record of RFC operations had been successful in achieving the 

basic purpose for m1ich the RFC was first created, th at is, to save 

banks and 111ffi:ar financial institutions from failing
1 

and to make loans 

to financial insti 1:111\ions and thereby facilitate the granting of loans 

to private enterprise. Furtherm~, by examining the amounts outstanding 

at the end of each year of the advancements made during the year, it 

can be determined that RFC action during the period of the depression 

and the recovery was stabilizing, since the largest amount of aid was 

concentrated in the per:iofiof the banking crisis in 1932-34 and it 

tapered off quickly after that period. On the basis of the evidence 

gathered above, it is also probably valid to conclude that RFC activities 

in the depression period in the 1930 1s resulted in raising the equilib

rium levels of income, employment, arrl prices. 

Another question in appraising the activities of the RFC during 

the period 1932-40 is how and why government intervention in the 

private financial field can be justified., since the RFC made loans to 

\Jr. Jesse H. Jones pointed out that "the bank-repair program" 
had been approximately completed by mid-1935. See 
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Table 8 

GROWTH Or' WANS AND OTHER AUTHORIZATIONS TO BANKS AND OTHER FINANC;\L 
INSTITUTIONS FROM FEBRUARY 2, 1932, TO DECEMBER 31, 1941, INCLUSIVE 

(Amount in thousands of dollars) 

1, 2, 3, 4, Total 5, Ratio 
Year Authoriza- Disburse- Outstanding RFC Disburse- between 

tions ments as of ments 2 and 4 
Dec. 31 

1932 1,226,449 1,101,184 818,338 1,524,747 72 

1933 2,865,861 2, 113,l.J.75 1,285,00l 3,301,155 64 

1934 4,120,869 3,243,128 1,702,814 5,129,086 63 

1935 4,412,204 3,529,344 1,464,143 5,836,642 60 

1936 4,531,979 3,660,069 1,074,101 6,165,023 59 

1937 4,670,559 3,763,742 929,122 6,512,517 58 

19.39 4,840,256 3,931,570 923,810 6,975,302 56 

1939 4,878,051 4,045,578 850,902 7,362,605 55 

1940 5,177,021 4,232,384 929,981 7,669,360 55 

1941 5,436,096 4,505,596 1,054,873 9,465,949 48 

1 
Source: U.S., R.F.C., Quarterly Report, from 1932 through 1941. 
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business enterprises under the amendment to the RFC Act, approved 

June 19, 1934, and subsequent amerd.ients, and since the field of 

business loans is basically under the functions of private banking 

institutions in the economic i:vstem in the United States. 

Underlying the industrial loan program is an assumption that 

this agency can nake loans directly to business enterprises which 
2 

banks 11can not, will not, or should not make. 11 It is obviously 

implied in this assumption that the loan policy of the RFC will, 

therefore, differ from that of banks. Then, at what points and to 

what extent does the loan policy of the RFC differ from that of 

commercial banks, if there is any difference? 

78 

A study of the RFC• s policy seems to reveal that while the loan 

policy of the RFC does not·differ fundamentally from that of the 

banking system looked at in the large, RFC loan policy does seem to 

differ from that of banks on at least two points. 'I'hat is to say, while 

the RFC in passing on an application took into account the same factors 

which bear on credit risk as would a bank, RFC loan policy seemed to 

differ from that of banks not in kind but, so to speak, in "degree." 

First, there is reason to believe that, while the RFC took into 

account the same credit risk factors, it was roore liberal in its 

appraisal of credit risk. While the industria 1 loan pr<gm.m was not 

148 U.S. Stat. at 1. (1934), 1105-1113, "An Act Relating to 
direct loans for industrial purposes by Federal Reserve banks, and for 
other purposes, If discussed in Section 1 of this chapter, pp. 41-liB. 

2 John Desmond Glover, ''Industrial Loan Policy of the RFC," 
Harvard Business Review, 17 (June 1939), 46.5. 
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designed as a subsicy to industry, it was the intent of legislators 

that, for the purpose of " • • . maintaining a nd promoting the 

economic stability of the country or encouraging the employment of 
1 

labor ••• , '' the RFC was to be more liberal. 

In order to explain the greater liberality of RFC loan policy, 

it is quite significant to note the view contained in some of Mr. 

Jones I s statemem.s. For instance, he told the Senate Committee on 

Banking and Currency in 1938 that the RFO felt that"• .• the govern

ment, under present circumstances, can afford to take a chance that a 

2 
bank cannot.'' In other words, while some bankers, through unfortunate 

experiences of past years or some other reasons, became unduly con

servative, or reluctant in granting loans to some business enterprises, 

the RFC supplemented banking facilitie an:l made the loans in some 

measure. Again, quoting from Iir. Jones' s own statement, there was an 

area for tlilleRFC to make loars to private business ent.mprises, #if we 

(the RFC) could afford to take a little more than average business 

• k "3 ris • 

152 U.S. Stat. at L. (1938), 212, "An Act To amend section 5d of 
the Reconstruction Finance Corporation Act, as amended, to authorize 
loans to public agencies, to provide credit facilities for business 
enterprises and for other purposes." 

2 .. R U .s., Congress, Senate, "Furchases and loans by the econstruc-
tion Finar:ce Corporation, 11 Hearing: Before the Committee on Banking and 
Currency, 75th Cong., 3d sess., on S. 3735 (March 29, 1938), p. 4. 

3:Mr. Jones stated before the House Committee on Banking and 
Currency that "We will try to administer the law the way you give 1 t to 
us, that is the way we have been doing. There is a lot of borderline 
cases where we could help employment, if we could afford to take a little 
more than the aver-age business risk." U.S., Congress, House, 11To Extend 
the Functions of the Reconstruction Finance Corporation," Hearings: 
Before the Committee on Banking and Currency, 74 th Cong., Tot sess., on 
H.R. 4240 (S. 1175), P• 5. 



At this stage, it seems to be recessary to point out that the 

RFC loan progran to prl vate business was never conceived of as 
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being pa.rt of a subsiey to industry. The RFC, as has been examined, 

was required by lawto find "reasonable assurance" for the repayment 

of the funds when it made loans.
1 

Taking these two conditions toge th er, it seems that they defined 

the area in which the RFC was to operate. This area covered those 

loans which, for one reason or another, could not be obtained from 

banks but still offered reasonable assurance of repayment. In other 

words, it was assumed that a public interest was met in seeing that 

credit was made available to those in an area which lay beyond what 

private sourees could provide. 

Second, it was a fact that bankers, to a greater or a lesser 

degree, were reluctant to make loans with maturity up to ten years. 

Although it would be imorrect to say that the Federal Reserve banks 

and the RFC originated term lending, 2 yet these tm government lend

ing agencies sexved as a competitive spur to private banks, and also 

helped to educate many commercial banks in the techniques of making 

1
.52 U.S. Stat. at L. (1938), 212, "An Act To anend section 5d o:f 

the Reconstruction Finance Corporation Act, as amended, to authorize 
loans to public agencies, to provide credit facilities for business 
enterprises and for other purposes. If 

2Neil H. Jacoby and Raymond J. Saulnier, Term lending to Business, 
(New York: National Bureau of Economic Research, 1942), p. 24'. 
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1 
11tenn loans." Recently, however, "term loans" became more widely 

accepted by bankers, so that RFC policy with respect to maturity, 

as such, came to differ less and less as time passed. 

In explaining further the RFC' s 11term loan" program, it seems to 

be helpful to exanine some aspects of the banking structure of the 

country. It could be said that the banking structure was set up so as 

to care adequately for the reeds of business when such needs con

sisted largely of short-term loans. Events of the 1930 1 s had so 

changed conditions that the banking structure could be sai..d to be 

somewhat out of touch with business needs. Many firms needed funds 

for periods of ten years or more in order to maintain or expand employ

ment. Banks generally avoided loans of such duration. Here again 

there was an area for the RFC to make loans to business enterprises. 

In summing up the question of government intervention in the 

private financial fie1d, there was no clear-cut area for the RFC to 

operate in the field of business loans, differing from that of private 

banking institutions, but there was an area for which the RFC was re

quired to meet public demand which the private banks could not meet. 

To make this point clear, it should be added that the business loan 

program of the RFC was essentially a supplementary source of credit, 

designed to nBet a demand for inherently sound loans which, for any 

reason other than a question of inherent soundness, was mt met by 

private baks. 

1 
Jacoby and Saulnier define 11term loan" as 11a loan to a business 

enterprise that is repayable, according to agreement between borrowers 
and lender, after the lapse of more than one year." Ibid., p. 1. 'rhe 
"term loan• is in essence a medium-term wo rking-capitalor equipment 
loan to be amortized out of future profits. For further definition, 
see Fuller, op. cit., p. 106. 



CHAPTER IV 

THE FUNCTIONS OF THE RFC IN NA.TIONAL DEFENSE 

At the time of the defense crisis in May 1940, no more pressing 

problem faced the government than that of bringing about the 

necessary expansion of the nation's industrial plants to meet defense 

needs. In fact, as Industrial Comnrl.ssioner William s. Knudsen later 

asserted, industrial expansion became the nation's nProblem Number 

l."
1 

Industrial expansion was a problem for which the natton was at 

best but partially prepared. 

The co re of the problem was money--whe re to get the capital to 

finance expansion. This capital could come from only tvo sources, 

private financing or government financing. Private capital, while 

yearning for new opportunities for investment after the depression 

years, was yet understandably timid at the prospect of investment in 

defense industries because of the risk in,_volved. During the swnmer 

and fall of 1940 the Advisory Commission to the Council of National 

Defense (NDAC) was partially active in s ceking to create the necessary 

incentive for private capital.
2 

The other source of financing was the 

government, but in the summer of 1940 the greatest immediate need for 

expansion was not in highly specialized arsenal-type facilities 

traditionally financed by the anned forces. Rather it was in facili-

1
~uoted in the column of Ernest Lindley, The Washington Post, 

January 13, 1941. • - -

2The tw:> important resulting MDAC contributions were tax amortiza
tion and its less successful Emergency Plant lacilities contract. 
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ties for the aircraft industry, normally an area for private financing. 

In any case, the Congressional appropriations to the armed services 
1 

were far from adequate. 

Since the armed services were without sufficient appropriations 

and private capital was reluctant to n:ake investments of doubtful 

future value, the possibility of financing through the RFC took on 

special significance. The RFC had indeperrlent borrowing authority 

and was not dependent upon Congress for its furrls.
2 

Following the 

President• s t,50,000 planes" speech 3 in May 1940, the RFC began to 

play a large role in defense financing. 

Acceptance by the RFC of any such role, however, required a 

substantial amendment to the basic RFC Act. In May 1940, the RFC1s 

l 
Tne War Department got its first appropriation of $200,000,000 

of "expediting funds" for new facilities on June 26, 1940. 54 U.S. 
Stat. at 1. (1940), 602-603, "An Act Making supplemental appropriations 
for thenational defense for the fiscal year ending June J), 1941." 
An additional $335,ooo,ooo was made available by the National 'Defense 
Appropriation Act of September 9, 1940, and $178,ooo,ooo more by the 
N~tional Defense Appropriation Act of October 8, 1940. 54 U.S. Stat. 
at L. (1940), 874, 970, "An Act Making supplemental appropriationsfor 
the-national defense for the fiscal year ending June 39, 1941." The 
Navy got smaller amounts for extra expenditures, "including facilities,•• 
particularly in the appropriations of the Bureau of Ordnance and 
Bureau of Aeronautics. 54 U.S. Stat. at 1. (1940), 313, "An Act Making 
supplemental appropriations for the national defense for the fiscal 
year ending June 30, 1941." 

~The borrowing authority of the RFC will be discussed in Ch. VI., 
PP• 301-316. 

3
111we Stand Ready Not Only to Spend Millions for Defense, but to 

Give Our Service and Even Our Lives for the i..'laintenance of our .American 
Liberties.' Message to the Congress Asking Additional Appropriations for 
National Defense. May 16, 1940." The Public Papers and Addresses of 
Franklin D. Roosevelt (NewYork: Macmillan Go., 1941),-pp. 198-212. 
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financing of industry was governed by an amendment made in 1934
1 

which 

provided that the RFC might lend to industry only in cases where 

credit was not available from private sources.
2 

And no loan could be 

made under this provision unless, in the opinion of the board of 

directors, it was "of such sound value, or so secured, as reasonably 
3 

to assure retirement or repSiY'IDent." 

If the RFC were to assume the larger risk of loans needed by 

many industries for the creation or expansion of defense facilities, 

obviously thispr-ovision of the RFC Act required modification. By 

the end of May, 1940, an amendment proposal was finally hammered out 

within the RFC, designed for the Corporation to assume the necessary

powers to meet national defense needs. As introduced into Congress, 

the proposal, as the late Senator Robert Taft (Ohio) stated in the 

Senate, asked for 11alrnost unlimited power to do anything, u4 in language 

which provided that the RFC might, on the request of the Federal Loan 

Administrator and with the approval of the President, organize a 

corporation or corporations 11w:i th such powers as mey be necessary to 

aid the Government of the United States in its national defense program. 5 

The request for such unlimited authorl tywas opposed by members of 

1
48 u.s.·stat. at L. (19.34), 1105-1113, "An Act Relating to direct 

loans for industrialpurposes by Federal Reserve banks, and for other 
purposes. n See Ch. III, m,. t~l-48. 

2~., sec. 5. 
352 U.S. Stat. at L. (1938), 212, "An Act To amend section 5d of 

the Reconstruction Finance Corporation ••• 11 sec. 5d. 

~tension of Authority of Reconstruction Fina.nee Corporation," 
Congressional Record, vol. 86, pt. 8, P• 8837. 

5Ibid., P• 8338. 
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1 
both houses of Congress. Senator Taft, who was its rost vigorous 

critic annng the members of the Senate Banking and Currency Committee, 

denounced the new amendment, proposal as 11the most outrageous legisla

tive proposal that has been made to the Congress since I have been 
2 

here. 11 It would grant powers so sweeping, he said, that theCbvernment 

could "go into just any business it chooses" in competition with 

private enterprise, without arother word .from the Congress, without 

another appropri.ation. n3 

Opposing further the amendment bill, Senator Taft explained that 

if the l::d.11 were passed the Government: 

••• could go into the business of manufacturing any kind 
of airplanes, any kind of strategic materials; yes, go into 
almost any and every thing. J.s far as I can see the Governnent 
could go into the business of buying corn and wheat; could, in 
fact, go into the business of running farms. It could go into 
the utility business, the oil business, or a:py and evecy kind 
of business it might choose to f!P into •.. 4-

Commenting on the aIIBl'ldinmt bill, Senator Taft ho,vever clearly 

stated that it was a worthy purpose for the RFC to ttbuy" strategic 

and critical materials and to that he had no objection, but opposed 

the provision in the bill authorizing the RFC "to manufacture war 

1see "Reconstruction .Finan:::e Corporation," Congressional Record, 
vol. 86, pt. 8, pp. 8267-8272, and 11Extension of Authority of Re
construction Finance Corporation,• ibid., pp. 8322-30, and 8336-40. 

2u.s. Senate, "To Amend Reconstruction Finance Corporation Act," 
Hearings!.. Before a Subcommittee of the Committee on Banking and 
Currency, 76th Cong., 3d sess. on S. 3938, A bill to authorize purchase 
by Reconstruction Finance Corporation of stock of Federal home-loan 
banks, to amend Reconstruction Finance Corporation Act, as anended, atrl 
for other purposes, May 14, 1940, p. 39. 

)Ibid. -
4rbid. Cf. the actual operation of the RFC during World War II and 

related period. See PP• 88-161. 
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supplies. 11
1 Because, as he stated, he preferred to give the power "to 

manufacture war supplies" to the War DepartEnt "in 111 ose hands it 

will be subject to the control of the Appropriations Committee." He 

further warned against the provisions of the proposed bill that: 

11If we create a. corporation of th.1.s kind, the corporation 'Wi.11 be gone 
2 

forever from the care of Congress. The Corporation may do anything. 11 

Largely as the result of Senator Taft 1s criticism, the bill was 

rephrased in order to make its language more precise ani its grant of 

power less all-inclusive, by revising the original bill in listing the 

purposes under which the RFC might make defense loans, or create, 

organize or acquire a corporation or corporations. 
3 

The neasure finally was passed by both houses and signa by the 
4 

President on June 25, 1940. By this amendment, Section 5d of the 

RFC Act was amended, giving the RFC unprecedented powers in the~r scope 

and size. This arrendment newly authorized the RFC, 11in order to aid the 

Government of the United States in 1 ts national-defense program, 11 (1) 

to make loans to, or, when requested by the Federal Loan Administrator 

with the approval of the President, purchase the capital stock of, any 

o~rporation for illustrated purposes, and (2) when requested by the 

Federal loan Administrator, with the approval o.f the President, to 

create or to organize a corporation or corporations with power 

1;xtension of Authority of Reconstruction finance Corporation," 
Congressional Record, vol. 86, pt. 8, P• 8338. 

2Ibid. 

3see 54 U.S. Stat. at L. (1940), 572-574, "An Act To authorize 
the purchase by the Reconstruction Finance Corporation of stock of 
Federal home-loan banks; to amend the Reconstruction Finance Corporation 
Act, as amended, and for other purposes, 11 sec. 5, and The RFC Act, sec. 5d. 

4"Enrolled Bill Signed, 11 Congressional Record, vol. 86, pt. 8, 
p.8773. 



l 
illustrated. This section was added to section 5d of the RFC Act, 

as 5d(2), and 5d(3). 

A year later, in June 1941, another amendment to the RFC Act 

was passed, permitting the RFC to form government corporations "to 
2 

take any action deemed necessary to expedite the defense program.• 
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It was just that, without any qualification. Mr. Jones, who suggested 

this wording himself, 3 testified that the act would give the .RFC •the 
4 

power to d:> whatever it lacked the power to undertake heretofore.w 

The decision as to what activities were necessary "to expedite the 

defense program" was left in the hands of two men: the President and 
5 

the Federal Loan Administrator. 

Under these two laws ihe RFC was to play, and in fact played, the 

unprecedented role in the national defense and war purposes a~ this 

chapter will discuss. 

154 U.S. Stat. at L. (1940), 572-574, "An Act To authorize the 
purchase by the Reconstruction Finance Corporation of stock of 
Federal home-loan banks; to amend the Reconstruction Finance Corporation 
Act, as amended, and for other purposes," sec. 5. The functions of the 
RFC under this amendlll:lnt will be discussed in Section land Section 2 
of this chapter, see pp. 91-9h and nu. 106-:60. 

255 U.S. Stat. at L. (1941), 250, "An Act To extend the opera
tions of the DisasterI.oan Corporation and the Electric Home and Farm 
Authority, to provide for increasing the lending authority of the 
Reconstruction Finance Corporation, and for other purposes, 11 sec. 4. 
This amendment was added to the RFC Act as sec. 5d(J){g). 

3])Wi ght Macdonald, 11Jesse Jones, Reluctant Dragon," Nation, 154 
(February 7, 1942), 159. 

4Ibid. 

555 U.S. Stat. at L. (1941), 250, sec. 5d(3}(g). 
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Lending Activities During World War II and the Related Emergency Period 

The normal operations of the RFC during World War II consisted of 

the various phases of its lending~tivity undertaken pursuant to 

authorizations and directives contained in the RFC Act, as arrended, 

and other acts of Congress and directives of the President. Some of 

its lending activities were conducted by the t.:> subsidiaries, the 

RFC Mortgage Company and the Federal National Mortgage Association, 

as they had been before the War. 

There were new developments pertaining to RFC lending activities 

which originated during the War. The first of these was loans to 

Defense Homes Corporation, under the provisions of section Sd.(2) of 
1 . 

the RFC Act, as amerrl.ed, to finance the construction of certain multiple-

housing projects located in the vicinity of Washington, D.C. and else

where in the United States. When the United States embarked upon 

irrlustrial expansion for defense purposes in the summer of 1940, great 

shiftings of populations set in which created sudden demands for 

shelter for people who had left their old homes to take employment in 

helping build or operate new plants ar to find places on the expanding 

federal pay rolls in Washington and elsewhere. The National Capital 

and many "defense areas" became exceedingly congested. On October 2.3, 

154 U.S. Stat. at L. (1940), 573, "An Act to authorize the purchase 
by the Reconstructio~'Inance Corporation of stock of Federal home-loan 
banks; to amend the Reconstruction l<'inance Corporation Act, as amended, 
and for other purposes," sec. 5. 



1940, to assist in n:eeting the swelling needs for housing, the RFC 

created a subsidiary, Defense Homes Corporation, with its capital 
l 

stock $10,000,000 from President's Emergency I<'unds. 

The R,.~C disbursed to the Defense Homes Corporation $65,150,000. 

With this noney it built and operated 10,964 housing units, ranging 

from small individual homes to dormitories, apartment houses, and a 
2 

hotel. These were s:!attered across the country in 13 states arrl the 

District of Columbia. 

For the loans to the DHC, the RFC did not hold any mortgages on 

the properties of the DHC. The security to the loans arose from an 

agreement between the RFC and the DHC dated September]., 1942, as 
3 

amended December 31, 1942. Under this agreement it was provided 

that anong other things no mortgages, pledges or liens might be made 

by the DHC without the consent of the RFC. The agreement also provided 

for quarter-annual remittances of 11net proceed.5 114 from rentals and 

l . . 
U.S., Congress, Report£::_ .11.udit of ¾construction Finance 

Corporation and Affiliated Corporations, ~ RFC Mortgage Company, 
and Federal National Mortgage Association for the Fiscal Year Ended 
June 30, 194>~ (House Doc. No. 450, 80th Cong.~d sess.), p. 46 

2Jesse J.i. Jones, Fif'ty Billion Dollars: ~ 'l'hirteen Years with the 
RFC (New York: Macmillan Company, 1941), P• 4cxf. -- - -

3 .. . ' ' UJ;S., Congress, Report on Audit of .tteconstruction .l:'inance Corpora-
tion and Affiliated CorFrations, the RFC Mortgage Campa%, an:l Federal 
Natrona!. N1ortgage Association for tne 1''iscal Year Ended une30, 1945, 
(House Doc. No. 450, 80th Cong:-:;-2d sess.}p."7:ib. -- - --

4 . 
Ibid., p. 47. The term "net proceeds" is, in substance, defined 

in the '"agreement as "the net profit from the property af'ter payment or 
p~ovision for payment of (1) administrative and overhead expenses, (2) 
management expenses, operation and maintenance costs, truces, and insur
ance, and (3) such reserves as may be necessary for repairs, maintenance, 
replacements, vacancy losses, and bad debts." Ibid. 
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proceeds from sales of properties. The RFC had the right of approval 

of property sales, including the sales prices.
1 

As of June 30, 1945, 
2 

the unpaid rema:inder of the loan to the DHC amounted to ~55,909,408. 

Effective June 30, 1948, the net assets of the Defense Homes Corpora

tion were transferred to the RFC for liquidation and settlement of the 

amounts due to the RFc.
3 

'The second development involved a loan to a foreign government. 

Early in 1941 the dolk position of Great Britain began to get ver-:, 

low. 'fhe United Kingdom had been ordering vast quantities of war 

materials in the United States and needed dollars to pay for them., 'fhe 

British Government had already sold nearly $1,500,000,000 of American 

securities which British subjects had been obliged to surrender to it. 4 

The sale of so many of these securities was forcing the market down, 

and the return to the British represented much Jess than true values. 5 

Thus, British selling under pressure was. hurtful to the market generally 

and to our entire economy. If the British continued to throw on the 

market their American investments, market conditions would continue to 

get worse .. Furthermore many of the British investments in this countr-:, 

1 
Ibid. 

2Ibid., P• 48. See also Table 9 on p. l05. 

3u.s., Congress,, Report ~~he Audit of Reconstruction Finance 
Corporation for the l'iscal YearEnded June JO, 1951 (House Doc. No. 367, 
82d Cong., 2d ses's:, p. 32.-- - - --

4Jones, !?.E.• cit., p. 472. 

5Among the British-owned investments in the United States was the 
American Viscoae Corp., the largest producer of rayon in t.his countr-:, 
and a very profitable institution. Thrown on the H.arket through Wall 
Street banking houses in Ma:reh 1941, the British-owned enterprises were 
sold at about hall' of their worth, the bankers advancing $40,000,000 
for the property valued at about <1r75 ,000,000. Ibid., p. 473. 



were an important factor in their war economy and the income from 

them was being used to pay for war supplies. 
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Under this situation, as a part of the national defense program, 

the RFC Act was amended so as to penni t the RFC to make loans to 

foreign governments or their central banks or agents "for the purpose 

of achieving the maximum dollar exchange value in the United States" 

l for their securities or other property in this country. The amend-

ment provided that these loans we re to be permitted "notwiths'banding 
2 

the provisions of any other law." 

Under this authority the RFC, under date of July 21, 1941, 

entered into an agreement with the Government of the United Kingdom 

of Great Britain am Northern Ireland for a loan of $425,ooo,ooo. 

Of the amount agreed upon, a total of $390,000,000 had been advanced 

by the RFC to June 30, 1945, and $125,306,287 had been repaid, leaving 

3 
a balance of $264,693,713 unpaid at that date. 

The third development was the authority given the RFC under the 

June 25, 1940 amendment, the new Section 5d(2), to make direct national 

155 u.s. Stat. at L• (1941), 248-2.50, "An Act To extend the opera
tions of the Disaster.Loan 1.Jorporation and • • . to provide for increasing 
the lending authority of the Reconstruction Finance Corporation," sec. 4. 

21t was referring to the Johnson Act, by which loans were prohibited 
to foreign countries that had repudiated or defaulted on loans they had 
gotten from the United States Treasury during and after World War I. 

3u.s., Congress, Report~ Au:iit of Reconstruction Finance Corpora
tion am Affiliated Corporations, the RFC Mortgage Company,~ Federal 
National Mortgage Association for the Fiscal Year Ended June 30, 1945, 
{House Doc. iQo. 450, 80th Cong;:;-2d sess.) p. >J. For a further study on 
loan$ to foreign governments, see Ch. V, P'P• 1.76-177. This British 
loan was paid in full September 28, 1951. U.S., Congress, Report~~ 
Audit of Reconstruction Finance CorSoration for the Fiscal Year Ended 
June 3(J, 1951 (House Doc. No. 367; 2d Cong. ;-2°d seas.) p. 10. --
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. 1 
defense loans to private industry. Under the amendmBt the RFC, •in 

order to aid the Government of the United States in its national

defense program," was permitted to make loans to, or, when requested 

by the Federal Loan Administrator vd th the approval of the President, 

purchase the capital stock of, any corporation (a) "for the purpose of 

producing, acquiring, and carrying strategic and critical materials as 

2 
defined by the President," and (b) 11for plant construction, expansion 

and equipment, ar:d working ccpl.tal, to be used by the corporation in 

the manufacture of equipment and supplies necessary to the national 

defense, on such terllB and conditions and with such maturities as the 

Corporation may determine. ,.
3 

In examining the amendment, it did not specify how the RFC should 

154 U.S. Stat. at 1. (1940), 573, "An Act To authorize the purchase 
by the Recon3tructionFinance Corporation of stock of Federal home-loan 
banks; to amend the Reconstruction Finance Corporation Act, as amended, 
and for other purposes,• sec. 5. 

2 
On June 26, 1940, in a letter to the Federal lean Administrator, 

the Eli'esident issues his first pronouncement relating to strategic and 
critical materials. It read as follows: "l hereby define, as required 
by Section 5d of the Reconstruction Finar:ce Corporation Act, as amer:ded, 
strategic ar:d critical materials as those materials row contained in the 
list of strategic and critical naterials of the Army ar:d Navy Munitions 
Board, revised ani approved January 30, 1940, as well as sreh materials 
as may hereafter be added to such list." U.S. Congress, Report~ Audit 
of Reconstruction Finance Co~oration and Affiliated Corporations for the 
Fiscal Year End.ed ;June 30, 195-DefenseSupplies Corporation (House Doc. 
No. 439-;lmth Cong;y;-p. J.h. The list of strategic and critical materials 
approved by the Army and Nayy· .MJJ.n1. tions Board as of J a1 uary JO, 1940 was 
as follows: Strategic materials--Antimony, chromium, coconut shell char, 
manganese, mianila fiber, mercury, mica, nickel, quartz crystal, quinine, 
rubber, silk, tin, tungsten. Critical materials--aluminum, asbestos, cork, 
graphite, hides, iodine, kapok, opium, optical glass, phenol, platinum, 
tanning materials, vanadium, wool. Within a week, President Roosevelt, 
acting under the act of Congress, approved on July 2, 1940, (54 U.S. Stat. - --
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determine that credit would be used by an applicant 11in the manufacture 

of equipment and supplies necessary to the national defense," and it 

was uncertain whether this phrase required an applicant to hold a prime 

contract, to be a defense subcontractor, or to be a producer of machinery 

and equipment necessary to the operations of either or both prime 

contractors or sub-contractors. The directors of the RFC, under the 

direction of the Federal Loan Administrator and the ~resident, were to 

make final detennination in each case of the extent to which the credit 
1 

would aid the national defense program. 

Furthennore, there were no requirements in the anendment that 

borrowers be solvent, that loans be 11of such sound value, or so secured, 

as reasonably to assure retirement or repayment,•
2 

or that credit be 
.3 

unavailable at prevailing rates for the class of loa:i. aoplied for. The 

at L., 714: ttAn Act to expedite the strengthening of the national 
aefense,tt) issued a proclamation whichprohibited the export of certain 
articles and materials from the United States, including arms, ammuni
tion, and implements of war; essential machinery and machine tools; 
certain metals, chemicals, drugs; fertilizers and explosives; petroleum 
prodmts; several non-metallic minerals; certain textiles, fibers, and 
manufactures; certain animal and vegetable products, and oils; and other 
miscellaneous articJ.es,such as cork, aerial cameras, wood pulp, optical 
instruments. For the list of prohibited articles and materials from 
exportation from the United States, see "Export of War .Materials and 
Strategic Raw .Products Prohibited Except by License. Proclamation No. 
241.3. July 2, 1940," The Public Papers and Addresses of Franklin n. 
Roosevelt, (1940) ~• cit., pp. 278-279.- - -

3.54 U.S. Stat. at L. (1940), 573, "An Act ••• to amerrl Reconstruc
tion Finance Corporation Act, as amended ••.. " sec • .5. 

1u.s. R.F .C., Circular No. 23, •Infonnation concerning Loans and 
Purchases to Aid in the National Defense Program," 4July 1940), p. 2. 

2 U.S. Stat. at L. (19.38), 212, 11An Act To amend section 5d of the 
Reconstruction Finance Corporation •••• 11 

348 U.S. Stat. at L. (1931.i), 1108, "An Act Relating to direct loans 
for industrial!)Urposes by Federal Reserve banks, an:i for other purposes," 
sec. 5. 
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existence of a national emergency presumably was deemed sufficient 

cause for relaxing credit standards applicable to concerns producing 

or holding materials vital to national welfare. Inferentially, the 

philosophy was that the RFC should assume greater risks in granting 

credit to that peripheral group of concerns unable to obtain credit 

either from private agencies or from the RFC under its regular 

business loan powers, in order to assure an expeditious mobilization 

of military production. 

Loans in substantial volume were made under this authority, many 

of them at the request of the War or i~avy Departments; and the balance 

of national defense loans outstanding amounted to over $306,000,000 

on June JJ, 19h5.1 The authoricy to make national defense loans 

2 
expired on June 30, 1947. 

The fourth new development during the War was the shift in emphasis 

of the policy and character of the Export-Import Bank of Washington 

during the war and related period. In 1940, the act creating the Export

Import-Bank was twice anerrled, first on March 2, 3 and then on September 

26.h 

1 
U.S. Congress, Report on Audit of Reconstruction Finance Corpora-

tion and Affiliated Corporations, forthe Fiscal Year Ended June 30, 
1945 (House Doc. No. L.50, 80th Cong., 2cisess.), p":4". -- -

2
61 u.s. Stat. at L. (1947), 202-209, 11Joint Resolution To extend 

the succession, lending-powers, and the functions <f: the Reconstruction 
Finance Corporation," sec. 1. 

354 U.S. Stat. at L. (1940), 38, "An Act To provide for 
increasing the lerrling authority of the Export-Import Bank of Washington., 
and for other purposes." 

454 U.S. Stat. at ~- ( 1940), 961-962, 11An Act '1l0 provide for 
increasing the lending authority of the Export-Import Bank of Washington, 
and for other purposes." 
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Meanwhile the President gave his support to the expansion of activities 

in a message requesting that "the Congress give prompt consideration to 

increasing the capital and lending power of the Export-Import Bank of 

Washington by $500,000,000 and removing some of the restrictions on its 

ot=:erations to the end that the Bank ma.r be of greater assistance to our 

neighbors south of the Rio Grande, including financing the handling and 
l 

orderly marketing of some part of their surpluses.'' 

The act passed on September 26, 1940, authorized the Bank to make 

loans 11To assist in the development of the resources, the stabilization 

of the economies, arrl the orderly marketing of the products of the 

countries of the Western Hemisphere," with the overall limit of not to 

exceed $500,000,000 outstanding at any one time. 112 

Mr. Jones, then Federal Loan Administrator, testified before the 

Committee on Banking and Currency in explaining the .President's message 

1"A Recomrnendati ,)n for Legislation to Assist the Other American 
Republics to 1''inmce the maiketing of '£heir i.Jurplus r'roducts, 11 The Public 
Papers and Addresses of Franklin D. Roosevelt (1941) (New York: Macmillan 
Co., 1941J, p. 33. Seealso U.S.,-State Department, "Export-Import Bank 
of Washington: Message of the .t'resident Regarding Increase in Capital and 
Lending Powelt',11 Bulletin, III, (July 27, 1940), 41. See also u.s, Congreljs, 
Senate, nincreasing the Lending Authority of the Export-Import Bank of 
Washington," Hearing: Before the Committee on Banking and Currency, 76th 
Cong., 3d sess., on S. 4204, p. 2. 

2 
54 U.S. Stat. at L. (1940J, 961, "An Act To provide for increasing 

the lending authorityof the Export-import Bank of Washington, and for 
other purposes," sec. 1. 



that: 

I think it is more to enlarge the scope of the Bank, to 
continue to be helpful to our exporters, and manufacturers 
of South America and Central America are going to have to 
buy in this country many things which they have heretofore 
bought in the :buropean countries, and we would like to have 
them do that. As good neighbors we would like to help them 
in their predicament. We would like to mlp them Vii. th their 
economy and the marketing of some of their ~roducts to avoid 
cutthroat competition with our own exports. 

96 

The Bank became thus a definite instrument of American foreign 

policy. Even before the enactment of this amendment (54 U.S.~

at L. 961), it was made clear to Congress by Mr. Jones that the Bank 

was possessed of diplomatic aspects when he stated in February 1939 

before the Senate Committee on Banking and Currency: 

••• The South American countries are young countries ••• 
they have got to trade ar:rl ally themselves, at least economically 
with those who give them credit and who buy things from them. 
• • • Undoubtedly, if we do not want the South American trade to 
get away from us, am also the thing that consequently goes with 
it, the natural intercourse between the countries, we should try 
to ho¥ that trade and to get back some that we have already 
lost. 

By Executive Order 9361, dated July 15, 1943, the Bank was placed 

under the supervision of the Office of Economic Warfare (later the 

Foreign Economic Ad.ministration), although the RFC retained its invest-
3 

ment of $174,000,0 0 in the preferred stock of the Banlc. Meanwhile 

the amounts of Export-Import Bank disbursements between January 1940 

1 
U.S., Congress, Senate, rtincreasing the Lending Authority of the 

Export-Import Bank of Washington," Hearing: Be;fore the Committee on 
Banking and Currency, 76th Cong., 3d sess., on S. 4204, op.~-, P• 6. 

2u.s., Congress, Senate, "To Continue Functions of the Commodity 
Credit Corporation, Export-Import Bank of Washington, and Reconstruction 
Finance Corporation (to January 15, 1941), 11 Hearings: Before the Connnittee 
on Banking and Currency, 76th Cong., 1st sess., on S. 1084 ands. 1102, 
February 14 and 21, 1939, p. 57. 

3"Letter,s and Executive Order on Controversy Between Henry A. 
Wallace ar:rl Jesse h. Jones over Economic Warfare. Executive Order No. 
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and June 1944 had been approximately i200,ooo,ooo, while the expend

itures under lend-lease to the other American republics were reported 

to have amounted to approximately $172,000,000 on June 30, 1944, 1 

ar:d the purchases and commitments by the RFC through its subsidiary 

2 
corporations were also substantial in amount. 

The Export-Import Bank Act of 1945, approved July 31, 1945,3 

established the capital stock of the Bank at $1,000,000,000, to be 

subscribed by the United States. This act directed that payment for 

$1,000,000 of such capital stock be made by surrender for cancellation 

of the common stock heretofore issued by the Bank and purchased by 

the United States; that payment for $174,000,000 of such capital stock 

be made by surrender for cancellation of the preferred stock hereto

fore issued by the Bank and purchased by the RFC; and that payment 
, 4 
for the balanee of $825,ooo,ooo be ma.de by the Secretary of the Treasury. 

Accordingly, on October 1, 19h5, the RFC surrendered the preferred stock 

9.361. July 15, 1943, 11 The .Public Papers and Addresses of Franklin D. 
Roosevelt, (1943), op. cit., p. 298-306. -- - -- --

1u.s., State Department, The EJ!ior~-Import Bank of Washington: 
The First Ten Years (Publication 223; ommercial P~licy Series 75; 
ed.° by Eleanorlansing Dulles; Washington, D.C.: Government .Printing 
Office, 1944), p. 15. 

2Ibid. 

359 U.S. Stat. at L. (1945), 526-29, "An Act To provide for increas
ing the lending authority of the Export-Import Bank of Washington, and 
for other purposes." 

4rbid., sec. 4. 



1 
at the par value and received $174,0\,o,ooo and accrued dividends. 

Thus, the Bank became an agency independent from the RFC. 
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Furthermore by the Act of Ju.1y Jl, 1945, the lending authority was 

increased from $700,000,000 to $3,SOO,ooo,ooo and its financing was 

2 
arranged directly from the Treasury instead of through the RFC. 

In review of the relationship between the RFC and the Export

Import Bank of Washington, the RFC1s investment in the Export-Import 

Bank of Washington constituted it the holder of the majority of the 

voting stock of that institution on June 30, 1945. Normally, under 

such conditions the relationship of parent and subsidiary prevails. 

However-, the Batik was ma.raged with considerable independence, although 

the R..H'C was represented on the Bank's Board of Directors.
3 RFC did 

not perform any managemmt or accounting functions in connection with 

the 0P9rations; it merely acted as a substitute for the Treasury of 

the United Stat es in supplying funds to finaro e the ope rat ions of the 

Bank, and, accordingly, the Bank had not been regarded as a subsidiary 

of the RFC. 

The fifth new development during the War was the authorization 

under the so-called Murr;zy--Patman Act, 4 approved May 11, 1942, to 

1u.s., Congress, Report on Audit of Reconstruction Finance 
Corporation and Affiliated Corporations'; for the Fiscal Year Ended 
June JO, 194TTHouse Doc. No. 450, 80th Cong. ~d sess. )"_;p.' tr.-

2 . 
U.S., Congress, Report on Audit £f_ the Export-..l..mport Bank £f_ 

W'ashin on, Fiscal Year EndedJune JO, 19'I0"°(House Doc. No. "2!iE., 
0th Cong • ., 1st sess:T.; P• 4. - - -

3At its formation there were five trustees representing the 
Departments of Agriculture, Corrmerce, and State, and the RFC, there 
being two from the RF'C. See Executive Order No. 6581., February 2, 1934. 
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prevent and relieve distress among dealers in articles and commodities 

which were rationed in connection with the war effort. That is, at 

the request of the National Automobile Dealers Association, Sen. James 

E. Murray and Rep. Wright .Patman introduced legislation enabling the 

RFC to buy or make loans on rationed articles or commodities. Such 

loans and purchases were made on a basis which enabled dealers to 

secure an a.mount equal to the cost to 1:he dealers of such articles 

or commodities, provided the cost was a reasonable one incurred in 
1 

the ordinary course of business. Among other advances made by the 

RFC under this provision, the RFC directly a:n::l through Defense 

Supplies Corporation arranged to assist authorized dealers, banks, am. 

otter financial institutions in the carrying an:i order]y marketing of 

approximately 125,000 automobiles arrl light trucks shipped on and 

after January 16, 1942, before the conversion of the automobile 

industry to war production, thtae cars having been frozen by the Office 

of Price Administration until April 1, 1943, at the earliest. 2 

'l'he sixth new development pertartning to the RFC lending activities 

The numbervas increased to nine on February 14, 1934, and later to 
eleven. U.S., State Department, The Export-Import Bank of Washington: 
The _!'.irst Ten Years, 2.E• ~•, P• T. 

4S6 U.S. Stat. at t. (19u2), 275-76, •An Act For the relief of 
dealers incertain articles or commodities rationed under authority of 
the United States.• 

1 
U.S., Congress, Activities of the Reconstruction Finance Corpora

tion and Its Subsidiaries in Connectioii with the War~ to October 31, 
1942--nrc;-use Doc. No. 905, 77th Cong., 2dsess:f," ~19. - -

2rbid., p. 18. 
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which originated during the War was the 11blanket participation" 

program. As War financing tapered off and reconversion began to loom 

as an important financial problem, the RFC, on March 1, 1945, offered 

to banks a "Blanket Participation Agreement II under the amendment to 
l 

the RFC Act approved on April 13, 1938. 'fhe amendment provided that 

the purchases of securities and obligations on the loans might be 

made or effected 11ei ther directly or in cooperation with banks or 

other lending institutions through agreements to participate or by 
2 

the purchase of participations, or otherwise. 11 In effect, the 

program provided for practically automatic guarantee of 75 per cent of 

the anounts of loans made to business enterprises by approved banks.
3 

Under this program, banks were enabled originally to nake eligible 

loans up to $250,000 to arry one borrower (later increased to $350,000 

in December 1945, and then, one year later, reduced to $100,000 as of 

December 1, 1946) without prior approval of the RFC. 4 loans requiring 

152 U.S. Stat. at L. (1938), 212-13, "An Act 'fo amend section 5d 
of the ReconstructionFinance Corporation Act, as amended, to authorize 
loans to public agencies, to provide credit facilities for business 
enterprises and for otherpurposes. 11 

2 
Ibid. 

3u.s., Congress, Report on Audit of Reconstruction Finance Corpora
tion and Affiliated co56orations, for the Fiscal Year Ended June JO, 
I'9J3' (House Doc. No. 4 O, 80th Cong., 2d sess.), p.5"4-.----

hibid. 
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guarantee of more thai 75 per cent or loans exceeding the established 

limit in amount could also be made, but only w:i. th the prior approval 

of the RFC. As a charge for the protection afforded by the plan, the 

RFC collected a fixed percentage varying from one-half of l per cent 

to three-fourths of 1 per cent per annum, depending upc!tn the amount 
1 ' 

of bank participation. 

In order to qualify for protection under this plan, a bank was re

quired to present its application for a blanket participation agreement 

to the loan agency of the RFC serving the territory inmich the bank 

was located. The application was submitted to the directors of tl::e RFC, 

and, upon 1:eing advised of the boarci' s approval, the agency manager was 

authorized to execute the agreement. Thereafter, loans were automatic

ally covered by the agreement when the l,oan agency manager received 

certain information required to re furnished by the bank with respect 

to each loan made by it. 2 

Under the agreement, the RFC was obliged to purchase its agreed 

participation in the unpaid remainder of the loan within 10 deys of 

written demand by the bank, but not Jater than 60 days after maturity 

of the rote evidencing such loan. 'rhe loans were male upon terms and 

conditions satisfactor.y to the banks, including the RFC1 s basic require

ment as to solvency and security, without need for filing a loan applica-

1Ibid. 

2Ibid. 
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tion with the RFC. Loans were limited to 10 years in length, were 

repayable in installments aggregating each year not less than 10 per 

cent of the principal, and oould not bear interest in excess of 4 
l 

per cent on the RFC' s share, or 6 per cent on the bank's share. 

The announced purpose of this progran was to uadequately and 

promptly care forthe large volume of applications for loans which it 

is anticipated may develop during and subsequent to the period of 
2 

reconversion from a war-time to a peacetime economy." The automatic 

character of the arrangement was well re cepted especia Uy by many small 

banks which could avoid filing long awlication forms as well as taking 

the chance that guaranty might be refused. .furthermore, they by virtue 

of the guaranty were enabled to ham le loans much larger than their 

legal loaning limit would otherwise permit. Thus, these banks were 

not only able to increase their earnings without added risk, but 

avoided the loss of customers, a hazard which might have been present 

if other banks were called in to share in setting up large credits. 3 

On the other hand, the larger banks with extensive correspondent 

relationships were generally critical of the agreements; for, with 

these loans, the RFC took the position that, in view of the bank 

participation, it was not obliged to investigate whether the entire 

3nouglas R. Fuller, Government Financing of .Private Enterprise 
(Stanford: Stanford University Press, 1948), p-. 110. 
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credit requested might be available from other sources. The American 

Bankers Association, at the 72nd m.nual convention held in Chicago on 

September 24-26, 1946, went on record in opposition to the program as 

11superfluous, and as leading toward socialization of banking by 

eli~inating the risk-taki..ng function that is at the basis of private 
1 

banking.'' The president of the association, ~ank J. Rathje, in his 

address to tbe convention on September 25, 19L6, criticized the RFC's 

"blanket participation plan, 11 by saying: 

'The stimulus to credit expansion given by this program is 
unnecessary and untimely. '£he banks, at the present time, 
have sufficient resources to meet any demand for credit re
quired by American business of all types. An aggress..ve 
policy of credit expansion, at, present price levels, by a 
government agency, ~s to invite the danger of speculation 
and over-expansion.-

And in the Wall Street :rournal of veptember 26, 1946, a former American 

Bankers Association president, ~obert M. Hanes, was quoted as having 

asserted that the automatic guarantee should be discontinued because 

11it will encourage loose lending practices arrl be a contributing factor 

to inflation, .11 and because 11it throws an additional liability upon the 

Government which already is overburdened with financial responsibilities 

and liabilities. "3 

1nHold to Private Enterprise, Cut Down Spending; A.B.A. Platform," 
The American Banker, CXI (September 26, 19h6), pp. l and 5. 

2ttl..arge Credits by U.S. Agencies Held Dangerous by F. J. Rathje," 
The American Banker, CXI (Sep~ember 25, 1946), p. 43. 

3nHanes Hit RFC Bank Loan Plan," The Wall Street Journal, September 
26, 1946, P• 5. And also "Hanes Calls RFC Blanket Guaranty Dangerous, 11 

The .American Banker, CXI (September 26, 1946), p. 32. 
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The program was terminated e.ffective <January 23, 1947 •1 In 

substitution the RFC offered a "Small I.Dan Participation" plan which, in 

essence, was a simplified form of application designed to expedite the 

processing of requests for gua.rantees of not over 75 per cent of loans 

2 
ur:rler $100,000. 

:Despite ffie brief life of this program, Blanket Participation 

Agreements were approved with5,253 banks, of which 2,422 actually 

made loans under the agreement. The total number of loans authorized 

was ll,057 in the aggregate amount of $525,ooo,ooo, of which $380,000,000 

or 72 .6 per cent represented the RFC I s comrni tment for its guaranty under 

f 3 
the Blanket articipation Agreements. 

At June 30, 1945, the RFC and its two subsidiaries had combined 

loans which amounted to approximately $2,204,000,000. Of this total, 

$304,0c)O,OOO represented funds advanced to United States Government 

corporations arrl agemies, ar:rl $1,400,000,000 represented funds 

advanced to others. Table 9 swnmarizes the principal loans from the 

RFC1s consolidated balance sheet as of June 30, 1945. 

1u.s., Congress, Report on Audit of Reconstruction Finance Corpora
tion and Affiliated Corporations-; for the 1"iscal Year Ended June 30, 1945, 
(House Doc. No. 450; 80th Cong., 2d sess."), p. 55:-- -- - --

2 Ibid. 

3u.s. Congress, Report on Audit o.£ Reconstruction l!"'inance Corpora
tion and Subsidiaries for theFI."s'caI ¥ears ~nded June 30, 1946 ~ 1947 
(House Doc. No. 468; 81st Cong., 2d sess.), P• 47-. - -
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Table 9 

LOANS OF THE RFC AND ITS SUBSIDIARIES OUTSTANDING AT JUNE 30, 19451 

{Amount in thousands of dollars) 

Class Amount 

U.S. Govemmentltgencies: 
Rural Electrification Administration $240,170 
Export-Import Bank of Washington 174,000 
Federal home loan banks 125,132 
Secreta:17: of Agriculture 95,344 
Defense homes Corporation 55,909 
Others 113,864 :ltB04,419 

Others: 
Financial institutions 318,708 
Enterprises engaged in national defense J0,5,605 
Railroads, commercial and mining ent inprises 271,941 
United Kingdom of Great Britain and i~orthern 

Ireland 264,693 
States, territories, municipalities, and 

public bodies 122,88, 
Others 116,515 1,400,353 

Total $2,204,772 

1 
Source: U.S., Congress, Report on Audit of Reconstruction Finance 

Corporation and ,tf'!iliated Corporations for theiiscal Year Ended June 
30, 1945 (House Doc. No. 316; 80th Cong., lstsess.), pp. 106-107,-
Exhibit l, Consolidated Balance Sheet--June 30, 1945. 
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Section 2 

Non-lending Activities During World War II 

As has been mentioned at the first part of this chapter, the 

national defense and war activities of the RFC originated with the 

enactments approved on June 25, 1940, and June 10, 1941, which were 

added to section 5d(J) to the basic RFC Act for the purpose of 

enabling the RFC "to aid the Government of the United States in its 

national-defense program." Under section 5d(3), the RFC was empowered 

to create corporations with authority: 

1. Deal in strategic or critical materials. 

2. Acquire real estate and plant facilities for the manufacture 
of strategic and critical materials, arms, anmunition, implements of 
war, and equipment necessary for their manufacture. 

J. Lease, sell, or otherwise dispose of plant facilities. 

4. Acquire and dispose of railroad equipment, commercial aircraft, 
and parts and supplies necessary in connection with them. 

5. Engage in manufacturing operations. 

6. Acquire and dispose of facilities for the training of aviators. 

7. Take such other action as the 'President arrl the Federal Loan 
Administ 1atormay deem necessary to expedite the national defense 
program. 

In addition, the RFC itself was authorized to make loans to or 

154 U.S. Stat. at L. (1940), 573, "An Act To authorize the purchase 
by the ReconstructionFinance Corporation of stock of I<

1 ederal home-loan 
banks; to amend the Reconstruction iinance Corporation Act, as amended, 
and for other purposes," sec. 5 and 55 U.S. Stat. at L. (1941), 249, 1•.An 
A.ct to extend the operations of the Disaster IPan 'Corporation and the 
Electric Home and 1,i'a.nn Authority, to provide for increasing the lending 
authority of the Reconstruction .l:''inance Corporation, and for other 

H 4 purposes, sec . . 
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purchase the stock of private corporations for the purpose of acqµir

ing strategic materials and for plant construction, expansion and 

equipment, and working capital to be used for the national defense 

program, as has been discussed in the preceding section. 1 

'the RFC, "in order to aid the Government of the United States in 

its national defense program" and war activities, created seven sub

sidiary corporations under the powers conferred upon it by Section 5d(3) 

of the RFC Act, and acquired one additional subsidiary (Rubber Develop

ment Corporation) under Section 5d(2). The names of those corporations 

and the dates of their creation and dissolution were: 

Name of Corporation 

Metals Reserve Company 
Rubber Reserve Company 
Defense Plant Corporation 
Defense Supplies Corporation 
War Damage Corporation 
U.S. Commercial Company 
Rubber Development Corporation 
Petroleum Reserves Corporation 

Date Created 

June 28, 1940 
June 28, 1940 
August 22, 1940 
August 29, 1940 
December 13, 1941 

•March 26, 1942 
"Febru~ry, 19!~22 

(later War Assets Corporation) June 30, 1943 

1. Defense Plant Corporation 

Date Dissolved 

July 1, 191.6 
July 1, 1945 
July 1, 191.6 
July 1, 1945 
April 1, 1947 
June 30, 1949 

June 3q 1947 

June 30, 1946 

The Defense Plant Corporation was organized on August 22, 1940, as 

a government corporation wholly owned by the RFC, under the authority 

given to it in Section 5d(3) of the RFC Act, rd.n order to aid the Govern

ment of the United States in its rational-defense program." The principal 

1see PP• 91-9h. 

2Acquired in Februar., 1942, inactive until February 16, 1943. 
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objective of the DPC was to provide financing and supervising for the 

acquisition of plant sites, the construction of plants, and the 

purchase and installation of machinery and. equipnent, all in order to 
l 

expand the nation 1 s facilities for the production of war materials. 

Theoretically the DPC built the plants or bought machinery arrl 

equipment and leased them to manufacturers. In practice, the actual 

job of designing, building and equipping the factories was turned over 

to the potential operating company, which functioned as the DPC1s agent. 

DPC engineers confined themselves to checking on the utilitarian 

character of the proposed facilities and seeing the job was carried 

out in accord with the approved specifications. ~st of the plants 

were subject to an option under which the operating company could 

purchase them at a depreciated value established in the lease. Thus, 

the government assumed all the entrepreneurial risk, and the private 

corporations would buy the plant later on if it looked profitable. 

In ihe case of synthetic rubber and the vast expansion of aluminum 

facilities, the lease and option arrangement was rot used, and the plants 
2 

automatically reverted to the DPC after the War. 

Virtually all of the DPC' s war-plant facilities were acquired or 

constructed in compliance w:il;b the requests or directives of other 

1 . r , 
U.S., Congress, Report ~ Audit £! ¼construction 1' inance Corpora-

tion and Affiliated Corporations--Defense Plant Corporation for .:!:,!!~ 
Fiscal Year Ended June JO, 1945 (House Doc. No. 474, 80th Cong., 1st sess.), 
P. 153,""'lppendix E, fll)efense Plant Corporation--Corporate Charter.• 

2The synthetic rubber plants were operated by another RFC subsidiary, 
the Rubber Reserve Company. See PP• 12h-l25 PP• 196-201. 
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sponsoring agencies of the Government, such as War and Navy Departments, 

Maritime Commission, War Production Board, Office of Defense Transporta

tion, and other federal agencies and RFC subsidiaries. 1 Under the 

arrangements of the sponsoring agencies, the DPC undertook to acquire 

plant facilities, and to lease them to war contractors. Generally the 

lease agreements with these contractors were of one of the following 

types; 

a. Leases specifying the nominal rental of $1 per year. This form 
was generally used where the entire plant output was intended to be 
purchased by tht3F'ederal Government under a cost-basis contract. 

b. Leases for the peyment of rentals based upon investment in 
plant costs. In these cases, the lessee generally assumed all 
financial risks of operation; rental rates were 5 per cent per annum 
on land and buildings and l2 per cent per annum on equipment. 

c. Leases which specified tra t rentals would be based upon sales, 
upon net profits, or upon volume of production. These forms of leases 
were used where the Corporation undertook to assume some portion of the 
financial risk of operation. 

d. Other lease arrangements called for fixed amounts
2

of rentals, 
payable monthly, quarterly, or for other periods of time. 

Under this formula, the DPC owned at the time of its dissolution on 

June JO, 194.5, between 10 ar.d 12 per cent of the total ir.dustrial 

capacity of the nation. 
3 

At that time the DPC owned approximately 96 

per cent of the capacity of the synthetic-rubber industry, 90 per cent 

of the magnesium mtal, 71 per cent of aircraft and aircraft engines, 

\,or the investment in plants and facilities according to the 
sponsoring agencies, see U.S., Congress, Report on Audit of Reconstruction 
Finance Corporation and Affiliated Co orations--Defense Tu.nt Corporation 
!£! ~he !iscal Year Ended June 30, .!2_ House Doc. No. 474; 80th Cong., 
1st sess .• J, p. W.-

2Ibid., P• ?. 
3Ibid., p. 4, and P• 36. 
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and 58 per cent of the aluminum metal industry. It also had sizable 

investments in iron and steel, aviation gasoline, ortlnance, machinery 

and machine tool, transportation, radio, and other more miscellaneous 

facilities.
1 

All in all, the DPC owned about 2,200 projects with a 

recorded cost of approximately $6,982,000,ooo, which is analyzed 
2 

according to irdustry in the following list. 

Aircraft industry, ard flying schools and 
related facilities .•..................• 

Metals .. ................................... . 
Synthetic rubber.4•····•••···•·•·••·•·•····• 
Oil pipelines, barges and tug boats, and 

other transportation facilities ....... . 
Ordnance . .................................. . 
A via ti on gasoline .......................... . 
Shipbuilding and ship engines and parts .... . 
Chemicals . ................................. . 
Machine tools and machinery manufacture •.•.• 
Radio equipment ••••.........••.............• 
Other, including machinery in plants owned 

by others ..........•...•..••........•.• 

TOTAL . .....................•....... • • • . • • • • • 

Number of 
plant and 
facility 
locations 

658 
313 
132 

78 
lo6 
38 
78 

174 
215 
154 

188 

2,194 

Cost in 
Millions 
of dollars 
"'-·- ... ___ ,.., ____ ,.. 

$2,656 
2,201 

740 

301 
285 
237 
132 
116 
92 
81 

141 

$6,982 

From the larger view of government the DPC mechanism was advan

tageous, for the lessee used his 0 know-how11, subject to supervision 

by the DPC., in directing the construct:i.on and equipment of the plant 

which the lessee would later operate. The lessee's experience was 

1Ibid., P• .l). 

2Ibid., P• 4. 



lll 

thus enlisted to construct the plant efficiently and speedily. The 

lease mechanism was also advantageous in that it kept the cost of 

supplies separate from the cost of facilities. Since rentals were 

moderate or nominal the price of the supplies pr"2>duced was not inflated 

by charges to amortize thenew facilities. The DPC lease mechanism also 

had important advantages to the Anned Services and to the emergency 

agencies it served. During the early period to Pearl Harbor, when 

appropriations to the services were insufficient to meet all needs, the 

DPC was particularly useful. The DR:: eased the budgets of the military 

and mval services and the Maritime Conmission by requiring those 

agencies to provide at rrost a part and sometimes none of the costs of 

construction. Consequently, many plants were erected sooner than would 

otherwise have been possible. Following construction, the DPC continued 

to be useful in assuming the administrative burden associated with 

operation of the facilities. 'I'he DPC' s value was further heightened 

by the fact that its leases were flexible and readily adaptable to the 

changing production needs of its sponsors. 

For the lessee, too, the roochanism had advantages. As the lessee 

of a civilian government agency newly and specifically created to 

construct a defense and war plant, the lessee was able to operate the 

DPC plant with far greater freedom than if he were operating a service

owned plant under a management-fee contract. The plant, in fact, bore 

the name of the lessee. Subject to certain minimum checks by the DPC, 

the lessee was free to conduct his operations as if the plant were his 

own. The DPC lease mechanism thus largely "substituted self-policing 
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1 
for control by government red tape.ff Moreover, the DPC shouldered 

all risk as.sociated with the fixed capital investment. Consequently, 

there was no danger that the private f:il:m operating the pllillt would 

emerge from the war burdened with debt as a result of unwise plant 

investment. 

Again, looking into it from the standpoint of the financial 

mechanism of the country, the DPC, as a subsidiary of the RFC which 

had independent borrowing authority, c oold supply funds outside the 

system of Congressional appropriation. Since it had funds available, 

it could supply immediate financing to certain areas of industry, 

such as ai:roraft, nonnally financed by private capital at a time when 

private capital was hesitant because of the risks involved in an 

e:xpansion of such proportions. 

Thus the DPC met better than any alternate means tre needs of 

many defense and war prograrrs requiring additional facilities. For 

industry, the DPC lease offered a simple and flexible arrangement 

allowing a maximum of freedom in the operation of the facilities with

out risk of ownership while at the same time the government was 

protected from windfall gains to industry through the terms of the 

supply contracts artl through its ma:i.ntenance of title to the facilities. 

The DPC was "an improvisation unique to World War II. 112 As such, it 

l 
Gerald T. White, "Financing Industrial Expansion For War: the 

Origin of the Defense Plant Corporation Leases, 11 Journal of Economic 
History, IX (November, 19h9), 182. 

2
White, £E• cit., P• 183. 
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marks a notable development of government financing in a situation of 

national crisis. 

After the close of the War, the DPC entered a stage of liquidation. 

It was dissolved effective July 1, 1945, and its activities, assets, 

and liabilities were merged wt th those of the RFC on that date in 
l 

accord with a joint resolution approved on June JO, 1945. 

2. Defense Supplies Corporation 

The Defense ,.jupplies Corporation was created by the RFC on August 

29, 1940, pursuant to the authority contained in Section 5d(3) of the 

RFC Act. The principal functions of this agency were (a) the procure

ment, stock-piling, and disposal of commodities defined as strategic 
2 

and critical materials by the President of the United States, chiefly 

those which -mre not minerals or metals, and (b) the payment of sub

sidies to producers and on the transportation of strategic and 
.3 

critical materials. 

The original operating capital of the DSC consisted of its capital 

stock of f5, 000,000 which was all subscribed for and issued to the RFC 

159 U.S. Stat. at L. (1945), 310, nJoint J.Lesolution To transfer 
to the ReconstructionFinance Corporation the functions, powers, duties 
and records of certain corporations." 

2For the definition and list of strategic and critical materials 
see PP• 92-93 .. 

3u.s., Congress, Report on Audit of Reconstruction Finance Corpora
tion am Affiliated Corporations for the Fiscal Year .b;nded June 30, 19fi.5-
Defense Supplies Corporation, (House Doc. No. 43°9,730th Cong., 1st sess.), 
p. 161, "Defense Supplies Corporation-Corporate Charter, as amended." 
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for cash. The additional funds required by the DSC were obtained by 

loans from the RFC against notes of the DSC. Under these arrangements 

the DSC, as Mr. Jesse H. Jones remarks in his recent book, was "by far 
l 

the most versatile member of RFC's sturdy brood of wartime offspring." 

The DSC was "a catch-all, go-anywhere, do-anything organization. 112 

The greater part of the activities of the DSC was concerned with 

the procuremeii. am disposal or stockpiling of commodities. In the 

case of some of the commodities, the volume of activity became so 

great as to utilize practically the entire domestic productive 

resources of the industries involved. '!'his was true in the 100-octane 

aviation gasoline and industrial alcohol programs for supplying the 

Army and the Navy. This program involved a diversion of a major 

portion of the domestic petroleum industry into a new field. Tremendous 

amounts ofcomponent ingredients, such as benzol of various types and 

91-octane gasoline, were acquired by the DSC and directed into 

chamels where their use was required. The program to procure commercial 

alcohol by the DSC involved the procurement of large quantities of 

molasses from Cuba and other West Indies s ou:roes, and their sale to 

commercial users at arbitrary prices related to the selling price of 

alcohol as detennined by the Office of Pr.ice Administration. Contractors 

for the DSC, for the period from its inception to June 30, 1945, 

produced more than 12,000,000,000 gallons of 100-octane aviation gas-

1
Jesse H~ Jones, Fifty Billion Dollars:~ Thirteen Years with 

~ RFC (New York: Macmillan Co., 1951), p. 3:)0. 

2Ibid. 



oline and more than 1,000,000,000 wine gallons of commercial high-

1 proof alcohol. 

11.5 

One of the largest stockpiling operations required of the DSC 

was theproourement and storage of Australian, New Zealand, South 

African, and South American wool. When this progran was undertaken 

in 1940, it was planned only that Australian wool owned by the United 

Kingdom would be stored in the United States to insure an adequate 

reserve~ should enemy action sever communications with the 
2 

Antipodes. In 1942, however, to relieve the dollar exchange short-

agevhich then existed in Great Britain, large quantities of the 

stored wool were purchased by the DSC. Also, the DSC undertook to 

procure wool from sources otmr than "-ustralia. Furthermore, in 1943 

the DSC entered into anoihr arrangement with the United Kingdom 

under which Australian and New Zealan:i wool were brought to this 

country and stored for the account of the United Kingdom. The DSC 

agreed to PSiY one-half of ttte shipping and storage charges on this wool, 
3 

which eventually would all be trans-shipped to Great Britain. 

1u.s., Congress, Report ~Audit of Reconstruction Finance Corpora
tion and Affiliated Corporations for the Fiscal Iear Ended June 30, 
194;-::ne'rense Supplies Corporatioil'"'[House Doc. No.439,°7mthGong.°, 1st 
sess.) P• 1~. 

2Ibid., P• 16. 

3This arrangement was rot cons:idered to be a pa.rt of the DSC wool 
stockpiling activity. Ibid., p. 17. 
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The DSC's numerous other procurement programs involved strategic 

and critical materials or rationed commodities which were acquired by 

purchases, by contract for manufacture, or by arrangements involving 

the sponsorship of new sources of supply. 

Under the authority of Section 2 (e), Title I, of the Emergency 
1 

Price Control Act of 1942, the DSC paid cash subsidies to the 

producers, processars,,arrl vendors of certain strategic and critical 

commodities, when a determination had been made by the Federal loan 
2 

Administrator, with the approval of the President, that the maximum 

necessary production of such materials was not being obtained, or 

might not be obtained during the ensuin~ year, unless such subsidies 

were paid. The foodstui'fs on which subsidies were paid were meat, 

flour, and butter. Transportation equalization subsidies were paid 

on petroleum and petroleum products, on sugar, arrl on coal. Production 

subsidies were paid on certain critical chemicals, aluminum rods, 

petroleum produced from stripper oil wells, timber and wood pulp,. 

156 U.S. Stat. at~. (1942), 23-36 "Emergency Price Control Act 
of 1942."- --

2By Executive Urder 9071,*dated February 24, 1942, issued under 
the authority of the First War .Powers Act, 1941, all of the functions, 
powers, arrl duties of the I<'ederal loan Administrator, including those 
which related to the DSC, were transferred to the Department of 
Commerce to be administered under the direction and supervision of the 
Secretary of Commerce. Insofar as the DSC was concerned, this transfer 
had no practical effect, since the Federal Loan Agency and the Depart
ment of Commerce were both headed by the same man, Mr. Jones. The 
transfer was reversed three years ]a ter when the act of February 24, 
1945 (59 U.S. Stat. at L. 5), "An Act To provide for the effective 
administratione>fcertain lending agencies of the Federal Government,• 
made the Federal loan Agency an independent agency of the Federal 
Government. 
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building bricks, and firewood.
1 

Subsidies to stimulate the production 

and processing of corrmodities were made necessary by OPA price con

trols which had discouraged prcxiuction or processing operations by 

rendering themunprofitable. Transportation compensatory payments were 

required to equalize the burden of excess transportation costs 

attributable to the disruption of normal transportation facilities, 

principally by enemy warfare. 
2 

Four pipelines, constructed and owned by Defense P1ant Corpora-

tion, were operated by the DSC. At the request of other Government 

agencies, the DSC acquired certain properties and leased them to others. 

For instance, a large multi-passenger airplane was purchased and leased 

to the War Prodootion Board. 3 The lease agreement provided that the 

rental payments might be applied to the purchase of the airplane, and, 

after the cumulative total of the payments equaled an agreed-upon

anount--$139,000 plus interest, title to the plane would pass to WPB. 

After having paid $122,000 for rent through June 1946, WPB decided 

not to execute its option to purchase the airplane and returned the 

craft to the RFC on June 30, 1946. 
4 

1u .S., Congress, Report ~ Audit of Reconstruction Finance Corpora
tion and Affiliated Corporations for tba Fiscal Year Errled June .30, 194.5-
Defense"Supplies Corporation (House Doc.'° No. 439;7Kith Cong:-;-Istsess.), 
P• 17. 

2They were the Trans-Florida Line, the SouthTexas Line, the 
Greensboro, N. C .-Richmond, Va. Line, and the Big .!.nch md the Little 
Big Inch Lines. Ibid., p. 18. 

)Ibid. 

4:ibid. 
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At-the request of the Director of Inter-American Affairs, the DSC 

became responsible for certain activities in South America. These 

included the so-called de-Germanization of South American airlines, 

the training of nationals of South Amerl can republics as aircraft 

technicians, and other activities relating to the improvement of 
1 

technical development among the South American republics. 

In buying, lending, and subsidizing the DSC disbursed approx

imately $9,226,ooo,ooo in the United States and forty-five foreign 

lands as a pa.rt of the government's preparedness and war-making 

activities. Of the anount disbursed, $1,672,000,000 was recorded as 

cost of subsidy and other activities incurred by the DSC as agent for 
2 

the Government of the United States on June JO, 1945. 

The DSC was dissolved effective J-uly 1, 1945, and all of its 

functions, powers, and duties were transferred to the RFC on that 

date in accord with a joint resolution approved on June 30, 1945.3 

3. Metals Reserve Comi:any 

Metals Reserve Company was created on June 28, 1940, pursuant to 

Section 5d(3) of the RFC Act. The MRC's principal functions, as set 

forth in its charter, were (a) the procurement, stockpiling, and disposal 

1Toid., P• 19. 

2
Ibid., P• 2, P• 75. 

359 U.S. Stat. at L. (1945), 310, •Joint Resolution To transfer to 
the Reconstruction Finance Corporation the functions, powers, duties 
and records of certain corporations • 11 
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1 
of metals arrl minerals defined as strategic and critical materials 

by the President of the United States, and (b) the payment of 

subsidies to producers of strategic arrl critical rnater;ials.
2 

The 

original capital of the MRC consisted of its capital stock of $5,000,000, 

which was all subscribed for and issued to the RFC for cash. 3 The 

additional funds required by the MRC were borrowed by loans from its 

parent, the RFC, whichin turn had borrowed from the 'l'reasury of the 

United States. 

At first, the MRC contracted for the purchase of materials on a 

delivered basis, buying all such materials as would comply with 

requiremenU'Jnecessary to produce the required finished product. 'rhis 

program was later expanded by the execution of agreements with the 

governments of foreign countries, particularly in South America, whereby 

all 1he exportable surplus of arudn. countries was t,o be sold to the MRC, 

in some cases involving payment of a part of the purchase price before 

the materials were shipped to the United States. 4 

Among the metals traded in were aluminum, copper, nickel, tin. 

and tin ore, chrome ore and concentrates, pl.a tinum, antimony, mercury, 

lead, manganese ore, quartz crystals, zinc, asbestos, mica, tungsten 

ore and concentrates, silver, and gold. They totaled approximately 50 

l 
E'or the definition arx:l the list of the strategic and critical 

materials, see pp. 92-93n. 

2u.s., Congress, Report on Audit of Reconstruction Finance Corpora
tion and Affiliated Corporations for the Fiscal Year Ended June 30, 
I9[j3'"-':ietals Reserve Company (Hous~o'c':" No. 7;s;73"oth Cong~d-sess.), 
Appendix B 11.lllletals Reserve Company--Corporate Cha~ter. 11 

3Toid., p. 9. 

4Ibid., p. 11. 
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different minerals, and were purchased from 51 different foreign 
1 

countries and the United States. 

Under the authority of Section 2(e), Title I of the Emergency 

2 
Price Control Act of 1942, the ID,C paid cash subsidies to the 

domestic producers of strategic and critical metals and minerals. 

In addition, many of the trading activities undertaken involved the 

making of sales at less than cost, with resulting losses which were 

tantamount to subsidies. Other indirect subsidies took the form of 

financial advances made under circumstances which were characterized 
3 

by more than the ordinary risk of loss. 

The total costs incurred in the subsidy and trading programs 

from inception of the MRC to June JO, 1945, are summarized in the 

following tabulation: 
4 

1
Ibid., p. 40. Among the MR.C's activities, the operation of the 

tin smelter at Texas City, Texas, and the import of, and trading in, 
refined tin and tin ores are still continued under the RFC and will be 
studied in the next chapter. See pp. 201-208. 

2 
56 U.S. Stat. at 1. (1942), 23, 36, "Emergency Price Control 

Act of 19J:i2."tr -- - -

3 
U.S., Congress, Report on Audit of Reconstruction Finance Corpora-

tion and Affiliated Corporations for the Fiscal !ear l!;nded June JO, 
1945-::r:fetals Reserve Company (House Doc. No. 758-;-Both Cong~dsess.), 
P• J. 

4Ibid., p. 13. 



Direct subsidies allowed to producers of strategic 
and critical metals and minerals .•.....•........ 

Net losses resulting from processing and trading 
activities •........•.........................••• 

Interest on borrowed funds ...........•...........•• 
Administrative expenses and certain other items of 

expense and income, net . ....................... . 

TOTAL COST ......................................... 
Less gains resulting from processing and trading 
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#212,500,000 

104,500,000 
18,500,000 

15,900,000 

$351,400,000 

activities..................................... 35,500,000 

NET AMOUNT . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $315,900, 000 

'rhe :MRC was dissolved effective July 1, 1945, and all of its 

fu.rc ti ons , powers, and duties were tram ferred to the RFC on that date 
1 

in accord with a joint resolution, approved on June 30, 1945. 

4. Rubber Reserve Compaey 

This subsidiary was formed on June 28, 1940, "to aid the Govern

ment of the United States in its national-defense program,• under the 

authority of Section .5d(3j of the RFC Act, by providing supplies of 

crude rubber, scrap rubber, and aiding in the establishment of synthetic 
2 

rubber plants. Its entire authorized capital stock of i5.,ooo,ooo was 

subscribed and paid for in full by the RFC. 3 

l 
59 U.S. Stat. at L. (194.5), 310, ••Joint Resolution To transfer to 

the Reconstruction B'Ina.nce Corporation the functions, powers, duties, 
and records of certain corporations. 11 

2 
U.S., Congress, Report on Audit of Reconstruction i<'inance Corpora

tion ~ Affiliated Corporations-for the Fiscal Year Ended June JO., 
1945--Rubber Reserve Com~y, ~ Rubber Developrnent Corporation{House 
Doc. No. 444., 80th Cong., d sess.), p. 2 • 

.3Ibid., p. 12. 
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The RFC, through the Rubber Reserve Company and another subsidi

a:ry, the Rubber Development Corporation, became the sole agent of 

the government concerned with the procurement, stockpiling, and 

distribution of natural rubber, after June 30, 1941. The RFC also 

became the sole importer of rubber in the United States on June 20, 

1941, and continued that function until April l, 1947, 1 when commercial 

imports were resumed and no new purchases of natural rubber were ma.de 

by the RFC after that date. 

lvlost of the natural rubber acquired by the RFC was procured in 

the Far East, the normal source of more than 97 per cent of the vo rld 

supply. After the Japanese conquest of the principal rubber-

producing areas in the Far East early in 1942, .the Rubber Reserve 

Company, in conjunction with the State Department, negotiated agree

ments with 17 La.tin American countries for the procurement of practi--• 

cally all the rubber produced in those countries. 2 The Company sent 

representatives and technicians into most of those countries to assist 

in increasing the produldtton and availability of wild rubber. In 

addition to paying a very substantial price for the rubber, the Company 

1 
This function was performed through the Rubber Reserve Company 

until June JO, 1945, and, after that date, directly by the RFC, as the 
Rubber Reserve Company lost its corporate autononzy- on June 30, 1945. 

2u.s., Congress, Activities of the lteconstruction Finance Corpora
tion and Its Subsidiaries in Connection with the War ~ to October 31, 
1942,THouse Doc. No. 905,77th Gong., 2d sess.), r;:-16~---- -
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was expending large sums of money to improve transportation and 

working conditions, increase the labor supply, and do whatever else 
l 

might be necessary to get more rubber. These agreements provided 

for the establishment of development funds to facilitate the creation 

or expansion of rubber production. Most of the agreements were sub

sequently extended to expire June 30, 1947. 

Acquisition from the Far East accounted for approximately 77 per 

cent of all natural rubber obtained, notwiths"banding the inroads of 

war particularly during 1942 and early 1943. Approximately 9 per cent 

was secured from the .Latin American countries, principally Brazil. 

The remainder was obtained from Africa and from inventories of 
2 

domestic manufacturers. 

As of June 30, 194 7, sales of natural rubber by the RFC amounted 

to #737 ,000,000 and the net lossfrom trading in natural rubber totaled 

almost $140,000,000. 3 The average cost of the rubber from the Far 

East closely approximated the selling prices charged by the RFC. Thus, 

the reported loss on natural rubber was primarily attributable to the 

extraordinary procurement costs (including promotion am. development) 

1
~., P• 17. 

2 U.S., Congress, Reoort on Audit of Reconstruction Finance 
Corporation and Subsidiaries for the Fiscal Years Ended June JO, 1946 
and 1947 (House Doc. No. 468,Blst Cong., 2d sess.), p. n:- -

3 Ibid., P• 100. 
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incurred in the acquisition of rubber from marginal and new sources in 
l 

the Western Henisphere. 

The synthetic rubber program of the Rubber Reserve Company was 

begun in 1941 w:tth a plan to construct plants capable of producing 
2 

40,000 long tons of rubber annually. The program was expanded 

rapidly after Pearl Harbor, and by June 1945 there were 18 plants in 

production with a rated annual capacity of 818,000 long tons and a 

demonstrated capacity of i::pproximately 1,000,000 long tons.
3 

In 

addition to the rubber-producing plants, the Defense Plant Corporation 

constructed a number of plants for the production of mw materials re

quired in the manufacture of rubber. All of these plants were leased 

by the Defense Plant 0orporation to the Rubber Reserve Company far use. 

The expenditures by the RFC for plants used in the synthetic rubber 

program totaled $707,000,000, by June JO, 1945.4 

The synthetic rubber plant facilities v.e re operated far the RFC 

by private industry, primarily rubber, petroleum, an:i chemical companies. 

The RFC usually entered into tvo contracts with each operator. Under 

one agreement the plant was leased to the operator at a nominal rental 

of one dollar a year. The other, an operating agreement, generally 

provided that the RFC would reimburse the operator for all costs of 

operation and maintenance of the plants, and for the peyment of manage-

1
Ibid. 

2u.s., Congress, Report~ Audit of Reconstruction Finance Corpora
tion and Affiliated Corporations for the Fiscal Year Ended June JO, 
"I9'J:3-=iiu'bber Reserve Company, andRubberDevelopmerit Corporation(House 
Doc. No, ilili~ 7rotfi"cong., 2d sess.), p. lI. , 

3Ibid., P• 30. 

Uibid., P• 31. 
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l 

As of June 30, 194 7, sales under the syntret ic rubber program 
2 

amounted to #1,191,000,000 and the net operating loss totaled $188,ooo,ooo. 

The Rubber Reserve Company, furthennore, in compliance lith the 

request of the .President necessitated by tl::e critical rubber shortage, 

in June 1942 agreed to buy scrap tires and miscellaneous scrap rubber 

at $25 per short ton in carload lots at any shipping point in the 

countcy-. The first scrap-rubber collection drive was announced by 

President Roosevelt on June 12, 1942. Oil companies under the direction 

of the Petroleum Industcy- War Council conducted the drive which lasted 

until July 10, 1942.3 Then this progran was carried out through the 
4 

four large scrap-rubber dealers which had nation-wide organizations. 

The Rubber Reserve Company entered into agency agreements with the 

four dealers. Under the terms of the _.,enents, the agents were re

quired to procure, store, and sell scrap rubber and they were to be 

5 
reimbursed for their actual expenses. Thus, the scrap rubber was 

1u.s., Congress, Re rt~ Audit of Reconstruction Fina.me Corpora
tion and Subsidiaries r the Fi~rs Ended June 30, 1946 and 1947 
(HouseDoc. No. 468, 8Ist Cong., 2d sess.}, p. 1or.- - - - -

2 
Ibid., p. 154. 

3
Jones, ,££• cit., P• 432. 

4rhey were Nat E. Berzen, Inc., Inwenthal Company, H. Muehlstein 
& Co., and A. Schulman. Ibid. 

Su.s., Congress, Activities of theReconstruction li'iname Corpora
tion and Its Subsidiaries in Connection with the War ,;:E to October 31, 
1942,Wouse Doc. No. 905,77th Cong., 2dsess':-Y,P. 17.- -
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obtained through conmercial channels and by public collection drives. 

The scrap rubber program had resulted in loss of over $22,000,000 

by June 30, 194.5, mainly because of expenses for handling, transporting, 

and storing.
1 

Even after June 30, 1945, further expenses were incurred 

in disposing of the scrap rubber still on harrl, which, according to the 
2 

Rubber Reserve Company's estimates, had no value. 

The Rubber Reserve Company was dissolved as of July 1, 1945, by 
3 

the provisions of a joint resolution, approved June 30, 1945, and 

its powers ard duties were nerged with those of the RFC. The functions 

of the defunct Rubber Reserve Company have sime been carried out by 

the RFC through its Office of Rubber Reserve. 

5. War Damage Corporation 

On December 13, 1941, the RFC, pursuant tc the authority contained 

in Section 5d{3) of the RFC Act, as amended, created the War Insurance 

Corporation. By charter anendment dated March 30, 1942, the name was 

changed to War Danage Corporation to conform to the provisions of 

4 
Section 2 of the Act approved on March 27, 1942, which was added to the 

1 
U.S., Congress, Report£!! Audit of Reconstruction Finance Corpora-

tion arrl Affiliated Corporations for the Fiscal Year Ended June 30, 
m.:::aubber Reserve Compaey, and Rubber Development Corporat:lon(House 
i>oc7 No. 444, 80th Cong., 2d sess.], p. 64. 

2 
Ibid., P• 65. 

359 U.S. Stat. at L. (1945), 310, nJoint Resolution To transfer to 
Reconstruction Finance Corporation the functions, powers, duties, and 
recorda of certain corporations .. " 

4S6 ~.S. Stat. at 1. (1942), 174-176, "An Act To provide for the 
financing o1 t..ne'iarDamage Corporation, to amend the Reconstruction 
Finance Corporation Act, as amended, and for other purposes.• 
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ru--c Act as Section 5g. 

Under the provisions of Section 5g of the RFC Act, the RFC was 

directed to continue to supply funds to theWar Damage Corporation up 

to the aggregate amount of $1,000,000,000, and the War Damage Corpora

tion was empowered to use the funds to provide, "through insurance, re-

insurance, or otherwise, reasonable protection against loss of or damage 
l 

to property, real and personal," which might result from enell\V attack, 

including any action taken by the military, naval, or air forces of 
2 

the United States in resisting eneIJ\V attack. 

The act also provided that protection should be applicable to 

property situated in the United States, the Philippine Islands, the 

Canal Zone, the territories and possessions of the United States, and 

in other places determined by the .President of the United States to 

U. 3 
be under the dominion and control of the ni ted States. 

The act of March 27, 1942, provided specifically for property 

loss or damage mich might have occurred after December 6, 1941, and 

before the date on which protection was to become available as determined 
4 

by the Secretary of Commerce. Under the Jaw, such losses or camage 

might be compensated by the War Damage Corporation without requiring a 

contract of insurance or the payment of a premium or other charge, and 

11such loss or damage may be adjusted as if a policy covering such 

1
rbid., sec. 2. rt became Section 5g of the RFC Act, as amended. 

2Ibid. 

3Ibid. 

4Ibid. 



1 property was in fact in force at the time of such loss or damage." 

This insurance program was designated by the WDC as the "pre-policy 
2 

program." 

On July l, 1942, in conformity with the determination of the 

Secretary of Commerce, provided under Section 5g of the RFC Act, the 

WDC inaugurated the "policy program," publishing its regulations., 

rules, and rates effective as of July 1, 1942 . 3 On that date coverage 

was provided on property situated in the continental United States, 

Alaska, the Virgin Islams, Hawaii, Puerto Rico, ani the Canal Zone. 

Because the philippines, Guam, ani Midway Island were under the control 

of enemy forces on July 1, 1942, coverage was not extended to those 

areas when the "policy program" was inaugurated. 4 

In order to avoid the necessity for creation of a nation-wide 

governmental organization to hanile its insurance program, the WDC 

negotiated agreements with established private insurance companies to 

act as its fiduciary agents. These agents were authorized to receive 

applications and premium remittances, issue policies, and transact 

any other business in accord with the prescribed regulations. Under 

this arrangement the WDC mobilized the services of approximately 1,450 

1Ibici~ 

2u.s., Congress, Report on Audit of Reconstruction F'inance Corpora
tion and Affiliated Co:ryorations for the F'iscal Year Ended June 30, rn-- War Damage Corporation (House Doc. i~o. 60~0th Cong., 2d sess.), 
p:-g. 

3~ . 
.1.bid. 

4Ibid., p. 9. 
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policy-issuing offices, 1,166 of which became actively engaged in 
1 

making general war-risk insurance protection available to the public. 

The WDC also, consistent withits policy adopted in the writing of 

war-risk insurance, determined that the investigation and adjustment 

of claims for loss or damage could best be handled by private agencies 

already retablished and experienced in that field. Consequently, the 

WDC entered into agreements with Fire Companies I Adjustment Bureau, 

Inc., Western Adjustment and 1nspection Company, and Underwriters' 

Adjusting Company, under which the personnel and facilities of those 

companies in approximately 400 cities in the United States could be 

utilized as claims service offices of the WDC.
2 

The issuance of policies was discontinued on March 15, 1946, 

because of the cessation of hostilities and the consequent decrease 

in demand for ward amage insurance. Insurance under policies in 

force at that date remained in effect until the expiration dates 

specified in the policies arrl until the expiration of any duly authorized 

periods of extension. In any event, all policies automatically expired 

by April 1, 1947, while the WDC had existence only until January 22, 

1947, by its charter, except for purposes of liquidation.
3 

In its 

final liquidation of h WDC, the RFC paid into the federal Treasury 
4 

$209,827,810, representing profits realized from its operations. 

1Ibid., p. 4. 
2Ibid., P• 5. 
)Ibid., p. 9. 

4rbid., P• 13, See also Jones, op. cit., P• 455. 
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6. The U.S. Commercial Company 

The u. S. Commercial Company was organized as an RFC subsidiary 

on March 26, 1942, pursuant to Section 5d(3) of the RFC Act. 1 The 

principal functions of tlm USCC were (1) the conduct of preclusive 

purchasing arxl other disruptive activities abroad, designed to prevent 

the acquisition of strategic commodities by memy powers, and (2) the 

procurement abroad of commodities defined as strategic and critical 

materials by the President of the United States, and stockpiling of 

such commodities in foreign locations or their importation into the 
2 

United States for delivery to other agencies of the government. 

The USCG had been regarded as one of tlfe war subsidiaries of the 

RFC, but unlike the other RFC war subsidiaries, which were operated 

under the general supervision of the Federal loan Administrator, the 

USCC was managed under the direction of the Office of Economic Warfare 

by the Executive Order 9361, dated July 15, 1943. 3 By Executive Order 

9380, dated September 25, 1943, 4 the Office of Economic Warfare was 

1u.s., Congress, Report on Audit of Reconstruction Finance Corpora
tion and Affiliated Corporations for the Fiscal Year Ended June 30, 
rn--u.s. Commercial Company (House Doc. No. 71~0th Con'g:-;-2dsess.), 
p.7:. 

2
Ibid., p. 77, Appendix, U.S. Commercial Company, Corporate Charter." 

311Letters and Executive Order on Controversy Between Henry A. 
Wallace and Jesse H. Jones over Economic Warfare. Executive 0rder No. 
9361. July 15, 1943, 11 The Public Pg:.J;:~~ and Addresses of Franklin !!• 
Roosevelt, (1943), ££• cit., pp. 39 - 0 • The same order was ma.de 
effective for the Rubberlievelopment Corporation, the Petroleum Reserves 
Corporation and the Export-.lmport Bank of Washington. See np. 1.35, 1J9 
and 161. 

411The Foreign Economic Administration Is Established. Executive 
Order No. 9380, September 25 1943," The Public Papers and Addresses of 
Franklin .Q• Roosevelt, (1943), 2e_• cit., pp. 406-412. During the defense 
and earlier war periods, a number oTTederal Departments arrl agencies 
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transferred to the Foreign Economic Administration, together with the 

corporations (including the USCC), agencies and functions assigned to 

it by the Executive vrder 9361. Thus, the question of ownership of 

the USCC was not satisfactorily resolved until the responsibility for 

management of the USCG was restored to the RFC on October 20, 1945, 

by Executive Order 96301 issued by President Truman on September 27, 

1945, under which the Foreign Economic Administration was discontinued 

~ the USCC as well as the Rubber Development Corporation and the 
2 

Petroleum Reserves Corporation were transferred to the RFC, whiJe 

all of the other residual functions of theForeign Economic Administra

tion were assigned to other agencies of the government. 

The main preclusive operations were conducted in Spain, Portugal, 

and Turkey under loss-sharing agreanents with the United Kingdom 
3 

Commercial Company and the British Ministry of Economic Warfare. 

had had a hand in the matter of' economic warfare. They dealt with such 
vital international economic functions as relief an:i rehabilitation of 
liberated areas, lend-lease, stock-piling of critical materials, 
export and import control, and preclusive purchases designed to keep 
strategic materials out of the hands of the enerrzy-. It eventually 
became apparent that a thorough consolidation of these several agencies 
engaged in international economic activities was: necessary in order to 
eliminate the confusion of duplicating, and sometimes competing opera
tions. By this Executive Urder, President Roosevelt merged into the 
new Foreign Economic Administration the Office of Lend-Lease Administra
tion and the Foreign economic operations of the Uffice of Foreign 
Economic Coordination of the Depa.rt:irent of State together with the 
Office of Economic Warfare. 

111Redistr:ibution of Foreign Economic Functions and Functions with 
Respect to ~urplus Property in Foreign Areas. Executive Order No. 9630, 
September 27, 1945, 11 C.F.R. 1945 ~•, P• 119. 

2Ibid. 

3u.s., Congress, Report£:! Audit of Reconstruction Finance Corpora
tion and Affiliated Corporations for the Fiscal Year Ended June J), 1945, 
(HouseDoc.' No. 316, 80th Cong., hl seas.), p. mr.-- - - -
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Exceptfdr' the disposal of inventories, the preclusive operations were 

discontinued in 1944 when Germany was no longer able to trade with 

the neutral countries. Early in 1943 the USCC, under the direction of 

the Board of Economic Warfare, undertook to obta:L n and ship farm 

machinery, vegetable seeds, fertilizer, and other supplies for the 

establishment of food-producing projects in New Guinea, New Caledonia, 

and the Solomon Islands. In addition, trade goods such as textiles, 

knives, sewing machines, and fishing tackle, were shipped to the 

islarrls for sale to thenatives. In return, the USCC purchased some 

copra and native handicraft. 1 The program was undertaken at the 

request of the Navy Department. Its primry purposes were to raise 

fresh foodstuffs for the armed forces and thus conserve valuable 

shipping space, and to supp}y the natives with trade goods until 

normal private trade could be resumed. After the surrender of Japan, 

the pro gram was extended to the other islands in the central Pacific 

including the Carolines, Marianas, Marshalls, and Hawaii. On December 
2 

11, 1947, these activities were transferred to the Navy Department. 

Similar activities were initiated by the USCC in the Philippines 

after their liberation in 1944. This progran was administered in co:.. 

operation with the War Department through a branch office in Manila. 

1u.s., Congress, Report£!! Audit£! Reconstruction Finame 
Corporation and Affiliated Corporations for the Fiscal Year Ended 
June JO, 19h6 and 1947 (House Doc. No. 4W, 81st Cong.,2cisess.), p. 117. 

2Ibid. 1 P• 118. 
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Its general purpose was to aid in the restoration of the civilian 

economy and trade of the islands. Conswner goods and transport equip

ment were purchased by the USCC from various sources and sold to 

civilian consumers arrl the Philippine government. ALso the USCC 

purchased abaca and copra in the Philippines for shipment to the United 

States. The Manila office closed on December 31, 1946, when the program 
1 

was largely completed. 

During 1946 and 194 7 the USCC acted as agent for the War Depart

ment in the importation of raw materials and manufactured goods from 

Japan, Germany, and •l.orea, and the sale of such commodities both in 

the United States and abroad. It has also acted as agent for the 

Commodity Credit Corporation in the export of cotton to Japan and 

Germany for ta manufacture of textiles. These programs were begun in 

order to expedite the return of international trade to normal channels, 

assist the War Department to defrey occupation costs, and provide 
2 

dollar exchange for the military authorities in occupied countries. 

Effective December 31, 1947, the USCC1 s participation in these programs 

was terminated, and its functions were assigned to the military govern-
3 

ment s of Japan and Germany. 

The charter of the USCG expired on June JO, 1949. By the date of 

its expiration, the USCG disbursed near- ]y $2,000,000,000. Its balance 

sheet at that date showed a cumulative net loss of only $172,000,000, 

which, to Mr. Jones I estimation, was less than might have been anticipated,..' 4 

1±bid. 
2u.s., Congress, Report on Audit of Reconstruction Finance Corpora

tion and Affiliated Corporations for the Fiscal Year Ended June JO, 
1945 (House Doc. No. 316, 80th Cong.,lst sess.)~ E~ - -

3Ibid. 

4Jones, ~• cit., P• 387. 
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7. Petroleum Reserves Corroration 

The Petroleum Reserves Corporation was created on June 30, 1943, 

in response to the Government's wartime need for access to foreign 

l 
reserves of crude petroleum. The concept of the Petroleum Reserves 

2 
Corporation grew out of the worries of the Joint Chiefs of Staff. 

They were gravely concerned over the rapid dwindling of domestic 

reserves of petroleum caused by warti.roo demarrls. During June, 1943, 

under the auspices of the War Department, a number of meetings were 

held attended by representatives of departments of State, War, Navy, 
... 3 

arrl lnterior. Those in attendance on the metings recomnended, among 

other things, that the government mali.e secret contracts with the 

presidents of the Texas Company and the Standard Oil Company of 

California which jointly owned the California Arabiam Standard Oil 

Company, and negotiate for the purchase of 100 per cent of the 

latter's capital stock. They also recommended that a government 

official be dispatched to the Middle East to sound out Alexander C. 

Kirk, then the American Minister to Egypt and Saudi Arabia, as to what, 

if anything, ought to be done to arrange appointments and conferences 

4 
with King ibn-Saud. All these plansani:l.proposals were submitted to 

l 
U.S., Congress, Report~~ Audit of Reconstruction Finance Corpora-

tion arrl Affiliated Corporations for the Fiscal Year Ended June 30, 
1945--Petroleum Reserves Corporation (House Doc. No. 622, 80th Cong., 
2d ress. ) , p. 1. 

2 Jones, op. cit., p. 483. 

3
They were Herbert Feis of the Department of State; Robert P. 

Patterson, then Under-Secretary of War; General Boykin C. Wright and 
Colonel W.E.R. Covell of the War Department; William.C. Bullitt and 
Captain W. J. Carter of the Navy Department and Abe Fortas of the Interior 
Department. Ibid. 

4Ibid. 
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President Roosevelt through the secretaries of the four departments 

1 
and the Director of War Mobilization. President Roosevelt, on June 

29, 1943, directed the Federal Loan Administrator and the RFC to 
2 

create the Petroleum Reserves Corporation. 

Thus, on the next day, June 3J, 1943, a new war subsidiary of 

the Rl:t-.C was foriood. However, the general supervision of the PRC, as 
3 

has been explained before, was harried over to the Office of Economic 

Warfare, effective July 1.5, 1943, and soon to the Foreign Economic 

Administration as of September 25, 1943, by the executive orders. 

As were the cases of the U. S. Commercial Company and the Rubber 

Development Corporation, the PRC was returned to the RFC on September 

. 4 
27, 1945, by an executive om.er. However, during this entire period 

the RFC continued to finance the PRC and to perform most of its 

accounting fumtions. 

In addition to the main purpose of the PRC in buying or acquiring 

foreign reserves of crude petroleum, the disposition of the oil or of 

its products was also contemplated by the charter. 5 Furthermore, the 

PRC was authorized to construct an:1 operate refineries, pipelines, 

1 . 
Secretaries of the four departments were Secreta:ry of State 

Cordell Hull, Secretary of War .henry L. Stimson, Acting Secretary of 
the Navy James Fbrrestal, and Secretary of Interior Harold Ickes; and 
the Director of War lviobilization was James F. Byrnes. Ibid. 

2 
Ibid. 

3 
See P• 7-31. 

4see PP• 1J1. and 147.. 

5u.s., Congres~ "Petroleum Reserves Corporation: Corporate Charter," 
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storage tanks, and other facilities outside the United States. 
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The PRC, under this authority, in early February 1944, was 

committed to build a 1,250-mile pipe line from the Persian Gulf 

starting on the eastern shore of Saudi Arabia, to the eastern end of 

the Mediterranean. Cost of this project was estimated between 

$130,000,000 to $165,ooo,ooo by the PRC, depending on final details of 
2 

design. The PRC soon announced the text of "agreement on principlee;n 

disclosing that the PRC wou.Jd exercise complete domination in 

transportation of Arabian and Kuwait oil to the Mediterranean area 

where it would be available for transshipment to countries along the 

shores of that ocean, to western Europe, or to the Western Hemi-
3 

sphere.· 

The PRC held that the pipeline would be a hedge against a long 

war and would be a part of the over-all United Nations I s military 

petroleum-policy program and that it would ultimately serve to 

- 4 
loosen the nritish monopoly on Persian Gulf oil. However, bitter 

in Report ££ Audit of Reconstruction Finance Corporation ~ Affiliated 
Corporations for the Fiscal Year Ended iune 30, 1945--Petr~leum Reserves 
Corporation (House Doc • No. 622; 80th Cong. , 2d sess. ) , p. 15. 

1Toid. 
2 

Henry D. Ralph, "Government Becomes Transportation Arbitor for 
Middle East Fields," The Uil and Gas 3ournal, 42 (February 10, 1944), 28. 

3Ibid., 30. The "agreement en principle!l 11was signa:i between the PRC 
on the one side and the Arabian-American liil Co., Gulf Oil Corp., the 
Texas Co., and the Stan:iard v11 Co. of California on the other side on 
February 7, 1944. Ibid., 30 and 36. 

4see Secretary of th:! Interior Harold L. Ickes' radio address in 
Henry D. Ralph, tfAdvocates of Arabian Line R,ace Against Time to Beat 
Threatened Interferences, 11 The Uil and Gas .Journal, h2 (March 16, 1944), 
52. Secretazy of the Navy . Frank Knox" also declared that the Arabian 
project is ttthe birth of a genuine foreign-oil policy.tt See ibid., 56. 
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opposition developed, particularly from the smaller oil comps.nies 

who saw no necessity for Government participation in oil affairs. 

They pointed out that while technically the Government was not 

actually engaged in the production of oil, the pipe-line-contract 

terms in effect gave the government control over exploration and 
1 

production policies of the private companies. Officially, under 

the proposed pipe-line contract, the Government through the PRC 

was to act as a banker making a loan. In return for acting as 

banker, the Government intended to extract a guaranteed minimum 

tender of oil to theline. That meant that regardless of future 

tanker developments, possible market eastward via the Persian Gulf 

and the Red Sea, and regardless of how low tanker rates might go, 

the pipe line was to be kept filled at a tariff high enough to 
2 

guarantee the Government a return of capital plus a profit. 

Furthermore, the Government in the "agreement on principles" 

demanded an:l obtained a monopoly on all pipe-line construction to 

the Mediterranean. 

In the meantime, negotiations were begun on the first proposed 

1For the text of the 11agreemen t on principles,'' see The Oil 
and Gas Journal, 42 (February 10, 19h 4), 30. - -

2
Charles J. Deegan, 11Middle East Pipe Line Proposal May Upset 

Entire U.S. Petroleum Industry, 11 The Oil ~d Gas Journal, 42 (Febru
ary 24, 1944), 58. 
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1 
Anglo-American petroleum agreement. Consequently the Administration, 

to quiet the controversy during the delicate negotiations, agreed to 
2 

call off the pipeline project. 

The PRC had nothing more to do, so its name was changed to the 

War Assets Corporation on November 1.5, 1945, in order to facilitate 

its employment as a disposal agent for surplus property under the 
3 

Surplus Prcperty Act of 1944. On March 25, 1946, however, the War 

Assets Corporation was relieved of its responsibilitn!s as a disposal 

agent, and on June JO, 1946, it was dissolved by the RFc.
4 

1The State Department on July 12, 1944, ma:ie an announcement 
on the resumption of the negotiations on oil between the United 
States and the United Kingdom. U.S., State Department, "Petroleum 
Questions," Bulletin, 11 (July 16, 1944), 62. 

2For the petroleum agreements between the Llni ted States and the 
United Kingdom, see U.S., State.Department, "Petroleum Agreement 
Between the United States and the United Kingdom," Bulletin, 11, 
(August 13, 1944), 153-156: "Conversation on Anglo-American Oil 
Agreement," Bulletin, 13 (September 9, 19Li.5), 385-86; and "Anglo
American Petroleum Agreement," Bulletin, 13 (September 30, 1945), 
481-83. 

3u.s., Congress, Report on Audit of Reconstruction Finance 
Corporation and AffiliatedCorporationsfor the Fiscal Year Ended 
June 30, 1945--Petroleum Reserves Corporation (House Doc. N~2; 
80th Cong~d sess.), p. 2. 

41··· bid. 



8. Rubber Development Corporation 

The Rubber Development Corporation was originally chartered, in 

November 1940, as the Pacific Development Company, Inc., a corporation 

of the State of Delaware, an enterprise organized primarily to make a 

survey of the Galapagos Islands with a view to the establishment of an 

l 
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air base there. 'rhe Companyqlerated on funds borro,ved from the Export-

Import Bank of Washington and from the Defense Supplies Corporation. 

'I'he first loan, in the a.~ount of J30,ooo, was obtained from the Export

Import Bank of Washington as the result of a request from the 1.)resident 

of the United States, who promised to repay the loan from his emergency 

appropriation. The advances, in the anount of about $50,000, made by 

the Defense Supplies Corporation were not repaid; and in February 1942 

the Defense Supplies Corporation came to possess the entire stock of 

the Pacific Development Comµmy, Inc. Inm.rn, the Defense Supplies 

Corporation sold the entire stock to the RFC. On February 16, 1943, the 

certificate of incorporation was amended to change its name to Rubber 

Development Corporation, and to alter the nature of its business so as 

to enable the Rubber Development Corporation to engage in rubber trading 

2 
activities. 

This subsidiary then became a procurement am.development agency in 

South America ani Central America, and the Agency of the government 

1u.s., Congress, Report on Audit of ~construction Finance Corporation 
and Affiliated Corporations for the Fiscal Year Ended June 30, 1945-
Rubber Reserve Company, and Rubb~Developrnent""Corporation (House Doc. 
No. 444, 80th Cong., 2d sess.), p. 13. 

2
Ibid. 



responsible forthe importation of plantation rubber from Far Eastern and 

African sources during the period beginning on February 23, 1943. The 

Rubber Reserve Company had hadfull responsibility for natural rubber oper-a-
1 

tions before that date. It'romFebruary 23, 1943, until October 30, 1943, 

the Rubber Development Corporation was an agent of the Rubber Reserve 

Company. After that date, it became responsible on its om account for 

the activities assigned to it, and the Rubber Reserve Company confined 

its activities to the production of synthetic rubber in the United States 
2 

and to the distribution of synthetic rubber and rubber scrap. 

Incidental to its principal foreign activiti~ the Rubber Development 

Corporation acquired tires and tubes in Brazil and Mexico and sold them, 

in part, in South American and in part, in the United States. It also 

conducted certain operations auxiliary to the development of wi ld natural 

rubber sources in the Western Hemisphere ar:d to the procurement of rubber 

from those sources. These auxiliary operations included trading in equip

ment, materials, and supplies; financing of rul:hm:-products, direct]y and 

through South American financial institutions; furnishing of technical 

instruction ar:d assistance in rubber-tapping and -processing operations; 

improvement of sanitation and health in the rubber-producing areas; 

financing the recruitment and transportation of lator; acquisition of 

river steamers and other transportation equipment and leasing of equip

ment to local enterprises; road and airport construction; and exploration. 3 

1Ibid., p. 2. 

2see p. 121-1-. 

3u.s., Congress, Report on Audit of Reconstruction Finance Corporation 
and Affiliated Corporations, ilubber Reserve Company, ar:d Rubber Development 
Corporation, for the Fiscal Year Ended June JO, 1945 (House Doc. No. 444, 
80th Cong., 2d se's's:"), p. 2.-- --- -



H.esponsibili ty for the administration of its affairs, as in the 

cases of the u. S. Commercial Company an:i the Petroleum Reserves 

Corporation,
1 

was transferred from the RFC, on July 15, 1943, to become 

vested first in the Office of Economic Warfare and then in the Foreign 

Economic Administration. However, the RFC continued to finance and to 

perform the accounting functions of the organization. The rr:anagement 

functions were restored to the F..FC on September 27, 1945, when the 
2 

Foreign Economic Administration was terminated by an executive order. 

Effective July 1, 19h6, the assets, liabilities and functions of the 

Rubber Development Corporation were taken over by the RFC under an agree

ment between the two croporations. The Rubber Development Corporation, 

then was allowed to expire on June 30, 194 7, in accord with a provision 
3 

contained in its charter. 

In summary, the functions of the RFC other than i t.s lending activi

ties were carriedout through the above eight war subsidiaries which the 

RFC created or acquired under the authority provided for by Section 5d(2) 

and 5d(3). First of all, the RFC throu~ its subsidia:ry, the Defense 

Plant Corporation., constructed or equipped more than 2 ,ooo industrial plants 

for use in war production, 62 flying schools and 150 other facilities 

essential to the war effort, with a recorded cost of approximately 

$6,900,000,ooo. These plants were leased to private industry for the 

1 See PP• 130-131 and 

2 
Seep. 161. 

3u.s. Congress, Report on Audit £f_ Reconstruction Finance Corporation 
and Affiliated Co;porations,7rubber Reserve Compa§t, and Rubber Develomrent 
Corporation, for the Fiscal Year Ended June 30, 19 $ (House Doc. No. 4 , 
~oth Cong., 2d sess.), p. 4. 



manufacture of war materiel and supplies, with the exception of the 

synthetic rubber plants, the tin smelter in Texas City, Texas, the 

magnesium and aluminum facilities and a few others, which were operated 

vy private organizations under management aITangement for the account 

of the RFC. The plants urrler the Defense Plant Corporation included 

facilities to produce aircraft, engines and parts, aviation gasoline, 

chemicals, mchine tools, guns, tanks, shells, bombs arrl other ordnance, 

ships and parts, steel arrl pig iron, industrial machinery, medical 

supplies, and numerous other facilities. It was estimated that these 

facilities represented from 10 to 12 per cent of the value of the entire 

production facilities of the country; in particular industries these 

facilities mounted as high as 96 percent in synthetic rubber, 90 per 

cent in magnesium rootal, 71 per cent in aircraft manufacture arrl air-
1 

craft engine industry, and 58 per cent in the aluminum metal industry. 

Secondly, the RFC, throughits subsidiaries-'I'he Defense Supplies 

Corporation, the Metal Reserve Company--paid cash subsidies under the 

direction of the Federal loan Administrator, with the approval of the 

President, under the authority of Section 2( e), Title .J., of' the 

Emergency Price Control Act of 1942, which designated the corporations 

created or organized pursuant to Section 5d(3) of the RFC Act as the only 

agencies of the governmentto pay subsidies to domestic producers of strategic 

and critic al mterials. 
2 

1 
Cf. the testimony made by Senator Robert Ta.ft before the Committee 

on Banking arrl Currency, 76th Congress, 1st session, on s. 3938. See pp. 
Sh-05. 

2Ibid. 
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Under the ?rice Control Act, the RFC subsidiaries were authorized to , 

pay subsidies or to trade in strategic commodities in the manner and upon 

the tenns and conditions necessar-,t to obtain the required maximum 

production of such comroodities. The Prine Control Act read, with respect to 

these authorities, that whenever the Federal loan Administrator: 

••• determines that the maximum necssary prodootion of 
any comnndityi'3 not being obtained or may mt be obtained 
during the ensuing year, he may ..• buy or sell ••• in 
such manner and upon such terms and conditions as he determines 
to be necessary to obtain the maximum necessa:ry production 
thereof ••• or l'.° make subsidy payments to domestic producers 
of such comrnodi ty. 

The subsidyprograms were instigated as a war measure for the purpose 

of stimulating production of rmterials and supplies. essential to the 

national defense arrlwar effort. From the inception of the programs on 

February 1, 1942, to June 30, 1947, the RFC had expended in direct 

subsidy payments an aggregate amount of more than $3,000,000,000, which 

is summarized in Table IO. 

Commenting on major items in the Table, thelivestock slaughter 

subsidy was undertaken qr the RFC in May 1943, at the direction of the 

Office of Economic Stabilization, in order to obtai. n the maximum 

necessary production of beef, veal, pork, lamb, and mutton, and to main

tain the OPA ceiling prices on these commodities. 2 Pursuant to Office of 

1Ibid. Although under this Emergency Price Control Act, the Federal 
Loan Administrator was the only purson anpowered to determine the necessity 
for subsidy pa;ymen ts on strategic and critical materials, in actual prac
tice s~ h determinations were made by other Government agencies, principally 
the Office of Economic Stabilization and the War Production Board. 

2u.s., Congress, Report on Audit of Reconstruction Finance Corporation 
and Subsidiaries for the Fiscal Years Ended June JO, 1946 and 1947 {House 
Doc. No. 468; 81sTTong.", 2d sess.), p. 8$. -- - - - --



Table 10 

DIRECT SUBSIDIES PAID BY THE RFC CUMUIATIVE TO JUNE JO, 1947
1 

(Amount in thousands of dollars) 

Class 
Total to Total to 

June JO, 194.5 June 30, 1947 

Flood.stuffs: 
Livestock slaughter $ 937,678 $1,.546,636 
Flour milling 173,836 348,399 
Butter production 160,036 181,618 
Coffee importation ------- 40,699 
Sugar traraportation 24,977 2,,011 

Petroleum and Petroleum Products: 
Petroleum and petroleum products) 290,.528 276,.59.5 

transportation 
stripper oil well production .51,028 121,899 

Metals and Minerals: 
Zinc i 100,926 17.5,086 
Copper 1 73,.566 109,482 
lead 

I 
36,9.52 6.5,401 

Aluminum 23,474 23,474 
Other metals a:i minerals I 7,637 9,.523 

! 

Others 53,l,18 111,701 

Total $1,933,816 t3,035,724 

1
souroe: U.S., Con~ess, Report~ Audit£! Reconstruction 

Finance Co¼oration and Subsidiaries for the Fiscal Years Ended 
June 30,196 and 19~(House Doc.·No:-Ii.6r;81st Cong., 2d sess.), 
P• 1.52. 
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Economic Stabilization directives, the -RFC paid subsidies on flour and 

butter for tbepurpose of securing the maximum necessary production of 

these comrrodi ties and stabilizing OPA ceiling prices. The coffee sub

sidy was authorized by the Stabilization Administrator, Office of War 

~obilization and Reconversion, in order to obtain adequate supplies of 

green coffee for civilian consumption wii:J:Dit increasing OPA prices or 

l 
resuming coffee rationing. The sugar subsidy was inaugurated at the 

request of the VfPB in order to insure a supply of sugar in alls actions 

of the country sufficient to meet consumers' requiremnts under the 

rationing program. The RFC reimbursed importers, refiners, an:i distribut

ors of cane and beet sugar for costs incurred in transporting and 

distributing sugar in excess of those normal]y incurred in p,acetime 
2 

operations. 

During the period from August 1, 1942, to October 31, 1945, the 

RFC made subsidy peyments totaling $276,ooo,ooo to defray excess costs 

incurred in the transportation of' petroleum and petroleum products to 

the East Coast by railroad tank cars and pipeline in substitution for 

ocean-going tankers. Overland transportation became a necessity as a 

result of the submarine warfare along the East Coast an:i the general 

shortage of tankers during the War. 3 

1
Ibid., p. 86. 

2For the sugar subsidy, the RFC conducted 1!ilm operations for a period 
From March 16 to December 16, 1942, at which date the progran was trans
ferred to theCommodi ty Credit Gorp. See .Ibid. 

3Ibid. 
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Expansion of the nation's armament production program, following 

the entry of the United States into the War, made it necessary to 

increase the output of copper, lead, and zinc. To~complish this 

purpose without increasing the OPA ceiling prices, RFC at the request 

of WPB and OPA undertook to compensate the producers of copper, lead, 

and zinc ore for increased production costs, particularly in connection 

with the mining of low-grade and nargiral ores which could not be 

worked at a profit under existing OPA price ceilings. The subsidy was 

paid on production in excess of quotas at rates established by a 

commit tee of WPB and OPA officials • The quotas also were fixed by this 
1 

committee subject to the approval of the RFC. 

Under the Veterans I Emergency Housing Act of 1946, 2 the RFC was 

authorized to advance ~ for the construction of access roads to 

standing timber on Government-owned lands an:i to make premium payments 

to producers of building materials to increase the supply of rra terials 

for veterans I l1ousing and for otne r construe tion e ssent,ia1 to the 

national well-being. 3 

Thirdly, the RFC throughits subsidiaries--the Defense Supplies 

Corporation, the Metals Reserve Company, the Rubber Reserve Company, 

the Rubber Development CoFporation, and the u. S. Commercial Company--

1Ibid., p. 87. 
260 U.S. Stat. at 1. (1946), 207-21.5, "Veterans I Emergency Housing 

Act of 191:i.F."1' --

3 
Ibid., sec. l(a). 
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undertook the trading activities involving the procurement, stock-piling, 

and disposal of essential commodities and materials for national defense. 

On a cumulative basis, the RFC expended approximately $9,680,000,000 for 

this purpose to June JO, 19Li7. Sales of such commodities and naterials 

amounted to $9,360,ouo,ooo during the sallE period, resulting approxi.mately 

l 
in $320,000,000 of loss in these trading operations. 

The trading activities were carried on by the RFC for one or 100re of 

the following purposes, depending upon the particular economic situation 

with respect to each of the commodities involved: 

1. To supply current needs of the government and private contractors 

for war production and national defense purposes. 

2. To stockpile commodities in short supply. 

3. To facilitate and control thedistribution of certain rationed 

and allocated materials -and to provide financial assistance to owners 

of frozen stocks. 

4. To obtain the maximum necessary production of certain commodities. 

2 
5. To stabilize prices. 

l 
U. ;., R.F.C., Annual Report and Financial Statenent (June 30, 1947), 

p. 9, and U.S., Congress, Report onAudit of Reconstruction Finance Cof!or
ation and Subsidiaries for the Fiscal Years Ended June 30, 1946 and 19 7 
(House Doc. No. 468, 81st Cong., 2d sess.), p.lo and p-. 15~ - --

2
Ibid., p. 90. 
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The RFC procured strategic and critical naterials from all avail

able sources, domestic and foreign. Owing to the great need during 

the War per:iod for-these materials, the cost of procurement was of 

necessity deened to re of lesser importance than it mulct have been had 

there been an adequate supply. Usual]y the services of experiemed agents 

were employed to purchase, store, arrl sell the materials. The RB'C also 

let production contracts for the processing and manufacturing of certain 

ma -Lerials and in some instances made loans and advances on liberal terms 

to f inane e pro due tion f aci li ti es and operations of a high risk nature 
1 

when credit could not be obtained elsewhere. 

Many procurement contracts were terminated by the RFC on or about 

V-J Day; some were continued thereafter for purposes of orderly liquida

tion or to supply civilian dificiencies, determined by the Civilian 
2 

Production Administration, such as natural rubber, copper, tin, alcohol, 

molasses, burlap, lead, fibers, and zinc. New procurement contracts 

were also made by the RFC after V-J Day to supply civilian deficiencies. 

Among the purposes of RFC trading activities, previously listed, 

were (1) the stabilization of prices and (2) the obtainment of maximum 

lT . -bid., P• 91. 
2The powers to allocate scarce materials to industry were vested in 

the President under Title IJI of the Second War Powers Act and re
delegated by the ~resident to the War Production Boa:ro until October 4, 
1945, when by Executive Order 9638, WPB1s powers were tramferred to the 
newly created Civilian Production Administration. Subsequently, by 
Executive Order 9809, December 12, 1946, CPA's powers were transferred to 
the Office of 'femporary Controls, which exercised them until June 1, 1947, 
when thefunctions of the President under Title III were transferred to the
Department of Comme re e. 
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necessary production of certain commodities. It will be noted that the 

objectives are the same as those to be accomplished through the payment 

of direct subsidies. The trading losses incurred in attempting to 

attain these objectives are in effect indirect subsidies. 

RFcis authority with respect to indirect subsidies was derived 

from the same sources as the authority to pay direct subsidi,as, namely, 

l 
the Emergency Price Control Act of 1942 and the Price Contr,::>l Extension 

Act of 1946. 2 'ihe original Price Control Act authorized the RFC to buy 

and sell for the purpose of na.intaining maximum necessary production. 

It was subsequently amended to place definitely in the categiHy of 

subsidies losses sustained on commodities bought "for the purpose of 
3 

selling at a loss" in order to maintain production. 

Commencing in 1941 the RFC followed the practice of imp::>rting war 

materials free of duty. The privilege of making importations free of 

duty originates in legislation enacted on June 30, 1914,
4 

in order to 

enable the Secretary of the Navy to avoid the rayment of dutfos on 

repair parts purchased by Navy personnel while in foreign waters, or on 

war materials purchased abroad to be brought to the United States for 

156 U.S. Stat. at~. (1942), 26. 
2 

60 U.S. Stat. at L. (19h6), 664-78. 

3Ibid., 664, sec. 3. 

4 38 U.S. Stat. at L. (1914), 392-415, "An. Act Making appropriations 
for the naval servicefor the fiscal year ending June thirti,eth, nineteen 
hundred and fifteen, arrl for other purposes. 11 
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research or testing purposes. The scope of application of the original 

ena.ctment was considerably less extensive than the scope of its 

application during Vvorld War II by the RFC and by the otmr agencies 
1 

of the Governmentwhich made use of the enactment. 

It was held by the Comptroller General of the United States that 

the act of June 30, 1914, was in effect at .,iay JO, 1942, and that the 

privileges which it created were functions of the i\javy :Department 
2 

transferrable under the First War Powers Act of 1941 to other agencies. 

It was also held that the priviJe ge was applicable to all importations 

of war materials, irrespective of end-use to which they were put; in 

many cases, of course, end-use could not be determined at the date of 

entry of the shipments. Executive Urder 9177, 3 which became effective 

May JO, 1942, vested in the RFC, and in certain other government agencies 

as well, the authority of the Secretary of the NaVY to make emergency 

purchases of war materials abroad, provided, "that when such purchases 
4 

are made abroad this material shall be admitted free of d~" 

1u.s . ., Congress. Report on Audit of Reconst:r;:uction l:''inance Corpora
tion and Subsidiaries fort.he Fiscal Years Ended i.lune 30, 1946 and 19li'7 
(Hous'elJoc. No. 468; 81st Cong., 2d sess.)~9~ - -- - --

255 U.S. Stat. at L. (1941), 8.38, "First War Powers Act, 1941., n 
Title I, sec. r.- - -

3unefining Additional Functions, Duties an::l Powers of the Secretary 
of War, the Secretary of the Treasury, the Secretar,y of Agriculture, and 
the Reconstruction .L''inance Corporation., Ex:ecutive Urder 9177. Mey JO, 
1942, 11 C.F.R. Cum. Supp., P• 1166. 

4Ibid. 
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~he RFC was actually the beneficiary of the exemption created by 

the 1914 act before this privilege was conferred upon it by the Executive 

Order No. 9177. In 1941 and eair-ly' in 194 2 theRFC I s subsidiaries made 

importations of wool, aluminum, and other comrrodities, and avoided the 

payrrrent of duty on the strength of exemption certificates issued by the 

Secretary of the Navy who held that privilege exclusively at that time. 

To justify the issuance of the certificates in these cases, it was 

asserted that the RFC, acting as agency, had purchased the commodities 

involved for the account of the Navy.
1 

The principal and indeed the only practical reason advanced for 

exemption of the RFC1s importations from duty payments was that the red 

tape of duty determination and collection would "bottleneck 11 strategic 

materials at too ports of entry and substantially impede the flow of 

commodities, to the detriment of thewar effort. Included in this reason, 

or corollary to it, was the consideration that the importing agencies 

would waste the time, the administrative manpower, ar:rl the expense 
2 

necessary for the proper determination of the duties and their payment. 

1u.s., Congress, Report!?.!: Audit~ Reconstruction Finance Corpora
tion and Subsidiaries for the Fiscal Years Ended June 30, 1946 and 1947. 
(HouseDoc. No. 468; 81st Cong., 2d sess. J, P• 93-. - - - - -

2u.s., Congress, Report£,£~ of Reconstruction Finance Corpora
tion and Affiliated Corporations for the l<'iscal Year ~nded June 30, 194.5. 
(House Doc. No. 316; 80th Cong., 1st sass.), p. tffi:- - - -
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In December 1945 the RFC reviewed its foreign purchase contracts 

and commitments and decided not to request duty-free entr<J on certain 

commodities imported after Januay 1, 1946, because such commodities were 

intended for civilian consumption and not for war purposes. The RFC 

decided to continue importing certain other commodities duty-free after 

V-J Day until the errl of 1946 because they were deemed to be purchases of 

war materials and thus eligible for free entry under Executive Order 9177. 

The principal na.terials, ordinarily subject to dullf, imported free after 

V-J Day until the end of 1946 were alcohol, molasses, copper, lead, zinc, 

antimony, nickel oxide, chrome, and aluminum. Justification for classify

ing these and other commodities as purchases of war materials after V-J 

Day was based on the following determinations: 

1. The commodities were, or will be purchased under contract 
entered into prior to V-J Day, althou~delivery and importation will 
take place subsequent to that date. Thus, in effect, each such purchase 
is, or will be, an emergency purchase of a war material abroad. 

2. The commodities afe being, or will be imported under contracts 
with individual shippers lwhether such contracts were entered into 
prior ot subsequent to V-J Day) pursuant to obligations imposed upon 
the U. S. Commercial Company by agreements made directly with foreign 
Governments requiring the Comp:my to nake purchas:es of commodities. 
It has been determined that purchases nade under these agreements with 
foreign Govern.~ents at the time such agreements were made, were 1 and 
in effect will be, emergency purchases of war materials abroad. 

Duty-free entries for domestic consumption were di3 continued voluntarily 

• by the RFC on January l, 1947. The authori w of the HFC to import duty

free under Executive Urder 9177 was not terminated, however, until November 

1A memorandum from the general counsel of the u. S. Cotnniercial Company 
to the general counsel of the RFC, dated January 11, 1946 ... U.S., Congress, 
Report ~Audit of Reconstruction Finance Corporation and 0 ubsidiaries for 
the Fiscal Years7!nded June 30, 1946 and 1947 (House Doc. No. 468; 81st 
Cong., 2d sess.), p.93-;- - - - --
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12, 1947, when Executive Order 9903 1 was sued which provided that the 

RFC was liable for duty on any articles entered for consumption or with

drawn from warehouses on or after December 12, 1947. 

iourthly, the RFC operated through it8 agents--The Defense Plant 

Corporation, the Metals Reserve Company, and Rubber Reserve Company-

certain plants arrl facilities which it had acquired or constructed upon 

specific recommendations of the defense and wartime policy-making and 

procurement agencies of the government, under the authority provided for 

under Section 5d(J) of the RFC Act. 

To a large extent, operations of these facilities and plants had 

been discontinued on June 30, 1947, except operations of the synthetic 

2 
rubber plants and the tin smelter at Texas City, Texas. Generally the 

RFC operations were of an experimental or unusual nature or were necessary 

only to produce materials required to reet a wartime expanded demand. 

Except the operations of synthetic rubber plants, tin smelter, and fiber 

plantations, which continued after .June 30, 194 7, or are still continuing, 

some of the important RFC operations wi 11 be studied briefly in the follow

ing few pages, while the former operations w:L 11 be examined in a more 

detailed manner in the next chapter. 

Fishing Vessel Program: In 1945, upon the recommendation of the War 

F'oods Administrator that the RFC finance the acquisition of certain fish

ing vessels, agreements were entered into with the Pacific Exploration 

Company, Inc. , and the Bellingham. Iron Works, Inc • , for the conversion of 

\rermination of Duty-Free Admission of War Materials Purchased by 
Certain Agencies. Executive Order 9903. November 12, 1947," C.F.R. 1947 
Supp., pp. 174-75. 

2
For the synthetic :t:Ubber plants arrl the

8
tin smelter at Texas City, 

Texas, see Ch. V, PP• 1-90-201., and PP• 201-20 • 
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the S.S. Mormacrey (acquired by the RFC from the War Shipping Administra

tion) into a factory ship and for the construction of four steel trawlers. 1 

This fleet was acquired for the purpose of catching and processing 

fish and crabs, with a prime objective of increasing the nation's supply 

of protein food and a secondazy one of establishing claims in the Bering 
2 

Sea area. 

In November 1945 the War Mobilization Director a4vised the RFC that 

it would benefit the government to complete the project and suggested that 

the RFC arrange for the operation of the factory ship and the four trawlers. 

Accordingly, on July 10, 1946, the RFC and the Pacific Exploration Company, 

Inc., entered into a charter agreement which provided that the Pacific 

would operate the vessels and µ3.y a charter fee to the RFC for their use. 

In addition the Pacific agreed to furnish scientific and other data to the 

3 
various agencies of the government. 

The factory- ship "Pacific Explorer" was completed in January 1947, 

and was sent to explore fishing grounds in the Bering Sea and Pacific 

Ocean, primarily to search for crabs, bottom fish and tuna. Incident to 

such exploration the Pacific engaged in the catching and packing of sea

foods. 4 However, various California fish canners protested, contending 

1u.s., Congress, Report on Audit of Reconstruction Finame Corpora
tion and Affiliated Corporations fortheFiscal Year EndedJune 30, 1945-
DefensePlant Corporation (House Doc:-No. 474; 80th Cong.,Tst sess:-r;-
P• 122, Appendix B, Plancor 2448. 

2
Ibid. 

3u .S., Congress, Report on Audit of Reconstruction Finance Corpora-
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that these operations created a serious competitive problem to the private 

fish canning industry of the Pacific coast. Consequently, on June 26, 

1947, the charter agreement of July 10, 1946, was terrninated. 1 

A new agreement was drawn up for the period to December 31, 1948. 

It provided for the operation of the vessels by the Pacific without fee 

or profit, for the account of the RFC. It was further agreed that 

Pacific would be reimbursed for all expenses incurred in the operations 

undertaken under the terminated charter agreement and that the RFC would 

take over the inventories of fish and supplies, receiving all proceeds. 

Tne Fish and Wild -½..fe Service of the Department of the Interior formulated 

a progran to be followed in operating the vessels. The expenses incurred 

by the Pacific under its terminated agreement, subsequently paid by the 

RFC, were estimated to exceed by approximately $650,000 the ultimate re

coveries from the inventories taken over. 2 

tion and Subsidiaries for the Fiscal Years Ended June 30, 1946 and 1947, 
(House Doc. No. 468; 81st Cong., 2d sess. ), p. ll~ - - ---

4u.s., R.F.C., Annual Report and Financial Statements (June 30, 1948), 
P• 13. 

l 
As a result of these complaints hearings regarding the operation of 

the fishing vessels were held before a Subcommittee of the Committee on 
Merchant Marine and Fisheries, House of Representatives. U.S., Congress, 
Report on Amit of Reconstruction F'inance Corporation and Subsidiaries 
for theFiscal Years Ended June 30, 1946 arrl 1947 (House Doc. No. 468; 
8lst-COng., 2d sess.) p. 12-. - - -- - --

2 
Ibid., p. 112. 



On March 31, 1948, two trawlers were engaged in a survey of tuna 

resources in the Southwest Pacific area; the other two trawlers were 

being prepared for operation in the unexploited fishinr, areas off Peru 

and Chile, andpreparations were being made for operation of the factory 

ship in the Bering ~ea area.
1 

Operations ceased with the expiration of the agreement on December 

31, 1948. Two of the trawlers were transferred to the u. S. Maritime 

Commission in June 1948; subsequent to June 30, 1949, the factory ship 

was transferred to the u. S. Maritime Commission and the remaining 

trawlers to the Department of the Interior. 2 
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Aluminum and t.'.lagnesium forgings: In September, 1944, the War Pro

duction Board recommended that the RFC enter into arrangements with 

\fyrna.n-Gordon Products Corporation for the construction of a plant at 

Worcester, Massachusetts, and the prodmtion of large aluminum and 

magnesium forgings. The WPB contended that this project would be of value 

to the future military aircrafi program.
3 

An agreement for the operation of the facilities by Wyman-Gordon 

was signed on March 11, 1946. Effective June 30, 1950, the operating 

1 
Ibid., P• 113. 

2u.s., Congress, Report~ Audit :?f Reconstruction Finance Corpora
tion and Its Wholly Owned Subsidiary: Federal ~ational Mortgage Associa
tion,for the Fiscal Years Ended June 30, 19413" and 1949 {House Doc. No. 
b3'8; 8lstCong., 2d sess.), p. 94. - -- - --

3u.s., Congress, Re rt on Audit of Reconstruction Finance Corpora.;. 
tion and Subsidiaries or the •iscal Years Ended June 30, 1946 and 1947 
(House Doc. No. 469; 81st Cong., 2d sess.), p. 11~ - -- -- -
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agreement between the RFC and \!(yman-Gordon was terminated, and an interim 

permit, effective July l, 1950, for the use of the plant was issued by 

the RFC to the Department of the Air Force. 1 

Natural Gas .Pipeline: In June 19LJ the RFC through its subsidiary, 

the Defense Plant Corporation, negotiated a 5-year operating agreement 

with the Union Sulphur Company, Inc., authorizing it to construct a 

natural gas transmission line from gas fields near Jennings, Louisiana, 

to various defense plants near Lake Charles, Louisiana. 2 

Gas purchases were ma.de from various petroleum companies operating 

oil and gas wells in the area. About one-half of the output of the 

pipeline was sold to the Cities Service Refining Company for use in its 

own refining operations. 3 

The facilities were declared surplus ani transferred, together 

with the operating agreement, to the War Assets Administration on June 

4 30, 1948. 

Underground Gas Reservoir: On September 8, 1942, the Petroleum Co

ordinator for War and War Production Board advised the P.FC that a serious 

1u.s., R.F.c., Annual Report~ Financial Statemnt (1950), p. 22. 

2u.s., Congress, Report~ Audit ££"Reconstruction Finame Corpora
tion and Affiliated Corporations for the ~iscal Year Ended June 30, 1945-
Defense Plant Co1~ration (House Doc. No. 474; 80th Cong., 1st sass. T,p. 
136, Appendix B. lancor 1118. 

3Ibid. 

4u.s., Congress, Report on Audit of Reconstruction Finance Corpora
tion and Subsidiaries for the Fiscal Years Ended June '5), 1946 and 1947 
"[House Doc. No. 468; 81st Cong., 2d sess.), p. 11~- ----
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shortage of natural gas which would adversely affect war production was 

anticipated in the Ios ~~ngeles area. They recommended that the RFC take 

immediate action to acquire land (dry oil and gas wells) to establish a 

reservoir for the purpose of storing natural gas which was then being 

wasted. The RFC acquiesced, and engaged the Union Oil Company of Califor-
1 

nia to supervise, operate, and mainta:in the gas storage reservoir. 

A contract, effective vctober 1, 1942, was executed with the Southern 

California Gas Company, authorizing it to inject, store, and withdraw 

natural gas from the reservoir to meet the requirements for natural gas 

in the IDs Angeles area. The gas company was required to make annua~ 

payments of ~2UO,OOO until the RFC ha.ct recovered from this source and 

from incidental reservoir operations its investment in the project plus 

interest at 5 per cent per annum. The contract terminated March 30, 
2 

1951. 

The cost of the facilities amounted to $1,084,156. By June 30, 1947, 

$1,000,000 had been received in five yearly payments from the gas company, 

and profits from operations amounted to i205,454.3 

Chlorine Tank Cars: In the early part of 1942, the War Production 

Board recommended that the RFC arrange for the construction of 80 tank 

cars to be used in trareporting chlorine needed in war p:roduction.4 

1Ibid., p. 1Jl.i. 
2Ibid. 

3Ibid. 

4Ibid. 
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The Shippers' Car Line Corporation was engaged to act as RFC I s agent 

in arrang:i.ng for the leasing of the cars to third parties, collecting 

mileage allowance and car rentals, and maintaining complete use and move

ment records. The agent received $5.00 per month per car as compensation 

for its services, in addition to being reimbursed for all expenditures 
l 

incurred in maintaining the cars. 

The RFC had received $497,000 to June 30, 1947, in net receipts 

from the rental of these tankcars. Later in 1947, the cars were declared 

l f d ur , • • 2 surp us and trans erre to the nar Assets Administration for disposition. 

As has been partially explained throughout this chapter, effective 

July 1, 1945, the war subsidiaries rranaged cy the RFC except the War Damage 

3 
Corporation were dissolved by a joint resolution passed June 30, 1945. 

The legislationsponsored by both Houses of Congress at the request of the 

Federal loan Agency, was passed without a dissenting vote in either 

4 
House. It provided for the absorption by the RFC of the .following sub-

sidiaries: the Defense Plant Corporation, ivietals Reserve Cprnpany, Rubber 

1 
Ibid. 

2Ibid. 

359 U .s. Stat. at .L. (1945), 310., fl.Joint Resolution To transfer to 
the Reconrlruction Finance Corporation the functions, powers, duties, 
and records of certain corporations. 11 

4u.s., Congress, Senate, Dissolution of Certain Subsidiaries of the 
Reconstruction Finance Corporation (BenateReport 1qo. 285; 79th Oong.-;-
lst sess.). For the House report, see House Report l~o. 815; 79thCong • ., 
1st sess. under identical heading. 
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Reserve Company, and Defense Supplies Corporation.
1 By the same enact

ment, the Disaster J..oan Corporation, an affiliated lending enterprise the 

stock of which was wholly owned by the Treasury of the United States and 

the operations of which had been under RFC administration, was also 

. ]: . 2 disso :ved am. merged with the RFC. 

These subsidiary corporations which were dissolved by this joint 

resolution, with the exception of the Disaster .Loan Corporation, were 

created to perfonn certain functions arising out of the War and its 

related emergency. The functions of these corporations were, as has 

been examined in this chapter, substantial:cy- thCfJ! of procurement of 

strategic and critical materials and other supplies and equiproont 

essential to the successful prosecution of the War. By mid-1945, these 

functions had for the mo st part been accomplished am, therefore, some 

administrative reorganization at that time was desirable. That is, 

the transfer to theRFC, the parent corporation, of the functions, powers, 

duties and authority of these corporations would simplify operations and 

it was reasonably expected that some econonzy-in operation could be 

effected. Even after this consolidation of the subsidiaries into the RFC, 

the management remained where it was, in the Board of Directors of the 

RFC, the membersof which at that time 'Nere also the directors of the 

subsidiary corporations, with the addition of one or two ot.her persons. 

159 U.S. Stat. at 1• (19h5), 310, sec. 1. 
2

Ibid. For the Disaster loan Corporation, see Ch. 
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While the Disaster Loan Corporation was created mt for national 

defense purposes, b.lt to provide loans necessitated by floods or other 

catastrophes, nevertheless since it had been managed by the RFC officers 

and agents under rules and regulations prescribed by the Board of 

Directors of the RFC, it was felt that there was no sound basis for 

having these functions performed by a separate corporate entity. 

1'he -~ar Damage Corporation, although wholly owned and managed by 

the RFC, was excluded in this joint resolution, because it was created 

for 11a highly specialized purpose" and it was believed that "it should 

continue as a separate corporate entity until its insurance program 

l 
directly related to the war has been completed. 11 '£he U. S. Commercial 

Company, the Petroleum Reserv-es Corporation, and the Rubber Development 

Corporation, although whol]y owned arrl managed by the RFC, were not in

cluded in tri.is resolution for the reason that they had been transferred 

to and were subject to the supervision of the Foreign Economic Adrninistra-

2 
tion. The retroleum Reserves Corporation became the War Assets Corpora-

tion as of November 15, 1945, a s has been pointed out previously in this 

3 
chapter. 

1u.s., Congress, House, "Dissolution of Certain Reconstruction Finance 
Corporation Subsidiaries.," Hearing: Before the Committee on Banking and 
Currency, 79th Cong., 1st sess., on S. J. Res. 65 (June 25, 1945), p. 3. 

2Ibid. See pp. 130-l31, ., and lhl. 

3see p. 138. The War Assets Corporation, too, was dissolved after 
the transfer of its functions to the War Assets Administration, which 
occurred in March 1946. 



Section 3 

General Appraisal of RFC Activities for National Defense 

During the War and the related emergency i;:eriod, a considerable 

change took place in the functions of the RFC, principally on the 

basis of authority derived, diroctly or indirectly, from Section 5d of 

the RFC Act as amended, from the First War Powers Act, and from the 

Emergency Price Control Act of 1942. In order to aid the Government 

of the United States in its national defense program ard, in the war 

period, to further lhe national defense and security, the RFC was 

authorized to acquire and construct and to own and operate war-plant 

facilities, make subsidy payments, to deal in and to stockpile 

strategic and critical rna.terials, and to conduct a great variety 

of other activities, in addition to its Jending activities. Under 

this broad authority, the RFC during this period made authorizations 
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and other commitments amounting to $25,000,000,000, with actual dis

bursements of approxi..ma.tely $23,500,000,000, counting loans, investments, 

advances to government agencies and wartime outlays. Table 11 presents 

the magnitude of RF'C operations during this period. 

With the expansion of the disbursements, the borrowing power of 

the RFC had been gradually expanded. At June 30, 1945, the R>-i'C was 

empowered to issue obligations up to $14,090,000 under its so-called 

"general borrowing authority. 11 A summary of the changes in authority 

which produced this total at June 30, 1945, may be traced in the following 



Table 11 

A COMPARISON OF' THE RF'C1S OPERATIONS 
BETWEEN DECEMBER 81, .1940, AND JUNE 30, 19471 

(Amount in thousands of dollars) 

Class 

Banks and other financial institutions 

Agricultural financial institutions 

Railroads 

Business enterprises 

National defense 

Foreign governments 

Self-liquidating projects, etc. 

Mining, milling, or smelting of ores 

Drainage, levee, irrigation, etc. 

Repair of damage of earthquake, flood,etc. 

All others 

December 
31, 1940 

5,177,021 

2,452,071 

911,605 

446,596 

680,578 

614,091 

16,576 

140,862 

16,184 

339,054 

June 30, 
1947 

5,818,723 

2,453,733 

1,048,816 

1,509,831 

23,221,340 

495,000 

752,498 

18,L46 

150,057 

18,210 

339,445 

Total authorizations 10,794,638 35,826,125 

Total disbursements 7,669,360 31,255,115 

Total outstanding 1,712,638 1,270,504 
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1source: U.S., R.~' .G., Quarterly Report, ending December 31, 1940 
and June 30, 194 7. 
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tabulation: 

Enactment Borrowing authority 

Initial authorization, 47 Stat. at L., 5 .......... $1,500,000,ooo 
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July 21, 1932, 47 Stat. at--r:-;-114-.: ...........•.. 1,800,000,000 
June 16, 1933, 48 Stat. at I., 210 ................ (400,000,000)(decrease) 
June 20, 1934, 48 Stat. at L., 319................ 850,000,000 
Feb. 24, 1938, 52 Stat. at L., 79, and National 

Housing Act, approved "June 27, 1934, 48 
Stat. at L., 1247 ........................•... (1,660,ooo,ooo)(decrease) 

Sept.-mr; 1940; 54 Stat. at L. 962 ................ 1,500,000,000 
June 10, 1941, 55 Stat. atL7, 250 ................ 1,500,000,000 
Oct. 23, 1~~1, 55 Stat. at t., 744 ................ 1,5co,ooo,ooo 
March 27, 1942, 56 Stat.at-L., 176 ............... 2,500,000,000 
June 5, 1942, 56 Stat. ~-:E•; 326 ................. 5,000,000,000 

Balance, at June JO, 191i5 ................... $l4,090,ooo,ooo 

In addition to these amounts of "general borrowing authority, tt the 

R?C under the so-called "specific borrowing powers, tt could issue 

further obligations limited by the amounts which it was authorized to 

expend in certain specified activities, and in other cases it was 

authorized to borrow for certain specific purposes without limitation 

2 
on the amounts. 

At June 30, 1945, the RFC attributed its borrowing to the following: 3 

1 
U.S., R.F.C., Reconstruction Finance Corporation Act As Amended and 

Other .Laws Pertaining to Reconstruction F'inance Corporation-ZRevised, -
January 1946; Government Printing Offic~, 1946), p. 239, Appendix A. 

2 
Details of these 11s'f,ecific borrowing powerstt together with a further 

examination of the "general borrowing authority" will be discussed in Ch. 
VI, PP• .301-304 and PP• 312-314. 

3u.s., Congress, Report on Audit of Reconstruction Finance Corpora
tion and Affiliated Corporations, for ~ Fiscal Year Ended June 30, 1945 
(House Doc. No. 450, 80th Cong., 2d sess.), p. 32. 
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For general purposes ......................•................ $ 8,056,056,115 

For specific purposes: 
For loans to Rural Electrification Administration ..•.. 
For purchase of stock of Federal home-loan banks .....• 
For loans to Secretary of Agriculture: 

For farm tenancy loans •....•............•..• 
For rural rehabilitation loans ..........•... 

For purchase of preferred stock, capital notes, and 
debentures, and for loans secured by preferred 
stock of banks and trust companies ...............• 

For loans on preferred stock of insurame companies ..• 
For purchase of securities from Federal Emergency 

Administration of Public Works ...•................ 
For purchase of stock of mortgage loan companies ..... . 
For retirement of capital stock of the RFC ••....•••.•• 
For expenditures for the account of War Danage Corpora-

tion . .............................. • • • •. • • • • • • • • • • 

Total for specific purposes ...................... . 

153,700,000 
124,509,900 

90,343,640· 
5,000,000 

272,495,403 
31,508,439 

74,962,084 
36,000,000 

175,000,000 

371,543 

963,891,009 

Total borrowings ••.....................................•... $9,019,947,125 

The net expenditures of the RFC in conducting its national defense, 

war, and reconversion activities from the inception of the programs in 

1940 to June 30, 1947, aggregated ~9,313,736,531, 1 while the lending 

operations of the RFC resulted in net profit of $551,901,483 from its 

inception to June 30, 1947.2 
The fonner amo-µnt of net expenditures was to 

a large extent not recoverable by the RFC, since the RFC performed these 

1For the details of these expenditures, see U.S., Con~ress, Report on 
Audit of !teconstruction Finance Corporation and Subsidiaries for the -
Fiscal Years Ended June JO, 19h6 arrl 1947 ~House Doc. No. 468;7:rlst Cong., 
2d sess7;,pp. 137-Jli2'; Exhibit 3-. - -

2For the net profit of $551,901,483 from the RFC's lending activities, 
see the comments and criticisms made by the U. S. Comptroller General's 
audit reports, e.g., House Doc. No. l.60, 80th Congress, 2d session, pp. 8-
10, and 37-39; and House Doc. No. l.i68, 81st Cong., 2d session, pp. 5-6, 
33-35, and 136. 
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activities as though it were a disbursing agency of the United States 

Treasury in conducting the national defense program, by utilizing the 

RFC'slDrrowing authority from the Treasury as a means of avoiding the 

necessity for making appropriations of public monies. Here arises a 

question of constitutionality as to the borrowing by the RFC from the 

Treasury for such purposes as those expenditures amounting to 

$9,313,736,531. This was the equivalent of the withdrawal of funds from 

the ·rreasury. Yet, according to Article I of the Constitution of the 

United States of America "No Money shall be drawn from the Treasury, but 

in Consequence of Appropriations made by Law. n
1 

It is further provided 

by law2 that 11No Act of Congress passed hereafter ( June 30, 1906) shall 

be construed to make an appropriation out of t.11e Treasury of the United 

States •.. unless such Act shall in specific tenns declare an appropria-

tion to be made. 3 
• • 

However, the borrowing authority of the RFC was utilized as a maans 

of avoiding the necessi tv for m:'3.king appropriations of public funds 

through the medium of note cancellations by enactments of Congress. Thus 

the total amount of the net ex:perrlitures incurred by the RFC in connection 

w:i.. th the national defense programs ·was restored to the RFC by legislation 

1u.s. Constitution, Article I, Section 9, Clause 7. 
2 

34 U.S. Stat. at L. (1906), 697-768, 11An Act Making Appropriations 
for sundry civil exp~ses of the Government for the fiscal year ending 
June thirtieth, nineteen hundred and seven, and for other purposes." 

3Ibid., 764. 
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1 
enacted June 30, 1948, authorizing the Secretary of the Treasury to 

cancel notes of the RFC in an amount equivalent to the aggregate net 

2 expenditures of $9,313,736,531. 

While statutory provisions afforded a framework guiding the 

detailed application of RFC lending and non-lending authority, it re

tained an enormous area of discretion in its operations. Indeed, in his 

testimony before the Senate Committee on Banking and Currency, Jesse H. 

Jones, then the Secretary of Commerce and the Federal loan Administrator, 

once said: n·ue can lend anything that we think we should--any amount, any 

length of time, any rate of interest, and to any-body that we feel is en-

3 
titled to the loan." 

But the fact of Congress delegating such authority with such dis

cretionary powers to a single government agency was partly, yet to a 

large extent, explained by the personal influence of Mr. Jones. 

Professors Merle Fainsod and Lincoln Gordon assert that: 

The confidence which the corporation has engendered in both 
Congress and the country at large is a function of the cautious 
manner in which it has administered its duties. This record 
has been closely assooiated with the personality of Jesse H. Jones, 
RFC Chairman for over seven years. His unusual position was 

162 U.S. Stat. at L. (1948), 1183-1195, "The Government Corporations 
Appropriations Act, 19L.9. 11 

2For a further discussion, see 
'l'his matter was also considered by committees of both the Senate and the 
House of Representatives in December 1947 cbring hearings held in connec-
tion with the passage of the Gover~nt Corporations Appropriation Act of 
1949. See U.S., Congress, Senate, nlnqui:ry into Operations of R.li' .c. and 
Its Subsidiaries Under Senate Resolution l32," Hearings: Before Special 
Subcommittee, 80th Gong., 1st sess., on Hes .. 132 (December J-12, 1947), Part I. 

3u.s., Congress, Senate, "!ncreasing the Borrowing Authority of the 
R.F.C., 11 Hearings: Before the Committee on Banking and Currency, 77th 
Cong., 2d sess., on S. 2485 (May 8, 1942), p. 2. 



strikingly demonstrated in 1940, when special legislation was 
enacted enabling him to retain his position as Federal I.Dan 
Administrator, in charge of the RFO,arrl ot1:i_er c~redit agencies, 
while also becoming Secretary of Commerce. 
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The principal policy-making functions were performed by :Mr. Jones 

as the I<'ederal Loan Administrator, even after he resigned the chairman

ship of the RFC to become the l!,ederal Loan Administrator in 1940, 

since his authority transcended that of the Board of Directors; and the 

boards of both the parent and the subsidiary corporations assumed the 

principal operating and administrative responsibilities, wh..ich they 

discharged under his supervision, by maintaining intimate contact with 

the details of operation and administration. 

1
Merle Fainsod and Ll.ncoln Gordon, Government and the American 

Economy (Rev. ed.; New York: Y{. W. Norton 81. Co., 19IiEJ, p. 721. 



CHAPI'EE V 

F'UNCTIONS OF THE RFC ,Tm: POST-WAR PERIOD 

The great problems in the post-War ps riod and during the period of 

reconversion and after were how to trans form the nation I s economic sys tern 

from war to i:eacetime operations and yet to endeavor to preserve full 

employment. One of the vital problems of this transition from war to 

peacetime operation of business and the preservation of full employment 

was that of obtaining adequate financing which was needed (1) to con-

vert machinery and other plant facilities from the production of military 

to civilian supplies, (2) to rehabilitate run-down and replace obsolete 

plants and equipment, and (3) to acquire unusual arrounts of inventory 

and to dispose of it as surplus war property. 

This chapter will first be devoted to examining what were the 

functions of the RFC during the transition from war to peacetime operations 

of business and for the preservation of full employment. Secondly it will 

examine some of the controversies :i.n connection with the operations and 

scope of the RFC which loo to a series of Congressional investigations 

which occupied a nur.iber of years. 1:i"'inally the chapter end with the 

appraisal of the RFC activities in the post-Vfar period and the 

results of the Congressional investigations. 

Before we examine the functions and operations of the RFC in the 

post-War pariod, it seems at this point to be helpful for our study" to 
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summarize the functions of the RFC around mid-1947. The period up to that 

time has been dealt with in the previous chapters. Since its inception in 

January 1932, the RF'C had performed various types of functions. It had 

engaged in extensive lending operations; it nad been used by the Congress 

as a ready source of funds for the financing of other Government corpora

tions and agencies, and of projects carried on under the direction of 

other governmental departments; it also engaged in extensive operations 

in support of the war effort. Analyzing these general functions of the 

RFC by mid-1947 more in detail, the Corporation had been authorized: 

(1) to make loans or to purchase the capital stock of banks, insurance 

companies, agricultural credit corporations, and various governmental 

agencies; (2) to make loam to business enterprises, mining interests, 

agricultural improvement districts, public-school authorities, and 

various other classes of' borrowers; (3) to assist in financing the con

struction of public works and various self-liquidating projects; and 

(4) to make catastrophe loans. Further, the Corporation was authorized 

to subscribe for the stock of national mortgage associations organized 

under the National Housing Act. Pursuant to this authority, the F.FC 

subscribed for the stock of the Federal National foortgage Association, 

which :nade and purchased housing loans secured byrrortgages on real estate. 

The RFC also subscribed to t...11.e stock of the RFC Mortgage Company, which 

was organized to assist in establishing a normal mortgage market. Sub

sequently, the RFC Mortgage Company provided a secondary market for 

Veterans I Administration guaranteed home loans. The Federal National 

Mortgage Association had provided a similar market for FHA mortgage loans. 
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Under the national defense powers the RFC had authority to create 

corporations for the purpose of producing, acquiring, and stockpiling 

strategic materials and of constructing plants to be used in the manu

facture of equipment and supplies necessary to the national defense. 

Pursuant to tliis authority the RFC created or acquired the following 

subsidiaries: the Defense Plant Corporation to construct and acquire the 

industrial facilities necessary to the national defense; the Defense 

Supplies Corporation to buy, sell, produce, make subsidies for, or 

otherwise deal in strategic and critical materials; the Metals Reserve 

Company to aid in the procurement of strategic metals and minerals; 

the Rubber Reserve Company and Rubber Development Corporation for the 

purposes of purchasing and stockpiling natural rubber, of processing 

natural rubber from foreign sources, and of operating the synthetic

rubber program; the U.S. Commercial Company for the conduct of pre

elusive purchasing and other disruptive activities abrood, designed to 

prevent the acquisition of strategic commodities by enemy powers, and 

for the purpose of the procurement abroad of commodities defined ·as 

strategic andcritical mterials; the War Darr.age Corporation for war 

insurame purposes; and the Petroleum Reserves Corporation for buying or 

acquiring foreign reserves of crude petroleum. 

Bymid-1947 most of these war subsidiary corporations had been 

dissolved or transferred to the RFC, except the Rubber Development 

Corporation and the u. S. Commercial Company which were being liquidated. 

Thus the only important wartime activities still in operation were the 

tin shelter in Texas City, 'I'exas, and the synthetic rubber plants, all 

of which continue even to the present time. 
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Furthermore, the succession of the RFC and all of its lending powers 

1 
and other functions were, under the provisions of then existing law, to 

be terminated on June JO, 1947. 

1
60 U.S. Stat. at L. (1946), 901, 11Joint Resolution To extend the 

succession,lending powers, and the functions of the Reconstruction 
Finance Corporation. 11 



Section 1 

Lendine Activities in the Post-War Period 

As we have examined, the powers and responsibilities of the RFC at 

mid-1947 were found scattered in the many statutes that had been 

enacted to rreet the wide variety of problans wt1ich had emerged during 

the 15-year existence of the Corporation. The RFC had played an 

important role in helping to meet the problans of the economic 

depression and in the production and proo urement problems of prepar-

ing for and engaging in the War. In order to simplify the provisions 

of the RFC Act arrl other legislative enactments in connection with the 

operations of the RFC and to extend the life of the RFC to June JO, 

1948, an amendment of the RFC Act was passed 'tr;f the Congress and signed 

by the President on June ,3), 1947 •1 This amendment was so drastic a 

one as to be considered as a new charter for the RPG, repealing, in 

effect, all powers which were no longer needed, and bringing together 

in one act all of the general functions of the RFC which Congress felt 

1 
The bill reported by the House Committee on Banking and Currency 

(H.R. 3916, Both Cong., 1st sess.), provided for a 2-year extension to 
June 30, 19!i9, in the life of the RFC, but this period of time was re
duced to 1 year in conference with the Senate Committee on Banking and 
Currency, inasmuch as a special subcommittee of the Senate Committee on 
Banking arrl Currency wished to undertake an extensive inquiry into the 
operations of the RFC. See U.S., Congress, House, Conference Report, To 
accompany S. J. Res. 35 (Housereport x~o. 722; 80th Cong., 1st sess.), 
p.2. li'or the hearings and Report of the Special Subcommittee of the Senate 
Committee on Banking and Currency, see "Inquiry into the Operation of the 
Reconstruction Finance Corporation and Its Subsidiaries Under Senate 
Resolution 132, 11 pt. 1 (December 3-12, 1947), p. 2 (January 14-22, 191.i.8), 
and Senate Report (Senate Report No. 974; 80th Cong., 2d sess.). 
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1 
should be continued. In the following pages the rIDst important changes 

contained in the amendment and reasons for the amendment will be examined. 

(1) Under the provisions of the 1947 amendment to the RFC Act, the RB'C' s 

authority to purchase the non-assessable stock in any national banking 

association, state bank or trust compacy for the purpose of supplying 

funds for capital purposes was terminated. This was one of the first and 

mo st significant changes enacted in the post-War period. As has been 

pointed out, rescuing banks and other financial institutions was one of 

the primary purposes for which the RFC was created and the RFC actually 

2 
had extended substantial aid to the financial institutions. In the 

course of its existence, the Ri'C had authorized aid of over ~4, 500,000,000 

to banks and other financial institutions by June 30, 194 7, in the form of 

approximately $1,600,000,000 in loans to operating banks and financial 

institutions, $1,400,000,000 in loans to receivers of closed banks and 

liquidating agents, and $1,500,000 for preferred stocks of banks and 

th f • • 1 • t't t· 3 Th b k f th t h h o er inancia ins i u ions. e ans o e coun ry now ave t e 

Federal Deposit Insurance Corporation with its $1,000,000,000 of capital 

funds and ~3,000,000,000 of borraniing authority from the United States 

Treasury. The Federal Deposit Insurance Corporation was non-existent when 

the R?C was called upon so heavily in the banking crisis .of the ear]¥ 

thirties. No insured bank has been placed in involuntary liquidation 

1u.s., Congress, House, "Reconstruction Finance Corporation Act," 
House Report ( 11.eport No. 626; 80th Cong., 1st sess.) p. 4. 

2
S ee PP• 1Ji- 15 and PP• 75-7 7 • 

3u.s., R.F.c., Report, coverjng the p:,riod from February 2, 1932, 
to June 30, 19h7, inclusive, pp. 3-h. 
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1 
since May 1944. The arrendment of 1947 removed the power of the RFC 

to subscribe for or to make loans upon non-assessable preferred stock 

in a bank, trust company, or insurance company in need of funds for 

capital purposes, a power which apparently was no longer needed. 

Yet the RFC could still make loans to financial institutions and if 

necessary could thus supplement the protection afforded banks by the 

Federal Deposit Insurance Corporation. 

(2) The am:mdment act of 1947 tenninated the power of the RFC to 

purchase loans guaranteed or insured under the Servicemen's Readjustment 

Act of 1941.J. By an act to extend the RFC approved August 7, 1946, it 

was authorized to furnish a market for veterans home loans made pursuant 

~ ~ . . 2 
to the provisions of the ::iervicemen I s Lieadjustment Act of 1944. The 

purpose of the legislation was to assure originating mortgagee:, such as 

banks, building and loan associations, and other private lending institu

tions a secondary market for such investnents at par and thus to 

encourage the extension of credit to assist veterans in financing the 
3 

purchase of homes. As of June J), 1947, when the RFC I s authority to 

carry on this function expired, it had purchased 11,800 such mortgages 

in the gross amount of :jp67,080,ooo and had commitments outstanding to 

purchase 13,200 additional loare amounting to $131,200,000.
4 

The 

1u .S., Congress, House, "Reconstruction finarx: e Corporation act," 
House lteport (Iieport No. 626; 80th Cong., 1st sess.), p. 5. 

260 U:S. Stat. at L. (1946), 902, nc.Joint Resolution To extend the 
succession, lending powers, and the functions of the Reconstruction 
Finance Corporation, 11 sec. 2. 

3 
U. S • , R. F. C • , Annual Report and l" inane ia 1 Statements ( June 30, 

1947), p. 7. 

4
Ibid. 



176 

Congressional committees on Banking and Currency reasoned that the RFC1s 

function to purchase such loans had the effect of allowing the original 

lending institution to refinance the loan on a 100-per cent basis with 

the Government and that, if this authority should be continued, un

limited authority of this kind might have the potential result of con

suming a large portion of the limited loaning and purehasing power 

which the proposed bill was intended to lirni t, under which limit the 

1 
RFC would t11ereafter function. 

(3) The act further tenninated the authority of the RFC to make 

foreign loans. The ~WC was administering two loans to foreign goverrunents 

at June 30, 1947: a loan to the United Kingdom of Great .Pritain and 

Northern Ireland made in 1941, with an unpaid baJance of $187,536,031, 

arrl a loan to the Republic of the Philippines made in 1947, with an un

paid balance of $60,000,000.
2 

The ComptrolJe r General of the United 

States in his audit report for the fiscal years errled June 30, 1946 and 

1947, recommended as follows: 

As RFC is primarily concerned with loans to domestic commercial 
enterprises, we believe that it would be desirable to transfer 
these loans to an agency whose facilities and personnel are 
engaged primarily in the administration of loans to foreign 
governments, such as Export-J.mport Bank of Vlashington.j 

1u.s., Congress, Senate, "Temporary Lxtension of Succession arrl Powers 
of the lieconstruction linan:.:e Corporation, 11 Senate Report (Report No. 321; 
80th i,..;ong., 1st sess.), p. 2. U.S., Congress, fuuse, "Reconstruction 
Finance Corporation Act," House Report (Report Nth 629; 80th Cong., 1st sess.), 
p. 4. And also U.S., Congress, House, 11Recons~ruction l<'inance Corporation 
Act," Conference Report (Report No. 722; 80th 1.;ong., 1st sess.), p. 7. 

2u .S., Congress, Report EE ~ of Reconstruction Finance Corf oration 
and Subsidiaries for the Fiscal 1 ears Ended June 30, 1946 and 1947 House 
Doc. No. 468; Slst Cong., 2d sess.), p. 10. -- - -- -- ---
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The Rouse Committee on Banking arrl Currency (80th Congress, 1st 

Session) also recommended tha::, 11the making of foreign loans should be 

confined to the institutions created by ~~e Congress for that purpose, 

such as the Export-import Bank of Washington. 111 The act of 19h7 

followed these suggestions. arrl removed the RFC1 s power to make loans for 

governments and at the same time specifically stated tha::, the 

future lending powers of the R~i'C would be restricted to the United 

2 
States, Alaska, Hawaii, and Puerto Rico. 

(4) The act furtherprevented the RFC in the future from supplying 

the capital of other governmental agencies, or forming subsidiary 

corporations and capitalizing them. ·rhe House Committee on .3anking and 

Currency reasoned that the ID'C should no longer be used as a source of 

3 
capital funds for other governmental es. Pursuant to this 

policy, the act provided for the transfer to the Treasury of the capital 

stock of the Federal home-loan banks owned by the RFC and the retirement 

of RFC notes held by the Treasury in like amount. 4 

1 ' 
U.S., Congress,House, "Reconstruction .i:'inance Corporation Act," 

House Report (Report 1~o. 626; 80th Cong., 1st sess.), P• 4. 
261 U.S. Stat. at L. (1947), 20li, sec. 4(a) and 4( • An arrendment 

approved Mey 2;;-T94o, included the Virgin .i.slands within the area in , 
which the RFC's lending powers were to extend. 62 U.S. Stat. at L.(1948), 
265, 11An Act To amend the B.econstruction Jrinance Corporation Act, - as 
amended, and for other purposes, 11 sec. 4 (g). 

3u.s., Congress, House Report, To accompany H.R. 3916 (House Report 
J\Jo. 626; 80th Cong., 1st sess.J, P• 5. 

461 U.S. Stat. at L. (1947), 208, sec. 205. 



(5) Under the same act, the RFC lv,ortgage Company was ordered 
1 

liquidated, and the lederal Loan Ageccy and the Smaller Vlar Plants 

Corporation were abolished. 
2 
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(6) The act further provided for the transfer to the Treasury of 

all rights and interests :Ln loans previously made by the ID'C, pursuant 

to the direction of the Congress, for i-lural r-tehabilitation, Farm 

Tenancy, or 1"ural Electrification Administration, and cancellation of 

3 Treasury-held fu4'C notes for such amount. 

(7) Besides the restriction and limitation of the authority of the 

RFC, the act limited the total lending powers of the RFC to $2,000,000,000 

outstanding at any one time. 4 Outstanding loans and security holdings 

held at June 30, 1947, by the RFC were to be liquidated as soon as 

possible, and the proceeds of such liquidation were to be returned to 

the 'I'reas ury to re tire RFC notes held by the Treasury. 

The amendment act, however, authorized the RFC "to purehase the 

obligations of and to make loans to (1) business enterprises, including 

railroais and a:i.r carriers, (2) financial institutions, (3) specific 

public projects--the so-called "proprietary functions" for local govern

ment levels or tnose not directly essential to preservati::m of the 

government? and to make catastrophe loans up to an aggregate of $25,000,000 

lr bid., sec. 203. 

2
rbid., sec. 204. 

3 61 U.S. Stat. at L. (1947), sec. 206. 



179 

1 
outstanding at any one time. The act also continued Rr'C I s power 

to buy surplus property from the War Assets Administration for small 

business"when, in its (P.i'C 1 s) judgment, such disposition is required to 

preserve and strengthen the competitive position of small business. 11 A 

provision was added requiring the RFC to have on file a request from a 

2 
small business for the property before the purchase was :nade. 

On 1,Jmy 25, 1948, thefil'Cict was further amerrled, effecting the follow-

changes: (1) The life of the RFC was extended through June 30, 1956. 

The Senate bill (s. 2287, 80th Congress, 2d session, to runend the 

Rec::mstruction Finance Corporation J\Ct, as amended, and for other p.irposes) 

provided for a 12-year ex.tens ion of the .RFC through June 30, 1960 and 

the iiouse Cormni ttee on Banking and Currency amendment provided for a 4-
. 3 

year extension through June 30, 1952. But the committee of confereroe 

4 
modified this to an 8-year extension through June JO, 1956. (2) The 

RFC was directed to retire all of ins outstanding capital stock in 

excess of $100,000,000, and to 11pay to the Treasury as miscellaneous 

receipts the par value of the stock so retired. 5 Thus the capital stock of 

the RFC was reduced from $325,000,000 to ~100,000,000. (3) The retention 

of accumulated net income was limited to a maximum of $250,000,000. The 

1
Ibid. 

2-b. d 20· 8 ~.1:._. , sec . • 

3u.s., Congress, Senate, "Operations of the Reconstruction iinance 
Corporation." Senate Report (Report ~~o. 974; 80th Cong., 2d sess.), p. 20, 
and O.S., Congress, nouse, "Reconstruction ~'inance Corporation," House 
Report (Report No. 1836; 80th Cong., 2d sess.), p. 11. --

4u .S., Con$ress, douse, 
Cong., 2d sess.), p. 2. 

5u.s. Stat. at 1. (1948), 262, 11An Act To amend the Reconstruction 
Financ~orporatlbnAct, as amended, and for other purposes,ff sec. 1. 
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excess was to be paid annually to the Treasury as a dividend on the RFC's 

capital stock, within six months after the end of each fiscal year, be

ginning with the fiscal year ended June 30, 1948.
1 

The Senate bill 

(S. 2287) provided for the pey-ment by the RFC into the Treasury as a 

2 
dividend of the amount of accumulated net income in excess of $50,000,000. 

From its ire eption in 19 32 through June 30, 19 47, the P.FC had accumulated 

a net income or surplus of $55l,901,L83 from its normal lending activities. 3 

The Senate proposal wouJd therefore require the payment of approximately 

;noo,000,000 of caphal funds of the RFC to the 'l'reasury after June 30, 

1948. To make this payment of capital funds, the RFC would have to 

borrow a like amount of funds from the 'rreasury due to the fact that the 

RF'C used to maintain only a normal cash working balance. 'lhere would be 

no net effect on 'the budget of the Government. It V'Ould not affect the 

over-all lending operations of the RFC for the reason that oi:erations of 

the RFC were limited not by capital funds and authorized borrowings but 
4 

by a limitation placed on over-all lending authority. From the standpoint 

of the RFC, it 1/'0uld result in the replacement of approximately $700,000,000 

of funds upon which the RFC did not pay interest because the funds represent

ed capital and surplus, with $700,000,00U of funds upon which the RFC 

1
Thid. The initial dividend of $307,391,555 was paid in December 1948. 

2u.s., Congress, Senate, m.Jperations of the Reconstruction Finance 
Corporation," Sen_ate Report (Report No. 974; 80th Cong., 2d sess .), p. 20. 

3u.s., Congress, House, "Reconstruction t'inance Corporation, 11 1.touse 
Report (Fi.eport No. 1836; 8oth Cong., 2d sess. ), p. 3 and p. lh. 

41, ·ct 3 ~-, P• • 
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would have to pay interest because it would represent borrowings from the 

Treasury. Under this circumstance, the House Committee on Banking and 

Currency made an amendment to the Senate proposal modifying it so t.hat 

the RFC would retain a surplus of $400,000,000.
1 

This if accepted by 

the Senate and passed by the Congress, w,mld allow the RFC a t'.:ltal of 

$500,000,000 of interest-free capital funds, of which $100,000,000 would 

represent the capital stock subscribed to by the Treasury, and 

$400,000,000 would represent accumulations of past earnings and not funds 

originally provided by the Treasury. The House Cammi ttee on Banking and 

Currency explained its proposal for the retention of ~p500,ooo,ooo of 

interest-free capital funds by the RFC by asserting tha.t a reasonable 

annunt of interest-free capital funds for the RFC would permit it to 

absorb certain losses that it might incur in carrying out programs and 

policies at the direction of the Congress without the necessity of cover-

2 
ing these costs by a specific appropriation measure. The same committee 

further explained that for instance the RFC at the direction of the 

Congress might endeavor to supplement rathEr than compete with private 

lending institutions, or the R1'1 C might have to incur considerable expense 

in investigating and setting up loan applications to see if it could not 

interest private lending agencies in making loans which private capital 

should make. 3 Thus the committee recommended that the RFC be allowed to 

retain interest-free capital of ir500,000,000 so that the Corporation might 

absorb such expenses and perform the public-interest position for which 

1
11.:dd., p. 3 and p. 10. 

2Ibid., p. l.i. 

3rb· ' ia. 
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1 
the Corporation was, among other functions, responsible. (4) The total 

amount of investments, loans, purchases ard commitments rrade subsequent 

to June 30, 1947, was reduced to $1,500,000,000 from ~2,000,000,000 

provided for by the previous amendment to the RFC Act, approved June 30, 

1947, outstanding at any one time, including catastrophe loans to 

$25,000,000, public project construction loans to $200,000,000, and 

~ ~ 2 (5) insurance co,:ipany loans to ;;iil;:>,000,000. In deferred participation 

loan agreements, participations by the RFC were limited to 70 per cent of 

the balance of the loans outstanding at the time of disbursement in those 

c2.ses where the ,total amount borrowed was $100,000 or less. Where the 

total arrount torrowed was over .:t100,ooo, the ill!'C' s participation was 

60 
3 

(6'; m1he lendi· ng powers of the limited to per cent of the balance. . 

RFC would terminate at the close of business on June 30, 1954. 
4 

(7) 

The amendment act restated the prima zy functions of the RFC: iiTo aid in 

financing agriculture, commerce, and industry, to encourage small 

business, to help in maintaining the economic stability of the country, 

262 U.S. Stat. at L. (1948), 264, "An Act To amend the Reconstruction 
Finance Corporation Act; as amerled, and for other purpos,,s, 11 sec. 4(c). 

31·b· --2.:..9:• , sec • 

41bid., sec. 

4 (b). 

4 (f). 
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and to assist in promoting maximwn employment a:rrl production," -The RFC 

was authorized to rrake loans to business enterprises \including railroads 

and air carriers), to banking and financial institutions., and to public 

agencies engaged in financing or developing public worlcsand projects, 

if credit from other sources could not be obtained on reasonable terms 

and provided each loan was so secured as to assure reasonable prospects 

1 
of repayment. It is very significant to point out that the amendment 

act of 19L.8 included the encouragement of "small business" as one of the 
2 

purposes for which the RJ.7 C could use its lending authority. 

In 1947 and 1948, there was a critical shortage of housing. The 

high Viar- and post-Vfar marriage rates and the favorable economic conditions 

following the Wat created a great deuand for new homes. 'l'here had been very 

little residential construe tion through the War years. Toward solving this 

situation nB.tional and local efforts were being made to get great numbers 

of houses built. As part of the general effort to encourage construction, 

under section 102 of the National Housing Act of 1948, approved August 10, 

1948, the RFC was given authority: 

. . . to make loans to arrl purohase the obli.gations of any 
business enterprise for the purpose of providin~ financial 
assistance for the production of prefabricated houses or pre
fabricated housing components, or for large-scale modernized 
site construction.3 

162 U.S. Stat. at .u. (1948), 263, 11To amend tne Reconstruction Finance 
Corporation Act, as amended, and for other purposes," sec. 4. Cf. with 
sec. 5 of 47 ,S. Stat . .'.:.!:~-(1932), the original RFC ,Act. 

2For the discussion of lending to small business, see P• 1 93 and pr,. 
281-281t. 

362 U.S. Stat. at ~-, (1948), 1268, ".tiouaing Ac.t of 1948, 11 Sec. 102. 



Most of the loans authorized by the RFC under section 102 of the 

National Housing Act were for the production of prefabricated houses. 

Through June :JJ, 1950, 33 loans had been authorized to 26 borrowers 

under this authority; the total amount of these authorizations was 
1 

$L.3,214,613, including $325,000 taken by banks in participation loans. 

The largest single recipient of loans under this authority was the 
2 

Lustron Corporation. 

Furthermore, the •~ational Housing Act of 1948 authorieed the 
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Federal National i-.fortgage Association to provide a secondary market for 

Veterans' Administration-guaranteed as well as Federal Housing Administra

tion-insured loans. The Federal National Mortga:ci;e Association was 

established in 1938 as a wholly owned subsidiary of the RFC in order to 

assist in the creation of a normal mortgage market and to acliieve that 

purpose it created a secondary market for the F'ederal Housing Administra

tion-insured mortgage loans. Ever since its creation, the Federal National 

Mortgage Association served a very useful function in connection with the 

3 
insured mortgage system. By offering a ready market for FHA mortgages, 

it made it possible for lending institutions to finame a tremendous 

volume of needed housing, with the assurroce that their long-tenn mortgage 

paper could, if the need arose, be readily converted into cash.
4 

The 

1 
U.S., R.F.C., Annual Report and£inancial Statements (June 30, 

1950), P• 17. 
2

For t.1'10 RF'C loans to the Lustron Corporation, see pp. 236-252. 

3u.s., Congress, Senate, 11Inquiry into the IJperation of the Recon
struction Finance Corporation and its Subsidiaries Under Senate Resolution 
32, 11 t-leirings; Before a Special Subcommittee of the Committee on Banking 
and CtITrency, 80th Cong., 2d sess. (January lh, 15, 16, and 22, 1948), 
pt. 2, p. 410. 

4
1bid. 



Association also performed a useful service by purchasing individual 

mortgages from various institutions and then selling them in blocks 

to lar:c::e investors who were not interested in making or purchasing 
1 

individually a large number of small home mortgages. 

185 

The FHA and VA programs were combined with the FNMA in 1948 to 

provide an effective combination in financing the housing boom at low 

interest rates. In 1947 and 1948 the rise in demand for housing credit 

and the increased risk arising from higher construction costs began to 

force interest rates in some areas above the maximum of the VA and FHA 

programs . Private funds became inadequate. The lending conditions were 

more liberal under the FHA legislation and the limited funds went into 

these loans. VA loans showed a decline in 1948. 'fitis shortage of loan

able funds to finance the veteran's housing program was partially ranedied 

by the government when it established the FNMA as a secondary market for 

VA mortgages. As lending institutions throughout the country invested in 

such mortgages to the maximum, housing credit sources would have been 

exhausted had not the FNMA supplied a secondary market for the absorption 

f L •t• 2 o suc11 securi ies. This freed the funds for additional investments. 

The total annual mortgage purchases by the FNMA increased from 

$47,000,000 in the fiscal;year 1948 to $424,000,000 in 1949, and finally 

1
Ibid. 

2R. W. Lindholm, "The Federal National Mortgage Association, 11 The 
Journal of Finance, VI (March, 1951), 54. -
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1 
up to ~J>946,ooo,ooo in 1950. Several factors contributed to this vast 

expansion in FNiVIA.1 s mortgage activity, but the major cause was the magni

tude of the postwar housing boom. An important contributing element in 

1948 was the belief, at that time, that interest rates would increase. 

This prompted mortgage holders to sell their mortgages to have funds 

available to buy future higher-yielding obligations. The great increase 

of FNMA conm1itments to purchase mortgages in mid-1949 was sparked by a 

belief that F!',JMA funds were nearly exhausted and 1110uld not be promptly 
2 

expanded. In addition, the eligibility of mortgages for purchases was 

increased, through eliminating the restriction from VA Section 501 home 

loans that only 50 per cent of the mortgages of eligible institutions 

3 
could be sold to the FNMA. This provision widened the range of FNMA as 

a market, and stimulated VA-guaranteed mortgages. 

Principally as a res ult of increased 1J10rtgage purchases by the FNlviA, 

the Congress at various ti mes during 1948 and 1950 i.ncreased the lending 

authority of the RFC until at June 30, 1950, the total limitation was 

.$3, 750, 1 :00,000~ However, the FNMA was transferred to the housing and 

1u.s., R.F .c., Annual Report and financial Statement (June 30, 1949), 
p. 12 and ibid., (June JO, 19.50), p. 7. 

2
Lindholm, op. cit., 56. 

362 U.S. Stat. at~-, (1948), 1268, 1'housing A.ct of 1948,u sec. 102. 

4see 62 U.S. Stat. at .1.t. (1948), 268, sec. 701; 63 U.S. Stat. at 1. 
(1949), 446, sec. 302; 6JU7S. Stat. at~•, (1949), 906,sec.3;647J.s. 
Stat. at~- (1940), 81, seC:-500:- -



Home F'inance Agency, effective September 7, 1950, pursuant to Re

organization Plan No. 22 of 1940 in accord with the recommendations 

of the Commission on Organization of the 
1 

Government. 

utive Branch of the 
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Shortly after the outbreak of hostilities in Korea, RFC lending 

policies were chm ged to give priority, within RFC I s existing authority, 

to loa.'1S which ,"Ould contribute directly to national defense. Accord

ingly, while no relaxation of credit standards was allowed, every 

effort was made to e x:pedi te the handling of aoplications from finns en

gaged as prime or sub-contractors in the defense program, or as 

producers of strategic basic rraterials. 

On September 8, 1950, Congress passed the .Jefense Production Act 

which authorized the President of the United .states to make provision 

for loans to private business enterprises for the expansion of capacity, 

the development of technological processes, or the production of essential 

materials, if such loans were in the interest of national defense and 

were not otherwise available on reasonable terms. 
2 

Executive Order 10161 

and Executive Order 10200, as amended by F..xecutive Order 10281, dated 

1u.s., Congress, House, nr1iessage from tJie President of the United 
States Transmitting Reorgan iza ti on Plan No. 22 of 1950, 11 House Vocumen t 
(Doc. No. 587; 81st Cong., 2d sess.), pp. 1-4. And also U.S., Congress, 
Senate, Hearings: Before the Committee on Expenditures in the Executive 
Departments, 81st Cong., on S. iies. 299 (June 28 and 29, 1950), pp. 1-5. 

264 U.S. Stat. at L. (1950) 793, "Defense Production Act of 1950," 
sec. 302.- -- - -
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August 28, 1951, delegated to the PJ?C the authority to rrake loans 11upon 

such terms and conditions as the Gorporation shall detennine," if a 

certificate was issued certifying tj1at the expansion or production for 

which the loan was requested was necessary for national defense. 
1 

Certificates were issued by the Secretary of .11.griculture with respect to 

loans for food and food facilities, ar:rl by the Defense Production Adminis-

trator with respect to loans for all other materials and lities. All 

functions delegated to the Corporation pursuant to the above-mentioned 

Executive orders were performed subject to the direction, control, and co-
2 

ordination of the Jirt,ctor of Defense J."-obilization. 

The Defense Production Act of 1950 also authorized the President of 

the United States to make provision for purchases of or commitments to 

purchase metals, minerals, and other raw materials, including liquid 

fuels, for Government use o'r for resale. 3 Executive 0rcter 10281 delegated 

that authority to the Defen~e M.aterials Procurement Administrator to be 

carried out in accord with programs certified by the Defense Production 

1The agencies delegated to certify under tLis act were Departments 
of Commerce, Interior, and .tt.griculture, and the Defense Transportation 
Administration of the I.C.C. "Executive Order 10161: Declaring Certain 
Functions of the President Under the Defense .l:'roctuction Act of 1950, 11 

C.F .. R., supp .. 1950, p. 123. Executive Order 10200, issued Ja,nua:ry 31, 1951, 
terminated the authority of the Secretaries of Commerce and 1nterior, and 
Commissioner of the I.C. C. to issue certificates as mentioned in Executive 
Order 10161, and delegated the authority to the Defense t'roduction Adminis
trator. "$xecutive Order 10200: Establishing the Defense Production Adminis
tration, 11 C.F.R., supp ... , 1951, p. 61. Later by Executive Order No. 10281 

--.i -:--·--
the Defense :·::aterials .i. rodurement Agency was designated as additional guar-
anteeing agency und "r the Defense Production Act. "Executive Order 10281: 
Defense katerials .t'rocurement and Supply, 11 C.F' .R., supp., 1951, p. 463. 

2"Executive Order 10200: Establishing the Defense production Adminis
tration, 11 C.F.H., supp., 1951, p. 61, sec. 1. 

364 U.S. Stat. at L. (1950) 298 "Defense .l:'roduction Act of 1950,tr 
sec. 303.- -- - -
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In order to carry out the above-mentioned purposes, the RFC under 

the provisions of the Defense Production Act of 1950, was authorized to 
2 

borrow money from the United States Treasury. A summary of the Corpora-

tion's borrowing authority at December 31, 1952, as delegated to it under 

the Defense ~roduction Act follows: 

Authorized by 
Lending Program 

The President of the United 

Purpose 

States .................. To finance working capital 

Amount 

loans ........................ $50,000,000 
Secretary- of Agriculture ..... To finance loans for the 

expansion of capacity, pro
duction of materials, etc., 
with respect to food and 
food facilities .•............ 4,000,000 

Defense Production Adminis-
trator ................. To finance loans for the 

expansion of capacity, 
production of materials, etc., 
except with respect to food 
and food facilities ......... 407,000,000 

$461,000,000 

In addition, the RFC was authorized under the Federal Civil Defense 

Act of 1950, approved January 12, 1951, to rna.ke loans or to pu:mhase 
3 

securities to aid financing civil defense projects. I.Pans for ti1is 

purpose were to be made upon the certification of Federal Civil Defense 

1rrExecutive Order 10281: Defense Materials Procurement and Supply, 11 

C.F.R., supp., 19.51, p. 463, sec. 201. 

264 U.S. Stat. at .1.,• ( 1950), 798 11Defense Production A.ct of 1950, 
sec. 304.-

364 U.S. Stat. at 1. (1950-19.51), 1257 11Federal Civil Defense Act 
r:' 11--r;,:;-;,,;-of 1970, sec. 409. 



190 

Administrator, and the total amount of the lending authority was limited 

to {;i250,ooo,oco outstanding at any one time.
1 

Again, the RFC was authorized under the Defense Production Act 

Amendments of 1951, approved July 31, 1951, to make loans arrl advances 

upon the recommendation of the Small Defense Plants Administration 

certifying that the applicant was a qualified small business cone em 
2 

engaged in defense or essential civilian activities. 'rhe aggregate 

amount of loans under this authority was limited to $100,000,000 out

standing at any one time.3 

These were provisions under which the R.FC conducted its lending 

activities during the post-War period. As a summary, Table 12 presents 

comparative amounts of outstanding loans ard investments during the same 

period. 

In examining the operations of the RFC as shown in the figures 

presented in Table 12, we shall find some significant changes in the 

P.FC1 s lending activities. First of all, loans outstanding to financial 

institutions declined from $286,593,000 to $54,767,000, from June 30, 

1947 to June 30, 1952. The extent of this liquidation of investments in 

and loans to finan::ial institutions seems to indicate the extent of the 

recovery of these businesses from the low point of 1933. With the approval 

of bank supervisory authorities, the amounts subscribed by the RFC for the 

l 
Ibid. 

265, U.S. Stat. at L. (1951), "Defense production Act Amendments of 
1951, 11 sec:--Yo7-.-

3:tbid. 
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preferred stock and capital mtes and debentures of banks were reduced 

as the financial condition of the banks warranted. The progress made 

in the liquidation of these investments can be measured by comµi.ring 

the ainounts outstanding presented in Table 8 and rfable 12. The out

standing balance of $54,000,000 at June 20, 19.52, was all that remained 

out of $3,900,000.,000 disbursed from the com,nencement of the program of 

aid to financial institutions in 1932.
1 

Secondly, the gradual liquidation of railroad loans is worthy of 

attention. Since 1940, the nation's railroads have nade notable 

progress in recovering froin the financial ills which beset them during 

the depression of the 1930 1 s. General]y speaking, railroad earnings 

have been good and markets for their capital securities and debentures 

have been favorable. In consequence, few railroads have approached the 

RJ."C for financial assistance for the past decade, and the RFC concentrated 

its efforts on the liquidation of its prior railroad loans and investments. 

On June .30, 1952, the total of railroad loans arrl security purchases out

standing was $83,100,000. This amount was less than 7 per cent of the 

total of $1,151,000,000 disburs~d on railroad loans and security purchases 
2 

during the history of the RFG. Included in the total of ~83, 100,000 held 

at June 30, 19.52, were bonds of the Baltimore and Ohio Railroad Company in 

l 
U.S., R.F.c., Annual Report and Financial Statements (from 1950-

19.52 inclusive). 

2u.s., R.F.C., Annual Report and Financial .:::itatements (June JO, 1952), 
p. 11. 



Class 

Financial institutions 

Table 12 

COMPARATIVE SUMMARY OF OUTSTANDING LOANS AND INVEST"MENTS
1 

(Amount in thousands of dollars) 

June 30, June 30, June 30, June JO, June 30, 
1947 1948 1949 1950 1951 

$286,593 $137,449 $122,817 $109,969 $ 94,056 

Industrial and commercial 
enterprises 276,422 303,449 384,345 518,351 463,387 

Railroads 146,887 144,277 117,246 110,426 94,056 

Mortgages 80,965 185,664 591,860 100,862 81,565 

Public agencies 891,259 41,339 30,195 19,456 24,907 

Catastrophe loans 626 --- 3,998 4,517 4,401 

Foreign governments 241,684 215,165 174,004 128,349 75,175 

Other receivables 23,303 1,827 3,270 2,267 3,818 

Total 1,947,739 1,029,139 1,427,735 994,197 841,365 
-

June 30, 
1952 

$ 54,767 

365,767 

83,143 

74,894 

15,950 

16,239 

54,000 

1,809 

666,454 

l •·· 
Source: U.S., R.F.C., Annual .tt~ort and Financic11: Statements (from 1947 through 1952). 

1--' 
·-O 
l'\J 



the aillJunt of $69,900,000, the issue of iSo,000,000 acquired in 1947 

having been paid down to this figure. 1 
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Thirdly, it should be noted that the volume of business loans in

creased cturing the period of mid-1949 and 1950.
2 

For instance, the RFC 

received loan applications from 13,086 business enterprises during the 

fiscal year 1950, as compared with 8,156 during the fiscal year 1949. 

I.Dan authorizations totaled $593,600,000 as compared to $388,500,000 
3 

in the fiscal year 1949. 

Among other factors explaining the larger volume of loan applica

tions to the RFC, the RFC seems to assume that the effects of the 1948-

1949 business contraction and the benefits of the subsequent recovery 

4 
were not equally distributed among business concerns of all sizes. 

To support this assumption the RFC explains that 11By far the greatest 

number of requests for financial assistance received by the Corporation 

come from small and medium-sized businesses; it was these same classes 

of concerns which were most adversely affected by the 1948-1949 recession 
,.., 

and they were the last to share in the benefits of the recovery.ti> 

1For the Baltimore and Ohio Railroad Co. $80,000,000, see pn. 220-2?6. 

2 
See Table 12. 

3u.s., R.F.c., Annual Report and Financial Statements (June 30, 1950), 
P• 7 • 

41bid., P• 8. 

5Ibid. 
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Finally the RFC I s authority to make catastrophe loans is worthy of 

special attention in the course of studying the operations of the RFC. 

Included in the fiFC's lending authority under the RF'C Act (as amended in 

1947 and 1948) was a specific provision to make such loans "as it may 

determine to be necessary or appropriate because of floods or other 
1 

catastrophes." Pursuant to this authority the RFC was ready at all 

times to take immediate measures for the rehabilitation of inhabitants 

and resources of areas stricken by floods, fires, earthquakes and 

s to nns. The urnal prerequisites for other types of RFC loans, such as 

the non-availability of credit from other sources, an::l reasonable assur

ance of repayment, were not required for catastrophe loans. The amount 

of each loan was limited to the cost of replacing or repairing the 

damaged property. :Maturity dates were limited to a:J years, and the 

interest rate was set at 3 percent a year, with provision ;for free 
2 

interest of 4 months. With these special provisions the activity of 

the RFC in making catastrophe loans has proven of particular value in 

filling local credit needs in alleviating hardship and rehabilitating 

damaged properties due to floods and other catastrophes. 

l 
61 U.S. Stat. ;:it L. (1947), 201.i., 11Joint Resolution to Extend the 

Succession, lending powers, and the functions of the Reconstruction 
F'inance Corpomtion, 11 sec. 4(a). And also 62 U.S. Stat. at l... (1948), 
263, 11An Act To a.mend the Reconstruction .finance Corporation-Act, as 
amended, and for other purposes, 11 sec. 4 (a). 

2u .S., Congress, Report ~ Audit of Itecons truction .ci'inance Q_~rpora
tion for the Fiscal Years Ended June 30, 1948 and 1949 (House Report No. 
b38'; 81st Cong., 2d ses's":"), p. 2-r.- - -- - --



Section 2 

Non-lending Activities in the Post-l"far Period 

Commencing in 1940 arrl continuing during 11orld Viar II the RP'C 

carried on, under authority of law, certain national defense and war 

activities (other than lending) through subsidiary corporations, as 

we have seen in Section 2 of Chapter IV. Net expenditures for these 

activities to June 30, 1947, aggregated $9,313,736,531. At that date 

a large part of the activities had been co;npleted; however, certain 

programs, particularly those relating to the production of synthetic 

rubber, tin and fibre were being continued. The Government Corpora-

l 
tions Appropriation Act, 1949 (June J), 1948), authorized cancellation 

of RFC1 s notes payable to the Treasury in the amount of $9,313,736,531, 

representing the unrecovered costs at June 30, 1947, relating to the 

national defense and war activities. The act also provided that any 

amounts recovered by the RFC from the activities after deduction of 

related expenses were to be deposited in the Treasury as miscellaneous 

receipts. By this action the RFC was in effect assigned the functions 

of operator, custodian, an:i liquidator of the remaining assets. In 

addition, the RFC was designated to liquidate the net assets of the 

Smaller War Plants Corporation and Defense Homes Corporation. 

1 62 U.S. Stat. at L. (1949), 1187, "The Government Corporations 
Appropriation Act, 1949711 

195 
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1. Synthetic Rubber Pro 

The wartime development and growth of the synthetic rubber industry, 

occurring in a period of spectacular scientific and industrial achieve-

ment, is today considered out of the outstanding accomplishments of American 

technology. In 1941, with its industry girding itself for the biggest war 

effort in history, the United States was faced with the imminent loss of 

its major sources of natural rubber, a commodity then as indispensable to 

our society 8-S steel and petroleum. The domestic production of synthetic 

rubber that year was less than 10,000 long tons, about one per cent of 

1 
the total rubber consumption. 

A program was authorized in May 1941, with the approval of the 

President, for the construction of plants with an annual capacity of 

40,000 long tons of GR-J (butadiene-styrene) rubber. Immediately follow

ing Pearl Harbor, the program was increased by Rubber Reserve Company 

to 400,000 long tons, and after the fall of Singapore, the program was 

increased in successive stages during the first half of 1942 to a total 

of 805,000 long tons consisting of 705,000 long tons of GR-S; 60,000 

long tons of GR-I (butyl); and 40,000 long tons of GR-M: (neoprene). By 

1944, than three yeara: after its inception, the program was 

essentially in full operation and production that year reached 737,000 

long tons, exceeding the total domestic consumption of all types of new 

rubber. The n~ industry reached its productbn peak early in 1945, and 

1u.s., R.F.G., Annual Report and Financial Statements (June JO, 
1949), P• 32. 
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the performance of individual plants indicated the potential aggregate 

1 
capacity to be 1,000,000 lorn,; tons per year. The success of the program 

was attested by the fact that the war effort was at no time hampered by a 

shortage of rubber. 

After the cessation of hostilities, natural rubber became available 

in increasing quantities and an era of price competition between synthetic 

and natural rubber began. This era was marked by numerous fluctuations 

but in general the demand for synthetic rubber fell until it reached its 

lowest level in the latter part of 1949. However, from beginning of 1951 

the demand for synthetic rubber, riding on the. strength of a booming 

national econoiey, particularly in the automobile arrl related industries, 

with an attendant natural rubber increase, rose to the point that 
2 

facilities in production were unable to satisfy all the demand. 

Table 13 presents the trend of this change in synthetic rubber 

production in recent years. 

Synthetic rubber production in January 1950 had sluxnped to a rate of 

215,000 long mns a year, compared with the RF'C I s goal of maintaining a 

minimum productive capacity of 600,000 long mns. Tne plant capacity 

itself had been cut to a maximum of 400,000 long tons. Thus when the Korean 

1
Ibid. (June 30, 1950), p. L6. 

2Ibid. (June J), 1952), p. 15. 



Type 

GR-S2 

GR-I3 

Total 

Table 13 

PRODUCTION OF SYNTHETIC RUBBER UNDER THE RFC1 

(Unit in long tons) 

Up to fiscal 
1947 1948 1949 1950 1951 1952 

2,410,000 360,753 362,231 274,343 528,841 71.5,732 

181,000 74,731 56,413 48,013 65,625 83,534 

2,651,000 435,484 418,644 322,J56 594,466 799,466 

198 

1source: U.S., R.F.C., Annual Report and Financial Statements (from 
1947 to 1952 inclusive). 

2aR-S--general purpose of synthetic rubber 

3GR-I--special purpose rubber principally for pneumatic inner tubes. 
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War began in June 1950 an immediate shortage developed. However, by 

November 1950 the maximurn annual production had been stepped up to 

approximately 500,0UO long tons.
1 

By July 1951, the production rat.e of 

general purpose (GR-S) synthetic rubber had reached the goal of 760,000 

long tons per year as set forth in the series of four directives from the 

Executive Office of the President.
2 

The act of M:arch 29, 1947, 3 continued the powers, functions, duties 

and authority of the government to manufacture and sell synthetic rubber 

until Congress adopted permanent legislation or until March 31, 1948, 

whichever was the earlier. The m~c was given authority to continue 

handling t..>ie synthetic rubber program. 

·rhe Rubber Act of 1948, 4 approved March 31, 1948, authorized the 

government to continue the manufacture arrl sale of synthetic rubber 

until June J), 1950. It provided that "there shall be maintained at all 

times within the United States, rubber producing facilities having a 

rated production capacity of not less than six hundred thousand long tons 

per annum of ral-purpose synthetic rubber and not ]!;lss than sixty-five 

thousand long tons per annum of special-purpose synthetic rubber • .5 In 

l_ 
U.S., R.F.C., Annual Report arrl Financial Statements (June 30, 1950), 

2
Ibid. (June 30, 1952), p. 16. 

361 U.S. Stat. at L. (1947) 24 "Joint Resolution To strengthen conunon 
defense by maintaining an adequate domestic rubber-producing industry. 11 

462 U.S. Stat. at I;. (1948) 101 "Rubber Act of 1948." 

5
Ibi d. 
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addition, facilities in operation by the government or private persons 

were to produce annually not less than one-third of the rated production 

capacities specified above. rhe act also authorized the President to 

icJsue such rules and regulations as he deemed necessary and appropriate 

t t t . . . f' t' t l o carry ou he provisions o. ne ac . 

utive Order 9942, dated April 1, 1948, delegated certain 

functions underthe Rubber Act of 1948 to the RFC and to the Secretary of 

Commerce. Those functions granted to the RFC were as follows: 

1. Produce and sell synthetic rubber. 

2. i1laintain in operation or in standby condition facilities with 
an annual rated capacity of 600,000 long tons of ~;eneral purpose rubber 
and 65,ooo long tor~ of special purpose rubber until a disposal program 
is adopted. 

3. Formulate for transmission to the President and the Congress 
by April 1, 1949, a program for disposal of the synthetic rubter facilities 
to private industry. 

4. Undertake research and development in rubber and allied fields. 
2 

An act of June 24, 1950 extended the earlier legislation and the 

authority for operation of the synthetic rubter program to June 30, 1952. 3 

On June 23, 1952, the Rubber Act of 1948, as amended, was extended 

from June JO, 1952 to M:arch 31, 1954. 'Yne F..FC continued to operate all 

the Government-owned synthetic-rubber-producing plants and certain other 

2nExecutive Order 9942: Providing for the Performance of Certain 
Functions Under the Rubber Act of 1948, 11 C.F .R., supp., 1948., p. 106. 

364 U.S. Stat. at L. (1950-1951), 11An Act To extend the Rubber Act 
of 1948, and for other purposes. 11 



facilities. Production in 1952 anounted to appro.xi.rna:tely 800,000 long 

tons of synthetic rubber (excluding carbon black arrl oil content), an 
1 

increase of 200,000 tons over the preceding year. 

A significant accomplishment resulting from the RFC' s research 

program during the period of 19L8 and 1949 was the development of 

processes and the conversion of facilities for the manufacture of 11cold 

0 
rubber", a general purpose synthetic rubber produced at 40 F rather 
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than at 122° F. Laboratory and road tests indicate that the wearing 

qualities of tire treads made from this 11cold rubber" surpass those made 

from natural rubber. Production on a continuous plant scale basis was 

begun in February 1948, and by august 1949 seven plants with an aggregate 

annual capacity of 183,000 long tons were engaged in production of this 
2 

new type rubber. 

2. Tin Pro gram: 

'I'he RFC's tin activities fall into tv\O major categories: the 

operation of a tin smelter at Texas City, Texas, and the import of, and 

trading in, refined tin and tin ores. 

Three-fourths of the world's tin ore producti:m is found in Southern 

Asia. The remaining one -fourth is produced in Bolivia, Nigeria, and the 

Belgian Congo. Because of the difficulties and hazards inherent in war

time ocean shipping, and in order to insure a domestic supply of tin, the 

1u.s., Congress, Report on the Audit of lteconstruction .l!'inance Corpora
tion for the Fiscal Year Ended June 30, 1952° (House Doc. No. 7154;°"8"3d Cong., 
1st sess.1,p. 2. 

2Ibid., for the .i."iscal Years Ended June 30, 1948 and 191+9 (House Doc. 
No. 638;8lst Cong., 2d sess0,p. 83. -- -- --



ID?C early in 1941 entered into the construction of a tin smelter in 

Texas City. The plant was completed in April 1942 at a cost of 
. 1 
$6,638,000. 
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At tbe time of establishment of the tin smelter in Texas City in 

1941, no other tin smelting operations were being carried on in the 

United States. Tnis tin smelter is now the only such facility of 

importance in the destern Hemisphere. 1l'he relationship between Texas 

City tin smelter production, United States imports ard United States 

consumption of primary tin is shown in Table )4. 

Since the end of the War in August 1945, the RFC has continued to 

control the import of tin and the sn:elter operation in order to insure 

an orderly transfer of tin metal to commercial channels and as a necessary 

part of the post-War defense program. ·rhe act of July 25, 1946, which 

extended the effective period of the Emergency Price Control Act of 1942, 

approved continued buying and selling at a loss until June 30, 1947, 

"with respect to purchases by the Reconstruction F'inance Corporation, of 

such tin ores and concentrates as it deems necessary to insure continued 

operation of the Texas City tin smelter. 112 'rhe act of June 28, 1947, 

authorized the Corporation to continue through June JO, 19h9, both the 

operation of the tin smelter and the general trading program. This act 

was a.mended on June 29, 1948, to further extend RFC I s tin progran func-

260 U.S. Stat. at L. (1946), 664, 11Joint Resolution .Sxtending the 
effective period of the71imergency Price Control Act of 1942, as amended, 
and the Stabilization Act of 19h2, as amended. 11 



203 

Table 14 

RELA'fIONSHIP BETVv'EEN TEXAS CITY SMELTER PRODUCTION, UNITED STATES 
IMPORTS and UNITED STATES CONSUMPI'ION OF PRIMARY TIN1 

(Unit in long tons) 

u.s. u.s. Texas Smelter % of U.S. 
Calender Year Imports Consumption Production Consumption 

1942 26.,753 56,288 15,695 27.88 

1943 11,919 46,253 20,727 44.81 

1944 13,338 59,156 30,619 I 51. 76 

1945 9,315 55,642 I 40,591 I 72.95 
I 
l 

1946 15,520 54,627 43,468 79.57 

1947 24,899 59,166 33,292 56.27 

1948 49,196 ,9,863 I 36,064 61.27 

1949 60,222 47,164 36,677 76.l.i.7 

1950 82,916 11,114 I 32,817 I 

45.72 

1951 27,784 56,542 31,669 56.0l 

Total 321,922 566,474 321,619 56.78 

l Source: U.S., R.F.C., Annual Report and Financial Statements (June 
JO, 1952), P• 25. 
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tions until June JO, 1951. 

Significant during the Far Eastern crisis was legislation (S. 3666) 

enacted into law on August 14, 1950, which extended the government's 

legal authority to own andoperate a tin-smelting plant at Texas City, 

Texas. ·rhe legislation was appro•red by President Truman on August 21, 
1 

1950. 

S. 3666 was reported in the ~enate on June 23, 1950, from the 

Armed Services Gornmi t tee. As reported it extended for five years the 

government I s authority to maintain a domestic tin-smelting industry "in 
2 

the interest of national security. 11 

The existing law (due to expire uune JO, 1951), authorized the RFC: 

(1) to buy, sell arrl transport tin, tin ore and tin concentrates; (2) to 

maintain and operate, by lease or otherwise, the government-owned tin 

smelter at Texas City; (3) to finance research in tin smelting and 

processing; and (4) to do whatever might be necessary to accomplish these 

3 
purposes. 

The jenate Armed Services Committee 1s report, written before the 

Korean war broke out, said Co:nmunist-inspired activities in Southeast 

Asia 11constitute a self-evident threat to the free world I s supply of 

tin ... The international situation wtich original]y made construction 

1 - ' 
64 U.S., Stat. at J.,. (1950), 468, "An Act To extend for five years 

the authority to provide-for the maintenance of a cbmestic tin-smelting 
industry." 

2
nstatement by Genator vohnson of Texas, 11 Congressional li.ecord., vol 

96, pt. 9, p. 121124. 

361 U.S. Stat. at J...,. (19L.7), 190, "ijoint Resolution To strengthen 
the comrnon deferise to meet industrial needs for tin by providing for 
the maintenance of a domestic tin-smelting industry," sec. 2. 
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of the Texas City tin smelter essential is virtually duplicated again 
1 

today. 11 

The measure was brought up and passed in the Jenate on June JO, 
2 

1950, by voice vote. 

Before any action on S. 3666 had been taken in the Senate, the 

House Banking and \..lurrency Committee on June 16, 1950, reported H. R. 

8569 which was virtually identical to the Senate measure with one 

exception. Where the Senate I s proposal was simply an extension bill, 

the House rreasure ri..ad a clause directing the government to take notice 

of "the public interest in the maintenance of domestic smelting of 

·restern Hemisphere tin ores and concentrates by American private enter

prise. 113 

The House Cammi ttee on Banking arrl Currency held a rl8aring on the 

bill on June 12, 1950. The spokesman for the RFC urged adoption of the 

five-year extension bill, saying the previ0us rrethod of year-to-year 
4 

extension was detrimental to defense. 

Before the passage of H. R. 8569, however, objection was raised by 

Representative John P. Saylor of Pennsylvania. He pointed out that the 

smelter was operated by a Dutch-owned firm. 5 He said it should be turned 

1"Tin Smelting," Congressional Quarterly Almanac, VI (81st Cong., 2d 
sess.-~195U), 657. 

2Ibid. 

3"Texas City Tin Smelter Operation," Congressional Record, vol. 96, 
pt. 8, p. 11007. 

411Tin Smelting, 11 ibid. 

5The tin smelter is operated for the RF'C by its agent, the Tin 
Processing Corporation, an affiliate of N. V. Billiton Meastschapij, the 
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over to American private enterprise, or, if that were impossible, it 

should be ope rated by the United States Bureau of 1iines. He offered an 

amendment to that effect, but it was defeated. Representative Vvesley A. 

D'Ewart of i>iontana then proposed an amendment to require the Dutch firm 

to make available to .American processors all patents and knowledge it 

1 
gained through use of the plant. This amendment also was defeated. 

'l'he Senate refused to accede to the House chanr,;es in S. 3666, and 

so the measure was sent to a joint House-Senate conference for harmoniza

tion. rllie conference reached agreement on August 11, 1950, throwing out 

the House Committee I s amend.'llent. Both the House and ;;3enate adopted the 

2 
conference report on August 11, 1950. 

Purchases of refined tin have been made under a program of inter

national allocation. In December 19L5 a Combined Tin Committee was 

fonned to assume the function of allocating the available world supply of 

refined tin to the various member countries. The United States participated 

in the international distribution in order to obtain its share of the avail

able supply. The tin arrl tin ores acquired were purchased in part by the 

U. S. Commercial Company, and sold to the ll!etals Reserve Corrpany of the RFC 

at less than cost. 

leading Dutch producer of tin. The operator has the use of the trained 
personnel, the processes, and the formula of the Dutch company. All 
costs, including a management fee, are borne by the RFC. 

1 
"Tin Smelting, tt ibid. 

2
congressional li.ecord, vol. 96, pt. 9, P• 1242L. 
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Un March 5, 1951, Defense t'roctuction Administrator 1 delegated to 

the RFC the authority to purchase tin metal, tin ores, and concentrates 

for Government use or resale under Executive Order 10161 (Jeptember 9, 
2 

1950) and Executive Order 10200 (January 3, 1951). 3 The RFC, since 

March 12, 1951, was designed as sole importer of tin metal including 

private importations of tin.
4 

F'ollowing the Korean war, some difficulties arose for the R.,.4'C as the 

so1e importer of tin metal. 'fhe fact was that a group of Bolivian, 

British, Dutch, Indonesian, and Belgian companies had long been con

trolling the world tin price and the Singapore price had long been the 

world standard, no matter how loudly the United States politicians 

screamed about cartels. With the start of the Korean war, the price of 

tin at Singa!X)re jumped from 73.4¢ to $1.93. To stop this runaway, the 

United States put consumption under Defense Production regulations and 

named the RFC as sole buyerf This resulted in suspension of purchases 

of tin by the RFC until January 1952, when the Governments of the United 

1
By Executive Order 10281 (August 28, 1951), the Administrator of 

Defense Materials Procurement Agency succeeded to the authority, with 
respect to tin, previously vested in the Administrator of 8eneral 
Services Administration. "Executive Order 10281: Defense r;;aterials 
Procurerrent and Supply," C.!!,.R., supp., 1951, p. h64. 

2nExecutive Order 10161: Delegating CertaiJl Functions of the Presldent 
Under the Defense Production Act of 1950," C.F.R., supp., 1950, p. 123. 

3Executive Order 10200: Establishing the Defense Production Adminis
tration," C.F.R., supp., 1951, p. 61. 

4u.s., Congress, Report on the Audit of Reconstruction Finance 
Corporation for the Fisca 1 Year Ended JuneJo-;~. (House ~No. 104; 
83d Cong., 1st sess.), P• 2r.- -- - -

5 U.S., R.F.C., Annual Report and Financial ;:itatements (June 30, 1952), 
p. 23. 
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States and the United Kingdom entered into an agreement on price and 

delivery of tin metal. In March 1952, a further agreerrent was reached 

with Indonesian representatives on the importation of tin metal by the 
1 

United States. In the same month, an agreement was also reached with 

African Metals Corporation for purchasing and delivering tin metal to 
2 

the United States. Negotiations with the Bolivian government were not 

equally successful beCDUSe of the change of regime in Bolivia in April 

1952, and the unstable economic policy of the new regime, although the 

U. S. State '::)eparti:nent tried to bring about the end of the RFC boycott on 

tin purehasing. 

J. Abaca Program: 

Since January 3, 1942, the RFC had been engaged in the production of 

abaca fiber in Central America as a part of the war-defense program of 

the Government. Under the conditions existing during a national emergency 

involving military operations, there are certain strategic or critical 

materials -which must be obtained, if possible, with but little considera

tion as to their cost. Abaca fiber, a raw material used in the manufac-

ture of articles for military operations, is an outstanding example of a 

strategic natural comrr~dity. 

Most of the abaca fiber used in the United States made into rope 

and cables for ships--for which use it is particularly adapted, having 

1
Ibid. 

2
Ibid., P• 24. 
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the necessary high tensile strength, durability, lightness, and resistance 

to sea water. Abaca rope absorbs water slowly and dries quickly, thus 

preventing, to a large extent, the rotting which ordinarily is so 

destructive to other types of ropes in marine use. The most important 

uses of aba.ca rope are for hawsers, mooring lines, and heavy tow lines. 

Tarred abaca rope of smaller sizes is use:l on ships, in rope for rigging, 

belt rope for sail edges, lanyards from deck to mast, and boat-falls for 

life-boats.
1 

At the time of the entry of the united States into World War 
' 

the entire supply of abaca fiber was cut off by the Japanese occupation 

of the Philippine Islands, which up to that time produced 95 per cent of 

the world's supply of abaca--the remairrler being produced in the Dutch 

2 
East Indies. 

Complete records of the attempts that have been made to grow abaca 

in countries otller than the Philippines are not available, but many such 

attempts have been made. With but few exceptions these experiments were 

unsuccessful. However, the United Fruit Company which, in conjunction 

with the Department af Agriculture, htd been conducting experiments in 

Central America for approximately 20 years had, by 1941, approximately 

2,000 acres of abaca under cultivation in Panama, proving that abaca 

could successfully be groVln outside of the Philippines. But the United 

1 
U.S., R.F. C., Annual Heport and financial Statements (June 30, 1950), 

P• 54. 
2Ibid. (June 30, 1952), p. 27. 
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Fruit Company had had no success in the development of efficient machinery 

for the large scale processing of abaca on a profitable basis, and it was 

occupied in solving this problem when the War broke out. The War changed 

the outl')Ok and approach to ~baca production in the Western Hemisphere 

from a commercial to a defense basis and on December 12, 1941, the RFC, 

acting through its rubsidiary !Jefense Supplies Corporation, opened negotia

tions with the United Fruit Company for the installation of U.S. Govern

ment-owned a.baca plantations in the Western Hemisphere. ·rhese negotiations 
1 

culminated in operating contracts dated January 3, 1942. 

FrJm the date of the surrender of Japan, operations under the 

contracts of January 3, 1942, were continued under authority of the War 

Mobilization and Reconversion Act of 1944. Because of the strategic 

importanceof abaca to the nation's military and industrial requirements, 

the Abaca Production act of 1950, providing for the continuance and 

expansion of the government-owned abaca plantations in this hemisphere, 
2 

was enacted on August 10, 1950. 

Under this legislation Congress not only provided for the continua

tion of the original plantations but aJ.so for their expansion from 25,000 

acres to a 1n:i.ximum of 50,000 acres when, in the discretion of the 

1
1"or a more detailed history behind the cbaca pro~ram of the RFC, see 

U.S., R.F.C., Annual Report andli'inancial Statements ,from 1947 through 
1950). 

264 U.S. Stat. at J.,• (1950-1951), 435 "An Act To strengthen the 
common defense by providing for continuation and expansion of iiestern 
Hemisphere production of abaca by the United States. tt 
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President, such expansion should be deemed necessary. In addition, the 

Act pennits surveys and research in abaca development, because the 

existing plantations were installed under war pressures without opportu

nity for adequate surveys and studiiS. 'l'he mass-production of fiber on 

the Government plantations is in its infancy. 

On August 21, 1950, the President directed the RFC to expand opera

tions to as near 50,000 acres as practicable. In order to carry out 

this directive, the RFC entered into an agreement with the Department of 

Agriculture to make soil surveys for the purpose of locating new planta

tions. In addition, the RFC held a series of negotiations with commercial 

companies for the purpose of entering into contracts for the operation of 

the proposed additional plantations in _;entral ,America. It tried to 

reach the authorized acreage as soon as possible after the issuance of 
1 

the Presidential directive. 

While the production from the government-owned plantations is, at 

present, but 10 per cent of the worJd production, it does nevertheless 

provide the nucleus of the fiber needs of the country during an emergency. 

is therefore looked upon as a 1!Jtock-pile-in-the-ground, 11 which has 

the effect of reduc 

2 problems. 

1 

the physical stockpile and lessening rotation 

U.S., Congress, Report on the Audit of Reconstruction Finance 
Corporation for the Fiscal Year Ended June 30, 1951 (house Doc. No. 367; 
82d Cong., 2d sess":°), p. 2S:-- -- -- - --

2u S F' ... r, • • J '\,• ~- • V • , 

19.50), P• 54. 
Annual Report and Financial Statements (June JO, 
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4. Liquidation of the Smaller War Plants Corporation: 

The Smaller War Plants Corporation was organized in 1942 to assist 

in the mobilization of the production facilities of small business for 

war purposes. It was empowered to make loans and to purchase and lease 

facilities to small business firms for use in the production and manufac

ture of items for war or essential civilian purposes. It was further 

authorized to enter into contracts with the government, to furnish 

rraterial and equipment, and to arrange for the performance of such 

contracts by letting sub-contracts to small business concerns.
1 

The 

SWPC also undertook to assist small business in the direct procurement 

of contracts and to .furnish engineering and other technical advice. 

Additional powers and duties were assigned the SWPC at the eni of the war 
2 

in connection with reconversion and surplus property disposal. 

The SWPC was authorized by the Surplus Property Act of 1944 to 

purchase and resell surplus property to small businesaand to make and 

guarantee loans to small business in connection with the acquisition of 

3 surplus property. "Small business" was defined as any privately owned 

business operated for profit, not dominant in its field, and having less 

than 500 employees. The program was undertaken to assist small businesses 

1Ibid., for the Fiscal Years Ended June JO, 19h6 and 1947 (House 
Doc. N~68; 81st Cong., 2d sess. }, P• 127. 

2 
Ibid. 

3Ibid., p. 28. 

4Ibid. 
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and qualified veterans in the procurement of surplus property and to 

assist the Surplus Property Board in preventing discrimination against 

small business. It constituted the principal postwar activity of the 

SWPC.1 

In compliance with Executive V:rtler 9665, dated December 27, 1945, 

all SWPC personnel, functions, assets and liabilities were transferred 

in part to RFC and in part to the Department of Con1"Uerce, effective at 
2 

the opening of business on January 28, 1946. 'I'he functions, assets, and 

liabilities transferred to R/C were ma.inly those relating to the loan., 

lease, prime-contracting, an:i management activities. By the act of 

June 30, 1947, the corporate entity of SWPC was abolished and the RFC 

was directed to continue the liquidation of its affairs. 3 As of June 

30, 1952, of the assets of the SWPC transferred to the RFC for liquidation, 

4 
only 37 loans with unpaid balances of $2,000,000 remained. 

lI. bid. 

2u.s., Congress, Report~ the Audit of Reconstruction Finance 
Corporation for t.'le Fiscal Year Ended June 30, 1952 (House Doc. No. 104; 
83d Cong., 1st sess., p. JC.-- -- - --

361 U.S. Stat. at L. (1947)., 209, "Joint Resolution To extend 
the succession, lending-powers, and the functions of the Reconstruction 
Finance Corporation.," sec. 207. 

Annual Report ~ Financial Statements (June JO, 
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5. Liquidation of the Defense Homes Corporation: 

Prior to June JO, 194f3, the Defense Homes Corporation
1 

was 

administered by the Housing and Home Finance Administrator. Pursuant 

2 
to The Government Corporations Appropriation Act of 1949, all assets, 

liabilities, capital stock, and records of the DHC were transferred to 

the RFC for the purp~se of liquidation effective June 30, 1948. 

The principal assets transferred to the R?C were the following 

four mortgage notes and accrued interest totaling 1I;46,200,451: 

Borrower 
Fairrnac Corporation 

Bremco, Inc. 

Veterans Cooperative i,ousing Association 

l,:eridian Hill Corporation 

Total 1,1ortgage loans 

Accrued interest on above 

Total 

hiaturi ty 
Aor:i.l 15, 1975 

', 

April 15, 1975 

January 1, 1968 

Ifarch 2 5, 1968 

Balance on 
June JO, 1948 
~38,466,746 

666,451 

4,490,295 

2,526,922 

46,150,414 

50,037 

46,200,451 
3 

Of this amount of ~46,200,L.51, the RFC still held over $43,800,000 of 

net assets on June JO, 1952. 4 

1For the activities of the Defense Homes Gorporation, see tro. 88-90. 

262 U.S. Stat. at L. (1949), 1187, "The Government Corporations 
Appropriation Act ofl949. 11 

3u.s., Congress, Report on Audit of Defense Homes Corporation for 
Fiscal Year Ended June 30, 19'IiE (HouseDoc. No. 41; 81st Cong., lstsess.), 
P• 14. 

4u. S. , R .F. C., Annual Report and Financia 1 Statements ( June 30, 195 2), 
P• 14. 



Section 3 

Congressional Investigations of the RFC 

In the years immediately following the War and continuing on through 

very recent times many of the RFC loans came in for violent critic ism 

both from the Congress and from outside. This section intends (1) to 

examine some of the controversial RFC loans which were the targets of 

1 
Congressional investigation and public criticism, (2) to look into the 

so-called "outside influence," "political and personal favoritism" and 

11mismanagement 11 in connection with the operation of the RB'C, and (3) to 

analyze some of the most significant results of these Congressional 

investigations and public criticism. 

Before going into the above-mentioned studies, one should survey 

briefly RFC loan procedure practiced during the post-War period in 

order better to comprehend not only the nature and meaning of these 

phrases "loan controversies, 11 11outside influence," "political and 

personal favoritism, 11 and "mismanagement" but also some of the issues 

involved in Congressional investigation and the consequent outcome of 

1'l'here had been a series of Congressional investigations and hear-
ings during the post-War period. Among them, most noteworthy for this 
study were those conducted by two special subcommittees of the Senate 
Committee on Banking and Currency. One was the "Special Subcommittee to 
Investigate the ReconstructionFinance Corporation" headed by Senator C. 
Douglass Buck of lielaware as its Chairman, under Senate Resolution 132 
(80th Cong., 1st sess., passed June 20, 1947) for an "inquiry into the 
operation of the Reconstruction 1"inance Corporation and its Jubsidiaries. 11 

l'his Subcommittee held open hearings during :::>ecember 1947 and January 1948. 
'.Ihe other one was "Subcommittee on Reconstruction Finance Corporation", 
c01mnonly known as either "RFC Subcommittee" or "Fulbright Committee,'' headed 
by Senator J. W:hlliam Fulbright of Arkansas as its Chairman. This sub
committee held many hearings between April 1950 and lviay 1951. 
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the reorganization of the RFC. 

Prior to the effective date of Reorganization Plan No. 1 of 1951 (it 

became effective May 4, 1951), lending activities were conducted through 

the principal RFC ol'fice in Washington, D.C., and the 31 loan agency 

offices located throughout the country. Applications for business loans 

were processed originally by one of these local loan ar,encies which had 

authority to approve any direct loan up to $100,000 and any participation 

loan up to $350,000 provided the participating banks took at least a 25 

per cent share. All other business loan applications arrl all applica

tions which were declined by the local agency were forwarded to vfashington 

for final consideration.
1 

• When there was an application filed with a local agency for a loan, 

the loan application was referred to a loan examiner who was expected to 

examine the applicant I s request for assistance from the standpoint of 

need, sufficiency of collateral, purpose of the loan, management, earning 

history, ability to obtain credit elsewhere, and any other credit factors 

applicable in the circumstances. The loan exa.~iner then prepared a report 

setting forth his findings and recommendations. 'Ihe same application was 

next referred to a review committee in the agency. This committee was 

expected to review the findings ani recommendations of the loan examiner 

and to prepare an independent report setting forth the views of a majority 

2 
of its members. 

1u . .S., Congress, Senate, 11.1.nquiry Into the Operation of the il.econstruc
tion Finance Corporation and Its Subsidiaries Under Senate Resolution 132, 11 

Hearings i Before a Special Subcommittee of the Cor.unittee on Banking and 
Currency (80th Cong., 1st sess.), on s. Res. 132 (~ecember 3, 11 and 12, 
1947), pt. 1, p. 32. 

2Ibid. (January 14, 15, 16, and 22, 1%8), pt. 2, P• 590. 



All of_ the fore going reviews and recom.'Ile~dations were purely 

advisory as the final power to approve or disapprove the loan was 

vested in the local agency manager, provided the loan didmt exceed 

$100,000 in a direct loan or #350,000 in a participation loan. 1 
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Loans in excess of $100,000 or participating loans in excess of 

$350,000 were referred to the w·ashington office. In tha:, office there 

were also a loan exam:i.ner and a review committee, each of them assigned 

to review tm prior recommendations and to prepare an independent report 

to the Boa ro of Di rec tors • .Pe, in the case of the local loan agency, the 

loan examiner and review committee in the Washington office were purely 

advisory and no power was delegated to them to approve or disapprove a 

loan. The purpose intended to be served by these mmerous reviews was 

to furnish the Board of Directors of the RFC with a searching examina

tion of each application and the soundest possible advice in order that 

they would be in a position to pass upon the loan application on its 
2 

merits. 

Effective May 4, 1951, under Reorganization Plan No. 1 of 1951, a 
3 

Loan Policy Board was created. 'I'he Board first consisted of the 

111Testimony of Harley J::iise, Ghairmari, Board of Directors, Recon
struction Finance Corporation, 11 in U.S., Congress, Senate, 11Study of 
Reconstruction Finance Corporation, 11 Hearings: Before a Subcommittee of 
the Committee on Banking and Currency, 81st Cong., Texmass loan (4 pril 
13, 22 and 27, 1950), P• 58. 

2rt is extremely helpful to keep in mind the RFC loan procedure 
for stuqying the operations of RFC business loans. Particularly in 
section 3 of this chapter it will be insuf fie ient to examine the 
controversial loans without this background of the RFC loan procedure 
practiced in th is period. 

311Reorganization Plan No. 1 of 1951, 11 House Report {Report :'.llo. 188; 
82d Gong., 1st sess. ), pp. 1-2. Also see "Reorganization Plan No. l of 
1951, Providing for the Reorganization of the Reconstruction !''inance 
Corporation, 11 Senate Report (Lleport No. 213; 82d Cong., 1st sess.), p. 9. 
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Administrator of the RFC, Deputy Administrator of the RFC, Secretary of 

the Treasury, and Secretary of Commerce, 1 and effective :r.:ay 15, 1952, 

the Administrator of the Defense Materials r'rocurement Agency was added 

to it as a fifth member.? 

On August 7, 1951, the Loan Policy Board issued 11Ioan Policy 

Statement No. 1, 1t declaring, a11ong other things, that 111n addition to 

meeting the general objectives and requirements of the RFC Act, all 

loans shall be made in accord with the following principles: 

(1) The pri.mary consideration in determining whether to grant a 
loan shall be the interest of the general public rather than the 
interest of the individual borrower. 

(2) I.Dans shall not be granted which in effect would promote 
monopoly. 

(3) In carrying out the objectives of the PJ.i'C Act, particular 
consideration shall be .f"ven to the credit needs of small 
business enterprises. 11 

In accord with another provision of Reorganization Plan No. 1, a 

board of review, composed of five employees of the RFC, analyzed all 

applications for loans in excess of $100,000 and recommended either 

approval of disapproval. 4 'ifhenever the Administrator or Deputy Adrnin-

1 
Ibid. 

2The 
from time 
States, 11 

Plan provided for 11one other member which sha 11 be designated 
to time by the .i:'resident from among the officers of the United 
Ibid., sec. 4. 

3u.s ., Congress, Report on the Audit of Reconstruction Finance Corpora
tion for the Fiscal Year Ended June 30, 195'1 (House Doc. No. 367; 82d 
Cong.-;-2"d sess.), p.-Tu, Appendix B,"Policy Statement No. l." 



istrator acted contrary to the board of review 1 s recommendation his 

reasons for so a::ting were set forth in a memorandum which was placed 
1 
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in the files of t.i-1e Rf:i'C. In addit,ion, memorandums were placed in the 

files whenever differences of opinion occurred on loans of $100,000 or 

less, and whenever the Administrator and the board differed as to whether 

a loan was to be authorized under the RFC Act or section ,302 of the 

"' .. 2 nefense ... roduction act. 

To assure uniformity of action under more restricted lending 

policies the Administrator on June 27, 1951 directed that all loan 

3 
authorizations except those for catastrophe loans be made in Washington. 

This directive was amended, effective May 1, 1952, giving the loan 

agency managers authority to approve direct loans and immediate participa

tion loans in amounts not exceeding $50,000 and deferred participation 

loans in amounts not exceeding $100,000 to any one borrower, provided 

approval was in substantial concurrence with the recommendation of the 

loan examiner who prepared the report on the application. Before approving 

a loan, however, the agency managers must obtain an acknowledgment from 

the RFC I s Office of Small Business that the loan conformed to the policies 

1During the year 1952, for instance, the Administrator or the Deputy 
Administrator approved tvo loans aggregating $525,000 on wr1ich the board 
of review had recommended decline; and they declined one loan of $150,000 
on which the board of review had recommended approval. Ibid. 

2Ibid., P• 5. 
3u.s., Congress, Report_.::::E_ the Audit o.f_Reconstruction Finance 

Corporation for the Fiscal Year .r.!,nded June 30, 1952 (House Doc. No. 104; 
83d Cong., 1st sess. ), P• 3-.- - -- -
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1 
established by the loan Policy Doard. The RFC cont,inued its practice 

of requiring that all applications recommended for decline by the agency 

managers be forwarded to Washington for final disposition. 

1. The Baltiw.ore & Ohio Railroad Conpa.ny Loan: 

During the period 1932 to 1938, the RFC made loans totaling approx

imately $86,000,000 to the Baltimore Ohio Railroad Company (herein

after referred to as the B. & 0.). In 1939, the B. & O. filed its 

petition for debt readjustment under chapter XV of the Bankruptcy Act. 2 

'fhis readjusted in a judicially approved plan that in effect created a 

moratorium on a substantial portion of its fixed charges for a perfod of 

6 years. Included in this plan of readjustment was a debt of approximately 

~85,000,000 due to the RFC. The proceedines were before the District 
~ 

Court of the United States for the District of i,.ia,ryland • ...-

On July 2, 19h4, the B. & O. filed in the same district court a 

second petition under a reenacted chapter l:v of the Bankruptcy Act, 

alleging its inability to meet its debts, matured or about to mature, 

1Ibid. 

2For a stuqy of bankruptcy laws of the United States, see U.S., 
Congress, Document Room of the House of Representatives, Bankruptcl 
Laws of the United States (Compiled by Eh1erA. lewis; Washington, D.C.: 
Government Printing Office, 1946. 

3:B'or the decree of the court, see U.S., Congress, "Court Order Ho. 
16: In the District Court of the United States for the District of foary
land in the ii.tatter of the Baltiwore and Uhio Railroad Company, Petitioner," 
in Hearings: Before the Committee on Banking and Currency, on $80,000,000 
loan to the B. & O. Railroad ~80th Cong., 1st sess.), pt. 2, pp. 1559..,77. 
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and seeking approval of a plan of readjustment, dated September 20, 

1 
1944. The Company stated that it was unable to rooet, except through 

a temporary extension, the $13,490,000 principal a'Uount of notes which 

would mature August 1, 1944, and it would be similarly ur1able to meet 

another obligation of w71,08J,381 maturing on November 8, 1944. Both of 

2 
these debts were owing the P"'"t:i'C. 

The 1%4 plan of readjustment approved by the U.S. district court 

extended the maturity dates of the first mortgage bonds, and converted 

the loan from a note basis to a bond basis, extending the maturity 

to 1965.3 

however in July 19h5, Senator :aurton K. Wheeler, the.n Chairman of 

the Senate Committee on Interstate Commerce, in a letter to the Federal 

Loan Administrator, called for an investigation of the RFC loans to the 

4 
B. & O. Senator hheeler brought out the point that the net income of 

the B. & O. fror.1 the end of 1939 to the middle of 1945, after all taxes 

and interest charges, had been more th,an$100,000,000, and he stated that 

an additional net profit of $35,000,000 had been made by the B. & O. in 
5 

re-purcr~sing its obligations on the open narket at a price below par. 

1
For the petition, see ttExhibit Q--Petition No. 9905 Bankruptcy 

Docket, in the matter of the B. o. Railroad Co., filed July 2, 1945," 
in~•, pt. 1, pp. 316-46. 

2Ibid., PP• 324-35. 

3For this action, the Senate Banking arrl Currency Committee later, 
in t,lay 1947, stated that the 1944 readjustment plan was a "serious 
violation of the RFC Actn as the legal limit on the maturity of an 
extension of a RFC; loan was then set at January 31, 1955. 3ee 11State
ment of the Chairman, Senate Banking and Currency Committee: Reconstruc
tion Finance Corporation--B. & O. Co. Case, 11 ibid., p.,5,50. 

41tetter from Hon. B. K. 1/heeler to Hon. John W. Snyder, July 28, 
1945, 11 ibid., p. 206 • 

.5 J.bid. 
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he also named a list of former R1'"'C officials who then were on the top 

management of the B. & O., and added: 11It seems to me rather shocking 

that Government officials charged with lending huge sums of money such 

as those lent to the B. & O. should shortly thereafter become officers 
1 

and directors of the company to llhich the money was lmt," and that the 

Government loans "are being used as a means of obtaining employment in 

or control of large privately owned corporations for the benefit of 
2 

former RFC officials.n 

The fact was that between 1941 to 1943 four RFC officials joined 

the management of the B. & O. at a time when the railroad was in debt 

for over $80,000,000 to the RFC. Stewart McDonald went vi.th the B. & o. 

as director of chairman, Russell L. Snodgrass went as vice-president, 

Cassius M. Clay went as solicitor, and F. K. Baukhages went as executive 
3 

assistant in charge of finance. Not long after they joined the B. & o. 

the expiration date of the RFC loans approached which would mature in 

August and lJovember 1944. The railroad's management with these four top 

officials in it decided upon a strategy that would pennit the cor:11:0-ny to 

escape paying the loan at that time. It was the situation under which the 

B. & O. filed a petition on July 2, 1944, in the District Court of the 

United States for the District of iiaaryland. In order to accomplish their 

objective for the readjustment of the debts, the officials of the B. o. 

1Ibid. 
2Ibid. 

3"Testimony of Stewart l\lcDonald, director and chairman of the Baltimore 
and Ohio R.R., Baltimore, Md.," ibid., p. 8.5; "Testimony of "'us sell H. 
Snodgrass, vice-president, Baltiriiore and Ohio R.R., Baltimore, Md., 11 ibid., 
p. 242; "Testimony of Cassius ,l'J.L. Clay, of Paris, Ky.," ibid., p. 13. and 
"Testimony of Frederick E. Baukhages, general solicitor, Baltimore and Ohio 
R.R., Baltimore, lVId.," ibid., P• 8. 
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needed a letter from the RFC demanding that the B. & O. pay up. Later 

i\ilr. Snodgrass adm.itted in Congressional hearings 1 that he had composed 

t1'.Q drafts of such a letter, arrl. sent them to his colleagues back at the 

RFC; then the RFC, using these drafts as a basis, in turn prepared a 
2 

letter on RFC stationery and sent it back to him. He also admitted that 

the letter was used in court as a basis for winning a readjustment plan.3 

As a result of such maneuvers at this, Mr. Clay resigned his position as 

general solicitor of the B. & O. in September 1945, giving as his ground 

for doing so his disapproval of the plan for readjustment, which he 

characterized as 11fraud upon the court, 11 and a llframe-up in a gigantic 

scheme promoted by one time RFC boss Jesse H. Jones to keep RFC men in 

top B. & o. jobs. 114 

In a reply to the letter from Senator Wheeler, Mr. Charles H• 

Henderson, Chairman of the Board of Directors of the RFC, on .august 23, 

19J.i5 made public a letter to .:ienator ~/heeler in which he formally absolved 

the o.fficials under discussion from any responsibility for the loans. 

1Hearings were held during April and May 1947 before the Senate 
Committee on tanking and Currency, 80th Cong., 1st sess. 

5 

~~stimony of Russell L.Snodgrass, vice-president, Baltimore 8: Ohio 
R.R., Baltimore, l✓id.," ibid., p. 250. 

3~., P• 269. 

4"Testimony of Cassius M. Clay, of 1:'aris, Ky.," ibid.,fP. 22-23., ----and 96. 

'For the text of the letter., see ''Baltimore and Ohio R.R.,'' in The 
Commercial and r'inancial Chronicle, 162 (September 3, 1945), 979. The 
letter from Senator 1'heeler to John N. Snyder, the 11'ederal loan Administrator, 
was referred to Charles B. Henderson, ehainnan of the RFC, for answer~ Ibid. 
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He pointed out that the B. ?r o. officials while with the RFC had no 

connection with the loans and no responsibility for determining whether 

or not the loans should be made. he contended that their position was 

no different from that of any other ex-RFC officials now employed in 
1 

industry. Mr. Henderson also explained reasons for the readjustment in 

the letter. Excerpts from his letter on this phase of the controversy 

follow: 

The 1948 plan, despite unprecedented earnings, has failed. 
The operation must ON be done over. The reason it failed 
is the fact tha:. it did not sufficiently postpone maturities. 
'rM.s plan greatly improves on it in that respect. It is 
intended to pro vi de a 2) -year brea~hing spe 11 instead of 6 
or 8. Probably that will suffice. 

The circumstances surrounding these transactions and accusations 

were inquired into extensively in connection with hearings on the 

proposed extension of the RFC before the Senate Committee on Banking and 

Currency headed by Senator Charles w·. Tobey of New Hampshire as its 

Chairman, in April and May 1947 and ar:ain before a Special Subcommittee 

of the Senate Committee on Banking and Currency headed by Senator C. 

Douglas Buck of Delaware as its Chairman, during December 1947 and 

January 1948. 

On trey 5, 194 7, Mr. Robert R. Young, then chairman of the Chesapeake 

8, Ohio Railroai Co., was invited as an expert on the question of B. & o. 

to the hearings before the Senate Committee on Banking and Currency. He 

testified that 111 think RFC has been grossly mismanaged, 11
3 

declaring that 

2lbid. 

311Testimony of Robert R. Young, Chairman of the Board, Chesapeake & 
Ohio ld.nes, Cleveland, Ohio, 11 ibid., P• 285. 
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uJfow we have in essence an $80,oco,ooo loan to the B. & J. It is a 

frozen loan, and it is there for a 20-year maturity. It is the people I s 

money, and no efforts have been made to liquidate it.n
1 

After having 

given the financial stat us of the B. &. o. around 1944, Mr. Young un

equivocally stated that B. & O. could have paid all or any part of its 

debt to the RFC had it or the RFC so:rlesired. 2 As to the management of 

the B. & O. in relation to the RFC, he went on to say that by appointing 

former RFC employees as trustees of me bankrupt roads the RFC had in 

effect created an evil 11votlng trust" and as a result 11those railroads 
3 

have been grossly, almost. criminally managed." 

On the other hand, the inf onnation presented by the RFC itself 

showed that its other railroad debtors had paid all or substantial]y 

all of their loans at the beginning of 1947 while the B. & O. loan, the 

largest railroad loan ever on the HFC books, had been reduced by roughly 

only 7 per cent--from $85,000,000 to ;Ji,80,0DO,OOO. Thus, while the hearings 

were being held before the Senate Comrni ttee on Banking and Currency in Ivlay 

1947, Senator Charles M. Tobey, the Com.rnittee Chairman, on May 21, 1947 

issued a statement in which he concluded that "The arrangements on which 

the RFC management had relied for the paJ1l8D,t or liquidation of the more 

than $80,000,000 still owed by the B.?, O. now promise not to be satis

factory. n4 Even as of June ,30, 1952, the B. & O. still owed the RFC in 

1Ibid., p. 274. 

21 bid., P• 279. 

.31bid. 

4nstatement of the ehairman, Senate Banking and Currency Committee, 11 

~•, p. 550. 
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the a.mount of approxipiately $70,000,000. 1 At this point it seems fair 

to ask whether the RFC was ever intended to make so large a loan for so 

long a time with so little effort to have it repaid. It seems hard to 

justify such a small reduction in the principal amount of the loan over 

so long a period (1932-1952) which included at Je ast 10 years of relative 

prosperity for the B. Fr o. and railroads in general. 

2. The Kaiser Loans: 

During the period from March 4, 1942, to December 22, 1944, the F.FC 

at the request of the War Production Board and its predecessors, 

authorized var:i.ous loans to the Kaiser Company, Inc., Oakland, California, 

in amounts aggregating $111,805,000. The loans were made for the purpose 

of building and ope~ating a steel plant at Fontana, Galifornia. 2 The 

fil'C recognized that the ultimate retirement of the loans would depend 

largely upon the profits of the iron arrl steel division of the company, 

since the earnings of the shipbuilding division would decline after the 

War. Consequently, the RFC engaged an engineering firm to make a survey 

of the possibilities of the steel plant. The depreciated value, less 

excess war cost, of the steel plant at June 30, 1945 was estimated by the 

enginee_ring firm to be $58,000,000. The engineers also estimated that, 

with new fac and good management, the plant could expect peacetime 

operations at 70 per cent of capacity and on that basis earnings before 
3 

interest, amortization and depreciation would exceed $6,000,000 a year. 

1Ibid. 
2u.s., Congress, Report 2E. Audit of Reconstruction Finance Corpora

tion and Subsidiaries for the Fiscal Years Ended June 30, 1946 and 1947 
(House Doc. No. 468; 81st Cong., 2d sess.) p. 171:-- - -- - --

3lbid. 



227 

On the basis of these findings, the RFC in August 1945 authorized 

an additional loan of $11,500,000 to the Kaiser Company, Inc. (succeeded 

by the Kaiser Steel Corporation, effective August 1, 1949). Thus the 

Kaiser Steel Corporation received a total of over $123,000,000 in loans 

from the RFC, of which $96,000,000 was still outstanding at June 30, 
1 

1949-

The Balance Sheet of the RFC at June JO, 1949, showed that out of a 

total of $384,0oo,ooo outstanding in R..t?C loans to business, the Kaiser 

Steel Corporation owed $96,000,000, over a quarter or the total. 
2 

On top of the outstanding loans of $96,000,000 to the Kaiser Steel 
3 

Corporation, the RFC further extended to the Kaiser-Frazer Corporation 

a first loan of $34,400,000 on October 6, 1949, a second loan of 

$10,000,000 on October 21, 1929, and a third loan of $25,000,000 on 

December 4,1950.4 

As more loans were made to the various enterprises of the Kaiser 

interests, criticism mounted. Critics assaUed the loans as examples of 

1Ibid., P• 172. 

2u.s., Congress~ Report£!!. Audit of Reconstruction Finance Corpora
tion and Its Vfuolly Owned Subsidiary Federal National Mortgage Association 
1',or the Fiscal YearsEnded June 30, 1948 and 1949 (House Doc. No. cJ8; 
81st 75ong., 2d s ess. ) , p. 1~ 11E.xhi bit 1-;consolidated Balance Sheet-
June 30, 1949). 

3The Kaiser-Frazer Corporation was established on August 9, 1945, as 
a corporation of the State of Nevada, manufacturing automobiles which have 
been distributed through a wholly owned subsidiary, the Kaiser-Frazer 
Sales Corporation. 

4u.s., Congress, Report on the Audit of Reconstruction Finance Corpora
tion I<,or the Fiscal Year ~ndectJuiie 30, 1941 (House Doc. No. 367; 62d 
Cong.;-2°d sess.) Appendix A, p,759':" - -



political pressure and favoritism. Representative John M. i1\ason of 

Illinois, for instance, on the House floor charged the RFC with lending 

11taxpayers' money to some big manufacturers on favorable, liberal, easy 

terms, while their competitors have to take their chances of borrowing 

from the banks on regular banking terms, covering interest charges and 
1 

adequate collateral. 11 Representative Mason further continued: 

Has Uncle Sarn decided to favor certain business friends but 
handicap, hinder, and punish certain other business concerns 
because they are not friendly toward the so-called Fair Dea11 
If the administration takes taxpayers 

I 
money and uses it to 

reward certain business friends and to punish certain business 
2 enemies, then we are headed down the road to national socialism. 
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Again, Representative Hugh D. Scott, Jr., of Pennsylvania, criticized 

the Kaiser loans on the house floor as an example of goyernment favoritism 

to a certain business group. He pointed out that: 

The most impressive fact is the annunt of the outstanding debt 
of the ,r;.aiser interests to the lli<'C. As of November 1949, the 
total Kaiser indebtedness to the RFC was approximately $140,265,000. 
This was 32 .4 per cent of the total amount of such RFC loans .3 

Then he continued, nat no time in history has another single group been so 

4 
favored by Government largesse." He further speculated on the soundness 

of the financial status of the Kaiser-lrazer Corporation and its subsidiaries 

and disclosed the loan procedure of the RFC on the Kaiser-Frazer loans in 
5 

comparison to the nonnal procedure applied to other applicants. 

1u .S., Congress, 11Govemment Favoritism with P.FC i.oans, 11 Congressional 
Record, vol. 96, pt. 13, p. A654. 

2Ibid. 

3u.~;., Congress, 11How Henry Kaiser Got his Hands on One-Third of All 
RFC Money, 11 Congressional Record, vol. 97, pt. 13, P. A-2925. Harvey J. 
Gunderson, then Chairman of the RFC, testified to outstanding $140,265,000 
loans to the Kaiser interests on November 17, 1949, before the Subcommittee 
on Monetary Credit and Fiscal Problems, Joint Committee on the Economic 
Report. Ibid. 

4rbid., p. A2926. 

'Ibid. 
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In defense of the loans, an article appeared in the December 15, 1949 

issue of The ,,:iachinist, official weekly newspaper of the International 

Association of Machinists, which is piblished in Washington., D.C. It 

praised the "industrial geniusu of Henry Kaiser, sr;,ating that he was 

"going to undersell i<
7

ord and Chevrolet by $200 or $300 • one that 

will give approximately twice the gas mileage you get out of your Ford or 
l 

Chevrolet. . . • 11 The article further endorsed the RFC loans to the 

Kaiser-Frazer Corporation, supporting the viewpoint that "this is a step 

in the right direction . . • everybody ought to be encouraging ieaiser 

... like 51,000 other businessmen before him, Kaiser got a loan from 
2 

Uncle's Reconstruction Finan:::e Corporation. 

Representative harry R. Sheppard of California also appraised the 

achievements of Henry Kaiser, remarking on the House floor that 

Mr. Kaiser's genius has brought us of the West to new vistas of 
industry and new concepts of industry-employee cooperation and we 
of. the St~te of Gal~forni~ and the 'est in general are very proud 
of Mr. Kais er and n1s achievements. 

As a starting point in explaining the reasons vtiy the Kaiser-Frazer 

Corporation loans were granted, a letter by Harley Hise, then Chairman of 

the RFC, dated October 25, 1949, addressed to Senator J. W. Fulbright of 

Arkansas, gives fa:irly good background behind the loans. Among other 

1
oordon H. Cole, "Kaiser--Auto 1/lakers Wish He'd Cb Back to Boat

building, 11 The Machinist, December 15, 1949 in Congressional Record, vol. 
96, pt. 13, p. A.204. 

2
±bid. 

3u.s., Congress, "Arrival of Henry Kaiser," Congressional Record, 
vol. 97 pt. 14, p. 4840. 



points, the letter indicated: 

Kaiser-Frazer employs directly approximately 10,000 persons 
and reasonably estimates that an additional 44,000 are 
employed by more than 1,000 small manufacturers which supply 
parts and materials and by dealers and distributors of Kaiser-
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Frazer automobiles and automobile accessories throughout t~e 
1\lation. The vrl.despread public interest in the success of Kaiser
Frazer springs not only from the number or employees and number 
of small businesses which are, to a large extent, dependent upon 
it, but also by reason of the broad distribution of its stock, 
which is held by approximately 40,000 stockholders. Mr. Henry 
;Kaiser, the members of his family, and the various companies in 
which they,.are interes 1ed own less than 10 per cent of the stock 
of Kais er-r razer Corp. 

'fhe letter went on to say: 

The Directors of RFC are convinced that these loans wi 11 enable 
Kaiser-Frazer Corp. to rraintain a production level that will 
insure prof it able operation, wi 11 provide employment for thousands 
of workers, will assist and encourage many small businesses, 
will increase production in a number of manufacturing fields, 2and 
,generally will promote the economic stability of the country. 

Under these circumstances, it is suggested in the interim report of 

the RFC Subcommittee that the refusal by the RFC of the Kaiser-Frazer 

Loans, according to the applicant, would have caused liquidation of the 

enterprise, an event w:lich would nave had a serious effect on a great many 

1 
"Letter by Harley Hise, Chairman of the RFC, to Senator J. W. 

Fulbright, Chairman of the RFC Sutcommittee, October 25, 1949," in U.S., 
Congress, Senate, 11Study of Reconstruction Finance Corporation, 11 Interim 
Report of the Committee on Banking and Currency: Loans to Kaiser-l'razer 
Frazer Sales Corp. (;;;ienate Report I-40:-552; 82d Cong., 1st sess.), p. 11. 
The same view was expressed by Edgar F. Kaiser, President of the Kaiser
Frazer Corp. before the RFC subcommittee hearings on February 21, 1951. 
U.S. Congress, Senate, nstudy of Reconstruction Finance Corporation,n 
Hearings: before a Subcommittee of the Committee on Banking and Currency 
(82d Cong., 1st sess.), pt. 2, pp. 675-76. 

2u.s., Congress, Senate, "Study of Reconstruction Finance Corpora
tion, 11 Interim Report of the Committee £_£ Banking !!nd Currency: Loans to 
Kaiser-Frazer Corp. andl<'.aiser-Frazer Sales Corp., op. ~-, p. 2. 



1 
people. Dealers and distributors had an estimated investment of 

$175,000,000 in sales, service, and parts facilities and it was 

estimated that the annual payrolls of Kaiser-F'razer and of dealers, 

distributors and suppliers supported by Kaiser-Frazer approached 
2 

g31 

'.;j;l00,000,000. Thus the interim report finds that the maintenance of 

er:iployment stability in this structure wasone of the principal objectives 

3 
sought by approval of the loan application. The effects which liquida-

tion of the automobile company would have had on the Kaiser interests 

would undoubtedly have been felt in important knerican industries other 

than the automobile industry and they might have had important 

repercussions in those other industries. 4 

Notwithstanding these things, the RFC Subcommittee expressed its 

belief that the RFC should not have made the Kaiser-Frazer loans. Among 

its detailed reports from its findings out of the hearings by the Sub

committee, a review of the correspondence and document files in the 

Washington office of the RFC and of certain public records available for 

the Subcommittee, the RFO Subcommittee discloses the following important 

facts in connection with the RFC loans to Kaiser-Frazer. 

First of all, judging from the records of the lending agency, the 

original RFC loan, $34,400,000, was negotiated in September 1949 by 

the borrower directly with the RFC Board of Directors, one examiner, 

1According to The .l\aiser-Frazer Story published at Willow Run, Iv1ich., 
December 5, 1949, the Kaiser-Frazer Corporation thenenployed about 11,000 
persons direct]y. An estimated J0,000 persons were employed as and by 
dealers and distributors, and in addition approximately 47,000 were 
employed by direct and indirect suppliers. The publication reported also 
that there were 40,000 stockholders and 400,000 owners of Kaiser-Frazer 
cars. Ibid., p. 5. 

2 
Ibid., P• 12. 

3 
Ibid., 

4Ibi d. , p . 2. 
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J. F. Williams, in the Washington office providing the only review at a 

lower level. 'I'he examiner, realizing Kaiser-Frazer financial require-

ments, reco,nrnended that the RFC lend $24,400,000 and that the "Kaiser 
1 

interests" supply $10,000,000. The RFC Subconnnittee finds that the 

loan application was considered by the Washington office review committee 

but that, contrary to the usual custom, the committee members were called 

before the Board of Directors individually and polled as to their views, 

without reporting in writing nor as a committee. That was an abnonnal 

arrangement •• ~gain the Subcommittee finds that each member of the review 

committee expressed doubt that the loan could be repaid from earnings. 
2 

However,. the loan of $34,400,000 was approved on October 9, 19h9. 

Again, the RFC&lbcommittee finds that the application for the 

second loan, originally $15,000,000 was considered by both an examiner 

arrl the review committee in the Washington office of the RFC. Although 

the exa~iner gave a favorable reconL.~endation for the loan application, 

the review committee recommended that the loan not be made because of un

certainty regarding the borrower 1 s ability to product automobiles success

fully under its then financial structure. 3 However, the loan was ap,ain 

approved for $10,000,000, over this objection. 

'rhe third RFC loan of $25,000,000 was examined in the Detroit RFC 

loan agency as well as in Washington. The Detroit agency turned the 

1Ibid., p. 8. 

2Ibid., p. 3. 

3rbid. 
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application down, when it was filed with the agency on November 16, 1950, 

because the collateral was deemed marginal and the borrower's future 
1 

prospects seemed unfavorable. The Washington review committee also 

recommended that the application be declined, giving as reasons the 

2 
extended financial condition of the borrowers. In the course of time, 

the Washington examiners gave a favorable recommendation, while the 

Detroit agency manager changed his previous recommendation on the third 

loan application and came to support the Washington examiners' view. 3 

The loan was approved by the Directors on December 4, 1950. According 

to the Chairman of the RFC, W. E. Harbor, thefFC wanted to see the Kaiser

Frazer Corporation continue in production because the loans aJ.ready nade 

would be somewhat less secure if it were forced to shut down. J-l 

Investigation into the collateral for the Kaiser-t'razer loans from 

the RF'C shows that the principal i tern of collateral for the first loan 

to the Kaiser-Frazer Corporation ($31..r,hOO,000) was the Willow Run plant 

which made up rrost of the property appraised ih 1949 at a value of 
5 

$67,000,000 from the standpoint of a going concern. The Willow Run 

plant had been constructed by the Government at a cost of $42,300,0UO. 

It was soJd to the Kaiser-Frazer Corporation for $15,100,000. 6 When 

1
Ibid., p. 16. 

2Ibid., p. 4. 
3Ibid., P• 4 and P• 16. 

4
rbid., P• 4 and p. 15. 

'Ibid., P• 3. 

6Ibid., p. 9. 
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the RFC loan of $34,400,000 was made in October 1949, the Kaiser-Frazer 

Corporation owed the Federal C',overnrnent $1J,50D,OOO out of the total of 

$15,100,000 for which it had purchased the plant. 'l'hus the pledge of 

the plant as collateral for tbe RFC loan added little if anything to the 

overall security of the Govermaent's interest in or advances to the Kaiser

l"razer Corporation because the Government already held a first-mortgage 

lien under the mortgarre securing tre purchase obligation •. 

In April 1951, the Kaiser-Frazer Corporation asked the RFC to 

waive principal repayments on the first loan $34,400,000 until May JO, 

1954; to extend maturities on the second and third loans ($35,000,000) 

also· until May 30, 1954; and to agree that the RFC would not seek to 

effect collection of the loans by legal action so long as the private 

banks grant~ng the V-loan revolving credit wou]d refrain from taking 

legal action to enforce their obligations. 1 The RFC on April 20, 1951 

agreed to cooperate with the l:Jorrower under tb is plan, with the exception 

of fixed payments of $3,440,000 per annum required under the first loan 

2 
agreement. At May 31, 1951, a total of $31,695,931 was owed under the 

first loan agreement, $10,000,000 was owed under the second loan agree

ment, and $20,205,213 was owed under the third loan agreement. The three 

l 
Ibid., p. 4 and P• 20. 

2The first loan of $34,400,000 had a 10-year maturity, payable 
$3,440,000 each year beginning in 1951; the second loan of no,000,000 
arrl the third loan of $25,000,000, approved October 21, 1949 and December 
4, 1950, were 4, 1950, were direct 18-month loans, without any fixed 
installment payments. See U.S., Congress, Report on the Audit of Recon
struction F'inance Corporation for the Fiscal Year EnctectJune 30-_;-1951 
(House Doc. No. 367; 82d Cong.-;--°2dsess.), P• 70. -- - --
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balances totaled $61,901,144.
1 

By this time the RFC loans to the Kaiser 

Steel Corporation (aggregating over $123,000,000) and other various RI!'C 

loans to the Kaiser interests other than the above three loans had been 
2 

paid off in full. 

What ever its motives, ard the reasons f'or the loans to the Kaiser 

interests, the RFC could have avoided much criticism by not extending 

such an unu.sual amount of financial aid to the enterprises of a single 

entrepreneur. The RFC Subcommittee of the Senate Committee on Banking 

and Currency aJso expressed the belief that the RFC should not have made 

the original loan, because: 

It doesnot believe that the interest of the general public 
was such as to justify the use of public funds to cojtinue 
operation of Kaiser-t<'razer as an automobile company. 

1u.s., Congress, Senate, "Study of Reconstruction Finance Corpora
tion, 11 Int~rim Report of the Cqmmittee Q.!l B,a~kin~ and Currency: loans 
to Kaiser-irazer Sales Corp. (~enate Report No. 52; 82d Cong., 1st 
sess.), p. 20. 

2u.s., Congress, Senate, "Study of Reconstruction finance Corpora
tion, 11 Hearings: Before a Subcommittee of the Committee on Banking and 
Currency (82d Cong., 1st sess.), Lending policy, pt. 2, p. 677. In 
addition to $123,000,000 of loans to the Kaiser Company, Inc., (succeeded 
by the Kaiser Steel Corporation, effective August l, 1949), the RFC made 
loans of some $37,000,000 to the Kaiser Aluminum Co., $28,000,000" to the 
Permanent li'1etals Corporation, and $1,000,000 to the Kaiser Fleetwings, 
Inc. All of these loans had been paid off by l"ebruary 21, 1951. 

3u.s., Congress, Senate, "Study of Reconstruction Finance Corpora
tion, If _Ir1terim Report of, the Commit tee~ Banking and Currency: Loa.ns to 
Kaiser-Frazer Corp. and l{aiser-E'razer Sales Corp.-rsenate Report No. 552; 
82d Cong., 1st sess.), p. 2. 
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J. Lustron loans: 

Before examining the RFC loans to the i.Justron Corporation, it seems . 

helpful to reviewthe. statutory background for making the RFC loans, and 

to look into the organization arrl financial status of the borrower, the 

Lustron Corporation. 

The RFC's statutory authority to make loans to business enterprises 

was contained in (1) the amendments to the RFC Act, approved I.lune 19, 

1 
1934, and amended in April 1938, which became section Sd of the RFC Act; 

and (2) the amendment to the RFC Act, 

added to section Sd of the RFC Act as 

approved June 25, 19li0, which was 

2 
section Sd(2). Loans made under 

section 5d were restricted to those which in the opinion of the Board of 

Directors offered reasonable assurance repayment. Section 5d(2) was 

enacted in 1940 as part of the broad powers conferred upon the RFC at that 

time to aid the Government in its national defense program. Loans made 

under authority of section 5d(2) were required to be If advantageous to the 

national defense 11 but were not required to meet the 11assurance of repay

ment 11test. 3 In considering applications for loans to aid the veterans' 

emergency housing program the R}.,C concluded, in effect, that the loans were 

advantageous to national defense and were eligible under the provisions of 

section 5d(2) of the RFC Act. however, the RFC was generally reluctant to 

make the loans, as they were considered unsound, and :t t made them only 

l 
See 

2 
See 

3see 
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.. , 1 
after being specifically requested to do so by the Housing ~xpediter. 

The request was considered by the R••'C as tantamount to a directive from 

the Housing Expediter, whose authority to issue directives, as interpreted 

by RFC, was obtained from section 2(b) of the Veterans I E1nergency Housine 

Act of 1946, which provides: 

The Housing Expediter, in addition to such other functions and 
powers as nay be delegated to him by the President, is author
ized to . . . iss re such orders, regulations, or di rec ti ves to 
other executive agencies •.. Each executive agency shall carry 
out without delay the orders, regulations, or directives of the 
Housing .c;xpediter, and shall, to the extent necessary, modify its 
operations ani procedures from time ~o time to conform to the 
directives of the Housing bxpediter. 

In addition, the f ollowine excerpt from an opinion of the general 

counsel of the RiTC in a 1oomorandum to the Board of Directors, set forth 

RFC1s interpretation of this law: 

in view of the foregoing it is difficult to escape the conclusion 
that the Housing Expediter, under the Act, (1) is limited in the 
issuance of directives to executive agencies to the substantive 
powers vested in those agencies which relate to housinp;, (2j may 
establish policy and direct action with respect to such policy, 
which insofar as such action relates to RFC, includes a determina
tion of terms and conditions of housing loans, and, (3) must assume 
complete responsibility not only for the 5irective, but also for 
any action taken by the Board thereunder. 

Furthermore, the Housing Expediter's interpretation of his authority 

1u.s., Congress, Report on Audit of Reconstruction Finance Gorpora
~ion and Subsidiaries for theFiscal Years Ended June 30, 1946 and 1947 
(House Doc. No. Li.68; 81st Cong., 2d sess:-)'", p. 50-. - - -- -- --

2
60 U.S. Stat. at!!.• (1946), 207, "Veterans' Emergency Housing Act 

of 1946, 11 sec. 2(b). 
~ 

..,U.S., Congress, Report on Audit of Reconstruction Finance Corpora
tion and Subsidiaries for the Fiscal Years ended June 30, 19h6 and 1941 
(House Doc. No. 468; 81st Cong., 2d sess. j, ~0-. - -
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was indicated in a letter dated November 1, 1946, to the Chairman of the 

Board of Directors of the RFC: 

I would be remiss in my duty if I did not exercise the powers 
conferred upon me by Congress to direct the RFC to grant loans 
wnich are necessary ~ bring about production of vi tally needed 
houses and materials. . 

The original negotiations for the Lustron loan involved two different 

entities, both of which were named the Lustron Corporation. The first 

Lustron Corporation was an affiliate of the Chicago Vitreous Enamel 

Products Company. That is, around Uctober 1946, three partners in Chicago 

Vitreous, in order to develop housing for the mass market, using porcelain 

enamel and steel, and yet not to mix up this venture with the operations 

of Chicago Vitreous, set up a rew corporation named the 111ustron Corpora-

2 
tion," for which Carl G. Strandlund became the president. The second 

Lustron Corporation was organized in October 194 7 by Mr. Strandlund, while 

the first Lustron Corporation changed its name to the .Porcelain Products 

,, 3 
i_,;ompany. It was the second Lustron Corporation which borrowed originally 

$15,500,000 from the RFC and which had subsequent additional loans of 

$22,000,000--a total of $37,500,000 in loans from the RFC--and which 

final ly becaroo bankrupt. 

1 
Ibid. 

2 
"Testimony of Carl G. Strandlund, President, Lustron Corp., 

Columbus, Uhio, 11 in U.S., Congress, Senate, 11Inquiry into the Uperation 
of the Reconstruction t"inance Corporation and its &'ubsidiaries under 
Senate Resolution 132, 11 Hearings: Before a Special Subcommittee_of the 
Committee on Banking arri Currency, 80th Cong., 2d sess., on S. Res. 132, 
pt. 2, p. 350. 

3Ibid. Mr. Strandlund put *1,000 into the new company for 100 shares 
of Class A stock. For that he received 86,000 shares of common B stock 
giving him voting control of the new company. lbid., p. 353. 
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The sequence of the significant events related to making the original 

loan follows: In 19L6, 1947, and 1948, there was a critical shortage of 

housing. Under the existing conditions, in October 191.i.6 the Housing 

Expediter requested the RFC to lend the (first) Lustron Corporation 
1 

(which-vas then still at the stage of forming) $52,000,000. Following 

the creation of a new ore;anization in later October 1946, the (first) 

Lustron Corporation, on January 17, 191.i. 7, made a formal application to the 

RFC for a loan of $12,.500,000 to provide funds for the manufacture of pre-

2 
fabricated steel houses. The RFC agreed to grant the loan under certain 

conditions, one of them being a e;uarantee by the Chic a;;o Vitreous Enamel 

Products Company. Further negotiations c:ulrn.inated in the authorization 

of a loan of $1.5,.500,000 on June JO, 1947. 3 However, .on October 6, 1947, 

the (first) Lustron Corporation fonnally notified the RFC that it 

declined the loan which the RFC had authorized on June JO, 1947. The 

(first) Lustron Gorporation objected to the guarantee requirement involv

ing the Chicago Vitreous Enamel Products Company, which firra the owners 

wished to exclude from the venture. 4 

Meanwhile, the (second) LustronCorporation was about to be organized, 

selling 84,000 shares of stock to the public at $10 a share. 5 The (second) 

1Ibid., p. J,50. 

2Ibid. 

3Ibid., p. 3.51. 

4Ibid., p. 3.52. The controlling interests of the 
I~namel Company were possessed by the 1J.oges on brothers. 

5
Ibid., p. J,56. 

Chicago Vitreous 
Ibid., p. 370. 
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Lustron Corporation was organized in October 1947 with a paid-in capital 

of $840,0CO, out of which ~340,000 was paid to the Chicago Vitreous for 

the physical assets which had bem used for the development of factory-
1 

built housing. Consequently, negotiations to a.mend the loan authorization 

which had been made on June 30, 194 7, were continued between the RFC and 

the new Lustron Corporation. On October 31, 1947, the RFC entered into an 

agreement with the new Lustron Corporation for a loan of $15,500,000 
2 

without guarantee by Chicago Vitreous. The first disbursement of $3,000,000 

was made the sarre day. Un the same day the lease agreement for the Curtiss

Wright plant, in Columbus, Ohio, for the use of the i.ustron Corporation was 

entered into between the War Assets Corporation and the Lustron Corpora-

t . 3 ion. 

In making this loan, the RFC relied on the authority of the 

original authorization of June 30, 1947, which had been made under 

section 5ct(2) which expired on June 30, 1947. 4 The ultimate borrower, 

the new Lustron Corporation, which was organized in October 1947, as has 

just been pointed out, did not come into existence until about four months 

after June 30, 1947. 

The circumstances concerning the Lustron loan were inquired into 

extensively from December 1947 through January 1948 by a Speci?l Sub-

1
Ibid. 

2
Ibid., P• 357. 

3 For the lease agreement for the plant, see ibid., pp. 535-40, 
Exhibit 44. 

4 '"' e G1 °11 ,.;i 173 .;,e PP• , .-_,,c,. an,,. _ • 
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committee of the Senate Committee on Banking and Currency, headed by C. 

Douglass Buck as Chairman of the Subcornmittee, 1 while the Comptroller 

General of the United States, ld.ndsay C. Warren, stated in his audit 

report of the RFC for the fiscal years ended June 30, 1946 and 1947, that 

11in making this loan, RFC relied on the authority of the original authoriza

tion of June 30, 1947, made under section .5d(2) of the RFC Act which 

2 
expired on June 30, 1947, 11 and 11in the meantime the commitment had been 

3 
amended to an eJttent tantamount to a reexercise of the expired authority. 11 

The report on Special Subcommittee hearings did not state whether or 

not the RFC acted within its authority in making the loans. Since that 

time there have been o t.her congressional investigations and many con-

4 
flicting statements concerning other loans. However, the hearings did 

bring out the fact that RFC refused to make the loan of •H.5 ,.500, 000 to 

the new Lustron Corporation until John R. Steelman, one of President 

Truman's top advisers, recommended it strongly. Mr. Steelman 1s letter 

to Mr. John D. Goodloe, Chairman of the RFC, said in part: 

I am greatly impressed by the fact that, according to expert 
advice, production by Lustron would make a real contribution 
toward ITBeting the housing deficit during the comingtwo years 
and would have important long-term implications in that the 

1For the Subcommittee hearings, see U.S., Congress, Senate, 11Inquiry 
into the Operation of the Reconstruction lt,inance Corporation and its Sub
sidiaries Under Senate Resolutj_on 132, 11 Hearings: Before a .Special Sub
committee of the Committee on. Banking and Currency, 80th Cong., 1st sess., 
on S. Res. 132, pt. l (December 3, 11, and 12, 1947), and ibid., 80th 
Cong., 2d sess., pt. 2 (January 14, 15, 16, and 22, 1948). --

2u.s., Con~ress, Report on Audit of ReconstructionFLnance Corporation 
and Subsidiarie; for the Fiscal Years Ended June 30, 1946 and 1947 (House 
Doc. No. 468; 81st Cong., 2d ses~p:-IT.° 

3Ibid., p. 13. 

4see U.S., Congress, Senate, 11Uperations of the Reconstruction 
Finance Corporation," Senate Report (Report No. 974; 80th Cong., 2d sess.). 



Lustron method represents the fullest application of mass
production techniques to the housing problem. 

I have discussed this matter with the 1-'resident and he has 
authorized me to state that the views expressed herein meet 
with his approval. I believe therefor 1 under all the circum
stances that this loan should be made. 

That day--June 30, 1947--the fil,C granted Lustron a $15,500,000 

loan. Thereafter the RFC granted an additional $22,000,000 in loans to 

Lustron for a total of $37,500,000, as follows: 

LOANS TO LUS TRON ---
Date A.mount Period Due Date ---
October 31, 1947 $1.5 ,500,000 7 year term October JO., 1954 

October 14, 1948 10,000,000 1 year term October 14, 1949 

February 21, 1949 1,000,000 6 month· term August 21, 1949 

July 7, 1949 1,000,000 60 day term September 7, 1949 

July 15, 1949 1,000,000 60 day term September 15, 1949 

August 10, 1949 1,000,000 60 day term October 10, 1949 

August 30, 1949 2,000,000 60 day term October 30, 1949 2 

The best th.at can be said about these loans is that they were made with 

questionable authority under dubious circumstances for a Jaudable purpose. 

Unfortunately, Lustron had missed the peak of the housing market: the 

back of the housing shortage had been broken and 11there were no longer 

111Letter of John R. Steelman, Assistant to the President, to John D. 
Goodloe, Chairman of the Reconstruction Finance Corporation, 11 in U.S., 
Congress, Senate, Hearings: Befo;r-e a Special Subcommittee of the Committee 
on Banking and Currency, 80th Cong., 1st sess., on S. Hes. 153, pt. 1, p. 
238, Exhibit 27. 

2source: lfFacts About Lustron, rt prepared by the Lustron Corporation, 
December 28, 1949, in U.S • ., Congress, Senate, "Study of Reconstruction 
F'inance Corporation, 11 Hearings: Before a Subcommittee on Banking and 
Currency, 82d Cong., 1st sess., pt. 3, pp. 945-46. 



1 
six customers for every house-for-sale sign. 11 What urgent market 

pressure remained was in the low cost bracket, and Lustron' s price to 

the dealer, counting freight, was around $6,000. For the price to the 

customer, the cost of site labor, land, and utilities had to be added. 

Early in 1949 in Wisconsin, for instance, Lustron houses on lots were 

selling for $10,000; in Illinois for $11,0UO; in N~w York for $10,500; 
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in Connecticut for $11,000 .. These prices were not: low cost houses. 

Consequently, without some ad.di tional financing steam from Lustron, they 

were not priced low enough to persuade dealers to take the risk of 

building the .t1ouses without a down payment from a ~aiting buyer. In 

other words, even the limited mass distribution formula devised by the 

merchant housebuilder--who puts up a number of houses at once and takes 

the risk that 
: 2 

he can find customers--was not yet workin9' for Lustron. 
! ::, 

Lustron' s financial matters were handled sati$factorily into the 

late summer of 1949. On August 21, 1949, however,' Lustron defaulted on 

a loan of ;;;7,000,000, and shortly thereafter other notes matured and were 

not paid--to a total, including the first one, of $15,500,000. Around 

that time it also came to light that the Lustron Corporation was running 

in the red $1,100,000 a month after about two years of e:iperirnent, a 

large part of the RFC loans of $37,500,000 having gone into payrolls, 

machinery, arrl capital equipment; meanwhile there were over $3,000,000 

worth of Lustron houses standing idle in the warehouses o.f Lustron, wait-

for somebody to purchase, them. 3 

1HFactory Built House is Here, 11 Architectural Forum, 90 (Itay 1949), 
108. 

21. bid. 

311Lustron Prefabricated Houses," Congressional liecord, vol. 95, pt. 
11 ( October 13, 1949), p. 14457. 
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Here again a series of criticisms arose in Congress as well as in 

public, while the RFC officials expressed dim views of the future repay

ment of the Lustron loans. For instance, Harvey J. Gunderson, 1Jirector 

of the RFC, on being questioned by the House Committee on Banking and 

Currency about the Lustron affairs said: 1tI think the Lustron experiment 
1 

even now has no better than a 50-50 chan::e of ever succeeding.'' 

Representative Charles W. Vursellcf Illinois struck out at the original 

idea of Lustron housing projects, stating: 

The fundamental objection which should have been recognized an:i 
raised in the beginning which makes this project impossible of 
success hinges on the fact that the American people vall not accept 
a steel :i;refabricated house. These houses should go over big and 
be a luxury in Russia where the Government tel~s you where to live 
and in what type of a house you shall live in. 

The general pub lie was even more critic al about the Lus tron loans. For 

instance, Fortune in October 1949 issue wrote up the "stories behind the 

I 
$37,500,000 Rr'C loans of taxpayers money, 11 an:i concluded by saying: 

What is scandalous about the whole affair is the government I s 
assumption ( which it finds easier and easier to make) that the 
taxpayer is a bottomless well of money. What is still more 
scandalous is the government's presumption in putting that money 
into a customer product that it isn't even sure the consumer wants. 
This is the crux of the matter. A private enterpriser may and 
sometimes does put his money into a product that he believes people 
want. His judgment, however, is tempered and sharpened by the con-
sideration that if he wrong he loses money, reputation, and some-
times even his shirt. A government I s judgment is subject to no 
such direct and punitive check and balance; and inevitably it finds 
itself putting inone,;- into whaj it guesses the people want, or what 

believes is good for them. 

2111ustron Prefabricated Houses," statement made by Representative 
Vursell of Illinois, Congressional Record, vol. 95, pt. 16 (October 11, 
19h9), p. A6181. 

311That Lustron Affair: It's what happens 111Jt1en government starts 
handing out 1risk 1 capital, 11 Fortune, 40 (November 1949), p. 94. 
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In 1950 the Lustron Corporation went into bankruptcy after default

ing on all but &l,OOO,OCX) of the $37,500,000 that it had borrowed from 

the RFC. As of June 30, 1950, the RFC had written off $35,500,000 of 
l 

the Lustron Loan as uncollectable. 

Mr. Strandlund subsequently requested the RFC to call off its fore

closure suit and lend him t3,500,000 to reorganize the plant for a fresh 

start, this time in the defense housing field. On .1)/Jarch 49, 19.51, however, 

RFC Chairman Elmer Harber announced that he had signed pa~rs transferring 

the Lustron plant at Columbus, O~io, to the Navy. The RFC action 

followed the January order of 1951 of the nefense Production Administra-
2 

tion that the plant be turned over to the Navy for Aircraft assembly. 

The Lustron affair did not end the lossof the taxpayers I money of 

:$35,500,000. There were at least two more significant events which 

aroused public criticism. One was a scandalous business transaction 

between the Lustron Corporation and the Commercial Home Equipment Corpora

tion, a corporation of the State of Delaware, together with the role the 

RFC played in this transaction. 'rhe other one was the 11success story" 

of one E. Merl Young, who began his career of government service in 1940, 

at an annual salary of ~pl,080, and who estimated his income for 19$0 at 

$60,000. 

In April 1950, a charge that Commercial Home Equipment Corporation 

had fradulently overbilled Lustron Corporation for transportation 

l,T ,, R i,, C u.0., •.1. • • , 

1950), p. 16. 
Annual Report and J:i'inancial Statements (June 30, 

2u.s., Congress, senate, nstudy of Reconstruction Finance Corpora
tion and Proposed Amendment of RFC Act, 11 Senate Report (Report No. L.69; 
82d Cong., 1st sess.), p. 80. 
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services in an amount in excess of $500,000, and that the Lustron 

Corporation had paid such overcharges, was brought to the Subcommittee 

on the Reconstruction Finance Corporation of the .Senate Committee on 

Banking an:l Currency, headed by Senator J. W. Fulbright as chairman (the 

ID'C Subconm1ittee). :!'Juring June 26-30, 1950, the RFC Subcommittee con

ducted open hearings and received testimony and documentary evidence 
1 

for the purpose of developing all of the pertinent facts. 

The RFC Subcommittee did not pass upon the legal consequences of 

the alleged charges nst the Commercial Home Equipment Corporation, a 

corporation of the State of Delaware, leaving the matterto the Department 
2 

of Justice. However, the m,c Subcommittee commented that the officials 

of the RFC were ineffectual for the servicing and supervision of the 

Lustrom loans made to promote the manufacture of prefabricated housing. 3 

The RFC Subcom.~ittee also brought out some facts in doubtful dealings 

between the officials of the Lustron and the Commercial Home Equipment 

Corporation. 'rhat is, a director of Lustron was also a stockholder and 

director of the Commercial Home Equipment Corporation and this director 

actively conducted negotiations on behalf of the Connne:rcial Home Equip

ment Corporation with his associates and subordinates in the Lustron 

Corporation with respect to the transportation dealings between the two 
4 

corporations. The RFC Subcommittee concluded that the RFC officials 

1For the hearings, see U.S., Congress, Senate, 11Study of Reconstruc
tion l"inance Corporation, 11 Hearings: Before a Subcommittee of the 
Coriunittee on Banking and Currency, 81st Cong., 2d sess., on S. Res. 219 
(June 26, 27, 28, 29 and 30, 1950). 

2u.s., Congress, Senate, "Study of Reconstruction Finance Corpora
tion: Lustron Gorp.--1'ransportation Contract," Senate Report (Report No. 
1689, pt. 2; 81st Cong., 2d sess.). 

P• 21. 
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were remiss in their duties through their tacit approval of such practices 

and through their failure to subject transactions and arrangements arising 

from such negotiations to the most rigorous scrutiny. 1 

The story- of E . .i1ierl Young 'Wi..11 be purposely detailed order that a 

fa:ir pie ture may later be drawn of the so-called "outside influence" on 

the operations of the RF'C. 

Mr. Young, when rlis wife went to work for Senator Truman in 1940, 

entered the government service as a messenger at an annual salary of 

$1,080. In 1942, he enlisted in the U. S. Marine Corps. After his dis

charge from the marine Corps in October 1945, he started to work for the 

RFC at an annual salary of $4,500. During the next 3 years, he moved 

fro;n audit control work to the position of exa'Iliner, the last position 
. 2 

he held with the Governrnen t, which paid him $7, 193 a year. 

On July 15, 1948, when he left the RFC and joined the management of 

the Lustron Corporation, Young was made assistant s ecretary of 

Lustron, in charge of the Washington office, at an annual salary of 

$12 ,ooo. Mr. Young's duties, as he testified in the RFC Subcommittee 

hearings, included all relations with Government agencies and taking 

L 1. 3 
care of local construction of ustron 1ouses. It is significant that 

the position Mr. Young assumed was a newly created one, arrl that .wir. 

Young had no prior experience in the hous field. 

1Ibid. 
2"Testimony of i:i1.erl Young, Washington, D. C., 1t in U,S., Congress, 

Senate, 11Study of Reconstruction Finance Corporation," Hearings: Before 
a Subcommittee of the Committee on Banking and Currency, 82d Cong., 1st 
sess. (iebruary 21, 22, 23, 26, 27 and March 1, 1951), PP• 610-11. 

3Ibid., p. 611. Also see "Study of Reconstruction l"inance Corpora
tion and Proposed A..'ttendment of RFC Act, 11 U.S., Congress, Senate, Senate 
Report (Report No. 469; 82d Cong., 1st sess.), p. 45. 
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The story behind the hiring of tfr. Young by the Lustron Corporati..on, 

as was disclosed by the Congressional hearin;r,s, was that Mr. Harvey 

Gunderson, a Director of the RFC, in spring 1948 requested that Lustron 

put lvir. Young on the payroll. This request was acceded to by Er. 

Strandlund. Mr. Young rose rapidly in the Lustron organization, becoming 

vice-president of the corporation in December 1948, at an annual salary 

of $18,000. It was also disclosed during the RFC Subcommittee hearings 

that the president of the Lustron Corporation vas persuaded to promote 

Mr. Young and to increase his salary, by Mr. Harley Hise the Chairman 
1 

of the RFC. 

At about the same time that the Lustron Corporation rewarded Mr. 

Young with a vice presidency, i.Vlr. Rex C. Jacobs, president of the F. L. 

Jacobs Co. of Detroit, Iv,ich., also a borrower of $3,000,000 from the RFC, 

2 
hired Mr. Young at a salary of $10,000 per year. 

'I'here is a substantial difference of opinion as to whether .liu.r. 

Strandlund knew that .i.iu.r. Young was serving tro masters. Both Mr. Jacobs 

and 11/ir. Young swore Mr. Strandlund knew of the arrangement; Mr. Strandlund 

swore he did not. 3 There was some relationship between the tvo companies, 

111Testimony of Carl A. Strandlund, President, Lustron Corp.," in 
U.S., Congress, Senate, "Study of Reconstruction r'inance Corporation, 11 

Hearings: Before a Subcommittee of the Committee on Banking and Currency, 
82d Congress., 1st sess. (February 21, 22, 23, 2 6, 27, and March 1, 19.51), 

. PP• 942-43. 

2
nTestimony of lVIerl Young, Washington, D.C., 11 ibid., p. 612. 

3u. S., Congress, Senate, "Study of Reconstruction Finance Corporation 
and Proposed Amendment of RFC Act, 11 Report (Report l✓o. 649; 82d Cong., 
1st sess.), p. 46. 
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and so Mr. 1oung 1 s dual capacity may not have been as demanding as 

might be supposed. For exa,nple, ;,Ir. Jacobs wanted to install his washing 

machines in the Lustron houses, for which Mr. Young is alleged to have 

been promised a commission of $15 per machine., an allegation stoutly 
1 

denied both by Tu:r. Young and Mr. Jacobs. 

Mr. Young I s duties with the F. L. Jacobs Company during the time he 

was also employed by Lustron were solely, according to his own admission, 

to encourage Coca-Cola outlets in the Washington area to use the dispenser 

manufactured by the Jacobs firm. Mr. Young's job, according to Mr. Jacobs, 
2 

was to create a demand; sales were made by the local bottler. 

In adcli tion to his salaries, Mr. Young was recompensed for expenses 

by both Lustron and Jacobs. For Lustron, Mr. Young testified, the 

expenses involved travel, hotel bills,· 11taking people to lunch," and 

the like. The nature of expenses for the Jacobs Company was explained 

as 11taking people out to dinner and everything. 113 

1
ttTestimony of Merl Young, Washington, D.C., 11 in U.S., Congress, 

Senate, "Study of Reconstruction Finance Corporation, 11 Hearingsi Before 
a Subcommittee of the Committee on Banking and Currency, 82d Cong., 1st 
sess. (F'ebruary 21, 2 2, 26, 27, and March 1, 1951), p. 613. 

2 
"Testimony of Rex C. Jacobs, President, F. L. Jacobs Co.," ibid., 

P• 975. 
3Ibid., p. 613 and pp. 623-26. During the period July 24, 1948, to 

December 2, 1949, the Lustron (;orporation_spent a total of ;a\12,000 for Mr. 
Young's expenses. At the same time, the .Jacobs Company was footing the 
bill for its share of Mr. 1oung I s business upkeep. His account with the 
Jacobs Co. over the period December 4, 1948 to January 3, 1950, amounted 
to almost $9,000, of which over $6,500 was disbursed on entertainment. 
For the expense account spent by Mr. Young for the period June 24, 1948 
to December 2, 1949, see ibid., p. 622, and 11Testimony of Carl A. Strandlund 
Pres~_dent, Lustron Corp., 11 ibid., pp. 943-44, and for the expense account of 
:Mr .. Young by the Jacobs Company, see "Testimony of Rex C. Jacobs, President, 
F. L. Jacobs.,Co., 11 ibid., PP• 1038-39. 



There arose a suspicion whether or not at least a part of the 

expenses claimed by Mr. Young and allowed by the Lustron Corporation 

were spent in furthering the cause of Democratic candidates in the 
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. general election of November 1948.
1 

Mr. Young denied that any such funds 

were direct political contributions, but admitted he had spent 11quite a 

bit of time II at the Democratic National Committee headquarters working 

with Mr. William. Boyle who had not at that time succeeded to the chair-
2 

manship of the cornmi ttee. Mr. Young further adnitted that his political 

trips to Texas, Illinois, Ohio, 1viassachusetts, New York and ll'lissouri had 

been charged to and paid by Lustron. During the last week of the campaign 

Mr. Young traveled with President Truman, helping to bolster his own 

reputation as a man with "pretty close contact in high circles. 113 

Mr. Young decided to sever his connections with the Lustron and 

Jacobs firms at about the saroo time, in late 1%9. There was evidence 

that the Lustron Corporation had begun to doubt his value. Certain 

operating economies had been urged on the management of the corporation 

by the ill'C. Mr. Strandlund told RFC Director Dunham that if these 

economies were effected Mr. Young would be fired. Mr. Dunham called 

Mr. Dawson, who checked with President Truma-i, then told Mr. Dunham to 

1Ibid., p. 47. 
2uTestimony of .Merl Young, Vfashington, D.C.,--Resumed, 11 U.S., 

Congress, Senate, 11S tudy of Reconstruction Finance Corporation," 
llearings: Before a Subcommittee on Banking and Currency, 82d Cong., 
1st sess. (Lending Policy--pt. 2), pp. 1046 and 1049-51. 

3u.s., Congress, Senate, "Study of Reconstruction Finance Corpora
tion arrl proposed Amendment of RFC Act, 11 Report (Report l\jo. 649; 82d 
Cong., 1st sess.), p. 47. 
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tell Mr. Strandlund to 11go ahead arrl do what was best without regard to 

what happened to Mr. Young. 11
1 

The rumors as to whether:Mr. Young was in fact a so-called Hhite 

House intimate, or m ether he was related to President Truman, are 

questionable. The fact is that i""rs. Young was still secretary to the 

President while ;v1r. Young was serving both Lustron and Jacobs. T'ne fact 

also is that J.\irs. Young is a native of Missouri, and in fact, comes from 

the same county as does Donald Dawson. What l,Ir. Dawson thought of ~vlr. 

Youn~1s influence at the ~•hite .house is not directly known, but it is 

certainly relevant that ,,lr. Dawoon took the precaution of notifying 

Pres.ident Truman and of releying the President I s very proper response 

to Director Dunham. 

It :i.s not known i.f Mr. Young was aware of this apparently callous 

disregard for his fortunes, but matters came to a head in October 1949, 

when Mr. Strarrllund wrote .l.\iir. Young that Lustron wouJd close its 

Washington office, and requested Mr. Young to report for duty one week 

hence in Columbus. 
2 

IVa-. Young resi;;ned three days later.3 Mr. 

,Strandlund and the Lustron board, perhaps fearful of official Washington 

1nTestimony of Walter Dunham, Director, Reconstruction finance 
Corporation, 11 in J.S., Congress, Senate, "Study of Reconstruction J< .. inance 
Corporation,'' Hearings: Before a Subcommittee of the Committee on Banking 
and Currency, o2d Cong., 1st sess., Lending Policy--pt. 3, P• 1331. 

2 . -, 
11Letter of varl A. Strandlund, .President, Lustron Gorp., to Mr. 

Young regarding transfer to Columbus plant, October 10., 1949," ibid., 
p. 1011. 

311Letter of res :ip;nation from Lustron Corporation by Merl Young, 
October 13, 1949, 11 ibid., P• 1011. 
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reaction to Mr. Young's severance from the company, wrote him to stay 

and offered to re-open the Washington office. 1 Mr. Young declined, 
2 

having made other plans. 

4. Texmass Petroleum Company loan: 

In 1944, Mr. Homer V. Snowden, a Dallas oil operator, and 1,1r. A. W. 

Smith, of Boston, Mass., persuaded some J.50 wealthy Bostonians to invest 

more than ;$8,000,000 in oil ventures rnanaged by Snowden and his associates 

under a partnership agreement. 
J 

R'or the most part, these investors 

acquired fractional participations in working interests in oil-and-gas

producing properties. This type of investment wc1s attractive to tax

payers in high federal income-tax brackets because of tax-savings 
4 

possibilities. Later in October 1946, the Texmass Petroleum Company 

was organized as successor to the Snowden r:a rtnerships. At the outset 

it was heavily burdened with the partnership debts which it assumed. 

In the spring of 1947 Texmass borrowed J4,000,000 from Massachusetts 

1Vlutual Life Insurance Company, $3,500,000 from John Hancock iviutual Life 

Insurance Company, and $500,000 from the Mere anti le National Bank of 

5 
Dallas. Later, the 350 Bostonians put up another $1,000,000 to protect 

1
111etter of Carl A. Strandlund, President Lustron Gorp., to Mr. 

Young regarding the Washington office, November 9, 1949, 11 ibid., p. 1012. 

2 
11.Letter of Merl Young to Mr. Strandlund, November 21, 1949," 

ibid., p. 1012. 

3u. S., Congress, Senate, "Study of Reconstruction .ti'inance Corpora
tion," Senate Report (Report No. 1689, pt. l; 81st Cong., 2d sess.), p.J. 

4 __ 
lbid. 

r.' 
~~bid., Appendix C, pp. 2o-27. 
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their original investments. Though a little oil dribbled in from 

scattered leases, the company's cash gushed out much faster. By 

August 31, 1949, Texmass had on hand properties valued at only 

$3,890,000, according to the RFC Subcommittee records.
1 

This value of 

$3,890,000 was made up primarily of the cost of properties owned by 

Texmass, a large portion of which consisted of overriding royalty 

interests in leaseholds in which the working interests were owned by 
2 

others. 

The sequence of events related to making a loan of .Jlilh,l00,000 by 

the RFC to Texmass Petroleum Company in September 1949 follows: lv.tarch 

30, 19h9, Texmass Petroleum G::>mpany applied to the RFC agency at Dallas, 

Texas, for a loan of ~22,500,000 from the RFC--~il8,5oo,ooo to acquire 
3 

properties and to pay debts, and 14,000,000 for working capital. 

Before any action was taken on the application, the loan application 

was amended by a letter dated uune 7, 1949, reducing the request to 

$18,950,000, of which $14,950,000 was to be used for the acquisition of 

oil interests and the payment of debts, and the remainder to be used as 

l 
lbid., p. 3. The RFC disagreed; it appraised the properties from 

$42,900,000 to $46,000,000 estimated by various expert engineers. See 
U.S., Congress, Senate, "Testimony of Harley aise, Chairman, Board of 
Directors, Reconstruction li'ina.nce Corporation," in Hearings: Before a Sub
committee of the Committee on Banking and Currency, 81st Cong., 2d sess., 
Te:xmass J..Oan (April 22, 1950), P• 61. 

2u.s., Congress, Senate, 11Study of Reconstruction Finance Corporation," 
Senate Report (Report No. 1689, pt. l; 81st Cong., 2d sess.), p. J. 

3u.s., Congress, Senate, "Study of Reconstruction 1''inance Corporation, 11 

Hearings: Before a Subcommittee of the Committee on Banking and Currency, 
81st Cong., 2d sess., pursuant to s. Res. 219, Tex.mass .ioan (April 13, 22, 
and 27, 1950), pp. 212-43, "Dallas loan agency examiner's report of June 
8, 1949. ,, 
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working 
. l 

capital. 'rhe Dallas loan agency examiner, c. E. Herrington, 

in his report of June 8, 1949, recommended decline of the loan arrl the 

review committee concurred in his 
2 

other hand, agency report. On the on 

June 22, 1949, the Dallas advisory committee and the Dallas agency manager 

recommended a loan for $15,925,000 and the application was forwarded to 

the Washington office of the RFC in accord with what was understood to 
3 

be standard practice. 

Before taking formal action on the application the Board of Directors 

deemed it advisable to employ the services of a competent d..i..sinterested 

geologist and petroleum engineer to make a report concerning the value of 

the property offered as collateral for the requested loan. M. IJl. Garrett 

of Dallas, Texas, was employed by the RFC to make a study and report on 
4 

the property. In early September 1949, Mr. Garrett's report was re-

ferred to the Dallas loan agency for further study and action. The Dallas 

loan agency examiner, ,ur. herrington, again reviewed the application in 

the light of the Garrett report and recommended that the loan be declined. 

However, the review committee of the Dallas loan agency recommended that 

the loan be approved, and under date of September 21, 1949, the manager 

of the Dallas loan agency and the advisory committee recommended a loan 
r:; 

for an a.mount of $1$ ,638 ,513.- The application was :for'Harded to Washington 

· 1Ibid., pp. 244-4B, "Dallas loan agency examiner I s supplemental 
report~June 24, 1949. 11 

2 
11Testimony of Harley Hise, Chairman, Board of Directors, Reconstruc-

tion F'inance Corporation, 11 ibid., p. 59. 
3

rt· ' 10. 



where it was examined by Washington Loan&aminer W. J. Rochelle who 

recommended denial from a credit standpoint, and the five-man 

Washington Review Cornrni ttee unanimously recommended a resolution 

approving denial because: 

1. The lom has little, if any, public interest. 

2. Proposed rehabilitation is in reality a salvage operation 
for which there should be a further injection of risk capital. A 
loan of an amount that 'Al'.)uld properly rehabilitate arrl develop the 
properties is not warranted. 
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3. Loan is largely a bail-out of investors and certain creditors 
who presently appear to be faced with a loss. 

4. Report of consultant, :<.Ir. M. iiL. Garrett, was not encouraging 
as to repayment of l~an from earnings and did not find sufficient 
tangible collateral. 

On September 29, 1949, despite the adverse recommendations of the 

Dallas examiner, the consulting geologist, the Washington loan examiner, 

and the Washine;ton review c ornmittee, the Board of Directors of the RFC 

authorized a 10-year loan of :~15, 100,000 to Texmass Petro leu..'ll Company-

the RFC to participate to the extent of $10,000,000 and insurance 

companies and others to participate to the extent of :iii5,uoo,ooo. Of 

the proceeds of the loan, less than $1,500,000 was for ·l"lorking capital; 

~pl2,h3B,513 was to pay off existing indebtedness and $1,200,000 was to 

be used to acquire additional oil and gas properties. 
2 

1
tt~ t f il • G "tt tt "b"d 2r2 vornmen s o evi ew omrlll ee, ~. , p. .) . 

2u.s., Congress, Report~ .i~udit of_ Heconstruction l''inanc~ Corpora
tion and its Wholly Uwned Subsidiary--Federal National .i',lortga.ge Association 
for the l''iscal Year Ended June 30, 1950 (House Document, No. 125; 82d 
Cong:-;-lst sess:r;-p:-IT'B".-- - --
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Minutes of the meeting of the Board of Directors indicate that the 

resolution passed by a 2-to-l vote, one director b 

1 
present but not voting. 

absent and one 

This loan was the subject of hearings before the RFC subcommittee of 

the Senate Committee on Banking arrl Currency, headed by Senator J. W. 

Fulbright as its Chairman, on April 13, 22, and 27, 1950. Among the 

w:L tnesses was Comptroller General of the United States, Lindsay 

C. Warren. He was asked by the RFC Subcor:unittee to review the facts, 

to express his opinion as to the legality of the Texmass Company loan 

and to advise the Subcol'lli1tittee what comment he would make with 

respect to it, pursuant to his duties under the Government Corporation 

Control Act. This act requires the Comptroller General in his audit 

report: 

.•. to show specifical]y any program, expenditure, or other 
financial transaction or undertaking observed in the course of 
the audit which, in the opinion of the Comptroller General, has 
been carried on or made without authority of law. 2 

·rhe Comptroller General replied that unless additional refuting 

evidence came before him he would report the Texmass loan to be Ila 

transaction without authority of law." 3 

1 n __ ,... 
1lirectors Gunderson and~.muam voted for the resolution. Director 

Willet opposed it. Chairman Hise was present but disqualified himself 
because a distant cousin of his was married to a Texmass ial, 
while Director 1folligan was absent because of illness. See U.S., Congress, 
Senate, "Study of Reconstruction Finance Corporation, 11 Senate Report 
(Report No. 1689; pt. l; 81st Cong., 2d sess.), p. 4 and p. l4. 

2 
59 U.S. Stat. at L. (19/i.5), 597, 11Govemment Corporation Control 

Act, " sec :-Io6:---
3 u. s., Congress, Senate, 11Study of Reconstruction .!finance Corpora

tion," Hearings: Before a Subcommittee of the Committee on Banking and 
Currency, 81st Cong., 2d sess., Texmass J..oan, p. 9. 
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After the hearings, the Rfi'C Subcommittee in its interim report made 

the follovdng findings and conclusions: 

l. ... it is evident that the Board of Directors of Reconstruc
tion Finan::e Corporation gave only casual and superficial consideration 
and study to the 'I'exmass .r'etroleum Company loan. Those Directors who 
approved the loan . . .overruled the findings and recommendations of 
their own review committee without persuasive evidence justifying such 
action. 

2. On the record before the subcor;unittee it appears that the primary 
consideration of the Texmass Petroleum Co. loan is not the interest of the 
general public. On the contrary, it is primarily a 11bail-out 11 of existing 
creditors of ti1e borrower. Eighty-one per cent of the loan funds will go 
to insurance companies, banks, other creditors, and individual investors, 
minimizing their risk of loss in highly speculative venture. 

3. The Reconstruction Finance Corporation in its records, its state
ments to the subcommittee, arrl the testimony of its officials has not 
made an affirmative showing that this loan will (as prescribed in the RFC 
Act of 1948) "encourage small business, 11 "help in maintaining economic 
stability of the country, 11 and 11assist in promoting maximum employment 
and production," to the extent necessary to justify disbursement of 
public funds "to aid in financing agriculture, commerce, and industry. 11 

4. The Reconstruction 1" inance Corporation has not established that 
financial as sis tanc e to the Te:xnass Petroleum Co. "is not otherwise 
availcble on reasonable tenns" (as required by the RFC Act of 1948, as 
amended. 

5. The Reconstruction Finance Corooration has not shown that the 
loa.'1 is of such 11sound value or so secu~ed as reasonably t0 assure retire
ment or repayment 11 (as required by the RFC Act of 1948, as amended). On 
the estimates of reserves and earnings most favorable to the borrower, 
relied upon by the Heconstruction linance Corporation, the loan ca."mot be 
repaid within 10 years, the maximum period for which Reconstruction finance 
Corporation is authorized to make business loans. On the basis of estimates 

upon by the Reconstruction .r'inance Corporation of the value of the 
oil and reserves and equipment offered as collateral by the Texmass 
Petroleum Co. and the formula employed by Reconstruction Finance 
Corporation to determine the sound loan value of such collateral, a loan 
in the amount of $15,100,000 is not justified. 1 

1u.s., Congress, Senate, irstudy of Reconstruction Finance Corporation," 
Senate Report {Report No. 1689, pt. l; 81st Cong., 2d sess .) , p. 2. 
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Critic ism over RFC loans to the Texrnass Oil Petroleum Company did 

not end here. On September 28, 1950, Allen .F'reeze resigned his $10, 750-

a-year job as assistant RFC controller to g:> with Texrnass at $22,500 a 

year. In the meantime Te:xmass (having changed its name to Texas Con

solidated Oil Co.) was involved in a receivership case before the federal 

court in Texas. 'I'he court held that ••1r. Freeze was ill-suited for his 

job and that payment of a i22,500 salary to him constituted a waste of 

assets of the Texmass firm, announcing that: 

He (Mr. Freeze) is not a professional oil man; he was employed 
at a salary of ;j;,22,500 merely because he was at one time the 
assistant controller of the RFC, and this was to get along with 
RFC; arrl he allowed the loan to become delinquent by failing to 
file a quarterly report with R·?c. This employment constitutes a 
waste of assets of Texas Consolidated. 1 

It also developed that Mr. Freeze apparently drew a salary from 

Texmass while still with the RFC. On June 18, 1951, W. Stuart Symington, 

then newly appointed Administrator of the RF'C under the reorganization, 

announced concerning JV1r. Freeze: 

•.. information has been developed by our investigation 
office that a fonner Rl•'C official accepted a salary from a 
borrower while he was eD1ployed by RFC, and carrie~ on business 
with and for the borrower from his office at RFC. 

5. Waltham Watch rompany Loans: 

On :3eptember JO, 1948, the Waltham Watch Company, employing about 

2,300 persons, applied to the RFC for a direct, 10-year loan of 

,iih,500,000. 'I'his company, and old and well-known manufacturer of jeweled 

watches, clocks an:i precision devices, had suffered sizable operating 

1 
U.S., Congress, Senate, "Study of Reconstruction Finance Corpora-

tion and Proposed Amendment of RFC Act, 0 Senate Report ,Report No. 649; 
82d Cong., 1st sess.), p. 69. 

2Ibid. 
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losses during 19h6, 1947, arrl 1948 . 1 

Decline of the loan application was recommended at all levels in 

the RF'C. The Boston agency examiner's reasons were insui'ficiency of 

collateral, continued operating losses of the company, the contemplated 

"bail outn of banks to the extent of $4,Soo,ooo, Waltham 1 s unfavorable 

performance as compared with other companies in the industry, and the 

absence of definite mr.kable plans for recovery. The last of these was 

the primary reason for decline by the Washington examiner, concurred in 

by the review committee. 
2 

In December 1943 Waltham filed a petition for 
3 

reorganization and the court appointed trustees. 

lvJ.eanwhile, considerable sentiment appeared to be building up in New 
... 4 

England for the continuation of the lialtham Vlatch Company. In view of 

this interest, the Boston loan agency manager, John J. Hagerty, urged 

that interim loans be made to the reorganization trustees. 5 Shortly 

1u.s., Congress, Senate, 11Study -of Reconstruction Finance Corpora
tion," Hearings: Before a Special Su~orrm1i ttee of the Committee on Banking 
and Currency, 81st Cong., 2d sess., .Loan to Naltham. Watch Co. (July 20 
and 21, 1950), P• 3. 

2
Ibid. 

3u .S., Congress, Report on Audit of Reconstruction finance Corpora
tion for the :F'iscal Year Endect I-June 30-;-1950 (House Doc. r;io. 125; 82d 
Cong., 1st sess.), p. 119. ---- -

4senators Lodge and Saltonstall, as well as various l,1assachusetts 
Congress~en, expressed interest in the loan and took more or less active 
parts in negotiations with the RFC. See 11'-"-emorandum re: Waltham Watch Co., n 
in Hearings: Before a Subcommittee of the Committee on Banking and Currency, 
81st Cong., 2d sess., Waltham Vfatch Co. L:>an, p. 191. 

5Agency manager Hagerty submitted a comprehensive appraisal of the 
situation to the Board of irectors, giving in some deta (in 25 pages) 
the conflicting interests in, and the feasibility of, a reorganization. 
See "Resume of significant facts regarding Reconstruction :F'inance Corpora
tion loan to Waltham Watch Co., prepared by subcoimnittee staff," ibid., p.3. 



thereafter the RFC approved loans totaling $2,850,000 on trustees 1 

certificates of which a total of about $1,800,000 was eventually 
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. 1 
disbursed. On February 18, 1949, the Board of Directors of the RFC 

authorized a loan of $6,000,000 to Waltham to mature in 10 years and to 

be collateralized principally by a mortgage on property, plant, and 

equipment. Seven months later, in September 1949, vfal tham em er gee from 

reorganization as a corporation under the control of voting trustees. 

2 
At that time the first disbursement of .JP2,900,000 was made by the RFC. 

Of this amount $1,800,000 was to be usedto refund RFC loans on trustees' 

certificates and to pay real estate taxes; $600,000 was to be used for 

payments under the reorr:i;anization plan including trustees' fees and 

e:}>.-penses; the remainder (about $500,000) was available to Waltha.11 for 

working capital. Further disbursements totaling about $1,100,000 were 

made during October-November 19L9 for working capital. 3 

Despite RFC aid, the company's condition continued to be strained 

and additional loans were requested. The RFC declined the additional 

request, and the plant shut down in February 1950, the Boston RFC agency 

becoming mortgagee. 4 

On July 20 and 21, 1950, the RFC Subcommittee headed by Senator 

J. W. Fulbright held hearings on various aspects of the .faltham loans. 

The significant points in connection with the 11altham loan for this 

1Ibid., P• 4. 
2Ibid., P• 5. 
Jibid. 

4u . .S Co:i;igress Report ~ .Audit of R~construction Finance~ Corpora
tion for the .2'1scal fear Ended c.June JO, 1950 (House Doc. l~o. 125; 82d 
Cong.:;-Tst sess.), p. 119. -- - --
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study were primarily two. One was the employment of John J. Hagerty as 

president and general manager of Waltham. The other was the nature of 

this loan w hi.ch "bailed out" certain New England banks to wilich the 

company was indebted for 14,500,000. 

While negotiation for $6,000,000 was going on, in February 1949 ;'.fr. 

Hagerty, then Boston agency :v.ianager of the with a yearly salary of 

$10,000, became president and general manager of the Waltham Watch Co. 

at a starting salary of' $30,000, with promise of substantial raises. 
1 

However, following Waltham's fold-up in February 1950, the RFC rehired 

lvJ.r. Hagerty at his fonner salary to be special assistant to the Board of 
2 

Dir·octors. The RFC had an explanation: Hagerty was rehired because he 

would be useful; his job was to study operations connected with loans and 

investments. 

One can reasonably say that the Waltham loan is an example of the 

pitfalls involved when Government goes into direct lend:ing. Unlike 

private lending agencies, which must make sound loans or perish, the RFC 

has shown no such compelling concern since it is underwritten by the tax

payers. As the Hoover Commission declared in its Report on Federal 

Business bnterprises: 

Direct lending by the Government to persons or enterprises 
opens up dangerous possibilities of waste and favoritism to 
indi vidua]s or enterprises. 3t invites political am private 
pressure, or even corruption. 

1u.s., Congress, Senate, 11study of Reconstruction Finance Corpora
tion and Proposed .Amendment of m·c Act," Senate Report (Report No. 649; 
82d Cong., 1st sess.), p. 69. 

2
Ibid., p. 70. 

3u.s., Congress, House, "Report of Commission on. Organization of 
Executive Branch of the Government, 11 house Document (Voe. No. 55; 81st 
Cong., 1st sess.), p. 36. 
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In addition, in the Waltham loan these pressures were not confined 

solely to the parties interested, but were regional in character. Out

siders took up the cudgel in the press and otherwise on behalf of the 

borrower, making difficult a dispassionate decision by the RFC on the 

merite of the case. Although such an atmosphere undoubtedly makes RFC' s 

position more difficult, the public in no way excuses the RFC from observ

ing the statutory requirements and limitations imposed on its powers by 

the Congress. 

6. Aireon Manufacturing Corporation Loan: 

On January 23, 1947, the Rb'C authorized a loan of $2,000,000 to the 

Aireon i,lanufaoturing Company, Kansas City, Kansas, a manufacturer of 

juke boxes. The loan was made under an L'lll1lediate participation agreement 

with a group of 8 banh~ and one private lender, who agreed to participate 

to the extent of 20 per cent and 5 per cent respectively. The RFC portion 

of 75 per cent a.mounted to il,50o,ooo.
1 

The loan was made for the purpose of providing Aireon with working 

capital and repayment of delinquent loans of $925,000 due the 8 participa

ting banks. The loan was approved by the Board of Directors of the RFC. 

The Washington examiner and the Washington review committee had recommend

ed that the applicant I s request be declined. Their recommendations were 

based on the fact that the operating record of aireon since the end of the 

ifar had been definitely unfavorable, and also the collateral offered was 

2 
inadequate. Approximately 8 months after the disbursement of the loan, 

1u.s., Congress, Senate, 11Study of Reconstruction Finance Corpora
tion," Senate Report (Report No. 76; 82d Cong., 1st sess.), p. 23. 

2 
Ibid. 



Aireon became bankrupt. Eventually the RFC became the owner of the 

assets which had been pledged for payment. 
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The Comptroller General of the United States commented on this loan 

as follows: 

It appears that this loan arrangement had the effect of 
bailing-out the banks in that the banks' position was 
immediately bettered to the extent of t,525,000 in cash. 1 

. . . 
In viewof the apparent collateral deficiency and Aireon 1 s poor 

operating record, it ca..'1 be questioned whether the loan was of 
such sound value or ro secured as reasonably to assure repayment 
(a statutory req~irement) as to warrant RB'C1 s risking $1,soo,000 
of public funds. 

7. Ribbonwriter Corporation of Florida Loan: 

In 1949, the Board of Directors of the ID'C approved a $400,000 

loan to provide working capital for an expanded production schedule for 

Ribb:mwriter Corporation of l''lorida. The firm was organized to produce 

a typewriter attachment to permit making one to five copies without the 

use of carbon paper) 

The RFC Board of Directors (three members present--no negative votes) 

granted the loan in spite of the fact that rnorida RFC personnel 

recornmerrled that the loan be declined arri that two Florida banks had 

previously turned down Ribbonwriter 1 s request for funds. The only 

affirmative recommendation came from the Washington examiner and his 

l 
U.S., Congress, Report on Audit of Reconstruction Finance Corpora-

tion and Subsidiaries for the Fiscal Years Ended June 30, 1946"" arrl 1947 
(House Doc. No. 468; 81st Oong., 2d sess. J, p. 169, Appendix B.- --

2
Itid. 

)"Testimony of Harley Hise, Chairman, Board of Directors, Reconstruc
tion Finance Corporation, 11 in U .s., Congress, Senate, 11Study of Reconstruc
tion Finance Corporation, 11 Hearings: Before a Subcommittee of the Committee 
on Banking and Currency, 81st Cong., 2d sess. (Lending Policy), p. 31. 
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opinion was not shared by the Washington review committee. 
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The first disbursement on the loan was made 0;1 May 16, 1949. Two 

months later, on July 29, 1949, Ribbonwriter was placed in involuntary 

bankruptcy and a receiver was appointed by the Federal court. On March 

31, 1950, Ribbonwriter was indebted to the RFC in the annunt of ~313,880 
2 

including interest. 

Judging from the evidence pointed out in the foregoing, it is fair 

to criticize the RFC Board· members for failing to establish any firm 

reasons for granting the loan in the face of advice from all but one of 

the RFC I s staff advisers. 

8. Mapes Hotel Corporation, Reno, Nevada, Loan: 

The San Fram isco agency manager ard the Washington examiner 

recommending approval, the RFC Board of Directors on October 6, 1949 

approved an 8-year loan of $1,300,000 to Mapes hotel Corporation with a 

Reno bank participating in the loan. The agency review committee, agency 

advisory committee, arid Washington review committee had recommended that 

the application be declined.
3 

The Mapes Hotel was a swank new building, with the added attraction 

of a casino on its premises. The notel drew 30 per cent to 40 per cent 

of its income from a thriving twelfth-floor gambling casino calloo. "The 

1- 8 Ibid., pp. 33-3 • 

2Thid., P• 33. 

311purther Testimony of H3.rley Hise, Ghairman, Board of Directors, 
Reconstruction Finance Corporation, 11 ibid., pp. 248-49. 
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l 
Sky Room, 11 which was leased to big-time gambling operators. Notwi th-

standing these facts, the loan was granted. In fact, during the RFC 

Subcouunittee hearings wmn these facts were disclosed, the RFC Chairman 

Harley Hise defended the loan on the excuse that the RFC had nothing to 

cb with the management of the hotel, as the borrower of the loan had 
2 

leased out the gambling rights, in a state Vlhere gambling is legal. 

Nobody could prove anything shady or illegal about the Mapes Hotel loan., 

but neither could anybody prove that the P,FC I s action looked very smart. 

There were other loans which were criticized, but the foregoing 

loans were representative. As the RFC Suooomrnittee stated: "There have 

been a large number of instances in which the Board of Directors has 

approved the making of loans over the adverse advice of the Corporation's 

most experienced examiners and reviewing officials, notwithstanding the 

absence of cor;ipelling reasons for doing so and the presence of convincing 

reasons for not doing it. 113 

The record of RFC Subcommittee hearings and :raport did not end with 

the controversial loans and mismanagement of the RFC by its directors. 

In the course of a series of investigations and inquiries by the RFC Sub-

1"Testimony of Hilton 1/i. Robertson, Examiner, Washington Office, 
Reconstruction Finance Corporation, 11 ibid., PP• 253-55. For instance, it 
was disclosed during his testimony before the Fulbright Subcommittee, out 
of $327,000 of net income of the hotel for the period of llecember 1, .1947, 
to November 30, 1948, $103,000 was made from the gambling features. Ibid., 
p. 255. 

2"Further Testimony of Harley Hise, Chairman, Board of Directors, 
Reconstruction Finance Corporation.,M ibid., p. 2u9. 

I 

3u.s., Congress, Senate, "Stud,y of Reconstruction Finance Corporation-
Favoritism and lnfluence,n Senate Report (Report No. 76; 82d Cong., 1st 
sess.), p. 2. 
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committee, some evidences of "outside influence" and "political and 

personal favori tism 11 becarne known to the public. According to the Sub

committee report, the RFC, with its vast resources, was operating as a 

veritable political treasury-, arrl there was a substantial traffic in 

• f' 1 in 1uence. 

The RFC Subcommittee reported that it had found the RFC' s opera-

tions ridden by 11favoritism" and dominated by outsiders wielding undue 

influence over RFC offidals •
2 

Particularly, Mr. Donald Dawson, an 

administrative assistant to President Truman, was, according to the 

report, exercising 11considerable influence" over certain RFC directors 

arrl had "tried to dominate" the agency from his White House connection.3 

Mr. Dawson 1s duties at the White J:iouse were largely concerned with the 

President's appointing powers, or-what might be termed his personal patron

age. He screen'ed potential apl:X)intees and submitted nominees, together 

with such recommendations as the .President desired, to the President for 

decision. Mr. Dawson was mentioned in a RFC Subcommittee report as one 

to whose influence the RFC Board had been unusually receptive.4 He denied 

that he had any influence and, more emphatically, that he had ever tried 

1u.s., Congress, Senate, 11Study of the Reconstruction finance Corpora
tion--Favoritisrn and Influence, 11 Senate Report (Report No. 76; 82d Cong., 
1st sess.), p. 1. 

2 
U.S., Congress, Senate, "Study of Reconstruction Finance Corporation--

Favoritism and Influence, 11 Senate Repor!:_ (Report No. 76; 82d Cong., 1st 
sess.), p. IL. 

3Ibid. 

4u.s., Congress, Senate, "Study of Reconstruction finance Corporation-
Favoritism and Influence," Senate Report (Report No. 76; 82d Cong., 1st 
s es s • ) , p • 14. 
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I 

to influence the RFC Board.
1 

However, a Director of the RFC, Walter L. Dunham, testified before 

the RFC Subcon:nnittee that, when he joined the Board of Directors of the 

in 1949, Mr. Daw.::Dn told him that 11top personnel matters of the RFC 

should be cleared through the White House. 112 Mr. Dunham further added; 

"Because he was the only W"hite House official I knew, I assumed that 

meant such matters should be cleared through him. 113 He also revealed in 

his testimony: "l subsequently contacted him on other rratters. 114 Mr. 

Dunhan further stated that he had found, soon after taking office as a 

RF'C Director, tat I.Ir. Dawson, RFC Director Willia'TI E. Wil:Ie tt, Mr. Merl 

Young, Mr. Rex Jacobs were all close friends that he "was obviously re

garded as a new member of their social group. 5 

The full extent of Mr. Dawson's influence and attempted influence on 

the RFC Board were not kncrwn. Furthennore, the question was not at all 

one of legality or illegality. What was then involved was the question 

111Testimony of Donald S. Dawson, Administrative Assistant to the 
President of the United States, u in U.S., Congress, Senate, 11Stucy of 
Reconstruction Finance Corporation," Hearings~ Before a Subcommittee of 
the Committee on Banking and Currency; 82d Cong., 1st sess. (Lending 
Policy--pt. 3), p. 1712. 

2 
"Testimony of Walter Dunham, Director, Reconstruction 1'.,inance 

Corporation, 11 ibid., p. 1316. 

3
Ibid. 

4Ibid. 

5Ibid., p. 1324. 
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of moral and ethical standards of public servants, in this case one in 

close association with the President of the United States. In addition, 

.Mr. Dawson was formerly personnel director of the RFC, prior to enteri·ng 

the office of the President; and his v.d.fe, Jiu.rs. Alva Dawson, was the 

chief custodian of the files. Under these circumstances, the public 

could jud~ that .Mr. Dawson "apparently exercised considerable influence 

over certainof' the directors. 1 

In the course of the Fulbri Subcommittee investigation, there 

were numerous other affairs disclosed to the public, either directly 

related to the operation of the RFC or sometimes indirect personal 

connections. 1',or instance, Mr .. Merl Young (who has been discussed in 

detail previously4 after his resignation from the Lustron Corporation, 

was soon f oun:i in an insuram e enterprise with Mr. Joseph Rosenbaum, of 

the Washington law finn of Goodwin, Rosenbaum, lvieacharn, and Bailen. 

Public criticism toward 11the RFC Affairs" mounted even higher when it 

was disclosed that 1;lri. Young was trie only White House secretary who 

had a #9,540 mink coat, that Mr. Rosenbaum had purchased the mink coat 

for lVirs. Young, and that Mr. Rosenbaum was a legal representative in 

obtaining a $175,000 RFC loan for a furrier-seller as well as a few 

other loan transactions with the RFC, such as a total of $6,300,000 in 

loans to the Central Iron & Steel Co. 2 

Another exarnple which also gave rise to violent criticisms within 

1u .s., Congress, Senate, "Study of Reconstruction Finance Corpora
tion--iavoritism and Influence, It Senate Report (Report No. 76; 82d Cong., 
1st sess.), P• 15. 

2 
U.S., Congress., Genate, 11Study of Reconstruction Finance Coroora-

tion· and Proposed A.':lendment of RFC Act,u Senate Ji.eport (Report No.· 649; 
82d Cong., 1st sess.), pp. 72-73. 
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and out of the Congress was an alleged personal influence by Mr. William 

J. Boyle, Jr., De'I!ocratic National Chairman. Among the charges against 

Mr. Boyle was his alleged influence in securing a $565,000 RFC loan for 

the American Lithofold Gorporation in May 1951. .iilr. Boyle vigorously 

denied that he had used any political influence in this loan. 'The fact 

was that the American ½.thofold application had been denied three times 

by the manager of the RFC St. I.ouis of fie e, but soon after l,lr. Boyle 

became a counsel for American Lithofold the loan application file was 

forwarded to Washington and by a three to two vote approved by the RFC 

Board of Directors, and that Mr. Boyle received legal fees from the 
1 

company after the loan was granted. The whole point was that influence 

might have been used effectively, considering .Mr. Boyle's relations with 

the White House, Mr. Young, am the RFC. 

The direct results of the investigations by the RFC Subcommittee 

were at least two-fold--first, immediate reorganization of the RFC; and 

second, eventual abolition of the RFC. The RFC Subcom.mittee in its report 

on "Favoritism and :Influence 11 endorsed a bill (S 514) providing for a single 

RFC Administrator in place of the then five-man Board of Directors of the 
2 

RF'C. President Trumm first resisted that recommendation men it was 

reported on February 5, 1951. However, all of a sudden on February 19, 

1951, the President transmitted Reorganization Plan No. l, accepting the 

3 
proposal in the Senate report. The plan was accepted by both the houses 

1Ibid., pp. 65-67. 
2 S C -, u .. , ongress, ;;;ienate, 11Study of 

tion--Favoritism and Influence," Senate 
ls t s es s. ) , p. 2. 

Reconstruction Finance Corpora
Report (Report No. 76; 82d Cong., 

3u.s., Congress, House, "Reorganization Plan No,l of 1951, 11 

Hearings: Before the Committee on Expenditure in the Executive Departments, 
82d Cong., 1st sess. (March 2 and 5, 1951), pp. 2-3. 
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and beca~e effective ~Jay 4, 1951, when Mr. W. Stuart Symington took office 

1 
as Administrator under the new p.1.an. 

The reason behind Reorganization Plan No. 1 of 1951 was that it 

would remove the political element from the RFC' s loans if the five-man 

Board of Directors were replaced by a single Administrator. There were 

obvious advantages to this. For one thing, if a really important, 

capable, and honest executive were appointed for the job, he might be 

able to restore confidence in the Rl:i'C and lessen the possibilities of 

pi).:itical influence. 

The plan provided for certain additional safeguards with respect to 

loan policy and to specific loan applications by the creation of a loan 

policy Board of five members to promulgate ~eneral policies to govern 

the granting and denial of applications. 'llie members of the Board were 

to be the Administrator of the RF'C as Chairman; the Deputy Administrator 

of the RFC, the Secretary of the Treasury, the Secretary of Commerce, 

and a member designated by the President from anong Federal officials 

2 
who had been approved by the Senate. This Board actually established 

general policies in the granting anl denial of applications for financial 

assistance by the RFC. 

The final and biggest question resulting from the Congressional in

vestigations is the question of whether the RFC should or should not be 

1The Reorganization Plan No. 1 of 1951 was due to become effective 
unless a majority of the House or the Senate disapproved. 

2un May 15, 1952, the .President designated the Administrator of the 
Defense Materials Procurement Agency as the fifth member of the Board. 
U.S., Congress, Report on the Audit of Reconstruction Finance Corporation 
for th~ Fiscal Year Ended June '30, 1%.?_ (House Doc. No. 104; 83d Cong., 
1st sess.), p. 3. 
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continued as an agency of the Government of the United States. This was 

largely a question of social arrl governmental philosophy as well as an 

economic one. 

1 
Senator Harry F. Byrd of Virginia, Chairman of the Joint Committee 

on the Reduction of Federal Expenditures, argued that the RFC was 

originated as a depression measure and it was useless in a period of 

2 
high inflation. He attacked the RFC as "an agency which is being used 

as a work-shop by get-rich-quick political predators. 11 

·when the President's Reorganization Plan ;-;o. 1 of 1951 was being 

discussed in the ;:jenate in March 1951, Senator Byrd advocated abolition, 

t . t· 3 no reorganiza ion. "Such loans do not promote the public welfare. 

'rhey provide easy credit which is not needed in inflationary periods." 

''Most of the varrlalism brought out by the Fulbright committee to date 

has been the by-product of activities engaged in by a useless non-

4 

es sen tia 1 agency with no real purpose to serve. n5 Sena tor Byrd further 

went on to expose some of the weakest points of those defending the RFC 

in the nature of "political favoritism" and "personal influence." He 

said: 

1Back in 1937, Senator Byrd was the only man in the United States 
senate to vote against extension of the RFC. 

211Proposed Abolition of the Reconstruction .t"inance Corporation, 11 

Congressional Record, vol. 97, pt. 2, p. 2384. 

J!bid. 

4Ibid., P• 2385. 

)ibid. 
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The RFC is now so permeated with political favoritism that it 
should be completely cleaned out. ·rhere is an old Blue Ridge 
saying 'You cannot measure a snake until it is dead. 1 I think 
this applies to the RFC. In m;y judgement, a nonpolitical 
liquidation of this agency will disclose many evidences of 
favoritism, collusion, improper influence, and perhaps criminal 
practices. It has contributed in a large way to political moral 
delinquency and has done, and is doing, much to cause the people 
to lose faith in their Government, and the agency should be 
abolished. 

On Februazy 13, 1953, Senator Byrd, together with four other senators 

introduced a bill, S 892, 
2 

to abolish the RFC before the termination date 

(June 30, 195h, under the existing law at that time), and to trarafer 

certain of its functions relating to rational defense to other agencies 

of the U-overnment. 

Upon the introduction of the bill, S 892, Senator Byrd made a state

ment, part of which. reads: 

Senators Bricker and Robertson of the Senate Banking and 
Currency Committee, and Senators Ferguson and Nilliarns, have 
joined :me as sponsors of a bill which I have introduced in the 
Senate today for the abolition of the Reconstruction Finance 
Corporation. 

The agency this year is costing more than $1/.i..5 million in 
administrative overhead, and it is employing more than 2,000 
people--about half of them in VJashington and the other half 
in five branches and 32 loan offices s3attered throughout the 
country and in Puerto Rico and Alaska. 

211nis3olution of Reconstruction I<'inance Corporation, 11 Congressional 
Record., v~l. 99, No. 25 (February 13, 1953), p. 1089. 

3tbid. 
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If passed, this bill would tenainate the m~c and lending powers 

on December 31, 19.53. Thereafter the Secretary of the Treasury would take 

over liquidation of the RFC1 s assets under section 10 of the RFC Act. 1 

Net profits of the liquidation 11\0 uld be used to reduce the public debt. 

While prohibiting the Secretary of the Treasury from extending maturities 

or renewing loans, he would let RFC debtors make interim payments. The 

rubber, tin, and abaca programs of the RFC would be transferred to the 

Secretary of Commerce, effective January 1, 19.54, for continued operation. 

The defense loan pro gram, by January 1, 1954, would be transferred by the 

President to the Secretary of the Treasury, Federal Reserve banks, or any 
2 

other department or a,:ency of the Government. The RFC functions under 

the Federal Civil Defense Act of 1950 would be transferred on January l, 
~ 

1954, to the Secretary of the Treasury for continued operation.~ 

Joining with Senator Byrd in his condemnation of the RFC was 

Senator horner r'erguson from Michigan. On April 23, 1952, Senator 

Ferguson made in the Jenate the following remarks on the question of 

corruption in the 

The Government continues to make individual loans. I had one 
example called to my attention only a few weeks ago. I did not 
think it was possible that the United States Government would 
lend small amounts of money for the establishment of beauty 
parlors in the ~istrict of Columbia. Yet that has happened. I 
was ca lied off the floor by a person who said she was a former 
resident of the State of ••iichigan. She had obtained a loan of 
$2 ,OOO from the RFC to buy a beauty parlor. She found that she 
could not repay it and she v.anted to know whether l would inter
vene in her behalf in order that she might have more time in 
which to repay the loan. 

161 U.S. Stat. at L. (1947), 202, iiiJoint Resolution To extend the 
succession, lending powers, ard the functions of the Reconstruction 
Fj.nance Corporation," sec. 10. 

2The RFC currently conducted the defense loan progra,'ll under the 
Defense production Act of 1950. See PP• 187-189. 

3
F'or the provisions of the bill, S. 892, see 11S. 892, 83d Cong., 1st 



She said the reason she came to me was because she was a 
Denocrat when she came from 1'<1ichigan ••• and she felt that 
since the RFC now had a Republican director she had to come 
to the Repyblican Senator from Michigan in order to get an 
extension. 

'I'hen Senator Ferguson attacked the RFC further stating that 11It is 

not only the employees in the RFC but also the whole set-up of the RFC 

that is wrong. rr He insisted that "regardless of the issue of corruption 

I believe the time has come to a bolish the • Corruption has taken 

place becawe of the rature of the agency as well as becawe of the 

nature of people. Both contributed equally to the evil situation which 

2 
developed. 11 

The Hoover Commission on Urganizatfon of the Executive Branch of the 

Government in its report to Congress in Ma:reh 1949 strongly recommended 

the liquidation of the RFC and the substitution of' guaranties by the 

Government, operating through the Federal Reserve Bai ks, of loans to be 

made by commercial banks. 

The Commission believed that 11direct lending should be absolutely 

avoided except for emergenc • 11 Direct lending by government, they 

rnaintamed, "opens up dangerous possibilities of waste and favoritism 

to individuals or enterprises. It invites political and private ~ressure, 

or even corruption. ,,3 

sess.; A Bill To dissolve the Reconstruction Finance Corporation and 
transfer certain of its functions relating to national defense to other 
agencies of the Government," U.S., Congress, Senate, Hearings: Before the 
Committee on Banking and Currency, 83d Cong., 1st sess., pp. 2-4. 

1"Amendment of Reconstruction i?inance Corporation Act, n Congressional 
Record, vol. 98, pt. 4, p. 4 264. 

2Ibid. 

3u S' C •• " t . • , ongress, riouse, Repor 
Executive Branch of the Government, n 
Cong., 1st sess.), p. 36. 

of Commission on Organization of 
House Document (Doc. No. 55; 81st 
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Quoting some passages from the report of the Commission on Organiza

tion of the Executive Branch of the Government, of which he was Chairman, 

far. Herbert Hoover on April JO, 1951 stated to the Senate Banking and 

Currency Committee: ul think you will agree that that statement (above 
l 

quoted) made a few years was rather prophetic. 11 Mr. Hoover elabo-

rated 11a good many reasons" which led him to conclude in favoring the 

abolition of the RFC. Among the 11good many- reasons, 11 he felt that the 

RFC was a creation of a great economic crisis of 1932 therefore the agency 

was no longer needed in other times 2 and the loans in excess of $100,000 

had led to favoritism and corruption demonstrated by the exposures of the 

Fulbright Committee. 3 He added the 11Corruption in business af'fects only 

the pockets of the employer or the owner. Corruption in Government 

affects the pockets of all taxpayers, but far worse, it affects the 

morals of a people and lowers their respect for government. n4 

Mr. hoover elaborated further on the nature of the RI<'C loans in 

recent years, mentioning: "lt would appear tha~, the test of public 

interest has been very little applied in recent years. The public 

interest in several of the large loans has already been questioned by 

the Fulbright Corn.~ittee.k; further examples, I append some lists of a few 

lnThe Reconstruction Finance Corporation--Statement by Hon Herbert 
Hoover, 11 Congressional Record, vol. 97, pt. 4, p. 4499. 

2Ibid., p. 4498. It wiln. be remembered that the R?'C was a creation 
under ~.Hoover Administration. 

3~., p. 4499. 

4roid. 
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samples. The first list is 39 lesser-sized loans made for hotels, 

ranging from $9,000 to $1,500,000 in 23 states •••• The second list 

is 14 loans made to hard- and soft-drink manufacturers and distributors. 

. . . Tho third is 18 loans to theaters and bowling alleys ranging from 

$17,000 to ;;n, 200,000. • . . I could have made up a list of beauty 
l 

parlors and pool rooms and snake farms.tt Then he argued: "What public 

interest there can be in the operation of these types of business at the 

taxpayers• risk is very difficult at least for me, to see. 112 

The Jesse H. Jones, who ran the :C:FC for 13 years as a Board Director, 

as Chairman of the RFC, as Federal Loan Administrator, and as Secretary 

of Commerce, writing to the Fulbright investigating committee on April 10, 

1950, expressed his view: "As for the future of the T:{fC, I think it 

shou]d be given a decent burial, lock, stock, and barrel. 113 His reasons 

were: "first, none of the conditions which prompted the crt,ation of the 

RFC exist today; second, Government lending in competition ,v.ith private 

business is not a proper function under our free-enterprise system; 

third, the RFC is being prostituted when making such loans as the Kaiser

Frazer, the Lustron, the Texmass, and the Waltham Watch Company; and 

fourth, there ample credit for all legitimate and justifiable loans.n4 

1Toid. For the 11Selected loans to distillers, brewers, and bottlers, 
June 3o,1950, 11 see ibid., PP• 4499-4450. 

2Ibid., P• 4499. 
3111etter of Jesse H. Jones, houston, Tex. to Senator J w. Fulbright, 

April 10, 1950, 11 in U.S., Congress, Senate, Hearings: Before a Sub
committee of the Committee on Banking and Currency, 81st Cong., 2d sess., 
p. 444. 

4Ibid. 
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He ended his letter with the following warning: 

I have made these observations, comments, and suggestions from 
my long experience with the Corporation, ani wish to refind you 
that where the sugar is you wlll always find the flies. 

As has been said in Chapter IV, 2 Ivi.r. Jones was entrusted with 

confidence by both Congress and the country at large, in his ability to 

handle the RFC. The fact was that when Mr. Jones became Secretary of 

Commerce in 1940, Congress let him take the RFC along; and when he 

resigned the post of Secretary of Commerce, the Congress took the RFC 

out of the Department of Co;nrnerce. But row riir. Jones also became one 

of those who were insisting that the RF'C should be abolished. 

As energetic as.Senators Byrd and Ferguson in making vital attack 

on the "corruption of the RFC," is .Senator John W. Bricker from Ohio. 

For instance he, joining with Senators Byrd and Ferguson in a debate on 

the question of liquidation of the li.FC, on April 23, 1952, in the 

Senate urr;ed an e~rly abolition of the RFC, mainly because of 11the loans 

made by the RFC over the past several years." 3 He recounted some of 

the "selected loans to distillers, brewers, and bottlers II from hearings 

before the Fulbright Subcommittee 11for the enlightenment of the Senate. 11 

nowever, Senator Fulbright countered the mass ·attack on the problem 

of con-uption of the RFC by those who criticized it, with the following 

1
Ibid., P• 445 

2 /' t's8 See PP• lo7-lo • 

3 
Liquidation of Reconstruction Finance Corporation, 11 Congressional 

Record, vol. 98, pt. 4 (April 23, 1952), p. 4261. 

4 
Ibid., The list lasts for about a page and a quarter. 

4 



statement: 

. . . to be logical and at all reasonable about this matter 
(abolition of the m~c), I think the issue is whether the 
functions authorized arri which are being performed by the HFC 
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are valid functions. The is sue of corruption, to rre, is 
completely irrelevant to the question of w1ether the RFC should 
be continued or not, became if one follows 1:,hat line, he could 
apply it to any one of a number of agencies of the Government. 
For exarple., let us refer to the Mari time Commission. It has had 
much said about it in the past; and, prese~tly, the Internal 
Revenue Bureau has had much said atout it. 

Then Senator Bricker answered: 

I agree with the Senator that the corruption in the agency, 
flagrant as it is, is mt the sole reason for its abolition. 
It may not be the main reason; it may not be a reason at all. 
But rrw opposition to its continuance is based entirely upon the 
function it performs, and upon my feeling that there is no 
place for direct Government lending.2 

Eowever, Senator Brj_cker could not resist adding to his remarks that 11the 

corruption is, I believe, almost a necessary corollary to the Government's 

entering this kind of business (lending). 113 

Senator Bricker gave some other reasons w'ey the RFC should be 

abolished at the earliest practicable date. He felt that, in the first 

place, the operation of the RFC was an expensive one. To him the con

tention that the R?C had made a profit was doubtful, because the cost of 

Government money was not properl;y taken into account, and factors other 
I 

than lenciin2: had contributed to show a favorable balame for the RFC. 4 

1 Ibi' d., 4266 P• • • 

3Ibid. 

4J.bid., p. 4261. 
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Secondly, the RFC had often bypassed Congressional appropriations, which 

1 
he remarked that he with many other Congressmen regretted. 

Mr. Marriner S. Eccles, long-time Chairman of the Federal Reserve 

Board, gave economic reasons for abolisning the RFC when he gave testi

mony before the Jena te Corrnni ttee on Banking and Currency on April 30, 

1951. 
2 

He argued that throughout the post-War period and particular]y 

since the •·orean invasion, the country had ex:perimced a most serious 

inflationary developuent and that the RFC, instead of liquidating its 

outstanding credits during this period, added to inflatbnary pressures 

by extending its lending a:::tivities and tnose of its affiliate, the 

Federal ,fational •'10rtgage Association. 3 explained that inflation had 

greatly depreciated the purchasing power of the dollar, and as a result 

the cost of living had increased approximately 45 per cent since the 

end of the war. He went on to say that this was a most serious and un

justi.fied development, and should not have been permitted. He further 

stated that this inflation had vorked a grave injustice upon large 

nwnbers of our people and it ha. d injured most the aged, the pensioners, 

the widows, the disabled--the most helpless members of our society. 4 

2For Mr. Eccles I s statement, sc::ie ''Reconstruction F'inaroe Corpora
tion--Statement of hon. Marriner s. Eccles, Congressional Record, vol. 94, 
pt. 4, PP• 4500-4502. 

3For the amount of loans during the post-Viar period by the RFC and 
activities of the J<'ederal Nattonal l,J.Ortgage Association, see PP• l_8l1-'87. 

Llcongressiona.l Record, vol. 9l/., pt. h, p. 4501. 
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Yet it is a debatable question as to whether or not the RF'C operations 

during the post-vhir period were inflationary. For instance, in reply to 

a question raised by Senator Fulbright as to whether or not the effect of 

R}C operations in increasing the volume of credit available to business 

enterprises was inflationary, John B. Goodloe, '-'hairman of the Board of 

Jirectors of the RFC, made the following answer: 

The loans, Senator, that are made qy the RFC are loans made 
for the production of commodities and materials and we do not 
regard these loans as inflationary in the ordinary sense of the 
word .... As a matter of fact, i. do not propose to be an 
economist or financial wizard, but my understanding is that 
loans we are making are really fighting inflation. In other 
words, inflation is largely one of price inflation, and the 
best way to meet that is to 1et production of the materials and 
commodities that are scarce. 

The above-stated theory, adhered to by Mr. Goodloe, is a re-

2 
emergency of the 11real bills doctrine" in a somewhat special form. 

If, on the other hand, there is an increase in the money supply as a 

result of loans granted by the RFC, this will tend to stimulate spending. 

Borrowers will have funds they did rot previously have and presumably 

will spend them; otherwise, they would not have borrowed the money. As a 

result of spending these newly created funds upon investment goods, cash 

balances wi 11 be higher than desired by the community, assuming that an 

equilibrium existed previously, and this will lead to increased expend

itures until prices are adjusted upward. 

1 .• 
U.S., Congress, Senate, "Inquiry into the Uperations of the RFC 

and lts Subdivisions under Senate Resolution 132, 11 Hearings: Before a 
Special Subcommittee of the Committee on Banking and Currency, 81st Cong., 
2d Sess., pt. 1, p. 39. 

2 IJ.oyd w. ivlintz, A History of Banking Theory (Chicago: University 
of Chicago Press, 19457, pp. 30-38". 
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Judging frorn the amount of outstanding loans presented in Table 12 

(page 192), a11 d the fact that throughout most of the post-War period 

unemployment was near the minimum, it appears to be valid to conclude 

that the result of RFC lending activities in the post-War period was to 

make prices rise further than they would have risen in the absence of 

RJ:i'C loans. .i!'urtherrrore, it is reasonably fair to conclude that the con

tinuation of the activities of the R.PC into the post-War years, after 

the conditions for which the Jorporation was originally created were 

eliminated, resulted in ma.king the control of inflation rro re difficult. 

There is no logical justification for continuing lending activities of 

Government agencies such as the RFC and at the sarre time acting to 

balance the Federal budget and restrain credit expansion to prevent 

inflation. Of course the question of whether the RFC should or should 

not be abolished as a 8overnment lending agency is largely a question of 

social and governmental philosophy and not purely an economic one. 

Leading the fight for retention of the RI:<'C bas been Senator William 

J. Fulbright of Arkansas, the same 1 egislator ,vho had been in charge 

of the corruption-finding com;nittee--commonly called the RE'C Subcornmit tee 

or the Fulbright Comrnittee. For advocating the continuance of the RFC, 

Senator Fulbright cites a genuine need, such as he finds within his own 

State, for a lendin 2: agency of RFC caliber--especially for small business. 

In such places, he insists, local banks often do not have the capital for 

business loans, an:i far-off Wall Street is not interested in expanding 

small-sized industries and businesses. F..JCamining the record of the RFC, 

it is found that 90 per cent of the number of Rl:t'C loans were $100,000 or 
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65 i;. 5 1 under, and per cent of such loans did not exceed ~2 ,OOO. Table 15 

presents the cumulative number and amount of RFC loans of $100,000 or 

less up to October 31, 1947. First of all, answering i)enator Harry F. 

Byrd and those who attacked the continuance of the RFC, Senator Fulbright 

on april 2 3, 1952, during debate in the Senate on proposed RFC abolition, 

stated: 

I want to say one or tID more words about corruption in Govern
ment. I think that aspect has been greatly overdone, so far as 
R?C is concerned. In opposing the abolition of P.FC I am in no 
sense condoning what occurred. In fact, I think the very fact 
that we actually exposed and, I believe, eradicated the culprits-
I am sure we did eradicate the major culprits when we abolished 
the Board of Directors--was really the remaking of the RFC, because 
that was where the real tr.)uble arose. When that .was done, I 
think the RFC found its~lf well on the road to a proper administra
tion and a useful life.-

The problem facing sma.11 businesses he: '3 often been examined from a 

social and political instead of an economic point of view. On grounds 

of equity and of social policy, action by the government has been urged to 

equalize the competitive positions of small and large businesses, to pro

vide the small man with a fair opportunity, and to develop, through 

multiplication of small entrepreneurs, the desirable social qualities of 

3 
self-reliance, initiative, and leadership as widely as possible. 

It is even dee lared that "the health of small-scale enterprise--

the opportunity for every American to establish his own business, and 

the rnaintenanc e of economic conditions which wi 11 permit such businesses 

1see Table 15. 

2"Arnendrrent of Reconstruction finance Corporation Act," Congressional 
Record, vol. 48, pt. 4, p. 4265. 

3Theodore N. Beckman, "Large Versus cimall Business After the Viar, 11 

The American Economic Review, XXXIV (March 19h4), 104-06. 



Table 15 

NUMBER AN'D AMOUNT OF IOA.TIJS OF $100,000 OR LESS1 
(Cumulative from 1932 to date indicated) 

To-- Number of loans Percentage Amount 

$5,000 and under 7,578 31.0 $19,383,167 
$5,001 to $10,000 3,760 15.4 29,424,398 
$10,001 to $50,000 .5,094 20.8 88,390,904 
$25,001 to $50,000 3,127 12.8 117,769,347 
$50,001 to $100,000 2,384 9.8 181,415,980 

December 31, 194.5 21,943 89.8 436,383,796 

$.5,000 and under 10,385 28.2 27,360,208 
$5,00l to $10,000 5,659 1.5.4 ·45,243,210 
$10,001 to $25,000 7,968, 21.7 142,388,779 
$25,001 to $50,000 5,177 14.1 198,897,648 
$50,001 to $100,000 3,801 10.3 295,992,722 

December 31, 1946 32,990 89.8 709,882,567 

$5,000 and under 11,603 26.7 30,901,389 
$5,001 to $10,000 6,661 1.5.3 53,246,427 
$10,001 to $25,000 9,757 22.5 174,701,881 
$25,001 to $50,000 6,412 14.8 246,190,548 
$50,001 to $100,000 4,838 11.2 380,264,L19 

October 31, 1947 39,271 90.5 88.5,304,664 
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Percentage 

o.6 
0.9 
2.8 
3.8 
5.8 

13.9 
,_ 

o.B 
1.3 
4.1 
5.8 
8.6 

20.6 

o.B 
1.4 
4.6 
6.4 

10.0 

23.2 

1source: U.S., Congress, Senate, "Inquiry into the Operation of the 
Reconstruction Finance Corporation and Its Subsidiaries Under Senate 
Resolution 132," Hearings: Before a Special Subcommittee of the Committee 
on Banking and Currency (81st Cong., 2d sess.; on S. Res. 132), pt. 2, 
P• 588, Exhibit 65-A. 
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to grow a.nd prosper--is essential to the preservation of our free society. 111 

Support for various types of subsidization of small business on grounds of 

its contribution to sicial and political well-being has become an increas

ingly strong factor in legisla ti.on, and the subsidization of financing is 

no exception. Thus, in discussion of the purely economic aspects of such 

financial assistance, the importance of its other aspects should not be 

forgotten. 

In his annual message to Congress on January 14, 1946, President 

Truman sumrrarized and endorsed this point of view when he declared: 

"Many gaps exist in the private financial mechanism, especially in the 

2 
provision of long-term funds for small- and medium-sized enterprises." 

The private financial mechanism, if it is to be considered adequate, 

must provide private business enterprise with three general types of 

financing: equity capital, loan capital, and short-term credit. The 

lines between these general types ca mot always be drawn sharply, but 

recognition of their basic differences is essential if we are to avoid 

confusion in appraising the gaps which may exist. 

Equity capital is, of course, ownership investment, whether it be 

simply proprietorship or partnership net worth or in the form of capital 

st!Xk and surplus. 3 In addition to financing a part of the assets of 

the business on a permanent basis, equicy capital serves the important 

1
Investment Ba~kers Association of &nerica, Capital for Small 

Business (Chicago: .investment Bankers Association of America, 1945), 
p. 7. 

211.A.nnual iv.es sage from the President of the United States, tt 

Congressional Record, vol. 92, pt. 1, p. 1J6. 

3nouglas R. Fuller, Government financing of Private Enterprise 
(Stanford: Stanf ard University Press, 1948), p-. lli. -
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function of a cushion to absorb possible losses and thereby limit the 

risk assumed by creditors, who are asked to supply the balance of the 

financing required. 

loan capital, or medium term and long-term debt, consists of 

borrowed funds employed for capital purposes to supplement the permanent 

capital supplied by the owners of the equity.
1 

Nor:ma.lly, loan capital is 

expected to be replaced gradually by profits accumulating from the 

operations of the business. Much debt of tnis type, particularly that 

running for periods of less than ten years, carries a fixed schedule of 

installment repeyments. 

Short-term or commercial credit includes a wide variety of loans 

and book credit extended for periods of less than one year. Generally 

such credit is used to supplement capital funds in order to meet seasonal 

or temporary requirements and to permit a greater volume of business by 

limiting the period oftime the borrower's capital funds need be tied up 

in inventory and receivables. 

Banks and other commercial financial institutions pley a most 

important part in supplying the credit needs of small business, but 

advances from these institutions are usually limited to short-term needs. 

Numerous examples can be found in the experience of the RFC where small 

businessmen applied for long-term loans upon the advice and recormnenda

tion of the banks who were willing to supply all the short-term credit 

needed. 
2 

1Ibid., p. 15. 

2u.s., R.~'.C., ,Annual Report and Financial Statements (June 30, 
1951), P• 9. 
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For instance, tne Senate Committee on Banking and Currency, in 

1947, conducted a survey of the Nation's 14,545 banks to determine the 

relationship of the RFC under exis laws with the over-all l:anking 

picture. It was found .from replies received from 8,217 l:anks that so.me 

of these occasionally declined business loans.
1 

Commercial banks are 

reluctant to make business loans with long maturities, for example over 

5 years, because their deposits are subject to withdrawal at any time. 

The survey snowed that banks also decline business loan applications for 

other reasons wr; ich & re not directly concerned with the credit risks 
2 

involved. 

The experience of the RF'C during 19/+9-56 indicated that small 

businesses were still encountering culty in securing adequate 

3 
and reasonable long-term financing from private sources. 

Over the years, the short-term credit requirements of small 

businesses have been well met by the nation's private lenders and 

investors. However, the RF'C1 s experience irrlicates thet the source of 

i;1any small business financial difficulties is the inability of smaller 

enterprises to secure adequate amounts of equity capital and long-term 

credit. Subsequently similar conclusions have been reached by committees 

of the Congress, the Federal Reserve Board, and other bodies--both in 

1
11s enate Cornmi ttee on Banking and Gurrency--RFC Inquiry, Senate Post. 

Office Box 100," U.S., Congress, Senate, 11Inquiry Into the Uperations of 
the Reconstruction Finance Corporation ani Its Subsidiaries Under Senate 
Resolution 132, 11 flea rings: Before a Special Subcommittee of the Committee 
on Banking and Currency, 80th Cong., 2d sess., pp. 519-22, Exhibit 38-B. 

2Ib'. -2:.::::.' 
3

u. ;. , H.F' .C., Annual Report and F'inancial Sta·tements (June JO, 1950), 
p. 10. 



and outside of goverrunent--which have made studies in this field. 1 

l.:!ost needs for equity capital ard long term credit arise when new 
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projects are undertaken or when existing concerns endeavor to hold or 

strengthen their position through expansion and rrodemization of their 

facilities and by widening their market. Large business firms frequently 

raise funds for these purposes through public sa:S of stocks and debentures, 

but tnis method is seldom employed by smaller concerns because of the 

prohibitive costs incurred in marketing small issues. The independence 

so much prized by small businessmen is also a deterring factor, for the 

owners of small concerns are often reluctant to secure capital from the 

sale of additiona 1 stock. Furthermore, new :issue and secondary markets 

for the securities of smaller, nnre or less unknown concerns are 

practically non-existent. 

Caution, however, must be taken to differentiate Government aids to 

small business from Government subsidization. Although many factors of 

cost and risk limit the supply of funda available for small loans and 

thus make for high rates, it seems apparent that the fact that a small 

borrower must pay a relatively high rate of interest does not necessarily 

demonstrate that a financial gap exists. If the Government, for reasons 

of social benefit, were to make small loans available at rates which 

would be unprofitable to private lenders, it wou]d then be a question of 

subsidization of small borrowers, not one of plugging a gap in the 

private financial mechanism. 

~endment of Reconstruction Finance Corporation Act, 11 Congressional 
Record vol. 94, pt. 3 (80th Conr6 ., 2d sess. ), p. 4106. 
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To summarize prevailing opinions, there is general agreement that 

gaps exist in the present-day private financial system with res-p3ct to 

the provision of equity capital and long-term loan capital to small 

business. 

Representative Wright Patman of Texas, on February 26, 1953, 

addressed the House: nsrnall business--small, private, corapetitive, 

independent business--is the backbone of a democratic and capitalistic 

economy. In other words, it is essential to our way of living. 11 He 

continued: 0 It may come as a great surprise to some people, but all of 

our great industrial giants were small business once, and incidentally 

most of them got Government assistance, too, through tariffs, tax 

advantages, land grants, arrl oo forth. However, today we are taJking 

about sound, business-like assistance; for each small-business man wI:o 

1 
merits it is also required to repay it with :interest. 11 He then defended 

the accomplishments of the RFC in aiding small business, saying: 

"Although the RFC has made a few large loans to both small- and medium

size businesses, it is a fact that over a period of time approximately 

90 per cent of all of the RFC business loans are for amounts less than 

;U00,000 each. 112 

After having given some of the PFC's business loan policies, 

Representative .r'atman argued that he «will never come to the point of 

favoring an action which ro uld push the small-business man into the 

clutches of the loan shark. ,,3 

11inoes the RFC Compete with Private Banker, 11 Congressional Record, 
vol. 99, No. 33 (February 8, 1953), p. 1497. 

2 
Ibid., p. JJ.i.98. See also Table 15. 

3Ibid. 
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Mr. James G. Patton, President of the National farmers Union, on 

May 23, 19.51, before the Senate Banking arrl Currency Committee, made a 

statement on behalf of the Farmers Union in which he first appraised 

the accornplisl1ments of the RFC during times of depression, war and 

prosperity and then endorsed the continuation of the HFC as it was 

1 
constituted in May 19.51. Among the reasons he gave for his endorse-

rrent for the continuation of the RFG, he emphasized the need of the RFC 

in aiding s,nall business. He explained that, because of concentration 

of economic power during vi·orld Nar II, many industries at the end of 

this War period were dominated by relatively few companies, therefore 

snall business experienced great difficulty in securing capital 

necessary to shift from wartime to peacetime production, and that the 

RFC supplied the necessary long-term capital loans which the sr:iall 

2 
business would otherwise have been urm.ble to secure. He also called 

attention to the fact that the overwhelming majority of all RF'C loans 

were made to small-business institutions) Then he concluded his state

ment with the warning that the abolition of the RF'C would •.. "inflict 

a crushing blow on small business fromvhich it would never recover. 114 

'I'he statement made by Mr. Vfendell Berge, Chairman of the Sma 11 

Manufacturers I Emergency Committee, before the ;;ienate Banking and 

1u.s., Congress, Jenate, "Statement of Angus MacDonald, on Behalf 
of James G. Patton, .President of the Nationa 1 Farmers Union, 11 Hearings: 
Before the Committee on Banking and Currency, 82d Cong., 1st sess. ·(I1iay 
23, 19.51), p. 428. 

2
Ibid., P• 429. 

3see Table 15, on p. 283. 

4nstatement of Angus WacDonald, on Behalf of James G. Patton, 
President of the National Farmers Union," £.E_• cit., P• l.i29. 
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Currency Committee on lv~ay 2 2, 1951, was convincing. He first stated 

that during the War and preparation the small-and-independent-business 

men had been liquidated.
1 

Assailing those who advocated the abolishment 

of the P..FC, he argued that the drive to abolish the RF'C was inspired by 

long-time opponents of the RFC who wanted to see it eliminated for self

ish reasons and 11there is at least an informal alliance between the big 

private banks and investment houses and large monopoly enterprises who 

are the customers of these banks and investment houses, to monopolize the 

credit of the United States and channel it into big-business operations 
2 

at the expense of small business." 

In connection with the financial need of small business, Mr. Berge 

elaborated the"financial gap 11 existing today. That is, as J,;r. Berge 

stated, local commercial ba.nks are ordinarily not pe nnit ted by the 

regulations under which they operate, to niake long-term or intermediate 

loans. They are generally strictly limited to short-tenn loans, and a re 

usually not prepared to handle loans for 5 to 10 years. he insisted that, 

because of this gap, the continuance of the RFC was urgently necessary 11if 

thousands of small business enterprises throughout the country are to 

. 3 survive. 

Senator Paul Douglas of Illinois, defending basic theories of the 

RFC when he spoke in the .ienate on Apri 1 23, 1952, pointed out a genuine 

1u.s., Congress, ~enate, "Statement by Wendell Berge, Chairman, Small 
r,lanufacturers E:mergency Committee," Hearings.: Before the Committee on 
Banking and Currency, 82d Cong., lstsess:-;-1,1ay 2 2, 1951, P• 345. 

2
Ibid., P• 346. 

\bid., p. 350. 



need for the RF'C toGether w:i.th the functions it had been perfonning in 

connection with loans to small business, disaster loans and public 

agency loans. he stated; lfThere are some localities in this country 

which find it difficult to get capital from local banks because the 

local banks do not have enough deposits to make the loan. That is 

largely true of the South, the Southwest, the great plains, arrl, to 
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some degree, the "'iountain States. n
1 

He added that the could step in 

and meet some of these sectional deficiencies in capital. 2 

The same view was consistently expressed by Senator Fulbright. 

For instance, he once stated in a debate in the Senate that the 

largest single institution among the banks in his state, Arkansas, had 

total assets of about $60,000,000 and that was the only one of that 

size, and that there was another one close to it, but aside from two 

or three like that, there were other banks with total assets of only 

around $10,000,000 or $15,000,000. He added that these banks in his 

state were quite unable to finance a reasonably expanding business, as 

their lending limits were somewhere in the neighborhood of $50,000 or 

$60,000. 3 

He again recently stated in the Senate: "There is plenty of 

capital in the East, plenty in Michigan, Ohio, California, Pennsylvania, 

But how about the fellow with a furniture business in Arkansas, who needs 

1 
"Amendment of Reconstruction Finance Corporation.Act," Congressional 

Record, vol. 98, pt. 4, p. 4263. 
2Ibid. 

311Amendment of Reconstruction Finance Corporation Act," Congressional 
Record, vol. 98, pt. 4 (april 23, 1952), p. 4285. 
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a $75,000 loan? He is not go to find a bank back home to take care 

of him. And he cannot come East with his problem; the New York bankers 

I 
won t be interested in a loan of that size. What can he do? If it 

weren I t for the RFC, hundreds of businesses in the Jou th and Nest 
1 

could never expand." 

'l'he regional aspect of the abolition of RFC is a rern.arkably 

ticklish business. The cllief beneficiaries of the RFC's ordinary 

business loans (considering the number of loans rather than their 

dollar value) were Texas, Tennessee, Washington, arkansas, and Georgia, 

in that order. A vigorous push for abolition of RFC, even one led by 

Byrd of Virginia, could very easily be made to look like an assault by 

northern big business against the struggling young enterprises of the 

South and West. 

What this confused state of affairs boils down to is that several 

of the functions of the RFC will have to be retamed for some time to 

come, even if the agency itself is abolished. And if the functions 

are to be retained, why not retain the agency that has been perfonning 

the functions, and has got the experienced administratorsf This simple

sounding question has carried some weight w:i. th Congress in the past; and 

the answer to it--tha t the RFC has become an administrative monstrosity 

which -w.ould be easier to cbolish than to reorganize--is hard to state 

effectively in a public forum. 

1ttResolution on Reconstruction finance Corporation," Congressional 
Record, vol. 99, No. 25 (F'ebrua:ry 13, 1953), p. 1090. 
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The three-year-old battle on the qeustion of whether or mt the RF'C 

should be abolished ended when a committee of conference reached an 

agreement on a bill to dissolve the Reconstruction Finance Corporation 

and to establish the Small Business Administration, arrl both houses 

passed the bill. The bill was signed by the President on July 30, 1953, 

to become Public Law 163 (83d Cong., 1st sess.)--cormnonly to be called 

11Small Business Act of 1953--Reconstruction Finance Corporation 

1 
Liquidation Act." 

1Public Law 163, (83d Cong.; 1st ,sess.), "An Act 'ro dissolve 
the Reconstruction Finance Corporation, to establish the Small 
Business Administration, and for other purposes. 11 



Section 4 

General Appraisal of RF'C Activities in the Post-Har Period and the 
Present Status of the RFC 

As World War II drew to a close, the Congress started curtailing 

the vast wartime activities of the FJ?C and its subsidiaries. It must 

be remembered that during the War the RFC was engaged in financing the 

American industrial ex-pmsion at the direction of the production and 

mill tary high command, and that the bulk of this vast undertaking was 

accomplished through its subsidiary corporations. Some of these corpora

tions became so swollen with the demands of war activity, that they 

grew larger than the peacetime RFC itself. 

By an act approved June JO, 1947, Congress abolished the Federal 

J.pan Administration and rewrote the RFC Act, repealing prior legisla

tion and providing a new charter for the Corporation. This Act 

terminated most of the Horld War II activities of the RF'C. 

In the spring of 1948, the Rti,C Act was again amended, and extended 

the Corpora 1,ion frorn June 30, 19 LB, through June 30, 1956, arrl the 

lending powers from June 30, 1948 to June JO, 1954. 

Urrler these two amendments of 1947 and 1948, the RF'C was authorized 

to make loans to business enterprises (including railroads and air 

carriersJ to financial institutions; to States, municipalities and other 

public agencies; and to make loans because of floods or other catastrophes. 

Other functions relating to the production of synthetic rubber, tin, 

and abaca have been continued under the RFC by special enactments of the 
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Congress and Presidential directives. 'I'he ru~c also has continued 

liquidating certain defense plants and facilities. 
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1,1ieanwhile, the outbreak of the Korean war placed the RFC in the 

defense picture once again. Under the Defense Production Act of 1950, 

the RFC gave considerati:m to loans to business enterprises which 

contributed to the national defense. Under section 302 of that Act, 

the RFC made loans to business enterprises for the expansion of capacity, 

the development of technological processes and the production of essential 

defense materials upon the issuance of a certificate of essentiality by 

the Defense Production Administration, the Defense Materials Procurement 

Agency, or the De-pa.rtment of Agriculture. Under section 714 of the 

Defense Production Act, the RFC made loans to small business concerns 

which had been recommended for the loans by the Small Defense Plants 

Administration. The Rf.i'C was also authorized to aid in financing projects 

for civil defense purposes, as provided by the Federal Civil Defense 

Act of 1950. 

During the period 1945-1951, the Senate Banking and Gurrency 

Committee held a series of hearings, inquiring into and investigating 

the operations of the RFC. Among tnose hearings, most noteworthy for 

this study were (lj those conducted under the chairmanship of Senator 

Charles YI. Tobey of dampshire, which lasted from June 1945 until 

'rl1ey 1947, :in connection with the $80,000,000 loan to the Baltimore and Ohio 
, 

Railroad Company; 1.2) those conducted under the chairmanship of ;,;enator 

C. Coup;las Buck of Delaware during tJ-1e period December 1947-January 1948, 
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in connection with the extension of the RFC; and (3) those conducted 

under the chai nnanship of Senator ·Nilliam J. Fulbright of Arkansas, in 

connection with the operation of the RFC. 

Above all, the hearilws conducted under the so-called Fulbright Sub

committee gave particular attention to top-level policy. Subsequently 

ti1e hearings turned to the subject of 11political influence, 11 "personal 

favoritism, 11 and 11misman.Igement. 11 

'!'he :L'Tll'lEdiate resulT,s of these hearin 6s were at least two-fold. 

Onewas the reorganization of the RFC, the other was a political battle 

on the question of whether or not the RFC should be abolished. As of 

May Li, 1951, the single Administrator replaced the fi ve-m.an Board of 

Directors and, at the same time, a loan Policy Board of five members 

was created in order to promulgate general policies to govern the grant

ing and denial of loan applications. 

The results of the three-yeaI'-old political battles on the abolition 

of the RFC were the liquidation of the RF'C as a Government agency and the 

creation of a new Government agency called the Small Business Administra-

tion. 

Under the "Reconstruction Finance Corporation Liquidation Act" 

approved July 30, 1953, the RFC's lending authority was terminated as of 

1 
September 30, 1953 (60th day following the enactment of the act), and 

the agency itself is to be dissolved as of June 30, 1954 (instead of June 

1
Public Law 163 (8Jd Cong., 1st sess. ), Title I, "Reconstruction 

Finance Corporation Liquidation Act, 11 sec. 102 (b). 



297 

1 JO, 1956, under the previous law). 'Ihe R?C liquidation Act authorizes 

the Secretary of the Treasury to carry out the liquidation of the RFC I s 
2 

ac ti vit ies. 

The RFC functions under the Federal Civil Defense Act of 1950 have 

been ~ransferred to the Secretary of the Treasury effective October 1, 
3 

1953, for continued operation. 

The disaster loan program and the municipal loan program of the RFC 

4 
were vested in the m,wly created Small Business Administration and a 

revolving fund of $25,000,000 is provided for the operation of each of 

these programs. 5 

The rubber, tin and abaca programs of the R~'C are to be transferred 

to the President not later than June JO, 1951+. 6 
'l1he defense loan 

programs under the Defense Production Act of 1950 have already been 

transferred to the President effective October 1, 1953. 7 

207. 

1, ' Lbid., sec. 102(aJ. 

2I"., ~-, sec. 102(d). 

104. 3Ibid., sec. 

Uibid., sec. lOD, and title II, If.Small 3usiness Act of 1953, 11 sec. 

Title l, sec. 107 (a). 

sec. 107 (b) . 



The 11Small Business Act of 19.53, 111 crc,ated the 11Small Business 

Administration" under the general supervision of the President, as an 

independent Federala,;~ency not affiliating its elf with or within any 
2 

other a,~ency or department of the Federal Govermnent. 
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In establishing the SBA, the Congress specifically put the policy 

of the Congress into th:! law. Section 202 of the Small Business Act 

of 195 3 reads: 

The essence of the American economic system of private enter
prise is free competition. Only through full and free competitfon 
can free markets, free entr.r into business, and opportunities for 
the expression and growth of personal initiative and individual 
judgment be assured. The preservation and expansion of such 
competition is'basic not only to the economic well-being but to 
the security of trlis ifation. Such ::iecuri ty and vrnll-being cannot 
be realized unless the actual and potential capacity of small 
business is encouraged and developed. It is the declared policy 
of the Congress that the Government should aid, counsel, assist, 
and protect insofar as is possible, the interests of small-
business concerns in order to preserve free competitive enterprise, 
to insure that a fair proportion of the total purchases and 
contracts for supplies and services for che Government be placed 
with small-business enterprises, and to ms.intain and strengthen 
the overall- economy of the Nation. 

Further, it is the declared policy of the Congress that the 
Go vemment s~ould aid and assist victims of fbods or other 
catastrophes. 

The Small Business Act of 1953 vests the management of the Administra

tion in an Administrator to be appointed by the President by and vd th the 

advice and consent of the ~enate, an:l authorizes the Administrator to 

appoint three Assistant Adrninistrator~ and other necessary personnel. 
4 

1Public Law 163 (83d Cong., 1st sess. ), Title II, "Small Business 
Act of 1953. 11-

2 
Ibid., sec. 204. 

3Ibid., sec. 202. 

sec. 204(c). 
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1'he Administration is authorized to obtain money from the Treasury 

of the United States not to exceed a total of $275,ooo,ooo outstanding 

at any time. For this purpose appropriations not to exceed $275,000,000 

1 are authorized to be made to a revolving fund in the Treasury. Of such 

total there may be outstanding at any one time $150,000,000 for business 

loans, $100,ooo,ooo for contract and subcontract authority, and $25, OOD,000 

2 
for disaster loans. 

The Act further set up a limitation on the anount of loan or loans to 

a borrower, not more than J150 ,000 to a borrower outstanding at any one 

t . 3 
ime. 

As was the case of the RFC under the Reorganization Plan No. 1 of 

1951, the Act established a Loan Policy Boa:ro. made up of the Administrator 

as Chairman and secretaries of the Treasury and Commerce (or their 

designated representatives). 4 

The Act sets t,he tennina tion date of the Administration at June 30, 

1955.5 

A review of the studies in this chapter and a comparison of the pro

visions in the RFC Liquidation Act and the Small Business Act of 1953 

lead to the conclusion that the R!i'C was liquidated not because of the 

functions it was perform.ing but mainly because of the manner in wr?ich it 

1Ibid., sec. 204(b) 

2Ibid. 

31bid.' sec. 207. 

4Ibid., sec . 204(d). 

.5Ibid., sec. 221. 
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was operated. Most of the primary functions which the RFC had been 

performing were not repudiated. Some were taken over by a newly 

created agency with rro re rigid restrictions on lending policies and 

more narrowly limited fieJds of operation than the RFC; and some were 

transferred to other Government agencies, as has been pointed out. 



CHAPTER VI 

SOURCb.S OF THE RFC' S OPERATING l<'lTI'JJS 

Since its inception, the RFC' s funds have been derived principally 

from three sourees: (1) subscriptions to capital stock by, and 

borrowings from, the United States 'l'reasury; (2) sale of its obligations 

to the general public; and (3) earnings derived from lending h ctivities 

and other miscellaneous income suc..1-i. as dividends from its investments 

in securities, income from properties ands ecurities acquired in liquida

tion of loan indebtedness, fees on loan participation agreements, and 

commitments fees, arrl the like. 

Section 2 of the Rl<'C Act provided the Corporation wi. th capital 

stock of $500,000,000 subscribed by the United States of America, and 

it authorized the appropriation of this amount for the purpose of making 

payments on the subscription when called.
1 

Pursuant to this authoriza

tion, Public Resolution No. 7, approved January 27, 1932, 2 appropriated 

$500,000,000, and the subscription was made and paid for by the Secretary 

of the 'freasury on behalf of the United States. Of the $500,000,000 of 

the original capital stock, the RFC in July 1941 retired $17.5 ,000,000 

pursuant to authority granted by the Act of June 25, 1940. 3 Again, by 

147 U.S. Stat. at L. (1932), 5, 11RF'C Act," sec. 2. 

247 U.S. Stat. at 1. (1932), 14. 
354 U.S. Stat. at L. (19LtO, 572, 11An Act To Authorize the purchase 

by the Reconstruction Finance Corporation of stock of Federal home-loan 
banks .••• 11 sec. 2. For a further explanation for this retirement, 
see PP• 31:5-31..6. 

JOl 
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an act of Congress approved l'viay 25, 1948, the RFC further reduced its 

outstanding capital stock from $325,ooo,ooo to $100,ooo,ooo by payment 

of $225,ooo,ooo to the United States Treasury in July 1948. 1 

In addition to the funds provided by the subscription to its capital 

stock and by the nd earnings from its lending t:Ctivities, the RFC 

obtained funds from borrowings which constituted the principal means of 

financing its operations. The borrowings were made in accord with the 

provisions of section 9 of the RFC Act, under which the Corporation was 

"authorized and empowered, with the approval of the Secretary of the 

Treasury, to issue, and to have outstanding at any one time in an amount 

aggregating not more than three times its subscribed capital, its notes, 
2 

debentures, bonds, or other such obligations." Accordingly, the initial 

borrowing authority of the Corporation was established at $1,500,000,000; 

or three times its subscribed capital stock. However, such authority was 

greatly increased by subsequent legislation until 1947, as indicated below. 

Borrowinr authority 
Enactment and increase 

Initial authorization, 47 Stat. 5 ........... $1,.500,000,000 
July 21,. 1932, 47 Stat. 714................. 1,800,000,000 
June 16, 1933, 48 Stat. 210................. (400,000,000) 
Jan. 20, 1934, 48 ~tat. 319................. 850,000,000 
lileb. 24, 1938 and National Ii.au.sing Act ...... (1,660,000,000 
Sept. 26, 1940, 54 Stat. 962...... ... . . . . . . . 1,500,000,000 
June 10, 1941, 55 Stat. 250 ................. 1,500,000,000 
Oct. 23, 1941, 55 Stat. 744 ................. 1,500,000,000 
lviarch 27, 1942, 56 Stat. 176................ 2,500,000,000 
June 5, 1942, 56 Stat. 326 .................. " 5,000,000,000 

3 :;Jllli,090,000,000 
Note: Parentheses denote decrease. 

162 U....S... ..s..t.a:t. at L. (1948), 261, An Act To amend the Reconstruction 
Finance Ctrrporation "1~tt;-as amended, and for other purposes, 11 sec. 2. 

247 U.S. Stat. at ]:. (1943), 5, 11RFC Act," sec. 9. 

3u.s. R.F .C., Reconstruction Finance Corporation .il.ct (as amended) 
January 1946), p. 239, Appendix A--Heconstruction Finance Corpora ti.on, 
Dorrowing Authority. 
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In addition to the general authorizations reflected in the fore

going tabulation, 11the amount of notes, debentures, bonds or other such 

obligations which the Reconstruction I<'inance Corporation is authorized and 

empowered to have outstanding at any one time" was increased froi:i time 

to time, by various acts of Congress, by amounts sufficient to carry out 

the provisions of said acts authorizing and directing the Corporation to 

make specific allocations, loans, advances, and purchases of securities. 

,;ome o.f these authorizations were in specific amounts and others were 

not limited. The RFC, under the so-ealled "specific borrowing powers, 11 

could issue further obligations limited by the amounts which it was 

authorized to expend in certain specific activities, and in other cases 

it was authorized to borrow for certain specific purposes without limita-

1 
tion on the a.mounts. 

After June JO, 1947, the borrow:ing authority of the RFC from the 

Secretary of the Treasury was limited to an amount 11su.fficient to enable 

the Corporation to carry out its .functions under this Act (RFC Act) or 

any other provision of law.n2 Consequently the borrowing authority of 

the RFC was changed in accordance with the limitation of its amount of 

investments, loans, purchases and commitments. 'I'he RlfC Act of 19473 

1 
For example, the RFC was 8 specificallyll authorized by section 6(b) 

of the Federal home loan Bank ""ct, approved July 13, 1933, to make funds 
available to the Secretary of the Treasury to enable him to make payments 
on stock of the Federal home loan banks; and by section 2(b) of the 
Federal Emergency Relief Act of 1933, anproYed May 12, 1933, to make 
advances to the Federal .emergency Relief Administrator up to ~500,000,000. 
On the other hand, for example, the RFC was authorized by section 5 of the 
Agricultural Adjustrrent Act of 1933, approved kay 12, 1933, to borrow "an 
amount sufficient to provide for advances" to the Secretary of Agriculture 
"to purchase cotton11 in accord with the provisions of the Agricultural 
Adjustment ii.Ct of 1933. 

261 U.S. Stat. at L. (1947), 202, 11Joint Resolution To extend the 
successiori-;-lending powers, and the functions of the Reconstruction Finance 
Corporation, 11 sec. 7. 

3Ibid. 



provided that the total amount of investments, loans, and commitments 

made after June 30, 1947, 11shall not exceed $2,000,000,000 outstanding 

at any one time. 111 This limitation was increased several times by 

Congress. The following tabulation presents the change of this 

limitation after ~une 30, 1947. 

Enactment 

Under RFC Act 

Date 

June 30, 1947 
July 19, 1949 
Oct. 25, 1949 
June 30, 1950 
Sept. 1, 1950 

Under Defense Production Act Sept. 8, 1950 
August 20, 1951 
June JO, 1952 
Oct. 2, 1952 

Under Civil Defense Act Jan. 12, 1952 

Amount 

$2,000,000,000 
2,500,000,000 
3,500,000,000 
3,750,000,000 

993,096,711 

75,000,000 
275,ooo,ooo 
411,000,000 
461,000,000 

250,000,000 

The limitations imposed by the various acts of Congress were 

intended primarily as restrictions on the amounts of its funds which 

the WC could invest, loan, or advance for the purposes set forth in 

these acts, and the increases in the borrowing authority of the RFC 

which were contained in certain of these acts h2d the effect of merely 

increasfog the total borrowing authority of the Corporation. Consequently 

the Corporation did not make a separate accounting of the amounts of 

funds borrowed for general purposes and another for those borrowed for 

. r· 2 spec1.1c purposes. 

1Ibid., sec. 4(c). 

2u.s., Congress, Report on Audit of Reconstruction i?inance Corpora
tion and Affiliated Corporations for the Fiscal Year Ended !!~ 30, 1945 
TJiouse Doc. No. ti50; Both \,jong., 2d sess.), P• 3~ 



305 

In this connection, it is very significant to point out what the 

Comptroller General of the United States recomrnended to the Congress 

in his audit report of the R.1'C for the fiscal year 1945. His 

recommendation read: 

We did not find any eviaence that RFC exceeded its borrowint:; 
authority at any time. However, in order that control by the 
Congress may be Slinpllfied, it is considered desirable that the 
borrowing authority be fixed at a single amount to cover all 
purposes and that this amount be increased or d!creased by the 
Congress from time to time as may be necessary. 

The authority of the to incur obligations by rorrowing from the 

Treasury normally ~ould impose upon the Corporation the requirement that 

it use the borrowed funds in a manner consistent with their ultimate 

repayment to the Treasury. It is evident that the permanent expenditure 

of funds advanced by the Treasury is the equivaJent of the withdrawal of 

funds fro;r1 the Treasury, yet, according to Article I of the Constitution 

of the United States of America "No money shall be drawn from the 

2 Treasury, but in Consequence of Approprlations made by Iaw.n It is 

further provided by law that 11lfo Act of Congress passed after June JO, 

1906, shall be construed to make an appropriation out of the Treasury 

of the United States • . . unless such Act shall in spedfic terms declare 

l 
Ibid. It is also significant to note that the Small Business Act 

of 1953 sets up overall limit of $275,ouo,ooo which the Administration 
can borrow as revolving fund from the Treasury, and within this overall 
limit Cnot in addition to) a certain amount of money is set aside for a 
certain purpose such as making catastrophe loans. Public Law 163 (83d 
Gong., 1st sess.), 11Small Business Act of 1953, 11 sec. 204 and sec. 207. 

2constitution, Art. I, sec. 9. 
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1 
anappropriation to be made .•• •" Enactment of the authority to c,n 

the indebtedness had the effect of showing Congressional approval of the 

expenditures, after the funds had been withdrawn from the Treasury and 

disbursed; but, under the act of June JO, 1906, it did not constitute an 

appropriation, and hence was contrary to the Constitution. However, 

through the medium of note cancellations, the borrowing authority of the 

m~c has bee utilized as a means of avoiding the necessity for making 

appropriations of public monies . device of avoiding direct 

Congressional appropriations by use of the RFC borrowing power -was first 

used by Congress itself in siphoning off relief funds from the Treasury 

in July 1933. Upon order of the Congress, the RFC, by issuing its notes 

to the Treasury, secured $500,000,000 which was paid out in 

grants to the States.
2 

In avoiding a direct appropriation, the Congress 

sidestepped an increase in the Budget deficit. 

A :minority report of the house Committee on Banking and Currency, 

issued on .April 20, 1933, with resp:ict to reli.ef expenditures then 

propos to ·:::e made fror:i the R?C funds, contained the following comments: 

In dissenting fror.1 the proposal to give $500,000,000 to the 
States f' or relief purposes, we find ourselves in fullest 
sympathy with the end in viev:, but unable to believe the method 
proposed is either necessary or wise. 

1u. Stat. at L. (1906), 76h, 11An Act r<1aking appropriations for 
sundry civil expenses of the Government for the fiscal year end 
June 30, 1907, and for other purposes, 11 sec. 9. 

2u.s., Congress, Report on Audit of Reconstruction finance 
Corporation ~ MfiliatedCorporationsfor tne 1• iscal Year EriaecJ June 
30, 19u5, (House Doc. No. 450; 80th Cong., sess. J, P• 35.-- --



• . . While they (expenditures o.f $500,000,000) wi 11 be made 
at once and so be in fact current expenditures, they wi 11 not 
show up in the Budget. If this is legitimate finance, then 
everJ exceptional expenditure should be segregated and dealt 
with by independent accounting, but in no case sho'\ild the J 
facts be concealed. The people have a right to know such facts. • 

The minority report further states: 

The Reconstruction .L''inance Corporation was conceived and 
shaped to be a lending agency, precisely after the fashion of 
the Vfar Finance Corporation, which repaid to the Treasury all 
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the public funds it had received and more tJo. It was never thought 
of as a spending agency or a distributing ~ency. To e2graft on it 
the giving function is illogical and undesirable .... 

At times it is necessary for the Government to undertake extensive 

programs involving the expenditure of money. Sometimes the diler:.ir,a arises 

because public opinion has not developed to the point where the Congress 

can reasonably debate and enact adequate measures for meeting the crisis, 
.. 

or, because of other good reasons, the public disclosure of detailed 

plans is not deemed advisable (as in the case of the nati-::mal defense 

measure enacted in J.940). Presumably it has been felt the constitutional 

restrictions and the administrative rules which have been adopted to give 

effect to them, if rigidly applied in these circumstances, would impair 

the Government 1 s ability to meet the crisis . .And accordingly, the re

strictions and the rules. are side-stepped. 

111Use of EF'C to Avoid the Need for 1•~aking Appropriations of .Public 
Money: Statement of l,1r. Theodore nerz, Assistant Director of the Corpora
tion Audi ts Division, General Accounting Office, 11 in U.S., Congress, 
Senate, 11lnqui!'"IJ l.nto the Operation of the Reconstruction Finance Corpora
tion and Its Subsidiaries Under Senate Resolution 132, u Hearings: Before 
a Special Sub-committee of the Committee on Banking and Currency, 80tt1 
Cong., 1st sess. (LJecember 3, 11, and 12, 1947), p. 237. 

2
Ibid. 



The device of avoiding direct Congressi:mal appropriations by use 

of the RFC1 s borrmving power been 1JSed even on a larger 

Prior to June 30, 19L5, the Secreta:F.f of the Treasury had cancelle:i 

oblio;ations of RFC in the ·total amount of ~r2,785,000,000, pursuant to 

the provisions of an act approved February 24, 1938, 
1 

and to those of 
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SEction 602 of the National Ac·t. These were obligations incurred 

by Fi'C in obtaining funds, by direction of Congress, for allocations to 

other Government agencies and for relief. 'the cancellations were 
2 

effected without the making of appropriations. 

As it appeared at June 30, 1947, that the Treasury would have to 

cancel obligations of about $9,300,000,000 in settlement of the 

Corporation's participation in the national defense program, the war 

effort, and the Government's reconversion~tivities, the question of 

note can::ellations by the Treasury for borrowings by the RFC was again 

considered by Banking ard Currency committees of both the Senate and the 

House of Representatives in December 1947 during hearings held in 

3 
connection with the passae:e of the 19h7 RFC Act. Iv~r. Theodore derz, 

Assistant Director of the~orporation il-udits Division, General Accounting 

1.52 U.S. Stat. at L. (1938), 79-80, "An Act to authorize the 
Secretar.r of the 'rreasury to c~ncel obli13ations of the Reconstruction 
Finance Corporation incurred in supplying funds for relief at the 
authorization or direction of Congress, and for other purposes." 

2u..s., Congress, Report on Audit of Reconstruction :?inance 
Corporation and Affiliated Corporationsfor the Fiscal Jear Ended 
June 30, 194$ (House Doc. No. 316; 80th Cong., 1st sess-=--r;-p. 7. 

361 U.S. Stat. at L. (1947), 202-209, 11',bint Resolution To extend 
the succession, lending powers, and the functions of the Reconstruction 
Finance Corporation." 



Office, made the follovving statement before the Senate committee 

hearings: 

Reconstruction .;;'inance Corporation has been described from 
time to time as the back door to the Treasury of the United 
States. This means that access to public funds could be had 
through RFC in a way which avoided the ordinary Government 
processes for controlling the expenditure of cash resources. 
SubstantialJ.y the description is accura.te. 1 • 

He continued: 

One of the most important uses which has been made of RF'C 
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has been its use in transactions which avoided the Appropriations 
Committees of the Congress and the ordinary congressional proced
ures by which ex:pen:iitures of public funds are revi 2wed, debated, 
modified, and approved, or disapproved, in advance. 

As has just been pointed out, in a minority report of the house 

Cowmittee on Banking and Currency, issued on April 20, 1933, 3 the employ

ment of the RFC arrl the use of its borrowing authority, in activities 

whose nature requires the expenditure of moneys for purposes which would 

preclude their recovery for repayment to the Treasury is basical]y in

consistent with the corporate character of the enterprise. In conduct

ing such activities, the RFC could not act for itself, but rather it 

had to act as agent for 1,he Government. And this being so, such 

activities hould be financed by the departments for which they were under

taken and whose officials were responsible for the activities in question. 

111Use of HFC to Avoid the l~eed for making Appropriations of Public 
Money: Statement of Mr. Theodore Herz, Assistant Director of tre Corpora
tion i..udits Division, General Accounting 0ffice, 11 U.S., Cone;ress, Senate, 
11Inquiry Into the Uperation of the Reconstruction Finance Corporation and 
its Subsidiaries Under t3enate Resolution 132 , 11 hearings: Before a Special 
Sub-committee of the Committee on Banking and Currency, 80th Cong., 1st 
sess. (December 3, 11, and 12, 1947), p. 236. 

2 
Ibid. 

3 
See ?P• 306-307. 
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'rhis principle was affirmed by the Congress in the Government Corpora

tions Appropriations Act, 1947, title II, which reads: 

. . . no part of the funds of the Reconstruction Finance 
Corporation or of any subsidiary thereof shall be used to 
make any purchase or for personal services or to enter into 
any contract for the use or benefit of any other agency of 
the govemment unless such agency shall have authority in 
law and appropriations available to make reimbursement for 
such purchase, personal services or contract ••.. 1 

In addition to this provision from the Government Corporations 

Appropriations Act, section 102 of the Government Corporation Control 

Act provides, with res:i,:ect to statements included in the Budget 

program, presenting estimates of the financial condition and operations 

for the ensuing year, ''such statements shall include estimates of •.. 

appropriations required to provide for the restoration of capital 
2 

impainnents. 11 

Examining the nature of the net expenditures of $9,300,000,000 

incurred by the FI.FC in connection with the national defense program, 

and with the war effort, the RFC undertook net expenditure activities 

in response, directly or indirectly, to the enactments of the Congress 

and to Executive orders i,:;sued under the First War Powers Act, as we 

have discussed in Chapters roT and V. 1~otably, the directive that the 

RFC continue to supply funds to the War Damage Corporation to the extent 

160 .U:...S..... Stat. at _b. (1946), 5?8, 11.An Act Making appropriations for 
Government corporations and independent executive agencies for the fiscal 
year ending June JO, 1947, and for other purposes," Title V, Federal Loan 
Agency. • 

2.59 u.s. Stat. at L. (1945), 597, 113overnment Corporations Control 
Act, 11 sec7102-.--



of $1,000,0CX),000 which, incidentally did not become necessary, was 

l 
prescribed for the RFC by the Congress. 1'he Emergency Price Control 

Act of 19L2 provided that certain subsidies could be paid only by the 
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2 
RFC subsidiaries, as we have discussed in Chapter IV. 'Inere were many 

instances in which the RFC undertook to acquire war assets simply in 

order that other agencies might not have to request appropriations. For 

instimce, the War Department in December 1940, in order to conserve its 

existing appropriations, directed the 1)efense Plant Corporation to 

acquire certain assets and to supply certain facilities for the War 

Der:artment with a promise that the amount of investments by the Defense 

Plant __;orporation would be 11paid out of future appropri.ations by 

Congress II and the Defense Plant Corporation would be "reimbursed in 

ful1. 113 

The Government Corpora tLons Appropriation .11.c t of 1949, approved on 

June 30, 1948, authorized the Treasury to cancel RFC1 s notes to the 

extent of Lhe total net expenditures made by the Corpora tLon for national 

4 
defense, war, and reconversion purposes. The canceled notes amounted to 

$9,313,736,531. 5 By this action the RFC was reimbursed in full for its 

1 
See PP• J.26-129. 

2 See PP• 1),3-JJiS:. 

3111,etter of Robert ? . Patterson, The Assistant Secretary of Vfar, 
to far. Emil .'Jchram, -.:hairman, Reconstruction Finance Corporation, 11 in 
u.s., Congress, Senate, 11lnqui:cy into the Operation of the Reconstruction 
Finance Corporation and Its Subsidiaries under Senate Resolution 132, 11 

Hearings: Defore a Special Subcommittee of the Committee on Banking and 
Currency, Exhibit 28, p. 241. 

462 U.S. Stat. at L. (194B), 1183, 11'l'he Government Corporations 
' 1ppropriation Act, 19497 11 Title rr. 

5Ibid. 
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total net expenditures for wartime activities. 

These three major by-passing operations together resulted in the 

net expenditure of public m:mies totalling more than $12,500,000,000 

by use of procedures which gave the appropriations committees no 

opportunity to pass on the expenditures in advance and which, therefore, 

withheld from the Congress the opportunity to make appropriations in the 

ordinary course of business. 

Within the limit of the general and sp e:::ific borrowing powers, the 

RFC also borrowed from the public with priocipal and interest gu?,ranteed 

by the Federal Government. The borrowing authority of the RFC was 

utilized on one occasion as a means of reducing the borrowing requirements 

of the Treasury of tt? United States. In the fiscal year 1941, when the 

public debt was approaching its legal limit of 1t49,000,ooo,ooo, the 

Corporation temporarily discontinued borrowing from the Treasury, and 

it paid a total of $300,000,000 into the Treasury, pursuant to authority 

granted by the act of June 25, 191.i.0.
1 

This total was made up of 

$125,ooo,ooo to purchase the stock of the l!""ederal home loan banks then held 

by the Treasury, and $175,ooo,ooo to retire part of the capital stock of 

2 the RFC, as discussed at the beginning of this chapter. Instead of 

borrowing from the 'L'reasu:ry, the RFC borrowed $61.6,ooo,ooo on April 17, 

1941, and $571,000,000 on July 3, 1941, respectively, from the public. 

The Treasury's needs for this period were thus reduced by a total of 

$1,216,000,000 as evidenced in Table 16. In the intedJU the statutory 

1.54 U.S. Stat. at L. (1940), 572, '!A.n Act to authorize the purchase 
by the Recoostruction/inance Corporation of stock of Federal home-loan 
banks; to amend the Reconstruction J:i'inance Corporation Act, as amended, 
and for otherpurposes," sec. 2. 

2see p. 301. See also Table 16. 
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limit had been raised (on lebruary 19, 1941) from $49,0uo,ooo,ooo to 

$65,000,000,000 and the necessity for borrowing from the public ceased. 

The President, in his 19 48 Budget Messa,:;e, recormnended that the authority 

of Government corporations to issue guaranteed obligat:bons to the public 

be repealed and that they be limited in the future to borrowing funds 

1 
13olely from the Treasury. Since that time the RFC was solely financed 

by the Treasury, its borrowings reaching a total of over $10,000,000,000 

as shown in Table 16. 

It is believed that centralized financing by the Treasury avoids 

competition in tile investment market between the Treasury and other 

2 
Government agencies and makes for fiscal efficiency and econo.rey. This 

is considered especially important at the present time because of the 

magnitude and complexity of the proble1,1s involved in the management of 

the public debt. 3 In a few wholly owned or mixed-ownership Government 

corporations where authority still exists for issuance of debentures to 

the public, the ;3ecretary of the Treasury, under section 303(a) of the 

Government Corporation Control Act, must approve any issue as to form, 

timing, maturity, and price. 
4 

1 "Address of the .r'resident of the United States, 11 Congressional 
Record, vol. SB, pt. 1 (January 6, 1947), p. 135. And also U.S., Conr,ress, 
House, "Budget foessage of the Pres~dent and Sumrnary Budg~t Statement 9 , 11 

House Doc ll)llent (Doc. No. 19; 80th uonc:., ls t sess.), p. 11"58. 

2sidney D. Goldberg, and narold Seidman, The Government Corporation: 
Elements of a Model Charter (Chicago: Public Administration Service 1953), 
p. 20. 

3Ih'' ulC1. 

4 59 U.S. Stat. at .u. (1945), 579, "Government Corporation C:Jntrol 
Act, 11 sec :--}OJ"(aT-
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Table 16 

NOTES OUTSTAllfDING TO THE TREASURY AND TO THE PUBLIC, AND CAPITAL SToci2-

Notes 
Date Capital Stock To Treasury To Public 

Dec. 31, 1932 $500,000,000 $810,000,000 0 

Dec. 31, 1933 " 2,350,000,000 $180,025,854 

Dec. 31, 1934 " 3,585,ooo,ooo 249,336,666 

Dec. 31, 1935 If 4,095,000,000 252,459,666 

Dec. 31, 1936 11 J,68.5,ooo,ooo 251,724,666 

Dec. 31, 1937 " 3,60,5,000,000 297,272,666 

Dec. 31, 1938 II 754,796,054 508,979,000 

Dec. 31, 1939 " 10,898,445 1,096,057,000 

Dec. 31, 1940 " 22,804,250 1,096,757,000 

June JO, 1941 " 0 1,741,449,000 
Dec. 31, 1941 325,000,000 804,770,000 1,801,613,000 

June JO, 1947 " 10,009,704,982 0 

June JO, 1948: " 02 0 

June JO, 1949 100,000,000 855,176,299 0 

June JO, 19.50 If 1,460,752,973 0 

June JO, 1951 II 953,015,458 0 

June 30, 1952 It 258,392,673 0 

1source: U.S., R.F.C., Annual Report and Financial Statements (from 
1947 through 1952), and Board of Governors of the Federal Reserve System, 
Federal Reserve Bulletin, XXXIII-XXXVIII (January 1947 through December 
1952). 

2At June JO, 1948, the ru,c had liabilities to the U.S. Government 
arisine from national defense, war and reconversion activities, including 
liquidation of the Small War Plants Corporation. The RFC utilized such 
funds in the administration of its lending functions. See U.S., R.F.C., 
Annual Report and Financial Statements (June JO, 1948), p. 26. 
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The RFC, from its inception in February 1932 through June 30, 1947, 

realized $551,901,483 of accumulated income from its lending activities. 1 

However, the accuracy of the accounting of this accwnula.ted net income 

was challenged bJ the Comptroller General of the United States in his 

audit report for the fiscal years 19t6-19l+ 7. He reconunended that the 

RFC should 'consider the followine; situations in its accounting: 

1. 'I'he Corporation has had the interest-free use of from 
$325,000,000 to ~500,000,000 dollars of Treasury funds 
received in payment of the Government's subscription to its 
capital stock, as well as the interest-free use of retained 
accumulated income which at June 30, 1947, aggref:ated 
approximately $552,000,000. • 

2. The interest rate paid to the Treasury for funds 
borrowed by RFC was substantially le,3s than the average rate 
at which the Treasury 1.:as able to borrow from the public. 

J. RFC has borrowed large sums of money from the TreasUI"J 
which it, in turn, re-loaned to other Government agencies at 
a higher rate of interest than that paid to the Treasury. 

4. Certain additional costs incurred by the Government for 
the account or benefit of RFC

2
or its employees were not 

allocated to the Corporation. 

The Comptroller General estimated that the accumulated net income 

of the RFC by June JO, 1947, would have been approximac:.ely $JOO,OOO,OOO 

less had the RFC been required to pay the Treasury 1 s average rate of 

R. F. C., Annual Report and Financial Statements ( Jure JO, 194 7), 

2u.s., Congress, Report on audit££. Reconstruction :Finance Corpora
tion and Subsidiaries for the ~iscal Years Ended June JO, 19L6 and 1947 
CT{ouse Doc. No. )};8; 81st Cong., 2d sess.), p. 31.i-.-- ------
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• t t f ., d • th l '· t· ·t· l in eres on unas use in e enainr, ac ivi 1.es. 

By June 30, 1952, the RF'C reported :;.,606,050,437 of accumulated net 

• f • 1 d' t • • t • 2 income ram i Ls en ing ac ivi ies. In the r:1eantime, by the same act 

which made the lilG retire :i;i225, 000 ,OOO out of its outstanding capital 

stock of $325,000,000 in July 1948, the RFC was directed to reduce to 

~~250,000,000 its retained accumulated net income. 3 Under this provision, 

the RFC reduced its accumulated net income at June 30, 19Li8, from 

~:557 ,391,555 to ..!i250,000,000 1W payment of $307,391,555 to the Treasury 

in Jecember 1948. 'I'he foregoing change in capital structure reduced by over 

$525,ooo,ooo the interest-free funds used in the lending activity. After 

that the RFC operated on a capital stock and accumulated net income 

aggregating only :HJ.So,000,000. 

2 
U.S., RS.C., Annual Report and Financial Statarn.ents (June JO, 

1952), p. 40. 

362 U.S. Stat. Eit L. (191i8), 261, 11An Act To amend the Reconstruc
tiun Finance Act' as amended, and for other purposes, II sec. 1. 



CHA.PrER VII 

CONCLUSION 

Crisis conditions in the autumn of 1931 made government aid 

inq)erative and justified the creation of a Federal lending agency--

the Reconstruction Finance Corporation, for a ter.,porary period of time. 

The main objective of the agency-was to combat the depression by pro

viding emergency financing facilities for banks, trust companies, and 

other financial institutions, to aid in financing agriculture, commerce, 

and industry through banks and other financial and agricultural institu

tions., and to make loans directly to railroads. In order to achieve 

these objectives the RFC was conceived as a powerful organization with 

adequate resources-$2.,000,000,000-backed entirely by the Federal 

Government. 

Very soon after its creation, its .functions and resources h&d 

steadily grown by congressional enactments., executive direction and its 

own assumption within the provision of law. Through amendatory and 

supplemental legislation, the RFC was further authorized to make loans 

on the assets of closed banks and trust companies, and, with the approval 

of the Secretary of the Treasury, to purchase preferred stock, or, if 

the state laws prohibited or restricted the issuance of such stock, 

capital notes or debentures of banks. Through further amendatory and 

supplemental legislation, tlil.e effect of which was to broaden extensively 

its original powers, the RFC, for the purpose of naintaining and promoting 
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the economic stability of the country, encouraging the employment of 

labor, and for other purposes, was autrorized, generally, to make 

direct loans to any business enterprise, to make loans to states, 

municipalities, political subdivisions of states, and other public 

authorities, to make loans to various government corporations and 

agencies such as the Commodity Credit Corporation, the Export-Im.port 

Bank of Washington, and the Rural Electrification Administration, to 

make catastrophe loans, first directly by the RFC under specific 

congressional enactments and later through its subsidiary, the Disaster 

L::>an Corporation, and to aid in the maintenar.ce of a nonnal market for 

home mortgages insured or guaranteed by the Federal Housing Administra

tion chiefly through its two subsidiaries--the RFC Mortgage Company and 

the Federal National Mortgage Association. In addition, the RFC was 

directed to perform certain miscellaneous functions from time to time 

through congressional enaetments or Executive direction, such as 

regulating high salaries paid to corporate officials who oorrowed money 

from the RFC, and establishing a government market for gold in the 

United States. The RFC even assumed miscellaneous .functions which 

had not been specifically mentioned in any congressional legislation or 

Executive orders--for instance, as a result of the default of the Dawes 

loan, the RFC came into the utility business for a short period of time; 

arrl for the purpose of administering and' liquidating the collateral 

acquired from the loan made to a real estate business, the RFC organized 

the Consolidated Realty Corporation which managed hotels, theaters, office 

buildings, and other miscellaneous properties for over ten years. 
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The RFC undoubtedly contributed materially to improvement of the 

economic stability of the country in the 19301s by lending money to 

distressed financial institutions and business enterprises, thereby 

staving off' bankruptcy or liquidation and preventing the dissipation or 

billions or dollars of assets. Further, it aided in reducing unemploy

ment by financing public and private projects. Then followed the national 

emergency and World War II periods. 

During the national defense and war periods Congress further aug

mented the Corporation's functions to enable it to assist in carrying out 

various programs essential to the national defense and war effort, such 

as the financing of plant conversion and construction, providing war 

production :facilities, acquiring critical and strategic materials, and 

other di versified undertakings. 

In order to carry out these ever expanding functions, which had 

never been contemplated when the RFC was first created in 1932, the RFC 

created and acquired eight subsidiary corporations through which it 

carried on its war activities. They were the Metals Reserve Company, 

the Rubber Reserve Company, the Defense Plant Corporation, the Defense 

Supplies Corporation, the W'ar Damage Corporation, the lJ. S. Commercial 

Company, the Rubber Development Corporation, aid the Petroleum Reserves 

Corporation (later the Vfar Assets Corporation). 

Fundamentally the RFC was the principal financial agent for the 

entire Government during World War II. Not only did it handle the 

finance for its own account and for the accounts of its numerous sub

sidiaries, but in addition it perfoxmed activities which effectively 
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supplemented the appropriations of other governmental organizations-in 

fact, the RFC was the "backdoor of the Treasw:y. 1t That is, the borrowing 

authority of the RFC was utilized as a means of avoiding the necessity 

for making appropriations of public funds, through the medium of~ post 

facto note cancellations by enactments of Congress. Such by-passing 

resulted in the advancing of $12,500,000,000, with no opportunity afforded 

to appropriations committees to pass on the wisdom of the appropriations. 

With the expansion of the functions in lending and non-lending activi

ties, the borrowing power of the RFC was greatly expanded, totaling once 

over $14,000,000.,000. Thus, under these circumstances, the fwictions of 

the RFC evolved to such a point that Mr. Jesse H. Jones is reported to 

have said, "We can lend anything that \la3 think we should--any amount, any 

length of time, any rate of interest, and to acy-body that we feel is 

entitled to the loan. n 

The fact of the Congress delegating such authority with such dis

cretionary powers to a single goverrunent agency was partly, yet to a 

large extent, explained by the personal influence of Mr. Jones, in whom 

the Congress had wibounded confidence. But a sowid government principle 

cannot be built upon faith in one man, for officials are mortal and 

fleeting. 
I 

As the War drew to a close, the Congress started to curtail the 

vast wartime activities of the RFC an:l its subsidiaries. It must be 

remembered that during the War the RFC was engaged in financing the 

American industrial expansion at the direction of the production and 

milita:ry high command, and that the bulk of this vast un:lertaldng was 
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accomplished through its subsidiary corporations. Some of these sub

sidiary corporations became so swollen with the demands of war activity 

that they grew larger than the peacetime RFC itself. By an act approved 

June 30, 1945, n:ost of these subsidiary corporations were dissolved and 

their assets and records were transferred to the parent., the RFC. 

When the War was won by the ]a tter part of 1945 and depression was 

not in sight around 1947, the continuance of the RFC had to be justified 

on a basis other than that upon which its original creation was justi

fied. First of all., the RFC perfonned an extremely useful am vital 

function during the emergencies of the depression in the 1930 1s and 

during the War. It was then reasoned that should such events recur, the 

existence of such an agency., already established, would permit more 

prompt and effective action than would be possible if an agency had to 

be re-created. Second, it was found that a 11f'inancial gap" existed in 

the private credit structure. It was further stressed that the major 

deficiency of the existing financial mechanism was found to be its lack 

of facilities for providing small businesses with equity and long-term 

capital financing. Thra it was reasoned that there were some limited 

functions which such an agency could uaeful:1¥ perform during periods 

which could not be characterjzed as times of economic depression or 

national emergency. 

Thus, the RFC was extended first until 1948 and then until 1956 by 

the 1947 a.nd 1948 legislation. At the same time, the Congress rewrote a 

new charter for the RFC which was expected to .function in 11normal times," 

repealing prior legislation which was no longer needed., and providing new 
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criteria under which the RFC was to function. While the new enactments 

in :1947 and 1948 limited the lending power and in turn the borrowing 

power of the RFC to ~2,000,000,000, these enactments authorized the RFC 

to make loans to business enterprises, to financial institutions, to 

states, municipalities and other public agencies, and to make loans 

because of floods or other catastrophes. Other functions relating to the 

pnoduction of synthetic rubber, tin, an:l abaca were to be continued unier 

the RFC by special enactments of the Congress and by Presidentiald:irectives. 

Loans to industrial and commercial enterprises expanded during this 

period, while loans to railroads, financial institutions, political sub

divisions of states and territories decreased to an insignificant amount. 

The greatest increase in funds provided by the RFC was in the purchase of 

mortgages. 

When the li'ulbright Subcommittee on the RFC started to disclose the 

"outside influence," "personal favoritism," and "mismanagement" of the 

RFC operations by some of the officials of the RFC, a clamor for abolition 

of the RFC arose from the Congress as well as from the public. The Re

organization Plan No. l of 1951 by which a;.; single Administrator re

placed the five-man Board of Directors, and a loan Policy Board was 

created for the purpose of setting up standards for granting or refusing 

loan applications, was a stop-gap for remedying the evils disclosed by 

the Fulbright Committee but it could not stop criticisms from those 

advocating complete abolition. Death was brought to the RFC when President 

Eisenhower signed a bill to liquidate the RFC and to establish a new 

Federal lending agency called the Small Business Administration. Thus the 
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RFC's lending authority was terminated effective September 1, 1953, and 

the Corporation is to be dissolved by June 30, 1954, two years earlier 

than the natural death contemplated under the previous law. 

All poll tic al systems are the natural reflection of their historic 

environment, and the programs of most government corporations are 11in 

politics• so far as their social acceptability and support are concerned. 

Pressure group politics are often a .factor in weighing:, social values for 

creation and liquidation of certain governmental institutions. One group 

may loudly insist that Government lending in normal times is an open 

governmental interference with private enterprise, and that a Government 

lending agency making loans which connnercial lending agencies cannot or 

'Will not make offers an open invitation to favoritism and influence. 

They argue that direct government lending is a gambling with tax-p~ers' 

money, a protection and perhaps a subsidization of inefficiency, and that 

a long-run goal of increasing the nation's productivity requires that in

efficient firms be weeded out by failure. Another group may cry from a 

social and political instead of an economic point of view, that the Govern

ment must take action for equalizing the competitive positions of small 

ani large businesses and for providing the small businessmen with a fair 

opportunity, because free-independent business enterprise is the back-bone 

of a free society. 

When voices from the opposing group are as high as those of one's own 

group, and each group has some valid arguments, the groups often come to 

compromise in order to get at least some of the arguments of each group 

into legislation. For those who advocated abolition of the fil?C, the Re-
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construction Finance Corporation Liquidation Act and the Small Business Act 

of 1953, approved June 30, 19., 3, were not exactly what they had been re

questing. They had advocated the abolition of the RFC because, among many 

other reasons, they alleged that direct government lending by the RFC inter

fered with the private enterprise system; but they now have to be content 

with the fact that most of the functions carried by the RFC are to be 

continued by the Small Business Administration or transferred to other 

Government agencies. 

It can fairly be concluded that the RFC has been liquidated not 

because of the functions it performed but mainly because of the manner in 

which it was operated, for there appears little difference between the 

reasons for which the RFC was extended in normal times and those by which 

the new Small Business Administration was created. The latter will be 

another Government "direct" leniing agency just as the former was, although, 

for the time being at least, its activities are confined to a much more 

limited field. 

Harold J. Laski points out in his book., The Ai!ierican Democracy, that 

"most Americans have a sense of deep discomfort when they are asked to 

support the positive state •••. They tend to feel that what is done by a 

governmental institution is bound to be less well done than if it were 

undertaken by individuals, vb ether alone or in the fonn of private corpora-

l 
tions." If a service cannot be performed by private enterprise., then 

obviously the next. best thing is something which looks as nearly as possible 

1Harold J. I.a.ski, The American Democracy (New York: Viking Press, 
1948), P• 167. 
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like a private institution and which has a little as possible to do with 

Government. However, with the RFC, the Americans have experienced fight

ing the worst kind of depression the nation has ever faced, an::l. have 

demonstrated prodootive ability as the "arsenal of' democracy" during the 

last War. The twenty-two-year existence of the RFC was a good experiment 

for the entire nation. Should the econonor of the country take such a 

turn in the future, or should the national security require an abnormal 

industrial productive expansion, the experience of the RFC will readily 

enable the Congress to a.ct promptly in taking such steps as appear 

necessary .for the protection of the nation. 

Finally, the lessons learned from the RFC as a Govermnent credit 

agency to financial institutions as well as directly to :1.ndust:ry-will 

be extremely valuable for the undenleveloped countries where private 

capital is about at the stage of energing or is not yet big enough to 

supply adequate funis for irrlustrial expansion which these countries 

need. Commercial bank facilities do exist in roost of the undenleveloped 

areas. However these commercial banking institutions o ff."er little scope 

for long-term investment proper because their operations are hampered 

by excessive prudence and sometimes by legal restrictions. Commercial 

banks were founded largely by the great mercantile countries and many 

of them are still controlled both as to stock and management by institu

tions in the advanced countries. Even when ta,;i commercial banks have 

been taken over by the nationals of underdeveloped areas, or when 

similar institutions have been established by them, their lending policies 

have continued on the traditional lines of short-term character or requir-
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ing apparent .good security, such as real estate. To m3et this situation 

there l::ave developed, for example, the fomento corporationB of the Latin 

American countries. The most famous of these are the Fomento Corpora

tion of Chile and the National Financiera of Mexico, both heavily backed 

by the governments of their respective countries. The Chilean Fomento 

has been remarkab)¥ successful both in systematic development m.d in 

economic diversification in Chile. It has established enterprises for 

steel, for generating and distributing power, for the manufacture of 

agricultural mchinery, and for the production of cement, transport 

equipnent, copper wire, and tires. The. National Financiera of Mexico 

has been equally successful in encouraging a sort of industrial revolution. 

It is generally understood that other countries, especially Egypt, India, 

the Philippines, and Puerto Rico have also established public lending 

institutions resembling the fomentos. Of S}ECial promise is the Industrial 

Corporation of India, created in 1948 with capital contributed by the 

Central Governnent of India, the Reserve Bank of India, ani some of the 

other financial institutions of the country. 

The prolonged three-year war in Korea has brought overwhelming 

misery ani catastrophe to the people, and large-scale devastation and 

destruction to the a:>ils of Korea. The lessons of the RFC as a powerful 

organization 1li th adequate resources and diversity of functions can be 

extren-ely valuable when Korea enters into a stage of reconstruction and 

rehabilitation. Native private capital is a trickle by comparison with 

the need for a reconstruction program such as is advocated by the govern

ment of Korea, while private foreign financing is no longer fashionable for 
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either recipient or creditor countries. A public credit organization 

similar to the RFC of the United States of America or to the fomento 

corporations of La.tin American countries will doubtless be a ti.me-honored 

device receiving government support and meeting the conditions of capital

furnishing countries on the one hand, while supplying funds for reconstruc

tion and rehabilitation of the war-torn country on the other. 
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