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A NEW RECONSTRUCTION FINANCE CORPORATION
OR NATIONAL DEVELOPMENT BANK: SOME BASIC ISSUES
AND THREE PROPOSALS

Iniroduction

‘At the end of the 83rd Congress and in the current 94th Congress,
there have been a number of bille introduced which would create a

Federal ﬁnancirig institution like the old Reconstrtiction Finance Cor-

1/

poration or a national development bank. These organizations would
provide credit to private firms, local governments, and other groups
through a variety of devices including direct loans, guaranteed loans,

and stock purchases.

Support for an RFC~-style organization has come from a number
of different qua'rters. Senator Mansfield in September 1974 intro-
duced ‘legisla,tion to create a new Reconsiruction Finance Corporation.

He felt it should be " ... the type of institution which ought to face:‘:

{

up to the needs of distressed companies, rather than have those com-’
_ -2/
panies come before Congress for rescue on an ad hoc basis,"

Carl Albert, Speaker of the House, in outli_ning Democratic alterna<

'tives to President Ford's fall 1974 economic proposals called for
_ . 3/

the establishmént of a new Reéonstructidn Finance Corporat&icﬁ.‘

1/ For background on the RFC see CRS multilith "Emergency Fed-

~ eral Financial Assistance to Private Enterprise: A Selective
Examination of Past Loan and Loan Guarantee  Programs of the
Federal Government,' November 1974, 74-205 E, :

2/ Congressional Record, (daily edition), September 24, 1974,
po S 1?313o ) ' X . R

3/ Mary Russell, "Albert Offers Economic Recovery Plan,"
~ Washington Post, November 11, 1974. :
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~Felix Rohatyn, a p'artne_r in Lazard Freres and Company who has been

heavily involved in the a"ctempts%b%y Lockheed to find a company to
merge with in' order to solve its financial probleni’s, called for the
revival of the Reconstruction 'Finahce Corporation;':' The purpose of
the revived corporat{on Would be to act as a saféfy'“ﬁét'fox" major cor=
poratlons and banks whlch need a major infusion of;gapifal in order.
to survive. i ~ Arthur Burns, Chairman of the Federal R'eserve,
said that while he hoped the country could get by without a Recon-
structlon Finance Corporatmn to baﬂ out corpora‘tlons, it is possible
that such a rescue operation might be needed. l2./ It has been reported
that President.Ford and many of his a.dvisors were interested in an
RFC~ typé. broposal- until talked out of it at Vail, Colorad%/.'
- The purpose of the RF.C— style proposals is to provide credit
through direot“loans and guarantees to firms',. local governments and
others to f1ght the recessmn, overcome tight money problems, keep

some firms from falllng, help others expand, bu11d public works,

create jobs, and mcrease personal income.

P

¢t

. g ' -
T/ Telix <. Rohaytn, A New R.F.C. Is Proposed for Business, New -
Yox;k ".[‘i].fmasy December 1, 1974. ‘

2/ Hobart Rowen, "Burns Said to Fear More Inflat:.on if Dollar's Value
Continues = to Drop, " Washington Post,” March 6, 1975,

3/ "Fordis Falcon: Don Rumsfeld Takes Self~Assured Strldes to White
House Hub, " Wall Street Journal, January 23, 1976.
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As a general rule .the _pro’posals would set up a gorrernment-'
'sponsoré'd: ‘and 0wnedrcorpora‘cion which would provide credit. The
funds for this‘purpose Wouid- come from the sale. of oapital stock to
the Treasury, and through the sale of obligations toc both the Treasury
~and the.public. | .These obligat'ions Would_ be backed by the fall faith
- and credit of the United States. The corporation would not necessarily
-be a proflt malfmg enterprise.

These RFC —.style.proposals by their very existence raise questions
about Why-_s.uoh inte_rvé‘ntion by the Federal Government is needed in._
the nation's credit haar-kets- It raises issﬁes as to whether something
'is"wrong with the way credit is currently allocated, and why current
Federal credlt programs, the Federal Reserve, and the private sec~

tor cannot meet the demand.

‘This ‘report explores the larger issues raised by proposals for a
: new RFC or a nat1ona1 development bank, and discusses some. of the
‘b1lls that have been mtroduced in the 94th Congress deahng with the
topic. These bllls are not the only proposals wh1ch have 'been put
forward However. they do provide a range of suggested alternatlves,

and show various ways of deallng with the flnancmg, orgamzatlon, and‘

programs of the proposed Federal credit institutions.




CHAPTER I - ISSUES

_'.Proposais for the -creation‘of a new i;%econ_structi_on Finance
Corporation, a nati'onal' development bank, or a similar Federal credit
program to assist firins, local governments, -and parti'cular sectors
of the economy éré_ mado in 't.he beliéf,that present credit institutions,
both private and public, aro .not able to meet. the needs of certain
potential borrowers, | and that this has detrimentél economic and

social effects. The‘proposals_ do not go into why current credit insti-

tutions are 'inade_quate, but they deo provide that, in most cases, funds

must be unavaiiable from other sources. Appllcants for assisiance

under these conditions 'in many cases, would be Ones in which there
ig some gquestion about their ability to repay on 'tlme the funds ad-

vanced. This could be because the appllcant is engaged in a hlgh

‘risk venture,

is in financial difficulties, is in an industry in a state

of receSsion; is interested in a project with too low a rate of return,
or is depé_ndent oﬁ ‘futurqe'_ Feder;al actions, either by_ the President .
or Congress, whose outc-ome. is unsure. In short, these are potentially

high risk loans.

Risk is tile traditional means by which investors have made judge-

ments ‘on whére to put their money. Generally, thé higher the risk,

the greater 1s the potentlal pI‘Dflt or loss to the investor. In the

case of private lenders, hlgher rigk means a hlgher rate of mterest
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Applicants assisted under the .R‘FC-.-style proposals would be those

who could not pay the interest rate private lenders and investors would

char‘ge—' iﬁ.light:of the risk, andwho were unable to quali'fy under already

existiég -Feder;al ‘eredit programs. Risk under current Federal credit
programs,. aa tzvell as the proposed RFC- style proposals, is sh1fted’
in whole or m part to the Fedaral Government Loan demszons are
based on broad somal and p011t1ca1 goals and pr10r1t1es, rather than

I‘lSk

Current Federal Credit Programs: Scope and Implications

Current Federal 'programs providing assistance to almost all sec-
tors of .the 'nation".s econorhy are extensive. A new RFC-style credit
institution would be an addition to these already existing .programs.
In order to understand the function and place a new RFC program
could have, it is useful to have a grasp of the scope of current Federal
credit programs.‘ What follows is a brief description of these pro-
grams, thei_r gize, and scope, and their impact on tl_;e allocation of

credit.

i

In flscal year 1974 direct Federal and guaranteed loans outstandmg

totalled $286 billion. This breaks down mto $1323 billion in direct

>

- loans outstandmg and $153 billion in guarantees. ‘The estimates for

fiscal years ;197-5- and 1976, contained in table 1, show a contmumg
mcrease in the total amount of loans and guarantees outstandlng., Of

the two\ forms of credlt assistance, direct loans are estimated to in-

crease'ina greater amount and at a faster rate than guaran_tees.,
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‘Table 1.

FEDERAJ, CREDIT PROGRAMS' TOTALS OF DIRECT AND GUARANTEED
LOANS OUTSTANDING FISCAL YEARS 1974, 1875 AND 1978
{In millions of dollars)

il - | 5/

Direct Loans . _ Guarantees : . _ Total
1974 1975 1976 1974 1875 1976 1974 1&?75 1976
~actual estimate estimate - actual estimate esgtimate actual estunate estlmate
. 1[

Wholly owned Governiment.

Enterprise (excluding off- -budget ' :

agencies) 46,132 46,227 49,599 _ L

_ 2/ _ _ ‘ 153,182 154,008 161,704 285,727 317,080 345,747
Off-budget agencies - 15,353 30, 827 39,750 '
Government Sponsered Corpora= - ) ' S

tions 3/ 71, 060 85, 998 94,694 N.A. - N.A, N. A,

192,545 165,052 184,033

_I? This includes programs of Federal departments, like HEW, DOD@ ete., and varmus agenc1es 1ike the Veteran‘s Adrpinistration.l

2/ This mcludes government agencies whose outlays are not mcluded in the budget totals such as the Export-lmport Bank, Federal
- Fmancmg Bank and the Env1ronmental Financing Authority. '

.3/ This includes prwately owned government gponsored corporahons such as the Federal Land Ba.nks and the Federal National Mortgage '
Association. . |
4! Data on direct loans comes from Spec1a1 Ana.lyses, Budget of the Umted States (_wovernment,_ Tiscal ., '.;fl and

- 9, p. 87 and 93. .

ear 1976, Tables E;

Lt

‘ 5/ Data on guaranteed loans comes from Special Analyses, Budget of the United States, Eiscal Ye.?l_' 1976, Bble E -7, p.ol S

u

N. A, - not applicable
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'_W1th1n the direct loan category, government-sponsored pr1vate cor-.
_poratxon_s, such as the Federal Land Banks and the. Federal Nat1ona1:'
Mortgage Assoc1at10n. prov1de amagor share of net direct loans,_f;.__."_*'-'

accountmg for 54 percent of the total in f1sca1 1974, 53 percent 1n_-

_ '19'75 and 52 percent in 19786.

Thes OVernment - Sponsored corporatlons arel of part1cu1ar :

_1nterest ‘w_.'en con51der1ng anew. RFC style cred1t program, smqﬁe
"they were created spec1flca11y with the obJectlve of providing credlt _

_.:':.to part1cu1ar sectors of the economy such as housing and agmculturle/.
"I‘he _'outlays‘ of these corporations _ b'asically "are for net loans,' and
reflect primarily the difference between loan dishurse_ments and loan-
repayments. ‘The - first . government —sponsored .c:orfporations. iik_e.
' many' RFC-type' propOSalS.. 'were' financed throu;gh' "the ' 'issuance: of ;
cap1ta1 stock to the Treasury, and by the sale’ of obl1gat1ons on the
_fmancnal markets., Over the years, the corporatmns flnanced in thls '

‘manner.. bought back the stock and have become pr1va1:e1y owned

" Governrient - sponsored corporatlons. - As such- thE'.I.I" act1v1t1e-s are

:not reﬂected 1n the Budget of the}’Umted States and are not rev1ewed B

5

_by the Offlce of Management and Budget.

% . C ,

- ; X s!‘ -

: I] ’T'He seven - government sponsored prlvately owned enterprlses are.
the Federal Land Banks, Federal mtermediate Credit Banks, Banks
for Cooperatives, the Federal Home Loan Banks, Federal Home:

- Loan Mortgage Corporatmn, and the Student Loan Marketmg Asso=

1 c1at1ona
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In fiscal years .1975 and 19768, Federal credit programs are ex=-
peéted' to %:ontinue :-to Vp.ro_vide'_a large volume of new loans ._and
guarantees to certain sectors of the economy. Net Federal loans and
guarantees prov1ded durmg fiscal year 1974 were $26 6 billion, and
are estimated at $31. 3 bﬂhon in fisecal 1975 ~and $28 7 bﬂhon in fizeal

‘1976, More detail on net yearly f1gures is found in table 2,

i

This high‘ volume of difect and guaranteed credit is part of a trend
of 1ncreased Federal partlclpa‘uon in domestlc credit markets.  For
example, in flscal 1965, total funds advanced in Ug S. credit markets
to nonf1nanc1a1 sectors excludmg equities, (i.e. stock) totalled $69. 3 :
billion, of which $8.9 billion, were Federal loaﬁéi‘*‘and-'guarantees. |
Each"yeair"since' then both the dollar volume of Federal participation"
and the tfotal .of.all fuhdaadvanced has increased, feaching, in fiscal
1974, a. Feder_al participation of $26.'6 billion of the $177.2 billion
advancéd;. Additional detail on Federal --paiﬂ_ticipation in domestic
credit markets _i‘s._f’aurid in table 3. This table shows that if only
funds i.'aise.d 't'h"rough' i‘nafketable securifiés; ~such as bonds .but' not
stocks, is consndered the rate of Federal 1nvolvement .1s even hlgher,

though subject to ups.and downge i Went frorﬁi 2 percent in fiscal

1867, to 4'? percen’t in flscal 1Q'?3 and down ‘ 26 percent in flscal
1974, T w111 probably be hlgh in flseal years 1975 and 1976 When
: Federally--asmsted market issues are estimated to reach $62 billion

and $80 billion respectively.
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_ R Table 2
NET ANNUAL TOTAL GUARANTEES AND LOANS OF FEDERAL
: CREDIT PROGRAMS, FISCAL 1974, 1975 AND 1976
' - (in millions of dollars)
Fiscal years

1974 1975 1976

X ‘actual estimate estimate
1/ : - .
Guarantees . ‘ - -4 4/ 4/
Total -~ - . $6,247" $§ 825 $7, 696
wholly owned-Government™ . 1,929 614 . 3,372
enterprises {except off- N N "
budget agencies} ._ : L S
Off-budget agencies 2/ 2,155 14, 955 8, 925
Government Sponsored | o |
- Corporations 3/ -~ 16,259 14,937 . 8,696
Total P 20,343 30,506 . 20,993
Grand total o 26,590 31,331 28,689

[T~ Special Analysis, Budget of the United States, Fiscal Year 1976,
table E-7, p. 91. _ ' ‘

2{ Ibid., Table E-4, p. 87,
3/ Ibid, Table E-9, p. 93.

i&_/ Many loan guarantees are converted to direct loans when acquired
by government agencies. ~ This occurs when a loan guaranteed by
a government agency to a private lender is later purchased by a
government agency. In this situation, the purchasing agency buys
the debt obligation. from the private holder of the debt. The

- borrower in turn now pays back the Federal agency. In this man-
ner, the guaraniee becomes a direct loan. The Federal National
Mortgage Association, for example, acquired $3.7 billion of guaran~
tees in fiscal 1974, they are estimated to acquire another $3.7
billion in 1975, and $2.4 billicn In fiscal 1976, while the Federal
Financing Bank is expected to acquire $10.6 billion of guaranteed
obligations in fisecal 1975, and an estirmated $5. 8 billion in fiscal
1976, - :
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TABLE 3

FEDERAL PARTICIPATION IN DOMESTIC CREDIT MARKETS (billions of dollars)

. Actusl Estimates
. 1965 1966 1967 1968 1969 1978 | Exd] 1972 273 - 1974 1975 1976
Total funds advanced in U.S. credit markets to nonfinancial ) ‘ S .
sectors 1 {excluding equities) . ooceioiniiandanan 69.3 73.3  58.7 - 925 958 85.3 iil.8 1436 1851 1712 (% (%)
.Advanced under Federal auspices_ ... 89 101 58 149 150 7.4 165 220 261 26.6 3.3 8.7
Federal participation rate {percent}____. 13 4 i0 i6 16 20 13 15 4 15~ ;
Total funds raised in U.S. eredit markets.by nonfinancial ' ‘ _ o ‘
sectors® . _.______.. T, 9.3 733 587 9.5 958 853 {11 1436 181 17712 (;; {5
Raised under Federal auspices®. ... oo .. 10.2 8.7 1.4 3.3 13 864 323 397 469 241 .9 78.9
* Federal participation rate (percent) .o .oooooicmucran.- 5 iz 2 34 12 19 29 28 25 14
Funds raised through rmorketable securities ) )
Market total {inecluding DMWY . ... 256 290 277 5.1 365 502 1.7 7.4 869 9.7 (M ¢
Raired under Federal auspices 42 ... e mmrmammm———nann 6.1 6.5 6 - 212 6.3 181 5.4 0.8 410 51 624 800
Federal participation rate (percent)}...... . 24 2 2 52 17 5 B39 47 26 :
Market total {excluding CD'W) Y. oo H9 260 -269 527 405 0533 3 71 031 49 (9 . gg
Raised under Federal auspices Y. . oo caeimene e y bt 65 b 112 6.3 181 251 30.8 4.0 25.1 62.4 .0
8 25 2 52 16 4 43 £3 65 34

Federal participation rate {pereent} .. .o.o.ooot

1 Source: Federal R‘e;‘uvc- Nosvd Flow of Funds Statement {fucal yeur datad.

1 Eatimater from table E-10, . i R

3includes open market paper and bonde scld by finencial intermedizries {cnmri[:d from FRDB Flow of Funds dats).

+ Hldudn bnrrswing hy sponsorod eniseprises and Federal Government plug all guaranteed loans in form of sscurity market {raues.
- ¥Nnt estimsted. :

.CD'IEIIIII'“:I:!HHCIIIU‘ commocelal bank cortificates of deposit' of 3100 thausand and over.

Sourcé: Special Analyses, Budget of the United Stat es.deernment,._Fiscal Year 1976,

Table E-1, p. 83.
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The meamng of these stat1st1cs in relatlon to a new Federal cred1t
.program based on RFC exper1ence is~ that the Umted States :
' Government is already heavﬂy mvolved in the prov1s1on and allocatlon
“of crecht to the prlvate sector through its. several score loan and
'guarantee programs. ‘The programs are engaged in the de facto'
allocatlon of credlt : ’I‘h1s allocatlon is done pr1mar11y through dlrect
Federal borrowmg on the nation s f1nanc1a1 markets and by loan guaran- '
tees._ In the case of dlrect borrowmg, the Treasury, government

agenc1es, and government—sponsored corporauons borrow funds in

‘.\‘

'the prlvate market by sellmg thelr obllgatlons, whmh in one way or -

PR another are backed by the U. S. Government lenause of thls backmg.

- these obhgatlons carry a low degree of I‘lSk and in most cases are -

3

quid, meaning they c_an readily be resold if the need arises.

highly |
As a result, 'issuers of such obligations pay a lovirer' rate of intereSt s
‘than prlvate borrowers. _ The funds ralsed are then lent to pr1vate i |
'borrowers who would otherwlse not be abile to obtain credlt at as
' favorable_ a pr1ce or poss1b1y not at all., In the case of a guarantee,* B
_ the Federal’ Government in one way or another guarantees to a private -
_.lender that should ‘there be a default by the borrowerg the-_lender'
| w111_ be_pald. ‘Such a guarante_e enables the borrOwer to obtain money
at a lower rate .of. interest than would. otherwis_ie have been posstblen a
~Many economlc sectors eliglble for prOposed RFC-style ass1stance
-rece1ved some of the $26.6 billion in Federal credlt assmtance pro-_ "

vided cturmg flsc.al 1974. - In that year housmg rece'ived Federal -Zcredit'

4
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assistance totali_l‘ing,'$2-0.8 billion, or 78 percent of all Federal
credit assistance advanced, while loans and guarantees _d_irectly

related to business totalled $1.1 billion. More detail on these figures,

as well as estima_ite's for fiscal years 1975 and 19'_?"_6 is contained in

table 4. These estimates show that housing is still expected fo receive
a major share of credit assistance, totalling 60 perc_ent in fiscal 1875,

and 57 percent in fiscal 1976.

S —

AR R
Lo S
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Table 4
NET LOANS AND GUARANTEES TO HOUSING AND BUSINESS IN
: FISCAL 1974, 1975 AND 1976 BY AGENCY 4
(in millions of dollars)

SR _; R . 1974 1075 1976

actual estimate . estimate’
Housmg
Housing and Urban Development
Department = - S T T :
. loans 1/ ' ' - - =39 _ 285 -113
guarantees 2/ o - 2,718 . 3,476 7,254

Federal Home Loan Bank System o e o
loans 1/ e =20 0 =2 o .
guarantees 3/ e -8/ 7,640 . 6 453 1,270 -

- Federal Naticnal Mortgage Association . 4, 756 4,646 . 3,491

Veteran s Administration @ s : : o
loans 1/ o - =b4 .7 --343 . =139
‘guarantees 2/ . ' 5,727 - - 4,179 4,555
' Housmg total - = $20,786 . 718,594 = 18,318

Bus1ness .

Small Business. Admmlstratmn : ; o ' : o
loans 1/ 1280 0 88 127
Guarantees 2/ ' ‘ 914 . 728 . - 1,040.

Econormc .Development : ; o o o -

- Administration: loans 1/ = o140 - 21. 15

Emergency Loan Guarantee Board 2/ o700 - 30 =30

, ‘Business tétal ENREIEEE S A 5.7 AR 355_” 1,152
RMdMMMwMMmmd T“m - ' R _

guarantees 4/ ... 26,800 . 31 300 28,700

Housing sector as a percentage .78 480 ° 57

Busmess spctor as apercentage N 3 4

-~ [ S

--_I7 Special Analyses, Budget of the Un1ted States Government, Flscal
Year 1976, Table E-4, p. 87.

~2/:Ibid.;, - Table E~7, p. 9l.

3/ bid., Table E:9, p. 93.

Zf ]FH'. s Table =1, p .83

ok Less than half,a million dolla.rs

‘ ‘s of the economy not mcluded,,m :;l»thls table are agrl-- :
culture, educatmn, health mternat:onal ass tance,, and transpor-, .
tatmnn ' ; : .
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The Private Sector

Thé‘ prixf;ate sector, even with the large and growing Federal
~ participation in credit' r‘narkets; is the major source of funds for the
nation's economy. Flow of funds data indicate that in calendar year
1974, $194 b11110n was advanced “in the credit market by non-
_fman(:lal sectors.UOf this total $51 5 billion was advanced by the U. S. -
Government, government- sponsored corporations, and Federal
agencies, $_19.1 biilion was - advanced by foreign sources and U. S.
monetary -'autho_ritai‘es; and $123.4 billion by the private sector. In
proportional terms, 64 nercent of tne funds advanced_ carne from’
private sources,. 27 percent from the U. S. government government-‘
sponsored corporatlon and government agenc1es, and 9 percent from .
.monetary authorltles and forelgn investors. In calendar year 1973,
$200 b11110n was. advanced in the credit markets, of ‘which 74 percent'ﬁ'
waa private',, a_n_d_ in _1972, $165 b-111_10_n was advanc’ed; of which 85 per- -

cent was private.

Vario;ns sectors of the economy such as state and local govern-
ments, households and corporations'obtain funds in the 'credit markets

through a variety of credit instruments including, among others, .mort-

i/ Federal Reserve Bulletm, February 1975, Direct and Indlrect
Sources of Funds to Credit-Markets, p. A 59. The total is de-
rived by -adding line 1, total funds advanced in credit markets to.
nonfinancial sectors, with line 11, Agency borrowing not included
in line 1, The total adds up to the toial of line 2, total net advances
by public agencies and foreign, &@nd line 12, total net advances pri-
vate domestic funds.  This method is used to compute the other
total amounts advanced in credit markets for other years when using
th1s source :
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gages, cqnsumef loans, commercial bank loans, commercial paper,
,stocks, and bonds. 'I‘he ability, of c.orporat1ons and fzrms to obtain
fundsis based on the1r avaﬂablhty, the willingness of 1nvestors to

invest, and the mterest pa1d on the obhgatxom

The call for additional assistance throﬁéi; an RFC-style organi-
zation has been prorn'pted by a reduced availability of éredit at low
‘cost for many fi'rins through traditional credit' sources. Three of
the more: _im'porta_‘nt. sdurces are equities, commercial bank loans,

/- Cand bonds.,

" The tbtal net value of corporate equities sold anﬁﬁaily has'beeﬂ
declinin.g s_ince-197-1;_ when, according to Salomonl_Brothérs, the fota_l
net is'suan.ce‘ of 'cofporation common and preferfed stock reached §13.5
- biliion. The Valué sold in 1974 is estimated at $3.2 billion, and 1975
y '. is projected at $3. 8 billion. Y This poor receptlon of equltles is due'

to the fallmg pI‘lCeS on the stock market and thus does not offer many

firms a v1ab1e way of ra1s1ng funds..

'Commercial bank loans have also been.a source of funds for ‘
_ corporatlons a.nd other busmess enterpr:ses, but the volume of these

loans dechnged in. 1974, and is pro;ected tc decline in 1975

.

17 Salomon Brothers, "'Supply and Demand for Credit in 1975, " New .-
York, 1975, Table IIIC, p. 15. This publication, using flow .of .
‘funds data, provides a consolidated tabulation of stocks and bonds
sold, as well as other financial data in an easy to read form, along
w1th Salomon Brothers 1975 projections.
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Accc')rdi_ngr to Salomon Brothers,_commert:ial_bank loans were $48._9
b11110n in 1974 down from $72.8 b1111on in 1973. Theyr afe'projected
Y ~ |
to fall to $29 9 billion in 1975,
This 'dre_p in the funds advanced by commercial banks was caused

by c1rcumstances facing these institutions in 1974, which continue to

1nf1uence them in 1975 ‘ These include the changing pe.ttern of foreign.

exchange' rates, difficulties in handlmg the inflow of petrodollars,

higher than avera_ge logsses, and a lack of confidence caused by a num-
- ber of bank failures within thelast year, including the Franklin National

Bank, the Security National Bank and the Northern Ohio Bank.

Commercial bank lending practices are based on the assumption
of certain preconceived . ''mormal’’ conditions. A change in these
=]

condltlons affects the ablllty of banks.to provide credlt Among the

faeto_rs-’considered normal,:. is a favorable climate for the extension

of Ioehs.' The bankmg system expects a favorable return on 1nvest-—

-'ments and the tlmely repayment of interest and prm01pa1 Banks

are able to make y he maximum contr1but1on to the nation's welfare

whe

prices and wages, and 1ncreasmg 1ndustr1a1 productlon. A corqliary :

is that banks' custorners are in . sound financial cond1t1on w1th good

earnings prospectsu In addltmn » lending pohc1es are affected by;

CA

T Salomon Brothers, op. cit., Table X, 1L 23. ' .

\ ere is a 'stable ~ economic’ chmate, full employment, stable

i




in 1974 w1th debts of fa111ng companies reachmg $3 bllhon.
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‘the condition of banks themselves; and the limits of credit creation

imposed by their __‘internal .conditibn. Even when banks make loans,

* thelr contrlbutlon to economlc recovery is determmed in part by the -

purposes for Wh.’lch the 1oans are used Loans contr1bute 1o economic

| expans1on when they are used for productive purposes, not speculatwe

and 1ni'1at1onary ones.

At the present'time these conditions are not being met, Unemplo'y-s

N ment is hxgh prlces and wages are unstable, and the GNP has been
"dechmng._ Many bank customers, 1nclud1ng maJor corporatlons, are
"facmg economic d1ff1cu1t1es. ' Pan Amer1can World A1r11nes, Inc, , ‘_’
‘Lockheed A1rcraft Corporatmn, and W.T. Grant Company, are ex~
ftreme examples, but they are symptornatlc of problems elsewhere 1n
: flrms both large and small. This is backed up by Dun and Bradstreet ‘

- Inc, stat1st1cs on. bankruptc1es wh1ch show a four year h1gh reached;

‘:-ia;

The concern about custorners credit worthmess by banks is Justl-

f1ed cdns1der1ng the -bankruptcv data ~and bank 1oan losses, In 1974
' -for example, 17 large ba:nk holdmg compames, mcludmg C1t1corp,

sChase Manhattan, and Bank Amerlca, had net’ charge offs to bad Ioans

totalhng $640 5 m1111on. In 1973 the charge--offs of the same 17 wer/e
1

"'_$394 8 m1111on, 1nd.1cat1ng a 63 percent 1ncrease between 1973 and 1974

B

17 Stanley Strachan, "Banks Dig - In For Shaky Loans, “New York-
‘Times,. February 2, 1975,

.J?'z"
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'.Other estlmates 1nd1cate that bad loan losses by banks totalled 32
1/
b1111on in 1974 up from $1 billion 1n 1973, The expectatlon is that

1n 1975 1oan losses w111 be as high as in 1974, if not h1gher.

These loan losses reflect the poor financial condition of some
" corporations, and result from several trends affecting the financial
structure ..of | _Americ_ah.'corporationse One of these is the steady
increase in corpora’te debt,.' and corporations ih'c‘z;c'easing--reliance ozl
_ short-term loan.s :e.nd .de"bt instruments to finance their operations.,
A clear descrlphon of thls problem of corporate debt and its 1mpact
on the demand for. funds in f1nanc1a1 markets relatmg to 1974 taken

from a Morgan*' Guarantee Survey follows:

e,

preny

___T] E'c'{wara Foldessy, W1den1ng Margm- Banks Try ‘to Offset Loan

Losses By Keeping Interest Charges H1gh " Wall Street Journal,
February 13, 1975.,

,,'f i
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Cdrporate debt, at $1.4 trillion at mid-year,
was $40 billion larger than the nation’s GNF at
mid-year. Debt of corporations has been growing
about as fast as debt of mdwxduals, .
~ The rise in corporate debt increasingly has
‘been showing up in short-term borrowings ( bank
and finance company loans, open market paper)
as distinct from long-term debt (bonds). In the

first three quarters, for example, short-term debt

of corporations rose more than $34 billion, com-
pared with arise of $14 billion in long-term debt.

Over all, about half of the total debt (excluding

morigage debt) of nonfinancial corporations

outstanding at the end of September was shorf: -

term debt. In the mid-1960s, in contrast, only
about 40% of corporate debt was short-term,
and in the mid-1950s the share was only 35%.
As corporations’ debt-maturity structure has
grown noticeably shorter, it has, of course,
forced companies to make frequent borrowings
and has subjected them more often to the vicissi—
tudes of the money market.

Corporations, to be sure, are not unaware of
this, and have apparently grown uncomfortable

with the heavy weight of their short-term debt.
~ " Recently, spurred by gently declining bond rates
and the apparent conviction that not much more

early improvement in long-terim/ interést rates is
' - guality. One possible indicator is the so-called
- corporate liquidity ratio—the ratio of nonfinan-

likely, corporations have sharply stepped up
" their bond fiotations, many for the expressed
putpose of funding bank borrowing and other
short-term oblig_ations. It is now estimated that

the gross proceeds from bond issues will prob- -

ably exceed $10 billion in the fourth quarter— -

in congrast to a quarterly average of about $7.5
billion i m the first three quarters and only §5.5
billion per quarter in.1973.

}j The: Morgan Guarantee‘Survéyg
' November 1974, pp. 6-7.

Refinancing of past debt is, of course, much
more costly (4% bonds of 25 years ago may
now have to carry coupons of 9%). Simply
looking at debt aggregates, thus, can understate

- the real arid mounting debt burden. Increasingly,
“however, corporations have had no choice but
" to go into debt to finance plant expansion, to

add to inventories, and to meet other business
expenses. The reason: internally generated funds
{ principally profits and depreciation aIlowances)

'havc proved to be inadequate. . . .

In the 195 0s
andearly 1 960s corporations generated internally
$3 out of every $4. By the late 1960s the propor-
tion raised externally began to rise sharply. This

‘year, internally generated funds will pay for only

about half of corporate spending.
One consequence of burgeoning corporate

‘borrowing has been a steep rise in the ratio of-

debt to stockholders’ equity in American manu-
facturing corporations. A decade ago, for in-
stance, all manufacturing companies combined
had only $20 worth of debt for each $100 of

. equity. By the end of 1973 the debt-equity ratio
“had doubled—to more than $40 of debt for each -

$100 of equity.
Conventional yardsticks indicate deteriora-
tion in recent years in over-all corporate debt

cial corporatlons cash, government securities, '
und other short-term assets to current liabilities.
That ratio has declined steadily: in the early
1960s current assets amounted to 120% of cur-
rent liabilities and by the end of the third quarter
of this year this measure was downto 51%. Asa
consequence, corporations have a reduced ability -
to cope comfortably with debt repayment and to
withstand temporary income interruptions. }_/ o

"Debt--How Heavy a Burden?,"
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These financial. probl'e.rns*of corporations help to explain the cur-

rent reduction in the volume of commercial loans by commermal

L

banks. If banks’ expect difficulties in collecting outstandmg loans, they

are going to be much'.,less. 11ke1y to provide significant new amounts
of credlt ‘no matter how much of an easy money pohcy is pursued by

the Fe de ral Reserve.
.

The more conservative bank lending policies of commercial banks,
and their ‘potentially ‘adverse effects on economic recovery have been

commented on by officials of the Office of the Comptroller, the

Federal Reserve Board, and the Federal Deposit Insurance Corpora-

tion. James &nith, Compiroller of the ’Curreney, in a talk before a
meeting of the Arherican_. Bankers Association, suggested that banks

‘should not be too restricﬁve in their lending practices, and should be

“important participants in causing an economic recovery to get under

way.  John E. Sheehan, a governor of the Fede_ral Reserve Board,

at the same meeting felt banks could make more credit available to

encourage economic expansion to credit worthy firms, and not use
the financial condition of the bank as an excuse to deny this exz‘edi’c.i.‘E
- Erank Wille, chawman of the Federal Deposit Insurance Corporatlon,

before another Amerlcan "Bankers Assocmtlon Conference. sald

b anara Foldessy, "Banks Should Step Up lending to Spur Eeonomy,
2 High- Level Regulators Urge,"" Wall Street Journal, March 3,
1975,

T R Y P s o i e im
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_ At a time when the eccnomy is declining, the 'reluctance of
“the commercial banker to grant loans adds to the contractionary
forces inthe economy and will delay or retard our overall recovery
- from recession. Bankers can perform a needed public service now.
by resisting overly conservative inclinations and by moving aggres- '
sively to respond to the needs of credit-worthy borrowers. 1/
'.Bonds are another source 'corporations may use  to finance their-
' -operattons. The bond market 1n recent years has become an 1mpor-
" V-tant and growmg source of funds for 1ndustry In 1974 net bond sales
_totalled $24 7 b1111on, almost double the $12 7 billion sold in 1973. I
is estxma}ted that 1n 1975 corporate bond sales rnay mcrease to $3L. 1
2/ _

billion, "_I‘his-corporate reliance on the bond _market _rs due to the "

fact tbat.e'quity'financi'ng I_ias declined and the volume of cornmercial '_

" bank loans is also declining.

| .The b'.ond.. r'narke't 'tbough; is not a source _a_lvailable .t.o rnany -less_ _. S
crecht worthy firms. ‘The heavy demand on the bond market ig in
large degree the result of borrowmg by corporatlons w1th good ratings,
~and even t_h_ese .corporatlons can pay hzgh 1_nterest rates. In February.'
1975, for. exarnple,: an Aaa corporate ‘bond yielldedl,. on .the_' average-,.

a return of 8 62 percent as, Aa bond 8,81 percent, an A bond 947

perc‘ent;' _and a Bbb '-bond,'.lt.). 43 percent.. This is a sp’read‘ of 1. 81

_I? F‘BE News Release, 'Flnancz.al Plannmf_;, for Banks and Bank Hold-- 7’
ing Companies in a Changing Economy, ' Address by Frank Wllle,,
February 20, 1975, PR 11~ '?5 {2-20~ 75)

2/ Salornon Brothers, _p_ _c_1£.' pe 12,

t
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percentage - points between Aaa .and Bbb. A year earlier, in
q4 February 1974, Aaa bonds had an average yield of 7.85 percent and

% . Bbb 8.59 percent a spread of 74 percentage points, ‘and in February

1973, Aaa bonds had an average yleld of 7.22 plercent and Bbb., 7,97
2
percent, a dlfferencen of .55 percentage points,
The high cost of_funds on the bond market and the wide spread

between high'and low rated bonds discourages many less credit worthy

flrms from usmg th1s approach to obtam fu_nds. In addition, many . -

firms in fman01a1 d1ff1cu1t1es, who would be rec1p1en fRFC—style

3551stance, may have had their ratings downgraded to reﬂect their .

condition,. E Th1s eould substant1a11y 1ncrease theu' borrowmg costs
on the bond market, In 1974 alone some fifty companies had their -l

3/ - . : - iy
ratings downgraded.: ' T . R |

Even with  these problems though, the level of corporate bond

activity is expected to be high in 1975, A Bankers Trust'projection
for 1975 was that corporate demand would be heavy, but that inves-

tors would be loo_k'ing for high quality issues of relatively short
maturity.,i/ ' This analysis was in line with that of Salomon Brothei-s,
which sees_ ahigh levelof a_etivity with incfeased investor concern m}_ef L
safety, ceﬁpied with inte;est in medium term bbndsuil

1/ Moody's Bond Record, March 1975, p. 139.
2/ Tbid. S ' _ ' L :
%) Business Week, '"The Crushing Burden of Corporate Debt,"
~ Qctober 12, 1974, D 54. o
4/ Money Manager, ''Corporate Bonds,'" February 18, 1975, p. 47.
. '5'/ Salomon Brothers, op. cit., p. 6. :
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The private credit markets, which have: traditionslly been the
source of a large proportlon of funds for corporate and other economic |
act1v1ty, have not been able to function at the level necessary to
satisfy demand. This is due to lenders and investors hecoming increag=~
ingly seleotive-in advancing _fnnds » combined with the she.ky finaneial
c‘ondition -of some pro_spective borrowers. Those Who favor.expanded _
Federal 'oredit assistance areﬁ"o"oncerned that the loans and invest-
ments .'w_}vhic‘h are made by the private sector will ‘not be extended to
those companies, industries, or sectors, which, whtle they cannotmeet
economic criteria for prlvate sector financing, may be engaged in
activities of high soc1a1 priority. Proponents thus argue that an RFC
might pe_rform two roles to supplement the private n‘iarket: © 1) direct-'
credit extensions or capital infusions when compan:tes or other
borrowers cannot obtaln funds in the prlvate rnarkets, and 2) guarani-
tees in mstances where private rnarket flnancmg would be forthcommg

with this addltlonal security.

Conclusion

The call for a new RFC-style credrt organization is based on the
'bellef Tthat both Federal credit assistance and private lenders and
.1nvestors are not reaching certain potential loorrowersc Sponsors of

the proposals beheve that a new Federal credit program, in addltlon-'

to the rnany which already exigt, would help those borrowers currently

unable to obtain funds. At the present time the private sector is unable

i
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to. provide' a ”sufficient”. ievel'of..credit because of problems in the
equity and bond_‘ market.s, and more restrictive co'mmerciallbenk
lending policies. | The demand for funds by private' firms has not‘
~declined, even though there is a recession, Thig heavy dermand for
credit by bnsiness .is. not 1n l_i_ne with past experience. During -fhe
195".7;1958 .and 1960-1961 recess‘ion.s there was a significant decline in
corporate demand and only small 1ncreases duriing the 1953 1954
and 19‘6991970 recessions.l_/' |
The RFC concept proposals raise a number of questlons. Slnce no
new cred1t is created dlrectly, bu’c the existing pool su’nply reallocated,
would a .newr Feder_'al program freeze _out certain borrowers who now
obtain credit on the private market? Would th‘is-result. lead t.o de-
mands for additional programs for those frozen out? Further,
is another Federal cred11: program needed when there are already
a host of such programs helplng many sectors of the economy. If |
‘the Small‘-Busmess’ Admlnlstratlon, the Federal 'Loan Guarantee Board,
the Economio Development Adrni'nis?tration,r _the Fe.rrners I—Iornei
Administration and the varietyﬁ_of housing credi_t programs have lnot{f
been able to provide the necessary credit through the billions they?

have allocated why is a new program, which will work along with th‘esel

eurrently opera_ting 'progra'rns, de a'ny_getter?

5

17 T\Eoney Mana,ger, ”Unparalleled Financial Roadblocks to a Qulckf
Reco‘very, " November 25, 1974, pd 3. ‘
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Perhaps_ part of the current probiem in credit avaiiability is that_
there _is_ a iack_ of ooordinatton among present Federal programs, and |
an unwa'rra_xtted belief that credit alone :i.s sufficient to rev.ive certain
s’ectors of the eeonomy,. In fiscal 1974, $26.6 b11110n was prov1ded
'1n Federally assisted’ credlt It is est1mated that the figure will be
$31. 3 b11110n in flscal 1975 and $28 7 billion in f1scal 1976, ‘I_“hts is
IW1thout any new RFC style program._ ‘Each credit program operates. |
basically on its- own,_ pursuing 1_ts‘ own particular goals. There is no
comprehensive polli,cy' on hOWcredl‘t ‘assistance is going to be used. |
Perhaps in order to be 'more_f?e;f_feotive' some Federal decisions have-_
to be made on national cred‘itlff priorities., If there is only so muoh’

.'federally subs1d1zed credlt avallable in a year, ‘which sectors are gomg_

to come flI‘St? It 1s housmg_,‘ energy, e1ectr1c ut111t1es, the env1ron--

ment? What occurs at the present time is that no targets are set
Spec1f1c credlt programs are enacted in the bellef that they will help_'
solve the partlcular problem they are addressed to. |

Kl

Credlt assmtance alone, as' an examination of some of the

i

Federal governrnent's current efforts: shows, is not always suff1c1ent
Billions of dollars ‘have been allocated to‘housing, yvet the industry
is hard hit by the recess:tont The Lockheed Corporation was provided

-WJ.th a$250 million loan gua.rantee, yet it is still in severe flnan-

ci’al difficulties., K Mlll:s.ons have been prov1ded to the Northeastern

d

rallroadsg and they are still in desperate fmam:lal shape. In many
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of these cases credit Ia_lon-e may not be ‘sufficient to overcome th'e:
problem., ‘It may also require some kind of Federal .comm‘i:tment to-
the industrj orr e_coifldmic sector justified on morethan narrow econo_ndic
grounds. ‘Housing and. railroads have many social, political and
macroeconomic i_rn.pacts which may justify ass'i_stance_..: ‘Aiding Lock-
heed and othé‘r financially.troubled corpératiohs‘in many cases rﬁay :
‘not work if success is judged by profit and loss, sinc‘e théy are in
severe financial difficulties. Aséistance to these firms may be justi-
fied 'thoggh_, depending on Vt&he ‘social, pblitical, and macroeconomics

 returns they give.

LB
=

An RFC-stylé organization could bé used to prornoté these broader
goa.ls when this is not being done by other Federai credit programs.
The RFC Vcould also help to relieve the pressure on Congresg to assist
‘firms on a company by company. basis, and might provide the
'fram.ew'ork:“for a more oréi_e_rly allééation of credit by the Federai
government.. . Some _oppozw;ents take issue with these pﬁrposes ag iil
| adviséd'fufnctions of gox}ernment; others find the purposes worthy but
the‘iREC_—\’éﬁ}le organization less well suited to '_them than other alter-

natives.
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CHAPTER I - LEGISLATIVE, PROPOSALS

This section looks at three bills introduced in the flrst sessmn '
of the 94th Congress whlch Would create an REFC=-style organization
or. a mnational development bank It brigfly outlines the purpose,
organizai:ion, eligibility - requirements, assistance offered, and
funding 'provisions of each bill. .The proposals reviewed are H.R.
803, the Reconstruction Finance Corporation Act of 1974; 8. 2,
the National Development Act of 1975; and S, 321, the Economic

Revival and Development Act of 1975,

H.R. 803 = The Réconst_ruction Finance Corporation Act of 1975

Purpose: The bill would establish the Reconstruction Finance Cor-
poration (RFC) which would assist businesses _unable'_to otherwise
obta_in finan’cing;_ u

. . B

Organizetion: ' The RFC would be a government-sponsored and owned )
lcorpo.ration.' It would be run be a six. ‘member board of directors
| con51st1ng of the Secretary ‘of the Treasury, Chairman of the Board
of Governors of the: Federal Reserve, and four others appointed by the

President. No limit is set on the life of the corporation.

Eligiliilitx Eligible rec ipients for as.swtance would 1nclude any indi~

vidi.lal., : corporation, éompany, firm, partnershipy socxety or other

_ entity engaged in the manufacture of goods or provisions of serv1ces,




stock and bonds.
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as well as an enumerated list of financial institutions. In order to

receive-"assistance applicants must 'have not been able to obtain

a.ss1stance from other sources. PI‘lOI‘lty ig given to applicants engaged" B

in prov1d1ng products or services in which shortages are percelved '

to exist, ‘or who are engaged in act1v1t1es deemed in the publlc interest.

Assistance: The corporation could -pro_vide direct loans or loan

gua;_rahtees, or it could purchase the stock, capital'notes,'or deben-

turés of enterprises 'Which 'c'ould' be used for: 1) the expansmn of a -

e

f_acility or the purchase'of supplies and materials; 2) working capi=-

tal; 3) payments of debts and obligations. The maximum guaranteed

- loans o‘ufstanding could be 32 billion and could extend for a maximum
~ of ten years. " Loane could be for a maximum of 12 years, and would

~ bear a rate of interest the same as the current average yield on all

outstandmg obhgatlons of the United States. The maximum amount

of a 1oan could be up to 5 percent of the RFC‘S outstandmg cap1ta13

&

Fundin’g:‘ The RFC would be financed by the sale of up to $2 b1111on -

worth of capltal stock which would be ‘purchaged by the Treasury,

‘and RFC bonds, notes,; and other obligations sold to the Treasury and
the general publlc. - The amount of RIFC -obligations outste.nding

_could total three tlmes the subscribed capital stock. X "‘Theee obli-

:

gations of the corporation could be for a ma_,.ximum;fof‘ 12 years:;'
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they would be guaranteed by the Umted States Government and would

o be’ exempt from State and local taxation,

Audit: The RFC could obtam 1nformat1on on: the cond1t1on of appll-

'_'cants' for, - and rec1p1ents of, ass1stance from among others the

Treasury, the Comptroller of the Currency, the Internal Revenue Ser-"._f"

vice, - as well as all other Federal departments. agenmes, comm1ssmns-‘._

and boards. In add1tlon. firms would have to glve the corporatmn'

the r1ght to aucht them as a cond1t1on for recelvmg ass1sta.nce. :

:

8. 321- The Econonﬁc-' Revi.v'al' and Development At of 1975

‘Purp'ose:f' The purpose of the bill is to prov-lde asmstance to f1rms_'

_m t1mes of recessmn. wh1ch is not defmed whose faﬂure would 1n-'

crease unemployment and dlslocatlon, as well as to prowde ass1stance g
| to f1rms unable to. obtam fmancmg when they serve a publlc purpose.
"The u1t1mate alm is to unlock the potent1a1 of the nation! s economy,
.expa.nd eoonom1c opportumty,- st1mu1a1:e : development _reduc‘e__

'unemployment and promote economm stabzhtya B
_ . ,

Organiz.ation: The b111 would create the Restoratmn Fmance Cor~ =

poratlon, whlch would be a government sponsored and owned'
-ﬂcorporatlon.- Its llfe would -extend unt1l January 1, 198'0» It would'
be run by a seven member board consmtmg of the Secreatry of the

i

Treasury. the Secretary of Commerce, the chalrman of the Federal -

Reserve Board and four others appomted 'by the Pres1dent°

[
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E_ligibilitz_ : Business "con_cerns‘.are -defined as any person eligible .for
‘assistance. Thdse 'nneli.gible for assistance _' are: | 1) ‘persons
receiving’ a.s's'istance under the Regional Rail Reorganization Act of
-197 3; 2) monopOlis_tic‘ of .ologepolistic firms other than electricity_ or.
energy produ'cers; 3} persons able to obtain financing elsewhere, and
4) firms Wln'.ch' 'doa large amount of business with the Federal - |
government. a The.bi'll requires that at 1.east 25 percent of the lending "
'assistance-.-go_to the agricultural, housing, and small_bus.iness sectors

of the economy. D ' Y

Ass1stance' The Restoration Finance Corporatlon would prov1de loans _
‘and loan guarantees to firms for: 1) plant expansion and the purchase
of equiprnent and materials; 2) working capital; 3) payment of _debts;
4) economic development act1v1t1es and 5) other undefined purposes.
Loans to corporatmns with assets over $50 m11110n would be evaluated
by a spec1al panel ' Interest on loans would take into account the
current average y1e1d on outstanchng marketable obllgatlons of the
U. S. of eomparable maturlty issued in the preceedmg year. Guaran=-
tees made by the corporation would _in most cases be for 50 percent :
of the loan, gomg up to 80 percent in exceptional cases, Interest rates.

on the guarantees would  be at currently prevallmg rate for

V
i

similar private obligations.

The=corporation 'could charge up to 1/2 percent for the _investi-_

i

gation of ' applicants, and a premium charge up to 1 percent for the:

}

R
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guarantee, " The limit of assistance to a firm would be 1 percent
of the outsténdi.ng stock and obligations of the Restoration Finance

Corporation.

Funding: The ¢6rporation could isSue up to $3 billion in éapi‘tal stock,

which the Secre.t_ary of the Treasury is authdrized to purchaée. The
corporation cou'ldl iséue nbtes; debentures, bonds and ofher obligations
with a valﬁe up fo ten times the paid in capital stock. The corpora-;__

tion's obligations _' would be guaranteed by  the United States.

The receipts and disbursements of the corporatiori_., other than its
administrative expenses, would not be included in the budget totals

of the U,S., and would notbe included in the public debt limit.

Audit: The Recon's;t:uctién Finance C'orpdration, GAOQO, or-é.nother repre=.
sentative: of the . corporation would have the right to audit firi‘n_sf
receiving assistance.; The.Senate and House committ_ees having juris-

- dictjon would exercise continuing oversight.

S. 21 - National Develsprhent Act of 1975

PurEoseé The legislation would eétabl_ish’ the National Development
Bank to  provide loans to ~ build public facilities, pro.vide. loans 1o

.

business a.nd industry, and fund low and moderate 'income housing

| projects,
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'Organization: The National Development Bank would be an instrumen=

| tality of the United States with the general corporate powers of a
corporation Organjzed -uhder the laws of the Distriét of Columbia.
="I‘hna:t‘e _would' be fou.rte'en. members on the board of directors 'including
the Sec:retaii'es of 'the_'I‘réasury, Hoﬁsing and Urban Development,
Agriculture, and Labor, as well as ten others appdin_ted by the

President. No limit is set on the life of the bank,
Eligibility: There are no élear eligibility standards which 'restrict
the types of firms or individuals who may apply. |

Assistance: Loans, loan guarantees or the purchase of the'obligations

of a firm could be used for the establishment of new firms or the

expangion of old cnes in defined depressed urban areas. = Recipients

must agree to fill a éertain number of jobs with under or unemployed

inidviduals and to provide job training,

Loans, loan g‘uaranteés and the pﬁfchase of obligations ﬁould be

provided for capital expenditures for public works and community

- facility projects.

®

Loans and loan guarantees would be provided for low and moderate

" income housing projects participating in insured and guaranteed low

and moderate ‘income hoﬁsiﬁ;g loan programs of the Department of
Housing and Urban Development, the Veterans Administration,.'_ and the

Farmers Home Administration.

e a—
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Interest rates on loans are the interest on marketable U. S. bonds
maturmg in 6«12 years, excluswe of those at less than six percent |
plus one—half percent. Guarantees may be made for 100 percent of
the loan at a rate not more than one and one-half percent above ‘the

Federal Reserve Redlscount Rate°
| Technical assistance would also be provided, under the legislaticé-

iu iSsue L‘_,Lprud;r stock Worth up to 61;5 bnnon,

‘which Would be subscrlbed to by the Federal Flnancmg lBank located
in the Treasury Department The bank could also issue notes,ﬁt
debentures,‘ bonds and other ev1dence of 1ndebedness equal to twenty

times. the pald in capltal stock of the bank The obhgatmns of the

bank would be guaranteed by the United States. In the case of default‘
by the bank on 1ts obhgatlons, these obllgatlons would be purchased '
by the Federal Flnancmg Bank. The bill specifically states that the.

obhgatlons of the bank would not be tax exempt.

“Audit: The GAO 1s empowered to audit the fman01a1 transactlons of

the bank




