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COMMITTEE ON FOREIGN RELATIONS

Februzry 9, 1949.

Honorsble Harriner S. Eccles,
Beard of Governors of the
Federal Reserve Board,
Washington, D. C.

My dear Marriner:

I read a news report in the New York World Telegram
which says that “"the Federal Reserve Board will seek
authority to absorb the Federal Deposit Insurance
Corporation'. If any information is available on
this subject, I should like to know "what's cooking".

With warm personal regards and best wishes,

Cordially and fajthfully,

N
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March 2, 1949.

PERSONAL AND CONFIDENTIAL
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Honorable Marriner S. Eccles,
Board of Governors of the
Federel HReserve Systenm,
Washington, D. C.

My dear Marriner:

I suppose it is sheer heresy for me to ask a member of the
Federal Reserve Board what he thinks about an FDIC problem.
But I should very much like your confidential comment on
FDIC premiums. Heretofore, I have consistently (and success-
fully) prevented a reduction of these premiums. Now that
the Government has been paid off and the FUIC has a billion
gurplus of its own, I think perhaps the time has come when
it is fair to consider a premium reduction. I should like
to know what you think and I should like to have the benefit
of your specific recommendation.

With warm personal regards and best wishes,

Cordially and faithfully,

uis
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PERSUNAL 4ND CORFIDENT LAL
March 11, 19l9.

Honorable Arthur H. Veandenberg,
United States Senate,
Washington, D« C,

Daay Senator:

T dontt think it is "heresy” to ask a Federal Reserve
Board member about an F.D.I.Cs problem, but it might be "sheer
heresy” to ask the F.D.I.0. about a Federal Ressrve problem. In
eny oase, 1 deeply approciate your confidence. The subjeot of
deposit insurence premiumas is cne to which we have given oonsld-
erable thought because 85 per osnt of the deposits in insured banks
are held by banks which are membors of the Federsl Reserve System.
I feel that the time haa arrived when therse should bo & suspsnsion
of the assessments.

Like you, we hawve heretofore opposed & reduotion of
these premiums. ¥We felt, during the period when deposit liabil-
ities were rising and bank earmings were inoreasing substantially
as & result of war finanoing, aend the capital and surplus of the
Corporation had not reached a billion dollars, that there was no
basis for a reduction. Now, however, the pioture has ochanged.
The capital originelly psid in by the Treasury and the Federal
Reserve has been retired. The remaining surplus of the Corpora-
tion ie well over the billion dollars specified by Congress end
is inoreasing. Although the ratio of bank oapital to deposit liae
bilities has decreased, the dollar smount of oapital funds of banks
has inoreased pt least two-thirds sinoce 1933, largely through the
retention of undistributed net earninga. More than two-thirds of
the deposit liabilities of the banking aystem are offset by cash
assets and Government securities whioh are the equivalent of cash.
Fven though this leaves a large dollar amount of what might be re-
garded as risk assets, the Corporetion, in its latest Annual RHeport,
for 1947, says that examinations show that less than one per cent of
the assets of insured commercial benks were below the standards for
bank investment. This, of course, does not mean that any substantial
part of that amount would be a loss, nor would the losses all cocour
in one year.

I recognize that all barks are not in equally good ocondition.
Probably there will be an increasing volume of losses. A slight down
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turn in net earnings has already appeared. Some banks will require
oloser supervisory attention than others. However, the growth of
risk assets and the estimation of prospective losses are reflected
currently in the exieting reporting and exsmins tion prosedures of
the supervisory authorities. This should ensble the supervisory
authoritiea to take precautionary steps in individual bank situa-
tionas before losses aoccumulate to an extent sufficlent to emdanger
depositors. In addition, the Federal Heserve is in muoh better po=
sltion than ever before through its discounting, supervisory and
credit omtrol powers to protect the situstion emong member banks.

Since the reserves of the Corporation are nearing 1,1
billion, it is reascnable to expect an annuzl incame of 25 million
dollars or more from investments in Govermment securities alone,
and sinoe its ourrent expemnses sre around 5-1/2 miliion, it seans
likely that there would be at least 20 million dollars a year with
which to meet current losses. This would be almost cqual to the
net loss of the Corporation during the fourteen years from its in=-
ception through 1947, the period covered by its latest Annual Report,
which was only 26 million dollars.

In these circumstances, as 1 have said before, I would
now favor the ocomplete suspension of the assessments, with the
understanding that the assessments would be restored, up to the
annusl rate heretofore authorized by Congress, whenever that might
be nesessary to maintain the reserves of the Corporation at an
amount in excess of one billion dollars. The suspension of the
asgegsments would add a substantial peroentage to the net earnings
of the insured banks. This in turn would increase the ocushion be-
tween the Corporation and possible losses.

An slternative suggestion which was indioated editorially
in The Weshington Post this morning (a copy of which is enolosed)
and which has a great deal of merit would be to deduct from the to~
tal amount of deposit liabilities of each insured bank the amount
of cash assets and Govermment securities held by the bank and to
apply the regular assessment rate ageinst the balanoe, so that, in
affect, the msnsssment would be against an smount egquivalent to the
risk assets. The reason for this suggestion lies in the obvious
faoct that cash assets and Governments would not be the source of
loss, and that the insurance premiums, thsrefore, should be in di~
rect reletiom to the other assets which might produce lozses. If
this suggestion were adopted, it would reduce the aggregate assess~
menta by something like two~thirds. The proportion of the reduction
would vary among the insured banks according to the amount of risk
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assets which they hold and it would therefore be muoh more eguita«
ble than the present system.

If nelther of the above two suggestions should be aocept-
able at this time, the limit on insured deposit liability, as a
matter of equity, should either be removed emtirely or it should
at least be doubled, as 210,000 at this time would be no more than
$5,000 was when the insursnce system was established.

¥ith wamest regards.

Sincersly,

l‘o s. Ecoles -
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TOM CONNALLY, TEX., CHAIRMAN
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FRANCIS 0. WILCOX, CHIEF OF STAFF

COMMITTEE ON FOREIGN RELATIONS

March 15, 1949

PERSONAL

Honorable Marriner S, Eccles
Board of Governors

Federal Reserve System
Washington, D. C.

My dear Mr. Governor:

Thenks for your fine letter of March 11 in response to
my inquiry of Merch 2 regarding F.D.I.C. premium rates.

I am glad to have your thoroughly persuassive statement
regarding the fiscal integrity of F.D.I.C. and your

belief that premiums might now be completely suspended
(subject to restoration in the event of future difficulties).
I do not believe that I would want to suspend premiums
entirely. There is something about the psychology of
complete suspension which I do not seem to like. I think it
would be preferable to maintein at least nominal assessments.
I also would prefer this sort of action rather than the
meintenance of existing premium rates against a portion of
bank assets other than cash in Government securities. I was
guite wedded to this latter idez at one time; but I came to
the conclusion that it would be better not to inject this
complication into F.D.I.C. esrithmetic. I have been hesitant
to consent to any reduction in premiums up to now. Your
letter rather convinces me, however, that there would be
justification for a current reduction in premiums.

Thanks for your helpfulness.
With werm personal regards and best wishes,

Cordislly and faithfully,
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PEIGONAL 48D CUNFIDENTIAL
Yarch 17, 1949.

Pear Senator:

Referring to your letter of Harch 15, I am glad to have your
impresslion regarding the problem of F.D.I.C. premiwa rstes. 1 should like
to suggest that you glve some further consideration to the guestion whether
a reduction would be adviszble rather than = complete suspension. It sesens
to we that the important questicn to determine first is the adeguacy of the
surplus accumulated by the F. D. I, {. If it is adeyuate, there would seem
to be no occusion for continuing the process of accumulation turough sssess-
ment.s, especially when current net income is substentially in excess of
losses. On the other hand, il tne surplus is not amdeguate then there should
be no reduction. If we assume that the surplus is sufficlent, there will be
great difficulty in determining the reason for continuing the assesszent,
even at & reduced rate. The reduction wmould have to be stated in the law
or mubthority yiven to the F.D.I1.C., in the law to iinge the reduction, =nd
in either event some formula would heve to be worked out. In the circum-
stances, zny such formula would bs deboted and would be very likely to
arouse an adverse reaction on the ground that the banks were being subject-
ed to an unnecesssry, as well &s ineguiteble expense. I will mot burden
you ®»ith & discussion of the points that wmignht be raised, but they would
certeinly include the fact thut the ris«s were very uneveuly distributed
among the banks.

I cennot help but feel in the 1izht of the available inforcoustion
thut the surplus hes reached an adequate amount, although I &m aware of the
arguments to the contrery. hith a view to allowing something umore, however,
the effective dute of the suspension of the sssessment wight be deferred
until Januery 1, 1950, when, on the besis oi current experience, it =seems
likely that the surplus will be around . yl,«00,050,0C0. The F. D.I.U.could
then be zuthorized to restore the assessment in whole or in part to such
extent as might be necessary to maintoin this amount, wienever new develop-
wents indicated that thne surplus mighs decline to the suount on hand on
January 1, 1950, It seewms to5 xe thot $his would pe &n apurocach to the
matter wnich could sasily be underst$od and should be wcceptable to all
concerned.,

Bith warmest perscnul regards.
Sincerely yours,

The Honerable arthur H. Vendenbery,
United Stetes benate,
Basningbon, D, C.
. S. Eccles.
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