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Yebruary 4, 19%6.

¥pre MNarvin H. Melntyre,
Secrotary to the FPresident,
fihite House,

Washington, L. Ce
LUear lre lelntyre:

In accordance with our telephone ccaversation
this afterncon, I sm trensmitting herewith two copies of a
Mo:axmmxhnmmtusm
which the President made to me last week, and which pertains
to the proposed banking legislations I shall sppreciate it
if you will bring it to the Fresident's attention as soon ss
pessible and I sincerely hope that it will be of some assiste
ance in connection with the banking legislaticne

Very truly yours,

Harriner 5. Hocles,

inclosures.

Federal Reserve Bank of St. Louis



Februery 4, 1935,
iraft of President's lotter to the Committee Chairmen:

I recommend to your Committee certsin changes in the laws con-
oerning banks.

The Banking iot of 1933, the legislative history of which extended
over the preceding three years, was designed in large pert to prevent a
recurrence of the speculstive excesses and ebuses thet culminsted in the
stock market debmele of 1929, In addition, as & result of the great num-
ber of bank failures thet ocourred from 1950-1933, provision was mede in
this fet for the insursance of bank deposits.

I am convineced, however, that further changes in our banking laws
are urgently needed for smoothing the path of economic recovery and for
preventing the recurrence of oconditions thet led to the collapse of the
banking system in the spring of 1933,

It is proposed to make certain revisions of the deposit insurance
law which has been extremely helpful since its enactment but requires
amondnent in the light of & year's experience under the temporary plen.

During the firet six months of the year 1934 deposits were in-
sured to the extent of {2,600 for each depositor. During the last six
months of the ysar the insurence was extended to $5,000 for esch depositor
and it is found that this protects 98,397 of all depositors in the insured
banks in full. This degres of protection has proved adequate to restore
confidence in the insured benks &s a whole and in the nine benks which

closed during the year the paymemts by the Federal Deposit Insurance
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Corporation have entirely relieved the ccmmunities of the hardships
and disturbances which heretofore heve generally sccompanied & bank
feilure,

Under existing lsw the permenent plan would give increased
benefits to only 1.,61% of the nuaber of depesitors but it would elmost
double the liability of the Corporation by inersasing it from approx-
imately $16,500,000,000 to more than $29,000,000,000. I recommend,
therefore, that the limitetion of £5,000 for each depositor be continued
and made & part of the permenent insurance plan.

The originel purpose of the Temporsry Fund of $he Federal Deposit
Insurance Corporation was to provide insurance of deposits for a six
months' period before the negesssery arrangements could be complated for
ingtituting the permanent plan, The Temperary Fund has been raised
through assessments contributed Ly the banks bssed upon their insured
deposit liability. The permanent plan in the existing lew contemplates
essessments based upon the entire deposit liability of the insured banks.
It is believed that the genersl Henei'its both to the publie and te the
banking structure of the Country resuiting from the insurence of deposits
ecall for an assessment plan substantinlly as provided in existing law,
but limited in smount. The plen of asseseing upon the insured deposit
liebility alone, considering the general benefits, throws s dispropor-
tionate share of the burden upon the smaller benks and upon banks in
which smell deposits predomimate.
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Provision should be mede which will enmable the Corporation to
slloeate to surplus part of its existing ocapital of spproximestely
$290,000,000, sontributed by the Government end by the Federsl Heserve
banks, and to eneble it to set up reserves from the proceeds of the
agsessments so that the insursnce may be continued et all times upon
s sound basis, at no greater cost than is necessary snd without becom-
ing wnduly burdensome in times of stress.

In view of the liebility of the Federal Deposit Insursnce Cor-
poration to depositors of falled banks, it is important to give to the
Directors of the Cerporation suthority te protect the funds of the
Corporation from the consequences of bad management and unsound banking
practices on the part of insured banks, This should be accomplished with
due regard to the existing suthority for direet supervision.

The oornerstone of our banking structure is the Federal Reserve
System and it is proposed to make this system more directly responsive
to national economie needs and to make the commercial banks better adspted
to meeting the oredit requirements of commeree, industry, and sgriculture.

The Federsal Reserve System was established more than twenty years
ego and has rendered invaluable servisce to the nation during the war, the
postewar period of resdjustment, snd during the present depression, The
experience of twenty years, however, has shown that in eertsin respects
the System needs to be strengthened in order to meet changing economic
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conditions in this country and in the world. Our problems, especially
in the fleld of banking, have beoome more snd more national in their
soope. Commeroial banks, through the oreation of oredits, supply the
bulk of the nation's means of peyment. Effects of ehanges in the volume
of credits are nationmwide and regulation of this volume should be en~
trusted to a body which represents the nation. Therefore, while it is
desireble to retain regional memagement end responsibility st the Federal
Reserve banks in matters of local oconcorn, it is essential to wnify the
responsibility for national policies. For this purpese it ie propesed
to change the oomposition of the Federal Open larket Committee so as
to inelude represemtatives of both the Federal Heserve Board and the
Reserve banks and to give the Cammittes the power to determine the open-
merket poliey of the Federal Reserve System. Since operations of the
Federal Reserve beuks in the open market are frequently the most im-
portant single slememnt determining changes in the volume of oredit
available to the people snd in the rates required to be paid for bor-
rowed money, unified control of these operations is imperative.

It is also proposed to combine the office of the Governor of the
Federal Reserve bank, who is now appointed by the directors of the bank,
with the office of Chairman of the Board of Diresters, who is now appointe
ed by the Federal ieserve Soard, end to have the oocupant of the cambined
office appointed by the board of direstors, subject to the approval of the
Federal Reserve Doard. The proposal would promote economy and efficienecy
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by doing eway with the present dual organisation of the banks and
the consequent diffusion of responsibility. '

To emable the Federal Reserve banks to respond more effectively
to the changing needs of the country it is importent to remove some of
the restrietions upen their activities imposed by the original Federal
leserve Ast, fully recognising that these restrictions were wisely ime
pomupmaﬁmmemmmmw_mmnumwa
definition of the kinds of paper that are eligible for diseount at the
feserve banks., Changes in our economic life and finaneial practices have
greatly redused the volume of self-liguidating paper of the kind to whisch
Poderal Reserve benk discounts are largely limited. In somsequence, in
times of stress, when help from the Federal Reserve System was most
urgently needed, there were many banks devold of assete avellable for
borrowing at the Federal Reserve banks. It beceame necessary to remove
these restrictions temporarily by emergensy legislation, but this astion
wos not Saken until much harm had been done to the country. At the present
time there is evidensce that the restrictions en eligibility of paper for
discount at the Reserve banks comtribute to the difficulty of persons who
#iced to borrow meney and possess perfectly sound sssets but are unable to
obtain the required losms because these assets are techmically ineligible
for discount. For these reasons, legal restrictions om elizibility should
be removed and the Federal Reserve Hoard, which is alweys in session,
should be given authority to determine the charaster of paper that shall
be eligible for dissount by a Reserve bank,
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It is also proposed thet segregation of collateral behind Federel
Reserve notes be no lenger required. These notes are obligatioms of the
United States Covernment and prior liens on all the assets of the Federal
Reserve banks, Segregation of collateral back of these notes, therefore,
adds nothing o their safety. It caused serious difficulties, moreover,
in tying up gold over and above the 40 per cent reguired reserve in 1981
and 19352 when there was a foreign drain on our gold,

In the field of commercial banking the proposels are few but vital
for t he speeding of recovery. They are directed toward the objwt of
making it more feasible for the banks to meet the credit needs of their
looalities and to relieve them of some of the ummecessary restriotions
which are at the present time a handicap to recovery. With this in view
it is proposed to liberslize the authority of the banks to make mortgege
loanss This class of loans is essential for the revival of building
activity and, uhder proper safeguards, present restrioctions can be relaxed
without emdangering the soundness of the banking system.

I hope end believe that the enaotment of these proposals would
spur the cammercial banks to go further in their effortes to serve the
country's needs and to lend their unstinted support to economis recovery.

The proposed legislation elso contains corrective and clarifying
amendments to existing law which will provide for simplification of ad-
ministration. They are mostly of a tecimical nature and were in large
measure embraced in the so-called "Omnibus Banking Bill" approved by both
Committees of the Seventy-Third Congress.

Very truly yours,

.org/

Federal Reserve Bank of St. Louis





