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0 + Attach to Hemo to President 5/15/59

]:ROM Chairman Eccles

REMARKS: 5/15/39

The attached memo was discussed witn the

President at conference today, anu he

guve nis approval. He dictuted a memo

to lir. Kannee in my presence in waicn the

President iustructed hi. to telephone to

oenator Wagner. The substance of the memo

was that he was very much in favor of

“=nator Wagner going ahead with hearings
his resolution and that the “enator nad

the President's support ana best wishes.
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¥sy 15, 1939.
HRMOTANDUM:
T - The President
FROM - Chairman Eccles

Botter organization of ouwr banking machinery is
urgently needed. Your reorganization progras will go down in
history as one of the most notable acilevenments of this ide
ministration. However, the job ceamnot be comnlete unless the
banking situstion is likewise dealt with. The confusion in
this field is greater and the mecessity for preompt zction more
urgent than in any other area of Governmsnt authority and
operstion. In the Amnual Report for 1938 the Board of Jovernors
pointed out that as a result of many years of piecemeal develop~
ment "the banking plcture emerges as a crazy guilt of conflict-
ing powers and jurisdictions, of overlapping euthorities and
zaps in suthority, of restrictions meking it diffieunlt for banks
to serve their communities and mske & living, and of conditions
making it next to impossible for public suthorities to apply
a@equate restraints et & time snd in conditions when this may
be in the public interest.”

S0 far as the Reserve System is concerned, the situ~
ation is already so fir out of hand--and iz growing deily more

beyond comtrol--that the System is helpless to discharge the

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

-3 e

usual responsibilities of a central banking organization. To
permit this situation to drift would be dangerous.

Mo latitude is given to the President under the Re-
organization Bill except to transfer the functions of the
Comptroller of the Currency, but that would be only another
piecemezl step that would not begin to meet the situstion in
ony respect.

The so-called Brown Bill, in whieh there appears to
be a great deal of interest in the Senate, proposes to trans~
fer all of the examinstion fumctions both of the Comptrollert's
Offiece and of the Federal Reserve Board to the Federsl Deposit
Insurance Corporation. To dump all bank examinations into the
lap of the insuring agemcy, which is primerily interested in
protecting its insurance fund, would be a mistoke.

Examination and invectment policy are closely tied in
with the broad purposes and objectives of credit policy and
creation of the country's momey supply. It is impossible for
the Reserve Systen, for example, to carry out an easy money
policy if, aes has happened in the pazt, examining agencies pur-
sue & restrictive poliey, discourzging bemk lending and invest=
ment, because of a desire to keep the banks in a highly licuid
condition on the theory that this will best protect the in-
surance fund. The insuring agency wes not set up for the pur~

pose and is not equipped to detornmine or carry out credit policy.
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I em informed that some of the sponsors of the Brown
Bill want to hold hearings on it, not for the purpose of bring-
ing sbout necessary further lmprovements in the banking ma-
chinery, but «8 a mediwm for airing anlmoeities scainst the id-
ministraotion. In my opinion, the best way to head off the
Brown Bill, as well as the extraordinsry mumber of other pende-
ing measures provesing all sorts of monetary schemes, would be
to adopt the resolution recently introduced by Jenator Wagner
which has been referred to and is pendins before the Banking
end Currency Committee of the Senate. Moreover, the broad
fundamental cbjectives of mometury policy should be determined
by Congress before deciding where existing suthorities should
be alloested and what additionsl powers are nesded {0 carry out
these purposes. To shuffle the existing agencies sround first
would be putting the cert before the horse.

The terms of the Wazner Resolution are sufficiently
broad o permit the full Committes on Banking and Currency to
deal comprehensively with the whole range of closely inter-
related monetary, eredit and banking prebleme., I feel that such
an approach is of the grectast importeamce st this juncture,
particularly because of the existing confusion and multiplicity
of monetary proposals aslready introduced in Comgress snd being

promoted by z varliety of groups and blocs.
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The country is being deluwged with plausible propa-
ganda on behalf of meny of the warious schemes for currency
issues, for higher gold and silver prices, for penalizing idle
funds, for reshuffiing the Reserve System, for 100 per cent re-
serves, for new systems of banks to supply cepital especially
{0 smell business, etc. lNobody undertakes to expose the
fallacies in these proposals. The most effective way to clesr
the air of this confusion and conflict would be through adoption
of the Wagner Resolution calling for z droad study, as the
Resolution states, "to determine a mstionel monetery and benk-
ing poliey by which the monetary and banking suthorities of
the Federsl Government shall be gulded and governed, and to
determine the character of govermmentel machinery best calou-
lated to emrry out such policy."

I have discussed the matter with Cenator Yagner, who
expects to go ashead with his resolution. 1 am satisfied that
wmder Vagner's guldance nobody will be able to use the Committee
for pariisan purposes or to work off persopal grudges. He pro-
poses to have the whole Committee, which is wnder his direection
&8 Chairmen, conduct hearings and to see to it that no packed
or partisan subcommittee, such as is threatened by the Browm
Bill, will take the lead. He is interested in & broad, con-
structive study end not in an inguisition.
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T zan counvineed that this courss is eminently de~
sireble from the idministretion’s standpoimt; that it will re-
move any possibility of politicel charges being made in the
1840 campeign that the Aﬂninistrafaim has been remiss in deal-
ing with bapicing, credit and mponetury problems that must be
ret; and thet it will serve o complete the Administration®s
aechisvenment in rcopening and rehabilitating the banking system
following the banking holidsy, which is still officiszlly in
cffect.

¥y purpose im this nemorandum is merely to ﬁusgost
that you approve Sepator Waganer®s progran, but if, for reasoms
which I canmot conceive, you have a contrary view, that yom
give the Semator and myself an opportunity for a compleste
discussion with you of the entire problem which I have only
attempted to hizghlight here.

ET:b
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