
.̂ attach to Memo to President 5/15/59

Chairman Eccles

REMARKS: 5/15/59

The attached memo was aiscussed witn the
President at conference today, and ne
gave nib approval. He ciictai-ed a memo
to Mr, Kannee in my presence in which the
President instructed hi,.; to -telephone to
senator <"agner. The substance of the memo
was that he was very much in iavor of
Senator Wagner going ahead with hearings

his resolution and that the senator nad
the President's support ana best wishes.
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TO - The President

- Chairman Eccles

Better organisation of our banking mniiiimj is

y needed. Your reorganisation pvo^rtm will go down in

history as one of the most Ratable ac:.i elements of this AA*

ministration* Bowe-fer1, the job cannot be complete "unless the

banking? situation is 111 i t it &e*lt with. The confusion in

tills field is greater and the necessity for prompt action sore

urgent than in any other area of GoYeratn̂ at authority and

operation. In the Annual Import for 1358 the Board of Governors

pointed otrfc flttat as a result of sany years of piec^aeal develop-

ment •fhi baskiag picttire emerges as a orazy quilt of conflict-

ing powers and jtirisdiettons, of overlapping authorities and

gapa in authority, of restrictions Making it aiffictjlt for basks

to serve tfaeir cosiKiiaities and riake & liYing, and of conditions

making it Mod to impossible for public authorities to apply

adequate restraints at t± time and in conditions when this say

be in tho public interest."

So fur as the Eeserve System is concerned, the situ-

stion is already so- ffc* out of hand—and is growing daily -lore

beyond control—that the System is helpless to discharge the
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usual responsibilities of a central banking WFfliiatiOM To

permit this situation to drift woulii be &uic;eroxi8.

Wo latitude Is g l m to tfca President tmder the Re-

organisation Bill except to transfer the functions of the

Comptroller of the (Till i imiij w but thst MNtti bo only •aotbiV

piecea^&l step that would not begin to sect the situation in

c.ny respect*

Tile so-callod Brown Bill , in flitch there appe-rs to

be a great deal of Interest in tin Senate, proposes to trans-

fer all of the examination factions both of Hw Corsiptroller1©

Office anc of the Fedor&l AwMHPM Board to the Federel Deposit

Insurance Corporation. To diiap al l bank exam!nations into the

lap of the insuring agency, which is primarily interested in

protecting i t s iiismrixaee ftead, would, be a mistake*

Examination anri inveatmeat policy are elo&«ly tied in

with the broad purposes and objectives of credit policy and

creation of the country*s money supply* I t is imi>ossible for

the Reserve System, for ©xa-iple, to carry out sn e&sy mon&y

policy if, as has happened in the past» nasitttel agencies pur-

sue • restrictive policy, diseour&.cia;*. taok LtWllBg and isirest-

meat, "becaiise of a desire to keep the banks in a highly llouid

coadition on the theory that this will best protect the in-

surance fund. The iMllllig agency MM not sot no for tho ptcr-

pose 6BQ. is not equipped to ittCTtlt or carry out credit policy.
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1 ir; i'afor*i:d ihct. cor>o of the spo&uors of the Brows

Bill wont to hold hearings on i t , not for the purpose of bring-

img about necessary fwfclMflP iwproYeastenta la the banking • * •

c&iaery, but as a. medltss .for airing animosities • -clnst tlW Ai-

alatstrution» la my opjnloa, lbs l)ost way to h«ad off the

BMMI Ei l l , as well as the #xfr<i©r5iaajy WM&tec of tftlMV p

img S0aanr«g proposing a l l sorts of nonetaxy scheses, woul

to adopt HM resolution recently introduced by ^onator

wlilob Jias been referred, to emd is pendla:-; b-efore th@ H

&Ed Cisrresey Cassnittee of the Beaate* fer9OTers tlie broad

fWMiMMKtel %?bjecti¥es of noa@tc.ry policy should be deteralned

by Con tress before deciding where existing authorities rifcMAi

be alloc : ted enc1 vrhat &doitioni>l poMPi fere ncm-ded to c tsjf out

these ptirpoees* To elmffle tho existln^ a^encieo croxasd f irst

wcsuld b© ptittiag the csxt before the horse*

Til© terms of the •fĉ ster resolution MPi staffieiently

broad to perfait the full Coacaitteo on .riaskin;i and SonMW to

deal co3Rprehen2lTt>ly ^*ith the whole rfja.i:e of eloeely inter-

related aoaetary, credit and banking problems* I feel tiMd suck

aa ajproach is of th^ .;resit«ot iraport*snce i t this

particularly btflamt of the existing confusion, and

of monetary proposals elreftiljr ititrodmcc-d la Congress an<i boing

by e variety of ;txoupo &.nd
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The country is being AalUfced -with, plausible propa-

ganda an behalf of WUKJ of the various- MlMNM for currency

issues, for higher gala and silTer prices, for penalizing Idle

funds, for reshuffling the Reserve Syst«*g for 100 per cent re-

serves, for new systems of b&nka to supply capital eeptecially

to small twlintin. #te» Stobofty ORtifftalNMi to expose the

fallaciuii ia these proposals* The most effectiTe MQT to clear

the air of tl-is conl'usion -and conflict POVM bo through adoption

of tlife l̂ pMV Resolution calling for & broad study, as the

P—Jluttow states, ttto deteraine a u&tional monetary Mi baBk-

lag policy by vhiea the moaetary sad "bunkiag authorities of

the y»iTiJ> fiVfmwMl shall be glided and ^oTerned, wnd to

detesX'iuiae th© charfiCtex* Pi pPNnnWMEltl Jac"schinery best calcu-

lated to Munry out such policy»w

I ha¥£ 4isc«©aed the I t t w Tdth Senator "&nnert î :ho

expects to go ahead vfjdl hta resolution, 1 an aatisfied that

lacier ^agncor's guidance nobody will be able to use the Commit toe

for partisfea pV^QMt or to WHlt off pfNMftl gfVi(PNN He pro-

poses to iiST© the whole Conaittee, wbioli i l VrfUHf bis direetioa

as Chairman, eonduet hearings em to see to i t that no packed

or partisan subeomittee, sue!:;, as is threatened by the Srora

Bill, will take the %MA* He If interested in • bro&d, con-

structive iitudy and aot 1B an inquisition.
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I ^i sosvl&oftd that thii coiiras is eminently d

slr&ble fros fc&a JUtatsts&s&tSott s standpoint; that i t will re-

move any possibility oi' political ci-;ar^es aslrig aade in tne

1940 ca^^lga tbat tLe Ateiiilstr&tlMl hftl IMMM M I M in. deal-

iinb "^ith ^Bfciift, cr--. 11 BM3 MNMiUanr problfaas that MMrt be

xaet; oad %bm% It will MHPfi to conplcto tx;-e Aa?.:!.uistr?ition'r3

• t in rcopeains • • ! rehabilitating the bcnJ-cia^ system

as the ba - ^oiicay, ^hieli i s s t i l l officially in

Irr purpoac in t:;.is MIMVttalMi is merely to Mgg

titat yo"a approve SesAtMr ff^Mtt^a prograia, lirt if s for rmsom

nhtch 1 Qtomat concci'-re, you taVl a contrary Tiew, that yon

re the Senator and syself an opportunity for a comolste

diasuasion vftffc you of the entire pro'bl^a wiacii I have oely

attempted to highlight h&re*
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