
-

I . Doni id Thosaoson
Acting Chief
r Lvicion f Research ia<3 t a t i s t i c e
Federal Deposit Insurance Corporation

j r . C.

r Don:

•closed i s ft OOpJTj as you re ti^ a ted, of Chtir

•"'cclec'p l e t t e r of February 15 to Mr, Bell.You w i l l ,

of course, note the confidential nature of t h i s l e t t e r .

Very t ru l . n$

lfoodlt»f 1
Assis3tant Director of

Researc tlstics

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



February 15, 1958,

WWW

i^eting :>ir#otor of ths Sudgst*
fraaji-iary DvpartnsEBt9
*m#hiagt€»# S» i |

Doar Krm i o l l s

i s aok^owlouged of ysmr lo t ter of Fobrmry
requesting »y view* with rosiest to a proposed b i l l "to

s&ond t«* Federal Home î Muot B&ak . o t , tho HOBS w a r s Loan
of iiiMi MM Fed^rml iiooerf* i c t # f i t l o If of the I t t ioaal
lag Aot# and for other purpo&toa% particularly oa thoao teotions
which rolato to tiio Fodoral Eoaenm Boartl, invertaaonts by ssatioa*
al banki# and to tho iaauo and guaraatoo of •oonritloc*

Tho irmtton t o *hie& you partloularly rofor aro ooirarod
la section* l l ( b ) # l l ( e ) # l ? t E3» 24 and Z& of tho propoood b i l l *

ll<b> &n& (e j mmid provide for fu l l g\aaranto«
by Warn l̂ -nitod Statue of obligations of tho Fodoral HOB© i-oan baak«#
If on mill roomll that xm&wr 4mt» of $wm 79 1&87* %te* Board of'
emora adore«jsed a lo t t sr to you oo^aoatiag upoa a proposal th«a
ending to aythori*» a further isauo of tho gusiraateed bomda of
tho norm Qm»r& Loan Corpormtloa to purchae« obllgatioa« of tho
Fodoral Hqnao Loam banks, in which tho following

*Ko oonaider i t Important that ao
authorisation to ls«u® bond* ful ly guarant«o4 by
Unltod stat** bo s*do at tfco procont tl»io. Tho
of tho outetaading gwarantood bonds ware is«u«d for
•aargojaoy lending purposes with tho expectation that
thoy IKOU1<I autc^i»tloally b« rotirod from ropay»oat of
tho Xcmnn th\t* fina&oo^U" "••»perraanMit i^trtloipation
of tho Crwwrnnaat in tho f isanoiag of tho Fodoral HOMO
Loan Banks* **so*ii& to us uiwivsirabXo and. ocarferary to
%tm h&®§jii s trat i cm *s polioy of retlriag a« fast as pos-
sible £rm, orsctlt ©p«rmti«aa« that should in normal
t i s s * b® earriod oa by priimt#

r»®aia as thorsia stats4* I as fIrwly of th»
that tho .-ownansnt should not f Inane* directly or im&lrootly

tho Raking of short torm advmncee to savings laatitutloas in nomal
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Defliftl i« i e l i * a

tiisee* *sur1&eriMsre# sisiae federal Bo«* Lean baaks floated
#?@tGO0#QOO of their o^atolicukted debentures at *ery favorable
terms ia XS37# i t vould aaera that aosuti&eratlea of whatever
tioa there isay be regarding the adequacy of the HOM Loan Bask
~yst«R*« power to funotloa M « reservoir of funds for temporary
«nd esierg©a»y aoaaftSROdetlca, may be postpoia$& until *u©h tixae as
It aay bo faced la the l ight of eoaaitloBs than

17 w&ulcl fiftk# aimlX&bl© to th« Konft O«ior* Loan
Corporation an additional |$OO*0OO#QC0 of l t« authorisod bond
issue for fcho purpo»o of pm**&U$ obli^atioms of th# Federal

Loaa b^.k.6. As 1*00*000,000 of the total iMMMTtai bond
of tho -orporwticjr* h&s idroacty beau sot a&14« to puro&ato

Loan basic obligation* and full«»paid lnoomo «haro«
of fodoral ij*vlasf« asd Loan A«toolatl@si8f t h l i aa»ada«at nould

th« «ff«ot of adding an additional 4'SOQ9OOOfOOO to tho
rovolvi&g fcuad* la thi* ooimootioi&f I t would

soars oapooitlly ua^clrablo to prepare w&m for future emergeaey
oonditlona affoatiz^g the federal MM J>oas Bank System though
the u«e o£ ma a$ea&y oreated ror ths entirely different z*m&* of
a previous esserge&oy period*

2% would amend seotioa 13 of the 1 ederal
Aet to sr*ake federal Home Loaa baak ofcllgaticaa e l ig ib le for eol-
lateral for IS day a&ranoes by the Federal %eer^ft bank© to messber
banks. This Is ua»«ae»sary slnoe ja*sber banks are now peraittad*
under soot Ion 10(b) of the Federal kosenre Aet t to borrow
tho Federal lenerve bank® mi may teoiid

4 would amend paragraph (b) of eeotlon 14 of
the Federal Reaerv* Aot to permit fodentl iioeerve bank* to buy and
• e l l obligation* of the Federal !5o&e Loan ba&ki la the opea Market*
The primry purpoee of the open market operations of the Federal
Se*#rw System i« to iKwreaais or deoreaue the reserves of member
beaks and thereby to exp*od or oentraot the airailable base for atea-
ber bank deposits* #iioh are the prineipal element la the askticm*!
supply of money* Authorisation t o u&9 varioua typos of oeouritles
idiloh aay at t i i ^ s be la seed of support la the System's opem vmr~
ket oparntiona wi l l result in, pre«»ur@ im eaergeney ©ocagions to
ssake piarohasee for the sake af a^trket »t«ngl&& of the seetirlties*

ueh purchases are l ike ly to ocafl iot with the mala ©b^sctliree of
open jaarkstt operations* In roeetrt years optia market oper&tlosit of
the .-ystejn la seouritlee have been oo»<3,uuted entirely b|r tho ^roha
aad sale of direct obligations sjf the Halted states• the addition
of obli£;atione of the Fe4#ral Hone Loaa banks to these Milan the
yst«B Is auEtiiorised to buy or se l l la the open maariket i s therefore

neither seeesuary nttr
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u»niel •« Bell *

Seetiea 20 wouia aaend aeotion fr\M of th# «e vised
:>taiutes tc Kfcke shares In the Federal ^swings asd IMM /•••eeitv*
ticrtui Issful investsaeiits for natloual banks* This would furnish
nceess to fund* held b^ national bftak* payable by the© upon £•»
raand or relatively s&wt notice and it ee»f&etely foreign te the

cf w^atufti ©r eo*|>©rativ« thrift".

poiotad out la the B<mr4*8 letter to you of
smy b« UJWMJ of the fun«tior* ©|%
(1) t^«y smy »«rr« A§ r#««rroir« of ftmdft for

f th#lr »«»b«r inastitutianti (2) thty m^ pur-
su© & pernftatafe «̂ d 'nomsAl* policy of st&??lying thair

with fanse to b« weed to i&ert&ft* thoir
and thus to $$**&£& thoir oar&li^s luad thoir

of th« proposod ae»»uir# am * whole ladi*
that tho fader*! Ji«unt 1-oa*; Bar̂ r Woard «ea£»aiplat«a taking

the latttr IMMii noi only vitn re«p«ot to ftd^wseoa from tho
ROM Lofe'i bfcr.lui but al»o by Ofo»ln|? tap eth«r sources of funds to
b© «»pleya4 by their mm^®r institution a• l«s|| A polioyt in asy
oploioK, i« fraught with $ra^» dar^srs to the fin&f&iaX and
econoaio eonditioas of th# fatttr© in that i t trill result iu issxQf
irtatitutior'a httting gr«at ly r«du«e<l or ô han»t©d borrowing pm&r*
at just th$ ^ujioture when i t wcrtild bo most used*** sajnoly during
psriod* of 4iat\srbaiio« when investori i s these institutions
find i t neeessajry to withdraw thoir

fho MIX ssins oloarly to depart from the eo«©«|?t of
F«Hfar*l o«vinc* ajad LCMKO Aasooiatioaa as Blecal nstttual or ooopora-
ti^e thrift and home- Haansing institutions11 and teiuls to
a separate banking system with i t s obli^tiona on a plane with
jaercifel deposits payable upon d«pand but with i t s assets invested
in long term obligations.

The doolaratioii of polloy provided in seetion 1 of the
proposed bi l l unduly anphasites the part flayed by building and
lean asaoeiatlons in finanelng residential eoo»trtietion and em*
a$geretes the need ef giving further enoemra êmŝ t to these assoeia*
tioat*

Seotion t of the bi l l would broaden the definition of a
"hen* Mortgage* whieh i s new liadted te dwelling* of for net aore
then 4 families by permitting the Board to include dwellings for
suofe greater nusiber of faaiS, l ies as i t slight fix by regulation*
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! r. j*al*l •• Soil * 4

bootio&a f ami S would permit Federal Boa© Loan bask*
to »ake adTmnoes to fodoral aaYinga aad Lo«a £*«©oiatiorui and othor

10 would pursuit fch* Board, by regulation, to
mak* «ortg«ig«8 In «xe«as of f3QtQ00 e l ig ib le a« ©ollatoraX for

Fedonil HSRO Loan

©otlon XS «ould# within the di^orotion of the Board,
penslt F«d»nd ^Tisi§i «ad Lost* . eaoei&tiona to make l©«a« la
«• • • of |3Qt000 tm m* proporty «ad to hold 30 por oomt
of 3.5 p»r o«ttt) of their as sett i& jaort^agot os any taiproved
#tt»t# without ropurd to th© llaltfttlon oa tho «!«• of the loan or
to tho limitation that th« property must bo withia 50 mile* of th«
hmm

20 would rmka ahares of federal tfaviaga and Loan
lAMful Inm&tmnt® for fiduciary •ad publie

the- oo&trtJl of tho

-i«otlo& %*¥ would provide that tho lii&itaitloft of
tho total iasurasae which a j^ Insured wa^ber may obtain would

not apply to non»pr«fit or fkovornn«nt«il

of tliese «nMuiEB«&t» ®#«t& to look to
oxp«adod a e t i r i t l e s *c %»ll HI powors upon tho part of
or othor assooifetior\r* mm aro incou§I«t©nt with thoir

oh«rm«t«r as **looal saitual or eoop^ratif^ thri f t and hmm i'imx**

ioi 53 reduoes th© laawaaeo proi&iuft rato of tho
«derftl ..«Yiags and Loan Xaiunuaoo vorporstioti from l /eth of 1

cost to l/L2th of 1 per ©out "(a) to bring t&o insuraiiod ^ur«ai
moro aearly la l ine with that ohargod by tho Federal DapMlt
«ur«ia# Corporation for iaaur«ae« of itooouata &n€ (h) to «nabl«
iasur«d institutions to moot aofapwtition and provide low ratos

and

^notion 559 ia %b» dieerotion of tho Corporation, would
j,«nait aottl«<!«Rt of olftista a^aintt tho i'Odoral teYtaca and Leas
I&guranoo corporation in cash.

Him in*ur«urico ©f isharo aoeouuta in building &ad loan
as8oei«tlos» by the Fodeml >avlnr;« m& Loan laswranco Jorpcratio
and ••poolAlly the tnondetafitt now propo««d app#ft,r to lirrol^e am
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tmiml w# Bell -

assumption that «uoh shares are or should be the squiTalent of beak
deposit*« f he proposal to settle claims In omsh would result la
eosf erring the sane degree of liquidity up«a inTtttcMrs1 8hftr»» 1%

*nd l«tn a«8ooi*tio?>* as Is n««r eoaf«rred up<m imt«r«d
<iepo«itt, although tueh «har©» g«»»rany pay divi&t&dt ©f i

eeai aM repratant inT#its»rtt* in long t«rm obUsatims^ f^ar«M
batik deposit» pay auoh lovrer or n* lst«r««t and ar# off*«t by a«ioh

liquid obligations*

the risks ef holding sharss In build-
lag asd loan associations ars iahorontly groatsr than thoss ef
holding bank deposits, as indicated by the higher rates of dividends
paid to assoeiation shareholderst aad slue* the Federal Sairiags and
Loaa Znsursose Corporation does not reooi-r© the same large profer*
tion of pre«i«a ^ayasnts based on uninvested assets of aeeounts
over #5,000 as the Federal Deposit Insurance Corporation reoeives
in prea w& payasnts based oa deposits over 15,000, i t would seem
that the annual premium eharge upon Insured institution* should be
increased rather than deereastd*

ilneerely yours,

m s# Eeoles,

14 38
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