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Mey 5, 1939

Honorable Marriner S. Eccles
Chairman of the Board
Federal Reserve System
Washington, D. C.

Dear Marriner:

I attach hereto Wall Street Journal of today.
I hope you will have time to read the editorial marked.

I believe too you will be interested in read-
ing the marked article commenting upon Under Secretary of
the Treasury John W. Hanes' speech, which also touches upon
the subject of "Venture Capital®,

There is elso an article in the New York Times

this morning which I enclose.

Sinedrely yours,

Stewart McDonzld
Administrator

Federal Reserve Bank of St. Louis



The following articles are protected by copyright and have been removed.
The citations for the original articles are:
Wall Street Journal, “Review and Outlook: Restricting Venture Capital,” May 5, 1939.

Cooper, Lee. “Rental-Housing Program at a Standstill Due to Uncertainty Over FHA
Amendments.” New York Times, May 5, 1939.

Wall Street Journal, “Expansion in Profits Essential to Full Recovery, Says Hanes: Tells Indiana
Bankers Removal of Obstacles Blocking Employment of Capital Would Help,” May 5,
1939.
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is most of you know, the FHA aleo encouruges large scale rentel housing
construction. %e hesr = lot sbout the luck of prosperity today. Though
interest rates sre «t the lowest level in history, money apparently is a
drug on the merket, And while it is true that small home building under
the FEA hes advanced to the 1929 level, yet large apartment house building,
which is & vitel part of the normal construction program, has legged far
behind, And still there is = crying need for new rentel quarters becsuse
helf of our people will siways be renters for one rezson or another,

The FHA has developed in the last five yesrs san entirely new type of
amtmc, streamlined to fit the times, The units sre smeller because
the families are smaller, and the new design ususlly embodies two or three-
story walk-ups. The outstanding feature, however, is the smell lot coversge.
Projects built with FHA insurance huve a 22 percent lot coverage sgainst
70 or 80 percent for the old type. This gives wide scope for playgrounds,
landsceaping, gardening, ete. In the rentsl projects slready built under
the FHA progham, of which there sre some one hundred snd fifty scattered
throughout the country, it i: notable thet families with small children seek
them out in order to svoid automebile hazards sad other dangers in deansely
populated pluces.

To uild these largs developments calls for ®venture® copitel. Our
grestest problem has been to attruct responsible venture capital und et the
same time to put this cspital into a strait-jacket in order to minimize the
governmentts risk., 7To do thie, and still give = spur to the builder, has
been 2 big problem, sod yet I feel that we have done it,
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We all asgree, I think, that venture cepital needs encouragement to take
risk, The other day Robert M, Hames, First Vice Presideat of the imericsa
Bankers issocistion, said that recovery waite upon venture capital risking
investment in enterprise., Construction and other durable goods industries,
he sald, sre the major sources of unemployment. ind these sre the industries
that depend on the willingness of inwvestors to risk investment. "This they
will not do except in on enviromment of encoursgement conduwive to profit,®
”hoiutd. "This environment can be provided only by government.®

Despite our success in providing cspital with an incentive snd «t the
same time keeping the govermment's risk st « minimum, & grest meny people do
not seem to understand what we have been tryiug to do, There hes been an
argunment recently in Congress as to whether or mot we should permit lund
valuations high enough to give sn inceative to builders who are golng to risk
several hundrdde of thoussnds of dollars in cash snd land und services as
equity money for these large rentul developmeunts.

I iasist very strongly that we should permit them a fair chunce to make
sn ultimate profit. For this is the kind of building which is going to
provide low-rent living (uarters, e¢s well ss employment for thousands of men.
ind though we huve insured mortgnages on one hundred million dollers worth of
these buildings, there has never been five cents lost by the FHA in this psrt
of its program. Yet, becuuse of a mistaken sttitude on the part of few people
who misunderstand our policies, we now have forty-five million dollars worth
of work held up, work which would be giving employment to probably
seventy-five thousand people,
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