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FROM MR, CLAYTON
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REMARKS:

I thought you would be inter-
ested to see the Chairmen's letter
to Randolph Burgess respecting the
article in the Nationsl City Letter
of a month ago. Please return to me
after you have finished with it.
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April 5, 1944

¥r. W. Randolph Burgess, Vice Chairman,
The National City Bunk of Kew York,
Rew York, New York.

Dear Randy:

, ¥ollowing up our brief discussiorn of the matter when you
were down here some weeks ago, I wish to comment on some of the points
made in & part of the Nastional City Letter of March 1944. I refer to
the discussion of the rocommendation in the Barueh Heport for a broad-
ening of the Federal Reserve Syster's authority under section 1Zb,

The article first states that "***it should be noted that
the Pederal Reserve Banks now have authority to maske many more of
these loans than they have ever had outstanding; they make few be-
cause there are few credite-worthy applicants nob cared for elsewhere™.
This rather superficial conclusion is supported by a guotation from
the August 1938 Monthly Review of the Federal Reserve Bank of New
York which indficates that the expenses and losses involved in such
credit are greater than the income, even with interest as high as six
per cent. If the sutbor had taken the trouble to check more recent
figures, he would have found that the New York Bank's experience up
to the end of December 71, 1947, would look guite different. IFurther-
more, the article is discussing the operations of the twelve Federal
Reserve benks so that it would have been more accurate znd fairer had
the suthor checked into the experience of the System 2s & whole. Thus
for the entire period of operations under section 1¥b up to December 1,
1942, the twelve Federzl Reserve Yanks, &3 a group, had made net earn-
ings of £1,42%,000 after providing for losses of §%,052,000.

Bearing upon the guestion of the volume of loans made by the
Federal Reserve Danks, T am enclosing herewith a copy of a letter I
wrote to Jesse Jones back in 1929,

More importantly, the Baruch recommendation i1s criticized
because it "departs frox the principle of getting the Govermnment out
of business™, Evidently the sssumption is that the Federal Reserve
Bapks are "Govermment™ and the funds eppropriated under sectiom 13}
in reality a return of part of the capital funds of the FPederal Re-
serve Banks appropriated to the FDIC in 1974, are Government funds.

With this I agree, although most bankers look upon the Federal Re-
serve Barks as private financisl institutions owned by the member
banks. However, the funds in question are not to be losned directly
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but are to be used &8s a guarantee fund so &3 to generate loans by
commercizl banks up to three or four times the smount of the fund.

If losses should prove to be heavier than the income from the guar-
antee fund so that the capitesl of the fund would be impaired, one
might say that public funds had been used. All this, however, is
almost academic argument, since the igportant gquestiorn is not whether
the proposal by itself does or does not "get the Government out of
business” but whether it will serve 10 keep the Covernment from get-
ting into the private credit field more heavily at some other point.
It is a guestion of alternmatives.

It seems to me the signs are unmistakable that, due to the
political appeal of legislation in behalf of small business, Congress
will provide some governmental mechanism for liberal Tinancing of
small business during the reconversion period &nd theresfter. A re-
view of the "small business"™ influence in Congress is illuminating.
Notwithstanding the fact that the Smaller War Plants Corporation bill
had little or no support from the Armed Services and only = reluctant
approvel by the Chairmen of the Wer Production Board, it passed both
Houses without & single opposing vote. Hearings on that bill before
the Banking smd Currency Committees of both Houses are replete with
declarstions by Republicans end Democrats alike that they favored
special consideration for smsll business. The Small Business Com-~
mittees, which were not taken seriously & few years ago, have now be-
come powerful in thelr influence. In esddition to the perennial Mead
Bill, other bills are being prepared. I &m informed that the Senate
Small Business Committee has prepared a Confidential Print of a bill
which would, in effect, greatly enlarge and brozden the powers of the
Smeller War Plants Corporation, changing its name to Federal Smaller
Business Corporation, raising its capital to one billion dollars, au-
thorizing loans to, and investment in the stoeck of, any type of business
and for any purpose, &nd in other respects making it a powerful credit
and service organization for smsll businpess during the reconversion
period and thereafter until July 1, 1948. Senator Teft has hiuself
introduced & bill, 8. 1777, providing for & small business financing
admipistration in the Department of Commerce. This bill would au-
thorize the insurance of a totel of $500,000,000 of loans to be out-
standing at sny one time and, in addition, would permit the insurance
of investment companies agzinst loss on stocks up to an aggregate of
$500,000,000 st any one time. Companies whose borrowings or stock
issues would be eligible for insurance could have an equity capital
of as much as one million dollars. Doubtless other bills will be of-
fered. You will agree with me, I am sure, that legislation of either
type mentioned sbove would be most unsound and should be prevented.

Thus turning thumbs down on the proposel I made to Er. Baruch
and which he recommended in his report will not "get the Govermment
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out of business™. Politically, I don't think it is possible to get
the Government ont of industrial lending, so ithat it comes down to
a gquestion of what kind of an ageney the Government szhould have and
on what basis the credit should be extended. The answer to these
guestions will determine in large part the welfare of the private
banking structure. For that reasson, I believe that the Federal Re-
serve System should become the Governsent's arm in the credit field
except for agricultural credit. I realize that many influential
bankers oppose such an idea on the ground taken by vour Bank Letter
that the Syster's assets should not be so used. But by keeping the
Federal Ressrve out of the picture, we succeed only in affording an
excuse for Congress to set up other agencies which compete with the
private banking system. I believe &n aggressive progresm under a
liberalized 12b might have forestalled the creation of the Smaller
War Plants Corporstion. And I believe todey thet if the Federal Re-
serve System were entrusted with the responsibility of assisting
small and wedium sized business to weather the financial storms of
the terminetion and reconversion periods, proposals such as the Fed-
eral Smaller Business Corporation might have difficulty obtaining sup~-
port. And I think you and I will both agree that if private credit
is to be supplemented by some fom of governmental éntervention, it
would be preferable that it be handled Ly the Federal Reserve Banks
through the guaranteeing of loans made by the commercial banks. Other-
wise, you will have new agencies not only lending Government funds
directly, but also investing direcily in shares.

I would appreciate it if you would bring this matter to the
attention of the editor of your monthly letter. It{ has such a long-
established and excellent reputation for speaking with suthority and
with impartiality that I am confident that those who edit it would not
intentionally misinfore your large number of readers. It is not merely
that the article to which ¥ referred does a disservice, in my opinion,
to the Federal Reserve, but if my analysisz of the situation is core
rect, it is not in the interest of our private banking system. Ac-
cordingly, I felt that the subject was of such importance that I should
give you and, through you, the editor the reasons why I differed so
atrongly from the attitude’ expressed in this article.

The information respecting the Committee Primt of & bill to
establish a Federazl Spaller Business Corporation is confidential until
released by the Senate Small Business Committee.

With kindest personal regards,

Sincerely yours,

¥. S. Eccles,
Chairman.
LC: ET/mg
Digitized for FRASER s os Migs Benton

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



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



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



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



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



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



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



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



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



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



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



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



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





