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fprid 4, 1938

Desy Mr. Preslidends

In the sbuence of Beorgtery Horgentheu I e

envlosing the report of the Spselsl Qowmittee to sindy

saergency and long-lters oredit resulressnts of large
snd gmall businsss saborprisss. Hosars, Joues; Rsnson,
Roosevelt snd I concur in vhe recomsendutions ss they
nre prosented; Mp. Douglas couseurs in the recowaends~-
tions but wishos $o swbaity ndditionsl conusabn, 1 a2
encloaing #r, Douglus?! comuente.

The report wap prepared with & view to your
Anking pubiic the three spseific sctions trken by the
Comaitben 1f you fesl thobt 1% is desirsble to do s0.
The pub-somsitiee to luvestigete new oredit fesilifiss
for smcll buzivaeass eatorprises will hold iis fivet
meeting on Thursdsy, ipril 7, snd the sub-comnittee

%o investigete undsrwriting capital will wesh when

#». Dougloe veturng %0 ¥eshingbon.

Pelthfully yours,
{Sigped) Vayne C. iopi.

Acting Secretary
Thz Prenident
The ¥hite House,

eanel.



i.pril 15’ 1938,

MEMOBANDUR FOR THE PRESIDENT:

Two meetings of the Speciocl Comnittee appointed to study
eaergency snd long-ters ¢redit requirements of large end sasl)
business enterprises heve been helds, The first meeting wus held
in Secretery Morgenthati's office on Thursdsy, Merch 24, ut which
tine & general discusplion of the situation wap underteken. Amoag
thone present were Cocorstary Horgentheu, Wayne C. Taylor, Jease H,
Jones, #illiam Q0. Douglse, Jumes Roosevelt and Ronald Ransom. The
secoad mesting wxes held on Thursday, #arch 31. Except for Zecre-
tuyy Morgenthew, who waps unable 4o atiend, cnd Hutthews Z. Ssymesak,
who wag not present st the first mesting, the seme people attended

both meetings. After sn exchange of views, the following plan of
action wap outlined:
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1. JImzedicte COredit Needs,

It ves egreed thet the (laps-Steagall bill, 1o expand the
authority of the RFC to extend oredit to public bodies and
privete onterprises, is highly desirsblo and should be enacted
into luw sad that through the enoctment of tuis las smple oredit
facilitioe would be sguin avelluble on libersl terms to &ll
formp of estublished public and private enterprises It was
eaphugirzed thot the avallubility of credit of this chsrecter
should be presented effectively to the generel publie, and that
it should be encouraged to svnil itgelf of these facilitios.

Rs Hew Credit ¥eojlities for Smsll Buasiness.

8peclel considerstion wes glven to the problos presented
by the long term capital neseds of saaller business eubtoerprisss
which huave not ready access to the gonersl ceplbal msrket. It
wus sygread that wherens the passage of the Glass-Steagnll bill
would sdequutely seet emergancy reguiremants of this charscter,
further study should be devoted to this specialized problem snd
thot & sub-comaittee congisting of Nessras. Matthew &, Szymeczek,
Chairman, ¥illica X. ¥yers sad John H. Fuhey, be appointed to
explore thim field thoroughly with & view to recommending
permanent mochanism to £111 this existing gep in our credit
facilitiea. The sub-committee was directed to anslyse in
particular the oxperience of the Production Credit issociatlons,
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Retional Farm Losn Zesocirtlons, Credit Unions, Buildiag snd
Lotn sesociations snd Federsl Sovinge end Losn sxnocintions,
sy the comuities felt that sn sdapiation of the cooperative
spprosch to thie spoclelizsd problen offered the hest
ponsivilities.

3. Indersyiting Cspltsl.

I% sep agreed thabt the existing orgenisstion of under-
sriting fecilities snd the esount snd choracter of eviilible
padereriting cepital recuired specisl study. £ sd~comnitteo,
conpieting of Hasgers. leyne €. Taylor, Chulrmasn, snd 5813isa
U, Douglas, wap eppointed Yo iavestlipgabe this probles snd %0
roport to the full coamzittoe ot o laber date.

R YN B T P
T{Sdpned; usyne U, Maylod

aoting Cheldrann,.
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I concur in the recommendstions; dbuy swbmit the following
-edditional comments:
I, Immediste Oredit Needs

The Gleas-Steagall Bill, which expands the authority of the
Re Fo C. to extend eredit, should provide a mechonism for more liberal
extension of credit to various forme of enterprise. It should be
recognized, however, that f.hia Bill covere only one segment of the whole
field, There ore edditional areas which might be served more sdegqustely
through libsralisation in commercial bank practices and pelicies., This
would entuil changes in practices of bank examiners ss well ss changes
in the investment rules governing nationel banks. The other area not
coverad by the Gless-Stengell Bill is the broad field of long-term
ocapital in the form of 311;15.0;' or equity money.
11, New Credit Facilities for Small Business

¥hile the Glazs-Steagall Bill could meet some of the emergency

requirements of this character, 1t would not, in my opinion, meet £ll of
thea adequately. Libseralization of banking practices mentioned above and
provision for credit fecilities ahich would supply long-term eguity money
8eel NOCLEHEYY.
I11I. Underwritiny Capitael

The problesm here is cne of supplying adsquate reservoirs of

capitel to service the long-teram recuiremeats of legitinzte business. So
far as the equity money fleld is concerned, the Glass-Steagall Bill sdmittedy

does not touch it at sll, as it coverz only losne, bonds, etc. Furthermore,
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the problem is not merely one of strengthening present underwriting
facilitieo for the sorvicing of the needs of large business bub of
making comparable fucilitiee availeble to sress of business not pre-~
senily serviced by our investment banking machinery. The latter
mesns prizerily mseting the needs of sasll business =ad intersediste
size business for long-term capital junicr money. It is difficult

to over-euphagiza the need for supplying some machznism for long-
term Junior money, if legitinate buzinese Is to be given zdequste
opportunity for sound growth and development. Junlor money must be
sdequately proportioned to senior money lest business be opprezsively
ridden with fixed charges, as evidenced by the plight of railrozds.
It may be seriously ¢uepstionsd vhetaer oumr fazeilities will be zdequate
to gerve these lsgitisnte needs of legitimste business, though the
Glesa-Stesgzll Bill i3z enuched.

s/ %a O. Douglas
W1114ew O. Dougles
April 2, 1938
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