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Honorable Marriner S# Eocles 
Chairmen 
Federal Reserve Board 
Washington, D. C. 

Dear Mr. Eccles: 

In view of the discussions taking 
place in Washington on the matter of Small 
Business Loans, and your interest in same, 
I thought you might like to see a pien sug-
gested by me in 1954, the outline of which 
is enclosed herewith. 

June 6, 1939 

Sincerely yours 9 

J 

ME: f 
enc. 
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June 9, 1939-

Mr. Max Epstein, 
Chairman of the Board, 
General ivmerican Transportation corporation, 
135 6outh LaSalle btreet, 
Chicago, Illinois• 

Dear Mr. Epstein: 
Chairman Eccles, who is temporarily ab-

sent from the city, received and read your letter 
of June 6 just before leaving and requested me to 
thank you for it and for the enclosed outline of 
your plan to stimulate small industrial loans. 

I presume you may have seen references to 
Mr. Eccles1 statement before the Senate banking 
and Currency Committee with reference to the Mead 
bill, but in case you have not, I am enclosing a 
copy of the statement which deals with the same 
general problem. 

Very truly yours, 

enclosure 

Elliott Thurston, 
Special Assistant 
to the Chairman. 

\ 
V . 

^ ^ v v 
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OUTLINE OF PLAN 
TO STIMULATE 

SMALL INDUSTRIAL LOANS 

by 

MAX EPSTEIN 
Chairman Industrial Loan Committee 

Federal Reserve Bank 
CHICAGO 
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OUTLINE OF PLAN 
TO STIMULATE 

SMALL INDUSTRIAL LOANS 

The experience of the industrial loan divisions of the Federal 
Reserve Banks has definitely shown that present facilities are not 
adapted to the making of the smaller type of industrial loans, most 
of which, of course, would come in the retail store and small indus-
try classification. Various investigations have shown that there is 
a widespread need for this type of small loans, in amounts of perhaps 
$1,000 to $5,000, such as are made by local banks to small concerns. 
Such concerns do not have the facilities directly to approach the 
Federal Reserve Banks, and even if contact should be established, 
adequate machinery for investigating and making such loans by the 
Federal Reserve Banks is lacking. 

Loans of this type are to a very large extent character loans, and 
can only properly be made by one who is familiar with the char-
acter of the applicant, with his place of business and with the various 
factors existing in the particular community. It is obvious, there-
fore, that the proper place to make such loans is at the local bank. 
It is, however, definitely established that — whatever may be the 
reasons — the local banks are not now making such loans in sufficient 
volume. The problem, therefore, is to provide some machinery which 
will make such business attractive to local banks. In order to pro-
vide such machinery, it is proposed — 

(1) That the Federal Reserve Banks institute an aggressive 
campaign to bring about the formation by local banks through-
out the country of Small Loan Departments. It is believed that 
in practically all cases this can be done by using present per-
sonnel and without any substantial increase in overhead expense. 

(2) That the Federal Reserve Banks, in each of the twelve 
districts, agree to take one-half of all loans of this type, or to 
guarantee same up to fifty per cent. 

(3) That the interest rate on such loans be six per cent; and 
that the Federal Reserve Banks allow to the local banks two 
per cent out of their six per cent — thus making the rate re-
ceived by the local bank eight per cent. 

(4) That the loans made under this plan should be unse-
cured, in the form of demand loans, with the understanding that 
they should not run for more than one year. 

(5) That various avenues of publicity be employed in an 
intensive campaign to sell the idea to the local banks and at 
the same time to bring to the attention of prospective borrowers 
that special facilities for small loans are available. 

It is believed that the above plan would not only prove attractive 
to the local banks, but would also afford them full protection. The 
making of a large number of loans of this type would necessarily 
involve a certain percentage of defaults, and it would be necessary 
to assume in advance that such defaults would occur. It is believed, 
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however, that the maximum of defaults would be less than ten per 
cent, especially in view of the fact that the demand feature would 
enable the banks to watch the situation carefully and effect maximum 
salvage in bad situations. 

Even though the ratio of loss should approach as high as eight per 
cent or ten per cent, the chances of the bank's losing money would be 
small, because it would be receiving eight per cent interest; and there 
would, of course, be a number of collateral benefits to the bank. 
Among such benefits are the following: 

(a) In practically all cases, the proceeds of the loan would 
be deposited in the bank, and in addition to the direct profits 
there would be indirect profits from such deposits. 

(b) It appears certain that a proportion of such loans would 
be made to a very desirable type of growing businesses and the 
banks would thus form contacts from which they would eventu-
ally obtain many good accounts with potentialities for much 
larger loans in the future. 

Inasmuch as the paper arising from loans of this type will be dis-
countable at Federal Reserve Banks, there will be no problem in 
connection with the complaints which have been made by bankers as 
to the severity of bank examiners—in fact, this type of business 
should increase the liquidity of the local bank, in addition to provid-
ing more profitable use for its funds than it could achieve through 
any other medium. 

Perhaps especial attention should be directed to the fact that it is 
an integral part of the plan to conduct an aggressive campaign among 
the banks to acquaint them with the new plan and to sell it to them. 
It is believed that such a campaign, in itself, will have considerable 
effect in stimulating attention to the very important field of small 
loans, while at the same time it will provide machinery for making 
such loans on a basis that answers every objection now being made by 
the banks as to the difficulties of industrial lending under present 
conditions. 

That some such machinery as that suggested above is absolutely 
necessary to bring about a healthy expansion of industrial credit has 
been abundantly demonstrated. Every effort that has been made by 
Government and private agencies during the past several months 
toward stimulating the making of small loans has met with failure. 
There must be a reason for this failure. The results of many surveys 
and investigations point to the fact that the principal reason for this 
failure lies in the fact that the only practical place to make the 
smaller type of industrial loans is at the local bank and—for a variety 
of reasons—the local banks have lacked the incentive actively to go 
out and canvass their communities and find out where loans could be 
made. This plan provides the incentive. 

Under the Industrial Loan Amendment to the Federal Reserve Act 
there is available approximately §250,000,000 for industrial loans. 
Such an amount, in combination with an equivalent sum provided by 
the local banks, would create a fund of approximately §500,000,000 
available for the purposes herein described. Spread among perhaps 
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several hundred thousand small businesses, the employment of such an 
amount could not fail to have an extremely favorable effect. 

Were the use of this money restricted to the purchase of mer-
chandise, the additional pui*chasing power that would accumulate 
along the way—as orders traveled from retailer to wholesaler and 
from wholesaler to producer—would increase the $500,000,000 to a 
much larger amount The stimulus of this added purchasing power 
should unquestionably result in a substantial measure of increased 
employment. 

September, 1934. 
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