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January 19, 19U5 

Honorable Robert P. Wagner, Chairman, 
Committee on Banking and Currency, 
United States Senate, 
Washington, D. C. 

Dear Senator Wagner: 
You advised me in our recent conversation that you were de-

sirous of reintroducing the Wagner-Spenoe bill, S. 1918 of the last 
session, -which would amend section 13b of the Federal Reserve Act* As 
you know, Chairman Spence introduced this bill on January 3» 19U5, as 
H. R. 591. 

You will recall that during the course of the hearings be-
fore your Committee, 1 suggested some amendments which I thought would 
make the bill more specifio and acceptable. The members of the Com-
mittee expressed approval of these amendments* Thinking that you would 
prefer to introduce the bill with these amendments incorporated in it, 
I am enolosing herewith a redraft of the bill with amendments covering 
the following» 

1. Limiting the percentage of guarantee or commitment on any 
loan to 90 P«r cent. 

2. Limiting the aggregate amount of outstanding guarantees 
or commitments at any time to four times the then exist-
ing amount of the fund, 

3» Terminating the authority of the Federal Reserve Banks to 
make further guarantees or commitments after December 31, 
19U9. 
In addition to the foregoing amendments which were discussed 

during the hearings, an amendment is added as followsi 

k• Authorizing the Board of Governors to define certain terms 
used in the bill. 
This last amendment has been added in order to satisfy some 

doubts recently expressed as to the meaning of some of the terms used 
in the bill. 

As you are no doubt aware, this legislation was strongly 
recommended by Honorable James F. Byrnes, Director of War Mobilisation 
and Reconversion. In his report to the Congress dated January 1, 19U5» 
it is stated on page lî s 
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Honorable Robert F. Wagner - (2) 

"SMALL BUSINESS FINANCING. 
"Small business has been the backbone of American pros-

perity. Its future requires the establishment of a readily 
available souroe of credit. The Wagner-Spenoe bill has this 
purpose in view. In revoking the present authority of the 
Federal Reserve banks to make loans direct to industry, it 
substitutes authority for them to guarantee the principal 
and interest of loans by commercial banks to business enter-
prise. It, or other forms of legislation to this end, de-
serves the immediate consideration of the Congress.n 

Moreover, on January 9t at Mr. Byrnes' request, I met with 
him and his Advisory Committee to discuss this legislation in detail 
and, as a result of this discussion, I am in a position to advise you 
that both Mr. Byrnes and his Committee favor its prompt enactment. 

In view of the foregoing, it is my hope that at your early 
convenience you will reintroduce the bill in the form enclosed and 
that it will receive the prompt and favorable consideration of the 
Senate Banking and Currency Committee. 

With kind personal regards, I am 

Sincerely yours, 

(Signed) M. S. Ecoles. 
M. S. Ecoles, 
Chairman. 

Enclosure 
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(BILL AUTHORIZING FEDERAL RESERVE BANKS TO GUARANTEE LOANS TO BUSINESS ENTERPRISES) 

A J I L L 
To amond section 13b of the Federal Reserve Act, as amended. 

Be it enacted by the Senate and House of Representatives 
of the United States of America in Congress assembled, That section 
13b of the Federal Reserve Act, as amended, is amended to read as 
follows 1 

SEC. 13b. (a) Each Federal Reserve bank is authorised (l) 
to guarantee a financing institution against loss of principal or 
interest on any loan made to a business enterprise and (2) to make 
commitments to purchase and thereafter to purchase from a financing 
institution any loan made to a business enterprise. No Federal Reserve 
bank under this section shall guarantee, or make a commitment to pur-
chase, more than 90 per cent of the amount of any loan. 

(b) Each Federal Reserve bank shall pay to the Board of 
Governors of the Federal Reserve System, upon request of the Board, 
the aggregate amount which the Secretary of the Treasury has hereto-
fore paid to such bank under the pro-visions of this section. The 
amount of $139*299,557 (the amount which was paid by the Federal Re-
serve banks for stock of the Federal Deposit Insurance Corporation), 
less all amounts heretofore paid to the Federal Reserve banks by the 
Secretary of the Treasury under the provisions of this section, shall 
be paid by the Secretary of the Treasury to the Board upon its requestj 
and for the purpose of enabling the Secretary of the Treasury to make 
such payment, the unexpended balance of the appropriation made by the 
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last sentence of subsection (e) of this section as originally enacted 

by the Act of June 19, 195U, and now carried on the books of the Treasury 

under the title "Payments to Federal Reserve banks for industrial loans 

(seo. 13b, Federal Reserve Act, as amended)" is hereby made available. 

All amounts paid to the Board under this section shall constitute a 

fund which snail be utilized by the Board, on such basis as the Board 

may deem proper, to provide for losses (which may in the Board's dis-

cretion include expenses to the extent not covered by earnings) here-

tofore or hereafter incurred by Federal Reserve banks through operations 

under this section. From time to time the Board shall make payments out 

of such fund in such sums and to such Federal Reserve Banks as the 

Board may deem necessary to provide for any such losses. The Board 

may deposit all or part of such fund with any Federal Reserve bank, 

subject to -tiie Board's order, and may, in its discretion, invest any 

part of such fund not currently needed for the purposes of this section 

in obligations of the United States or obligations fully guaranteed 

by the United States as to principal and interest} and any inoame 

derived from such investments shall be added to and become a part of 

suoh fund. The determination of the existence and amount of any loss 

incurred by a Federal Reserve bank through operations under this sec-

tion shall be made by suoh bank with the approval of the Board* 

Whenever a payment haB been made under this section to a Federal 

Reserve bank to reimburse it for any loss, any amount subsequently 

recovered by such bank which reduces the amount of the loss for 

which suoh bank has received reimbursement shall be paid to the Board 

and shall become a part of such fund. 
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- 3 -

(c) The atook of the Federal Deposit Insurance Corporation 

heretofore subscribed for by and issued to each Federal Reserve bank 

is hereby transferred to the United States. The certificates of stook 

of the Federal Deposit Insurance Corporation heretofore issued to the 

Federal Reserve banks shall be surrendered and canceled and appro-

priate evidence of the ownership of suoh stock by the United States 

shall be issued by the Corporation to the Secretary of the Treasury. 

Neither the Board nor any Federal Reserve bank shall hereafter have 

any obligation or liability to the United States or to the Secretary 

of the Treasury by reason of this section, as heretofore or now exist-

ing, or by reason of any action pursuant thereto. 

(d) Ho Federal Reserve bank shall make any guarantee or 

commitment under this section if the aggregate amount of guarantees 

and commitments made by all Federal Reserve banks under this section 

and then outstanding equals or exceeds four times the then existing 

amount of the fund provided for in subsection (b) hereof as such fund 

may have been increased or decreased in accordance with the provisions 

of suoh subseotion* 

(e) All actions and operations of the Federal Reserve bank« 

under this section shall be subject to such regulations, limitations, 

and conditions as the Board of Governors of the Federal Reserve System 

may from time to time prescribe. The said Board is authorised to de-

fine, for the purposes of this section, the terms "financing institu-

tions, "business enterprise", "guarantee", "loan", and other terms 

used in this seotion. 
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(f) The provisions of the Securities Act of 1933 »hall not 
apply to any obligation evidencing a loan all or part of which is 
guaranteed or is the subject of a commitment pursuant to the provisions 
of subsection (a) of this section. 

(g) Ho Federal Heserve bank shall make any guarantee or 
commitment under this section after December 3*» 19U9, but this shall 
not affect the power of any Federal Reserve bank to disburse fund« 
under, or carry out, any guarantee or commitment made pursuant to this 
section prior to or on such date, or to take any action deemed by it 
to be necessary to preserve or protect its interests in any amounts 
advanoed or paid out in carrying on operations under this section. 

As soon as practicable after such date, the amount of the fund provided 

for by subsection (b) hereof, as inoreased or decreased in accordance 
» 

with such subsection and as determined by the Board of Governors of 

the Federal Reserve System, shall be paid to and become the properly 

of the United States. Such payment shall be made in suoh sums and at 

such times as, in the judgment of the Board, orderly liquidation of 

operations under this section will permit. 
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FBO» PgBSIDEHT ROOSEVELT'S AIHUAL MK3SAOS TO K B CQB0HBS8, JAHPAKT 6, 19^ 

"Vfm must aake cur« that privat« «nterpriso works as it 
is supposed to wortc — an the basi s of initiativ« and 
vigorous compétition, without the stifling prèsenee of 
monopoliea and cartels« 

"Düring th« war w« h ave guaran t««d investment in ent«r-
pris« essential to th« war «ffort. W« should also tak« 
appropriate m «asuma in peacetime to s«our« opportuni ti «s 
for new amali enterpriaes and for productive business ex-
pansion for which finança would oth«rwia« be una vai labi«. 

"This neoeasary «xpanaion of our peaoetime productive 
capaci ty will r«quir« new faci li ti es, new pianta and n«w 
•qvipMttt* 

"It will r«quir« larg« outlays of money whioii should 
b« raised through normal investment Channels. But whil« 
privat« capital should f inane « this expansion program, th« 
Government should r«cogni*« Ita reaponaibility for sharing 
part of any special or abnormal rlsk of loa« attach«d to 
such finanoing." 
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