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REMARKS OF MR. MARRINER S. ECCLES, GOVERNOR OP THE FEDERAL RESERVE 
BOARD, AT A MEETING OF THE FEDERAL RESERVE BOARD WITH 

REPRESENTATIVES OF THE INDUSTRIAL ADVISORY 
COMMITTEES IN WASHINGTON ON DECEMBER 18, 

1934 

There are many who f e e l t h a t the making of d i r e c t loans t o i n -

d u s t r y does no t belong i n the Federa l r e se rve banks . There are o the r s 

who f e e l t h a t the Federa l Reserve System can perform a u s e f u l f u n c -

t i o n i n t h i s under tak ing , but whatever the opinions may be wi th r e f e r -

ence t o the problem, Congress decided t h a t i s s u e l a s t s e s s i o n and 

de lega ted the r e s p o n s i b i l i t y t o the Federal Reserve System of making 

such loans• The I n d u s t r i a l Advisory Committees have been chosen t o 

undertake t h i s impor tant r e s p o n s i b i l i t y , and are i n a p o s i t i o n which 

r e q u i r e s the p a t r i o t i c g iv ing of t h e i r t ime , e f f o r t and thought wi th -

out compensation i n t h i s emergency. Their e f f o r t s i n t h i s connect ion 

are g r e a t l y app rec i a t ed by the Board. The r e s u l t s up t o t h e p r e s e n t 

time are i n d i c a t i v e of the f i n e work the committees have done i n t h e i r 

r e s p e c t i v e communities, and while the r e s u l t s are d i s a p p o i n t i n g to 

some i t i s not the f a u l t of the I n d u s t r i a l Advisory Committees or of 

the Federa l r e s e r v e banks• 

I t i s a d i f f i c u l t t h ing to c r e a t e c r e d i t where t h e r e i s no 

b a s i s f o r c r e d i t . I t i s p e r f e c t l y n a t u r a l a f t e r f o u r or f i v e years 

of the most d e v a s t a t i n g depress ion t h i s country has ever seen t h a t 

t h e r e would be many bus inesses i n a s t a t e of f i n a n c i a l c o l l a p s e , which 

would immediately grasp a t every e f f o r t of t h e Government toward 
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provid ing c r e d i t , which expla ins the deluge of a p p l i c a t i o n s t h a t has 

come to the I n d u s t r i a l Advisory Committees• I t i s f e l t t h a t whi le 

the f i e l d f o r c r e d i t of t h i s kind i s much more l i m i t e d than many 

people thought p r i o r t o the passage of the l e g i s l a t i o n , t h e r e has 

been much more good accomplished than i s i n d i c a t e d by the a c t u a l 

volume of loans approved. The program of d i r e c t lending has caused 

the banks t o give more c o n s i d e r a t i o n t o c r e d i t s t han they would have 

been i n c l i n e d t o give i n the p a s t . I t has a l so tended t o r e l i e v e the 

p ressu re being exe r t ed f o r the l i q u i d a t i o n of ou t s t and ing c r e d i t s , so 

t h a t i t i s d i f f i c u l t t o measure t h e amount of t o t a l c r e d i t t h a t has 

been c a r r i e d t h a t otherwise would have been r e t i r e d , or the amount of 

new c r e d i t t h a t t he banks have extended which p o s s i b l y would not have 

been extended had i t not been fo r t h i s l e g i s l a t i o n . There have been 

a number of cases where the committees have done very va luab le work 

i n adv i s ing companies with r e f e r e n c e t o changes t hey could make i n 

management and p o l i c y . 

All t h a t t h e committees can do i s t o do the b e s t t h e y can and 

a t tempt t o develop as many loans i n the r e s p e c t i v e communities as i t 

i s p o s s i b l e t o develop, being as l i b e r a l i n t h e i r i n t e r p r e t a t i o n of 

e l i g i b l e c r e d i t as i t i s p o s s i b l e t o b e . Inasmuch as t h e count ry i s 

i n a cond i t i on of gene ra l bus iness depress ion , an improvement i n bus-

i n e s s volume, p r i c e s and p r o f i t s over a pe r iod of time can be expected , 

the banks can be more l i b e r a l i n the ex tens ion of c r e d i t than they 

could be i f the country was a t the peak of p r o s p e r i t y f a c i n g t h e 
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c r e d i t dangers i n h e r e n t i n a pe r iod of d e f l a t i o n * I t would be b e t t e r 

t o e r r on the s ide of l i b e r a l i t y i n t he p r e sen t s i t u a t i o n than on t h e 

s ide of conserva t i sm. While the banks do not want t o incur l o s s e s 

knowingly, i t i s not expected t h a t no l o s s e s w i l l r e s u l t . The Federa l 

Reserve System should be prepared t o show t h a t t h e i r p o l i c y has been 

l i b e r a l , t h a t the borrower has been given the b e n e f i t of t h e doubt, 

and t h a t t he Federa l r e s e r v e banks have been w i l l i n g t o assume every 

reasonable r i s k . 

Most i n d i v i d u a l banks cannot t ake any s u b s t a n t i a l l o s s e s wi th -

out becoming i n s o l v e n t and t h e earn ings of t he banks are so low a t 

the p re sen t t ime t h a t t hey are not i n a p o s i t i o n t o take l o s s e s , 

whereas the Federa l r e s e r v e banks can, w i t h o u t d i s a s t e r , assume a 

g r e a t e r r i s k than t h e p r i v a t e bank. I f l o s se s do develop t h e y a re 

s o c i a l i z e d , and do not tend t o de s t roy t h e banking system as do the 

l o s se s i n i n d i v i d u a l banks which cause the banks t o c lo se • 

Bankers have a t h r e e f o l d du ty . They must sa feguard t he funds 

of t h e i r d e p o s i t o r s , and they must sa feguard the p r i n c i p a l and ea rn 

dividends f o r t h e i r s tockholders • They are charged i n a very l a r g e 

measure wi th a more impor tant r e s p o n s i b i l i t y than e i t h e r of the above, 

t h a t of c r e a t i n g and ex t ingu i sh ing t h a t p a r t of the coun t ry 1 s money 

supply r e p r e s e n t e d by checking accounts . This l a s t duty t o t he com-

munity a t l a r g e i s o f t e n over looked. A c o n t r a c t i o n of loans and i n -

vestments which may be d e s i r a b l e on i n d i v i d u a l grounds, may be unde-

s i r a b l e from the viewpoint of the country as a whole f o r t h e reason 

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



4,2 
- 4 - X-9057 

t h a t a c o n t r a c t i o n of loans involves a l so a c o n t r a c t i o n of d e p o s i t 

money or d e p o s i t currency* In the process of l i q u i d a t i o n from 1929 

t o 1933 approximately o n e - t h i r d of t h e t o t a l depos i t s of t h e country 

was so ext inguished# The process of recovery r e q u i r e s t h a t a sub-

s t a n t i a l p a r t of t h i s l o s t depos i t currency be r e p l a c e d . This can be 

done i f t h e banking system as a whole w i l l expand i t s loans and i n v e s t -

ments . In the event t h a t the banking system f a i l s to do t h i s t he 

Government i s then f o r c e d t o supply the d e f i c i e n c y . That can be sup-

p l i e d through Government f i n a n c i n g and budgetary d e f i c i t s , t he banks 

c o n s t a n t l y i n c r e a s i n g t h e i r investments i n Government bonds. I f t he 

banks f a i l t o t ake Government bonds, and f a i l t o i n c r e a s e loans and 

inves tments , t he d e f i c i e n c y must be suppl ied e i t h e r through t h e Fed-

e r a l Reserve System buying such bonds as a re r e q u i r e d , t h e c r e a t i o n of 

a c e n t r a l bank upon the f a i l u r e of t he Federa l r e s e r v e banks t o take 

t h e bonds, or the i s suance of currency by the Government. The d e s i r -

able way i s t o do i t through the p r i v a t e banking system t o the g r e a t e s t 

e x t e n t p o s s i b l e , bu t i t cannot be done and i t w i l l not be done i f the 

bankers f e e l t h a t the banks a re unsound un less they are l i q u i d . We 

found i n the depress ion t h a t t h e r e i s no such t h i n g as l i q u i d i t y ex-

cept i n t h e case of paper which can be converted i n t o cur rency through 

r e d i s c o u n t i n g wi th t h e Federa l r e s e r v e banks, and what appeared t o 

be a sound bond wi th an $85,000,000,000 n a t i o n a l income appeared t o 

be p e r f e c t l y unsound wi th a $50,000,000,000 income• 

Bankers have i n s i s t e d , and t h e r e can be no ques t ion of t h e i r 
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s i n c e r i t y , t h a t they a re w i l l i n g and anxious t o make good commercial 

l o a n s . But t h a t i s not enough. We must f r a n k l y f a c e the f a c t t h a t 

t he supply of such loans i s not s u f f i c i e n t both t o o f f s e t the l i q u i d -

a t i o n of old loans and t o b r ing about t h e r e q u i s i t e expansion of t o t a l 

a s s e t s and d e p o s i t s . Even i n 1929 commercial loans e l i g i b l e f o r r e -

d i scoun t ing a t t he Federa l r e s e r v e banks comprised only 12.7% of the 

member banks ' t o t a l earn ing a s s e t s . At the p r e s e n t t h e y are l e s s than 

8/&. Bankers cannot conf ine themselves t o such loans and s t i l l supply 

an adequate amount of depos i t cu r rency . In o the r words# i f the bank-

e r s of t h i s count ry are t o perform t h e i r money supplying f u n c t i o n s 

s a t i s f a c t o r i l y they must be prepared t o i n c r e a s e t h e i r ea rn ing a s s e t s 

o ther than commercial l oans . I t i s t r u e t h a t t h e banks have inc reased 

t h e i r hold ings of Government s e c u r i t i e s by approximately f i v e b i l l i o n 

d o l l a r s , however, even with t h i s i n c r e a s e t h e c o n t r a c t i o n of a l l loans 

and inves tments has been about $18,000,000,000 s ince 1929. I should, 

however, l i k e t o see banks i n c r e a s e t h e i r holdings of o the r i n v e s t -

ments, sound r e a l e s t a t e mortgage loans and l o c a l loans of good se -

c u r i t y bu t wi th a m a t u r i t y much longer than s i x months. 

I would not make t h e sugges t ion i f I thought t h a t i t would 

prove d e t r i m e n t a l to the i n t e r e s t s of t h e d e p o s i t o r s or s tockholders 

of banks . I a p p r e c i a t e thoroughly the harrowing n a t u r e of t h e bank-

e r s ' exper iences wi th f r o z e n a s s e t s i n the p a s t . I t i s p o s s i b l e , 

however, t h a t wrong lessons are being drawn from our 1929 t o 1933 

banking expe r i ences . S u p e r f i c i a l l y , t h e t r o u b l e may have appeared 

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



6 X-9057 

t o have been lack of s u f f i c i e n t l i q u i d i t y # But no banking system can 

be both l i q u i d enough t o pay off any s u b s t a n t i a l amount of i t s depos i t s 

a t a momentT s n o t i c e and a t t he same t ime serve t h e coun t ry by p ro-

v id ing t h e amount of money necessa ry f o r bus iness s t a b i l i t y . Funda-

menta l ly , t he r e a l t r o u b l e l a y i n t he circumstances t h a t gave r i s e 

t o t h e need of g r e a t l i q u i d i t y . These c i rcumstances are now happ i ly 

p a s t and hence t h e need of g r e a t l i q u i d i t y i s o b v i a t e d . The insurance 

of bank d e p o s i t s i s designed t o p r o t e c t t he banks from runs • Banks 

may lose d e p o s i t s t o o ther banks, but as a system t h e y a re going t o 

ga in r a t h e r than lose d e p o s i t s . We have the w i l l and, we b e l i e v e , 

possess t h e power to prevent the r ecu r rence of widespread l i q u i d a t i o n 

and t h e c o l l a p s e of va lues t h a t have c h a r a c t e r i z e d r e c e n t y e a r s . 

If we can get the p r i v a t e c r e d i t system t o f u n c t i o n i n the 

f i e l d of mortgage loans , we w i l l go a long way toward causing the 

p r i v a t e banking s t r u c t u r e t o occupy 'the p lace t h a t i t was designed 

t o occupy. If the banks f a i l t o do t h a t , t hen i t becomes i n e v i t a b l e 

t h a t t h e Government must cont inue i n t h e f i e l d of p rov id ing p r i v a t e 

c r e d i t as t hey have been doing i n the p a s t . I f t h i s tendency i s not 

s topped, i t w i l l only be a sho r t time be fo re we have s o c i a l i z e d and 

n a t i o n a l i z e d t h e c r e d i t s t r u c t u r e of America. And t h i s i s a s i g n i f i -

cant and dangerous t r e n d t h a t many bankers a re e n t i r e l y unaware o f . 

The a d m i n i s t r a t i o n cannot be blamed f o r t h a t development because 

t he p o l i t i c a l p r e s su re and circumstances t h a t have developed have 

f o r c e d the a d m i n i s t r a t i o n i n t o the c r e d i t f i e l d on an unprecedented 
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sca l e and i t becomes the duty of a l l of us t o t r y t o d i v e r t so f a r as 

we p o s s i b l y can i n t o p r i v a t e channels the c r e d i t f u n c t i o n s • With be-

tween ^13,000,000,000 and v l5 ,000,000,000 of time d e p o s i t s i n the 

banks, t h e r e should be no he s i t ancy on t h e p a r t of t h e banks t o en t e r 

the mortgage f i e l d . E i the r t h a t should occur or time d e p o s i t s should 

be divorced from commercial depos i t s so t h a t t ime d e p o s i t s can be 

used i n the f i e l d i n which they were designed t o be used . 

The Board a p p r e c i a t e s the t ime t h a t you have given t o come t o 

Washington t o d i scuss the problems p e r t a i n i n g t o i n d u s t r i a l loans 

and the i n t e r e s t t h a t you have shown and t h e coopera t ion t h a t you 

have given* The Board pledges i t s support t o the I n d u s t r i a l Advisory 

Committees i n t h e i r work. 
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