Noe 1o An ismediste spending program of sueh funds
as are prosently available,

This should embrace mot only direst relief bub more
desirably projects which would mdd to cur matiomal wealth and to
& oonsiderable extemt be self-liguidating.

Ome mechanism for gotting direct relief and work on
such projecte coordimated would be to transfer the Numtions of
Pe Wo Ae to We Po A. By such comsolidatien, Noplins would be in
& position of not only affording direet relief but alse building
houses, building dams, reserveirs, ete.

The annpuncement of this progras should have deep
resssuring influences. It should, im my opinion, be scosmpanied
by a statement to the effect, along the limes of your previous
utterances, that this is merely an intermediste and temporary pro-
gram ponding the recpening of the capital markets for which you have
plang to be munoumoed later. Consumer purchasing power must (irst
be increased before inereased production camn be confidently expected.

Point Nes 4 listed below 18 & suggestion of possidle
treatment of that problem.

Hoe 2+ 1 have sent you, under separate cover, my
mnmmmlﬂhﬂwﬁ!hhh_ﬁn

1 cannot over-gmphs size the iuportance of the emorygency
aspect of the program which I have outlimed. As I indieated at one
of the oonferences, &t the present rate we will have only & handfull
of solvent railroad systems at the end of this year. I do mot think



ﬂﬂﬂﬂh“ﬁiﬂﬂﬂdiﬂi“hﬂﬂlm
and oredit structure. The ispact on life imsurance companies, mutual
m-m.mm.ummm—mu
very severe. Itmldpﬂdmllm'MMﬂ
we oan 11l afford.

Acsordingly, 1 recommend & statement to the effest that
mmuwmmhmmmu“
to insure that railroad credit will be protected and mot Purther
impeired. ulhuiﬂhml!l'ﬂhﬂ—mhmﬂﬂ.
seasure 18 to vest you with adequate suthority to guaranty the still
ulﬂrﬁnlmumm“ﬂhh-ﬂuﬂl.
Itﬂﬂi‘lﬁulﬂl”nhllﬁld“r_ﬂ-ﬂuh
sade to Congress that the foderal gevermment be suthorised to invest
mlmmtm.m.mnm-ﬂlﬂw—ﬂlumm
mlrudmt-nrihmmﬁmdmm
-.;.,th.nhn;ﬂn#.f'lh““nﬂﬂ“‘“
which sorely need to be made.

m-nn—num-q-qmumnnm
ptnhlumldhﬂm--mm- Purthernore,
uﬁuﬂmﬁl“wﬂh.m_“ﬂ
mu-mmn-ﬂwpﬂmmm-n-
prise. m-m“lummﬁw-“ﬂl
mille, paint fectories, eto.
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1 think that the railroad program outlined sabove will
ismediately improve the bond market. Just as a deolining bond market
drags the stock market and business down, so & rising bond market
should pull both up and break the spiral of deflation.

Yoo §a Ae wo have disoussed befere, the ocameroial banks
of the country and other oredit agemcies have not been adequately
serving the needs of business. Adequate service would, in my opinien,
entail rather basic ohanges in bank poliey, particularly the standards
under which bank examiners are operating and the rules governing
bank investment.

Chestar Co Davis of the Federal Reserve said this morning
that it would be advisable for you to ask the autherities in the
govermment to got together for an wmmimation of rules which would
enable banks %o grant loans on a reasomable basis without having the
loans oriticlsed as elow or doubbful, He also indicated that if any
advance statesent was made in this commection, it would be desirsble
to assure business that if freeing the banks in this respect does
not accomplish the purpose, machinery will be developed by the governe
ment without delay that will mesure such conoerns that they can cbtain
eredit for thelr legitimate needs at reasconabdle costs and for adequate
terns,

Uy view is that the examining suthorities should be asked
to got together at onoe on a revision of rules for examinations and
for changes in rules governing investments., Dut I hate to see any
delay whatscever in opening the reservoirs of credit for the legitimate



needs of legitimate busimess. Accordingly while the banks are
revising thelr policies in these respects tesporary utilisation of
the R. Fe Cs would be possible and desirable. mMather than for the
RBe 7o Co 1teolf to make the loans (whioch would imvelve time and
delay), I think 1t would be desirable to utllize the fasilities of
local banks and announce an arrangement whereby Re. Fe C. undor its
prosent powers would stand behind the banks on such loans made duwring
a lisited period of time. Accordingly I suggest the following:

During the next thirty days Re Fe Co will guarenty 90
per cont of loans by banks (without prior approval by or for R. Fs Os
but subject to an aggregate of §100,000,000) of the following ohare
aster: Leans made to small enterprises for the purposes of sontinuing
production and employment. Any such loan may matwre up to three
years, The maxisum of anmy such oredit to any ome borrewer at amy
given time shall be mot more than the lowest of amy one of the fel-
lowings

(a) $100,000.5 or

(b) 20 per cent of the total resources of the borrower; or

(o) 25 per cent of the total cost of sale (exclusive of
the salarios of the officers of the borrowers, or of the borrower,
if he is an individusl,) for the last flscal years

Re Fo Co will not require, as & cendition of its guarawmty,
prior approval by or for it of such loans.

The foregoing plam would be possible under Sectionm 6d of
the Re 7o Co Aok,



Mos & The foregoing are three Lmsodiate dymamic stepe
which I think oan bo taken and in & very sonstrustive sanmers There
rassine the probles of opening up the eapital murkote. This will
teke & lomger period of time, As you know, the way in vhich I thisk
1% should be dome i thavugh the devioe of reglosal industriel banks -
*uoﬂhﬂuﬂhlmﬂhqﬂﬂhpﬂhhm
If such a mochanism were ostablished, we could them proceed to Fee
-nﬂMMhﬁﬂﬂMﬂ“m
of the isercesed consumor purchasing power which the spsnding progrem
would eveste, Tithowt pome such mwihod of opening wp the cepitel
maricete, 1 &= foarful that the mowal investment basking sachinery
will mot funetion adequatelye

IM“:““IMHM
but whioh, in view of the limdted time, I have mot had an opportunity
to polish and rework. put it bas in it sy besie reasons for wging
the setting wp of industrisl bankss %o do so would, of eoures, Yequire
additional leginslations

uhnﬂv“hﬁmdnlﬂﬂh
:m.hﬁuhuthmmlmdm
m.mmuﬁhput—ﬂ--n“ﬂ
groat spoed in industrial activity. in view of Sho hugo mowst of
daterred cxpanditures which heve been pillng up, we are, in sy opinien,
on $he verge of one of She grestest perleds of presperity thet the



oowmrtry han over seen. mtmmmwhh
pmﬂtnnthuﬂlkuh-plmwm
™ mawarize, the rmallsation of thove objestives
moens two baele etops: ﬂﬂt,lmmm
power, and second, cpening up the capital markete, The second
conmot procede the first dus %o the faot thet with desressing
purchaeing power therw 1o m insextive to take oa new plast
erpacity, stc. But with & epesding progrem, aad ineressing eon
cumer purehasing power, the progrs for the capital markete cam
follow imodiately ard when procosses of Luvertment wre reestabe
lished and take up the slaok of labor, govermmamt spending oan de
promortiseetely deoronsed,
To wewarize, I suggert an fmmediate amouncasent of
the followings
(1) ‘amussesent of goverment spending
program.
(2) mergenoy reilroad progren (seo wy
sepurete lettor).
(8) m.7.C. guarenty of loans Uy banks %o
sall indugtries until there ean be eeteblished a
Liberalization of benk exmminers' servbiny of eush
loans,
(4) Capital market progrem 6s & second stepe



