
SECURITIES AND EXCHANGE COMMISSION

WA3IHHOTON

OF THE CHAIRMAN Philadelphia

July g,

Hon. Merriner S. Eccles, Chairman,
Board of Governors of the
Federal Reserve System,

Federal Reserve Euilding,
Washington, D. C.

Dear Mr. Eccles:

I am attaching hereto brief memo-
randa relating to the activities of build-
ing and loan associations and the capital
controls exercised at the present time
in other United Nations which you may wish
to review prior to the next meeting of
the informal capital control committee.

Sincerely yours

G-anson Purcell
Chairman

Enc.
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Capital Control in Other United Nations

England

Effect of English regulation is to require consent for all
public and private offers for capital purposes.

The Treasurer is permitted to make exemptions and trans-
actions which, together with all previous transactions within the scope
of the regulation, involve less than i.10,000 are exempted. Certain
exemptions are made including certain local building societies.

The Capital Issues Committee approves applications only if
it finds the transactions involved are "advisable in the national
interest". Obtainable information indicates that the control is suc-
ceeding in aiding Government in competing against private non-war
financing. From best obtainable information there is little doubt that
no new issue of investment trust certificates or building societies
shares are permitted to be made. Although building societies are
probably allowed to accept deposits, there is little likelihood that
they receive substantial sums because destruction by bombing and
priority restrictions on buildings makes them less attractive. It is
believed that the sale of industrial insurance is permitted but the
extent of such sale is not known.

Australia

Regulations require consent of Treasurer for registration of
any company organized for profit, for increases in nominal capital,
for issues of authorized capital, for calls upon shares, and for the
receipt of any payment on account of authorized capital or calls.
Except for short-term or demand loans from banks, individuals may not
issue securities or mortgage without consent. Building societies may
not, without consent, raise interest rates on deposits.

Australian financial controls, significantly, are supple-
mentary to direct controls over industrial expansion which have been
increased until most expansion has to be sponsored by central ordinance
authority.
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Activities of Building and Loan Associations

Approximately 92 per cent of capital obtained from the
public is represented by capital shares and capital accounts. The
balance is in the form of investment certificates and deposits.

There are two general classes of paid-in capital - "Full
Paid Shares" and "Share Accounts". Share accounts are purchased
by periodic payments.

Federally chartered associations are prohibited from
charging any "membership, admission, repurchase, withdrawal, or any
other fee or sum of money for the privilege of becoming, remaining,
or ceasing to be a member of the association". However, investors
are induced to maintain regular payments by promising them a bonus
over and above amounts received on fully paid shares of l/2 to 1
per cent per annum if they maintain all payments over a 100 or 200
payment period.

Federally chartered institutions are not permitted to sell
either investment certificates or to accept deposits although other

^^^ associations which do so may become members of the Federal Home Loan
Bank System. The number of associations issuing investment certifi-
cates has decreased materially but many are still engaged in this
practice. The provisions of the investment certificates are not
standardized but indications are that some associations are still
selling contracts in appreciable amounts of the type distributed by
Investors Syndicate of America.

In 19̂ +1 Federal associations, which represent 53*3 Per cent
in number and 79*3 Per cent in total assets of all associations,
showed a net increase in outstanding capital shares of '^Ifl ,12)4,000.
All associations showed total assets of $6,064,202,000 as of December
31, I9I4.I, as compared with $5,681,583,000 as of December 31, I9I4O.

Total new investments in insured associations in I9I4.I
amounted to $873,163,000 and withdrawals totaled $514.3,680,000 leaving
a total net increase by the public of $329*14-83,000. In the first I4,
months of 19̂ 42 new investments in insured associations amounted to
0271+, 135,000 and withdrawals equaled $253,lj2lt,000.
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Re: nativities of Building and Lean
Associations

Byi Seourltlee and Kjtohange Commitalon

Approximately 9$% of th# capital obtained by
building ano loan associations froa the public is
represented by capital sharea and capital accounts
and the balanoe it in the form of Investment certifi-
cates and deposits. There &F9 two general elaaeee
of paid*in capital, "full paid sharea* snd "share
accounts*. Full paid shares are paid for in full
at their face amount by the investor at the outset.
..'hare accounte are opened by Investors who are unable
to purchase full paid sharee. In this ease the in-
vestor ra&kes rerioflie payments on hie aoeount. At
the present tlae it is becoming general practice for
the share accounts and the fully »i»id sharee to re-
ceive the same dividend (pro rata) and the holder
of an account is not penallied in any way for Tall-
in? to salntaln regular payments* &• a natter of
fact all federally chartered associations are nro-
hlblted froid charging "any membership, admisalon*
repurchase, withdrawal, or any other fee or suit of
money for the privilege of becoming, remaining, or
ceasing to be a member of the association11. An
investor is induced to maintain regular payments,
however, by promising him a bonus over and above
the Amount received on fully paid shares if he
maintains a^n unbroken record of payments over the
life of his contract, that le, he la given a bonus
of $/* to li p*r annum if he maintains all payments
over a 100 or ?G0 payment period.

Federally chartered building and loan associ-
ations mr9 not permitted to sell either investment
certificates or to accept deposits, although associ-
ations which sell such certificates and accept de~
poelta may become members of the federal Home Loan
Bank ystem. Although the number of associations
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investment certif icates hut decreased aatcrl-
a l ly , aAn/ »rt (itlll engaged in this practise. The
provisions of the investment certificates are not
stsntfardlrtd. Maû  different typ#s are sold and no
stat i s t ic? art available ae to th# aggregate Atiount
of each typt sola or redeemed annually. Indications
a n that $oa# astooiAtlont are s t i l l soiling eon*
tract* of tht t/pt distrlbuttd b/ Investors yndicatt
of A«#riea In «ppr«eliblt •counts.

% of D«oeiab«r ^1, 19^1* th*rt ware 7 # 7
operating aaTlngt and loan atsooiatione in th« United
^tat*« h*?ine tot*l «i«#te of $6f0MfSO9#O00. Xhii
ooDoaroe vith 7,1S9 asaoeiatlone having total asseti
of 15,^1.5^3,000 as of Poooaibor Jl# 19^0. *nll#
th«r§ art no reoont stitlatlOH relating to tht coat-
povltion of the a«?§ets and capital of a l l building
and loan Jtesoelstloni, the Federal Ho«e Loan Bank

l has prepared oertain figures on «eaber
Theat associations represent 53.3^ ^/

nuaber and 79 O^ ^̂  total aeeets of a l l savings and
loan asuoolttlons. roya fi^uree on salts and retire-
•ente of capital shares ana withdrawal of deposits
are not available, hovevtrf the comparative state-
ment of a&sets9 l i a b i l i t i e s and oapltal of senber
associations att&ohed hereto shove that there vat
a ĵ et Inoreaae in outstanding share oapltal of aesw
ber as«oolatlons in the attoant of 13^7,1^,000 in
19^1. In the saae year deposits and investment
certif icate* outstanaiAg inoreased *?$,l?7f000. In
view of the fact that total assets of a l l savings
and loan associationa inareastd only 3*o?,6l9iOOO
in 19^1, It ean be soneluded that new investments in
noA->mtaber aseocistlons were offset by the withdrawals
and losses which they suffered.

Information i s available showing prose new in-
vestments and withdrawals »*de by the public la
savings and loan associations whose deposits and
oapltal mrt iasured by the Ft4tr*l Savings and Loan

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



- 3 -

Insurance Corporation. 1/ A* of fceoember 31, 19*H, these
institutions numbered 23%3 And had total assets of
•3»3&l»79?»OOO, or 55^ of total savings and loan assets.
Luring 19*11 total new investment in insured savings and
loan associations amounted to iS73,l63,QOO and with-
drawal* totaled f*^3,£&0,000, leaving s total net Increase
in investment by the public of ^329**^3*000. In the
first four months of 19̂ 2? new investment* In insured

tsfociatione amounted to ?7^»135*000 and withdrawals equaled

SAw* T. MoComiek

July 7, ^

1/ All members of the Federal Home Lean Bank System
are not Insured by the Federal Savings and Loan
Insurance Corporation. The Federal Home Loan
Bank rystem, with capital contributed by the
. 3. Government and membar institutions, pro-

vides a credit reservoir whloh is used to make
both short end long-term advances to members.
The Federal **evings and Loan Insurance Corporation
insures the deposits and capital contributions
of each Individual Investor in any association
affiliated with the f 8 L X C up to an amount of
5,000.
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Comparative statement of Condition
Kor All Savings and Loan

19*1-19*0

Asset**

First Mortgage Loans (Inc. Int.)
Jr. Mortgage Lisas (Inc. Int.)
Other Loans (Ine, ?*hare Loans)
Heal Estate Sold, on Contract
Real Estate Owned

O.S. Oovft Obligations (Xno.HOLC Bonds)
Othtr InY»«t®«nts (Ino. ^eorued Int.)

Cash on Hand and in Bunks
Offics Building («tt)
^urnltura-Flxturte and Equlpacnt (Ntt)
othar Assats

Total

19*1

*9
2,9*

29*577
173*59*
1 S 9 ? 9

19*0

I 3,91**967 * 3**95.*?*
9*5 3**0

5.*?
3***0

29****
167,169
599,««

Llabi l l t i s s I Capital*

U.S. 0©v»t Investments (Glares 4 Ptpoaita) I
Frlvata Hepur#ha**bl« s^iaras
Mortgage Pledged ^ares
Deposits 4 Inireetsaent Gertifioatts
Advances rroa P.R.L.B.
Other Sorrowed Money
Loans in Frooess
idvanoe i-'syaente hf borrowers
other Liabi l i t ies
Peraanent Reserve or Guaranty took
Deferred Credit to Future Operations
^peeifio Reserves

General H«serves
Bonus on Sharee
Undivided Profits

Total Equities •

Number of Aseoelatieni

195*692
3,416,075

777
3*065,951
1*5*971
306,799
200,105
|6*755
if!707
19*319

9*6

559
105,302

**797*75* #

3*771 3,810

• In thousands of dollars.

Prepared by8 Division of Hesearch 4
statistics, federal Hoae Loan
Bank Adalnistratlon,
Washington, D. C.
Juae 29* 19**
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Per Present Capital Control in Othtr
United Batlone.

Byi "tourltleg and Exchange ComiaieBlon

Pursuant to Regulation 6 of the lefense (Finance)
Regulation! Order, 1939» it le unlawful, without the
consent of the British Treasury, to "make an ieeue of
capital in the United Kingdom, to make 1B the United
kingdom an/ public offer of securities for sale, or
to renew or postpone the date of maturity of an/ se-
curity maturing for repayment in the United Kingdom.*
The issuance of securities whether for cash or other-
wise is dee»ed a capital issue, as Is the receipt of
an/ money by loan in the expectation that repayment
will be ma<ie, in whole or in part, by the issuance of
securities. Thus, the effeot of the regulation is to
require consent for all public offers and for all pri-
vate offers for capital purposes. The Regulation ***•>
eludes also the creation of aortga&es or increase in
amounts secured thereby. The Treasury is permitted to
aafce exemptions*

: xsaptlona

Transactions which, together with all previous
transactions within the scope of regulation, Involve
less than -£10,000 are exempted, tax anticipation
borrowings by local authorities, for Halted purposes
and in Halted amounts, certain local building society
transactions, changes In the nature of securities not
involving the subscription of new money, certain pro-
moters1 transactions, private company sales of securi-
ties to me&bere in snail amounts, Issues In consolida-
tions, etc., not involving new money, the issuance of
securities to banks to make them whole for advances
or overdrafts, where the issue was not originally con-
templated in the loan, repayments of certain obligations
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incurred prior to the regulations, government issues,
and personal mortgage transactions are also exe&pted.
Ho exemption ie available for an le&ue of securities
mad* wholly or partly for tht purpose of "oapitaliting
profits or reserves."

The Capital issues Coaiaittee pas M e on applications
ana approves the* only if It finds that the transact!one
Involved are "advisable in the national Interest.•

Obtainable Information se to the history of capital
control in Jreat Britain indicates that that control Is
succeeding in aiding the competition of government with
private non-war financing* ftew capital issues in tha
year 19*t0 reached the total of t&OB&.J million, of
which &LOJQ.& million were for the British -iovernmant.
Local authorities and public ooards raised no new
capital whatever, and United kingdom companies only
klC.d wlllion as agalntt h66,2 slllion in 1939 *^d
practically b2OQ adllion In 1937* foreign issues
were eoapletely ellsdnatod, and £&plj*o borrowers
raised only 41.3 Billion in 1?*O as against fc£5.5 aillion
in 1939 and h£j.4 aillion in 1937* *? capital Issue.
(re* Table on next page).

Definite lnforaetion regarding the actual effcot
of the administration of capital control on the sale of
investment ooapany certificates, industrial insurance
policies, and building society share* in England and
the 'oainlons Is not readily evallaM# in this country.
Kovovtr, the bast obtainable information is that tharo
is little doubt that no new issues of investment trust
cortiflcatos or building society shares are permitted
to bo aade. Although building societies Art probably
allowed to accopt aepoilts, there is little likelihood
that they receive any substantial SUMS m9 such ftodo of
investment is not attractive at this ti«e because of
destruction by boabiags and priority restrictions on
building. It is believed that the sale of industrial
insurance Is permitted but tha oxtont of such salts is
not known.
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United Kingdomt Capital Issue
1937 - 1941

Tears

1937
193«
1939
1940
1941

(Jaa,-

t

; clroverii-
: isent

143.
75.
36*

1070.

•
#

1
9
8
£

H . i I ., ;
Bone 2/ Cor*

porations

45.3
27.7
12.1

a l l

a i l

Million)

I ut^e.rrs

199.1
no a66.a
16.6

2.9

: tfotai:
; ..ome :

387.5
213.7
115.1

1067.4

1117.0

63.
53.
25.

1.

3.

;••

4
7
5
3

5

Foreign:
•

1

7.1
5.7
2*2
n i l

oa

141*1Issues

45«.O
273.1
142. S

1088.7

1120*6

otal new borrowing iuoluclia^ Jtock
excluded*

ublic Board loans*2/ Including County

"permission to deal" m

>jftoal»t. ^rct 151 1941 # p. 6» April ? t *7i»j.f
4» 1941t p. 418. A breakdown of these Issues

by classes of industrial and otlier borrowers Is presented
-" oooo^fft iroBi tiae to ti.^e, iaoludlng those pages

cited ubove. rSe breakdowns show nothing of significance t,
slnoe %hm a&ounts of non-eoveruia«ntal seourltles were very
snail and were distributed widely over a number of indus-
trial classifieatloas. By far the largest aaounts of
goverosioafcal Issues are included under the oauiibus

and Miscellaneous*"
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The Australian aystea of capital control it
effected pursuant to regulations under the National
:eeurity Act, 19>9*19i*O# known as national neourlty
Regulations. These Regulations require th« conssnt
of the Treasurer of the Ooaaonwealth for the regis-
tration of any company organised for profit, for in-
crease 0 in nominal capital, for Issues of authorized
capital, for Galls upon shares, and for the receipt
of an/ pa/went on account of authorized capital or
calls* £xcept for ehort-tcra or deaand loans frost
bank8, individuals may not Issue securities or aorfc-
gage or charge the *hole of their property or assets
without consent. 1/ v ith certain exceptions, mort-
gages cannot be traded st sore than $'* discount, with-
out consent* *»ong other provisions, limitations are
set on rates of interest payable on deposits (with
others than banks); and banks and land companies are
regulated with respect to interest chargeable on
loans. Building societies aa/ not without consent
raise interest rates on deposits with respeet to
deaaad or shert-tera deposits*

ith respect to all transactions requiring con-
sent, the Treasurer aay *in his absolute discretion,
grant the consent, either unconditionally or subject
to such conditions ea he thinks fit, or refuse to
grant the consent.* "The Treasurer may, by order,
•exespt froa the application of the whole or of any
provisions of these Regulations, any person, coapany,
society, club, association or body, or class of persons,
coapanles, societies, clubs, associations or bodies,
or any security, aortgage, charge or other transaction
or class of securities, aortgages, charges or other
transactions.*

Significantly, Australian financial controls are
suppleaentary to direct controls over industrial ex-
pansion-^ which, I aa inforaed, have been increased until

Consent is required to pay or charge Interest higher
than the specified rate In the aortgage or to evade
the Interest llaltation hy rcpajracnts In excess of
ths aaount of the aortgage•
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aost expansion hue to be sponsored by central ordnance
authority• Controls have extended to restrictions on
speculative trading and control over banking, the
latter controls extend to the requirement that banks
deposit with the Central Bank any surpluses over their
needs as an anti-inflationary seasure.

A conference vith Hr. Srigdsn at the Australian
I egatlon was had respecting the operation of Australian
controls. It was revealed that at the outset of the
war Australia set up a ~oard consisting of business
aea and bankers to review new Issues. Recently, how*
ever, it was found necessary to stiffen the ad*lnlstration
of capital controls and to substitute for this industry
board a wholly governmental body*-on which the govern*
aient bank was represented. On February 19, l$*t£, cable
lnforftfttion indicated:

"There will be a prohibition of the sale or
Investment of capital except by permission of
the Government or for obvious war purposes such
as Investment in public leans or in capital
Issues sanctioned isr the Capital Issues Ad-
visory Committee. This will eliainate any
fores of speculation and concentrate capital
transfers on iaaediate war needs."

Jtore recently the press and Official Australian
Short-wave have lncle&ted SOBS relaxation of policy
with due regard to the prevention of speculation. Cable
information resolved in 8ew Xork early in April of this
year indicatesi

•the sale of stock, shares and debentures of
a company is permitted without consent if tho
seller has been registered as owner for at least
five aonths. took fxchaages, after consultations
with the Treasurer, have fixed the oaxlaua and
alniaua prices at which shares atay bo sold, :hould
shares officially listed on Exchange not be sold
through a aamber of the 3took Sxohange, the
Treasurer smat be supplied with details of tho
sale within seven days of the transaction11*

July 6,
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