I SECURITIES AND EXCHANGE COMMISSION
f “WASHINGTON-

OFFICE OF THE CHAIRMAN Philedelphia

July &, 1942

Hon. Merriner S. Eccles, Chairman,
Board of Governors of the

Federal Reserve System,
Federal Reserve Building,
Washington, D. C.

Dear Mr. Eccles:

I am attaching hereto brief memo-
rande relating to the activities of build-
~ ing and loan assoclations 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 informsl capital control committee.

Sincerelfzizgjs,
"&”W

Ganson Purcell
Cheairman

Enc.
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Capitel 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 meke exemptions and trans-
actions which, together with all previous transactions within the scope
of the regulation, involve less than £10,000 are exempted. Certain
exemptions are made including certain local building societies.

The Capital Issues Cormittee approves applications only if
it finds the transsctions involved are "advisable in the national
interest™. Obtairable 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 likelibhood that
they receive substential sums because destruction by bombing and
priority restrictions om 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.

Australie

Regulations require consent of Treasurer for registration of
any compeny 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 demend loans from banks, individuals may not
issue securities or mortgage without consent. Building societies may
not, without consent, raise interest rates on deposits.

Australisn financisl controls, significantly, are supple-
mentary to direct controls over industrial expansion whiech have been
inereased 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 1/2 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 1941 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 §$347,12L,000.
All associations showed total assets of $6,06,,202,000 as of December
31, 1941, as compared with $5,681,583,000 as of December 31, 19L0.

Totel new investments in insured associations in 1941
emounted to $873,163,000 and withdrawals totaled $543,680,000 leaving
a total net increase by the public of $329,483%,000. In the first L
months of 1942 new investments in insured associations amounted to
$274,135,000 and withdrawals equaled §253%,L,2];,000.
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ALHQRANDUM

Re: Activities of Bullding and Lean
. Associations

By: GSecurities and Exeohange Commigsion

Approximately 924 of the capitel obtained by
building and loan associations from the publie is
represented by capital shares and oapi aogounts
and the balance ie¢ in the form of investuent certifi.
cates and deposite. There are two general clasees
of paldein capital, "full paid shares® and “share
sccounte®. Full pald shares are pald for in full
et their fsce amount by the investor at the outset.
Share accounts are opened by investors who are unable
to purchase full pald shares. In this case the in-
vestor makes periodic payments on his account. At
the present time it is becoming general practice for
the ghare sccounts and the 7 4 shares to re-
ceive the ssme dividend ( rata) and the holder
of an aceount is not 1zed in any way for faile
ing to maintain regular payments. 4As 2 matter of
faet all federally chartered associations are pro-
hibited froa charging 'uy meubership, adamisaion,
repurchase, withdrawal, or any other rn or sum of
money for the privilege of becoming or
cu-u.uu.u-urumumhnu' An
investor is induced to maintain regular payments
however, by promising him a bonus over and ‘hvn
the amount received on fully pald shares if he
maintains an unbroken record of payments over the
1ife of his contract. That is, he 1s given a bonus
of $% to 1% per annum Af he msintains all payments
over a 100 or 200 payment period.

Federally chartered uuu-t and loan associ-
ations are not permitted to sell either investment
certificates or to accept deposits, although sssoci-
ations which sell such certificates and accept de-
nﬁummmnmrumxmm
System. Although the number of associations
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iesulng inveetaent certificates has decresged materi-
ally, many sre still engaged in thie prectice. The
provisiona of the invegSment «ruﬂntem net
standardized. Many different types are gold and no
statistics are avallable ae to the regate amount
of each type sold or redesmed annus indications
are that some assoclations are s$ill 00111 con-
tractes of the type dlstributed by xuvtotort Syndicate
of America in aporeciable amounts.

As of December 31, 1941, there were 7,078

oz:rutlng savinges and loan Aoczzlozlcal in the Bnliod

tes having total assets of

ngarcu with 7,189 assoelations hav ‘otal llncts

5,681,583,000 as of Dooo-bcr‘gl 19 ¥hile
Mors 570 5o Pecent seatiotiee selaling S5 e Sewe
position of the assets and caplital of 111 building
and lean aosoelstions, the Federal Howme Loan Bank
Administration has prepared certain figures on member
assooiations. These asgeoeclations represant 53.3% by
nuaber and 79.3% of total aseeta of all savings and

loan assoclations. figuree on sales retire-
mente of capltal & and withdrawal of deposits
are not avallable hn-tvor the rative state-
aent of assets lahillt&na and capital of mewber
an-oolnlaonl u‘tanhod hereto uhown thnt there was
inerease in outstanding share of men~
assoolations in the smount of § .1 ooo in
1 1. In the same year dopo:lt. lvoc
certificstes outstanding 25, ﬂ.m Ia

vievw of the fact that total ao-ota or

snd loan aaoootatioun ingcresased only

1- 19481, 1t ecan be goncluded thet new nv!ctn-atc in
on-member sssocistions were offeet by the withdrawals

aad losses whigh they suffered.

Information 1s avallable -ho-lnc new in-
vestuentes and withdrawsls made by the
savings and loan assocliations whose deposits and
capital are insured by the Federal Zavinge 2nd Lean
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Insurange Corporation. v Ag of Degember 31, 1941, these
institutions numbered 2343 and had total assets of

1 000, £ of total and 1 ts.
33;’-2«'33{ um”n;,z i:vuhont.::u::mm o:.. .:.:n:

loan association ted to $873,163,000 and wi

drawales totaled m 000, havut.a total net inecrease
in investment by the E;Eizc of $329,883,000. 1In the
first four mon 2 new uvn&nu in insured

associations amounted to $274,135,000 and withdrawals equaled
253,424,000,

Edw. T. MNeCormieck

July 7, 1942

v mmbonortmrmmnmmnmsc::-
are not insured by the Federal Sa e and
Insurance Corporation. The Federal Loan
Bank fOyetem, with capital contributed by the
U, 8. Covernment and member institutions, proe
vides s oredit reservolr which is used %o make
both short and long-term advances to members.

The Federal s and Loan Insurancge Gu"rnuu

insures the deposits and capital contributions

of each individual investor in assoeiation

:;rggamuumru.xcq an amount of
’ -
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tive “tatement of Condition
—~ For All Savinge and Loan Members

19411940
Agsets® 1941 1940
First Mortgage Loans (Ine. Int.) $ 3,918,967 & 3,495,
Jr. Hort::‘c:‘uou (Ine. Int.) » !: 8 .g:
Other Loans (Ine. Share Leans) 2 , B4
Real Egptate Sold on Contract 173, 167,169
Real Fstate Owned 189,529 ,838
Investaents:
F.H.L.B, Stoek - .'R 43,
U.8. Gov't Obligations (Ine.HOLC Honds) " 45,
Other Investaents (Ine. Acerued Int.) ,0 Jt. &
Cash on Hand and in Banke !‘i. 52' i
Office Building (Net) 2229 o
Furni ture-Fixtures and Equipment (Nes) r.!a &, R
Other Assets 1 8,
Total Assets § 4,797,758 ¢ 4,410,963

Liabilities & Capital®

U.8. Gov't Investments (Shares & Deposits) gz. 2 ¢ m.i
Private - sable Chares 3.1 0 3.1 '3
AT edged Shares
Deposits & Investment GCertificates N, ):2:
Advances From F.H.L.B. é! %l
Other Borrowed Money N ’
Loans in Process ’ 25
Advance P ts by Borrowers 17, g i3,
Other Liabilities 8 19,
Permanent Fegerve or Cuaranty Stoek ’ »
Dcﬂmd ac:un to Future Operations 1:. 16,
Specific Reserves
General Resgerves ﬂ:g 1":
Bonus on Zhares
Undivided Profits 116, 105, 302
Total Eguities g 4,797,758 & 4,810,963
Number of Assoelations 31 3,818

* In thousands of dollars.

Prepared by: Division of Research &
Statistics, Federal Home Loan
Benk Administration,
Washi s G
June 29, 19%2
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HENORANDUN

Re: Present Capital Control in Other
United Hatlions.

By: OSeourities and Exchange Commission

Purguant to ation 6 of the Defense (Finance)
Regulations Order, 1939, 1t 1p unlawful, without the
consent of the Epitigh !’mm. %0 "make an issue of
capital in the United Kingdom, to make in the United
Kingdom any public offer of seourities for sale, or
to renew or po the date of maturity of any se-
ourity maturing for nt in the United Xingdom."
The issuance of segurities whether for cash or othere
wise is deemed 2 capital lssue, as 1s the receipt of
::{‘uuy by loan in the oxp«huu that repayment

be mede, in whole or in part, by the issuance of
seourities. Thus, the effect of the regulation is So
require oconsent for all publiec offers and for sll prie-
vate offers for capital purposes. The ation ine
eludes also the oreation of mortgages or ge in
amounts seoured Shereby. The Treasury is permitted to
make exemptions.

Transactions whioh, together with all tmun
transections within the scope of regulation, involve
less than £10,000 are e ted. Tax antieipation

2 by local au ties, for limi purposes
and in limited amounte, certain losal socliety
transactions, changes in the nature of securities not
invel the subseription of new money, certalin pro-
moters' tions, vate company sales of securi-
ties to members in 1l saounts, issues in consolida-
tions, ete., not involving new money, the issuance of
securities to banks to make them whoie for advances

or overdrafts, where the igssue was not CONw-
templated in the loan, repayments of amucu

http://fraser.stlouisfed.org/
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incurred prior te the regulations, government issues,
and personal mortgage transsctions are slso exempted.
Ne exemption le availablie for an issue of securities
made whelly or partly for the purpose of “capitalizing
prefits or reserves.”

LéminletraSion
The Capital Igsues Committee passes on applications
anéd approves them Af it finde t the Sransactions

invelved are "edvisable in the national interest."

Obtainable information 28 to the hietery of capital
control in Great Britaln indleates that that control is
succeeding in alding the ¢ tion of ronent with
private non-var nmctn&l capital Lesues in the
yeéar 1 resched the to of BlO88.7 willion, of
whieh £1070.8 million were for the Eritish Covernaent.
Loesl suthorities and publie boards ralsed no new

1tal vhatever, and Unlted Xingdom coumpanies only
16.6 million as net 66,2 mwillion in 1939 and
practically %200 million in 1937. Forelgn issues
were completely eliminasted, and Fmpire borrovers
ralged only 1.3 million in 1540 as against £25.5 millien
in 19;’ and #63.4 million in 1537, by capital issue.
(%ee Table on next page).

Definite information regarding the actual effeot
of the administration of cspital control on the sale of
peateson, st Deliding Ceeptty aves in Mo .3...""""’..‘

s, ng 8

the Dominions i not readily available in g country.
However, the best obtainable information is that there
is nnio doubt that no newv issues of investment trust
certificates or bullding socliety are permitted
to be made. Although bullding 8 are probably
allovwed to accept W is 11ttle likelihood
that they recelve tial sume as such mode of
investument is not attractive at this time decause of
destruction by bombings and priority restrioctions on
building. It is believed that the sale of industrial
u‘nmh“: is permitted but the extent of such sales is
no -
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United Kingdem: GCapital Issuest
1937 = 1941

(8 million)

mroum Total

Years x Issues
1937 143.1 45 199.1 387 63.4 7«1 458.0
1938 ;zb 27:; 110:1 21):; 53.7 5¢7 273.1
1939 8 12,1 66.2 115.1 25.5 Re2 42,8
igzlo 1070.8 nil 16.6 1 ok 1.3 nil 1088,7

(Jan.="ept,)1114.1 nil 249 1117.0 3.5 0.1 1120,6

1 ‘otal uew bom-uc, ineluding Stoek ixchange “permission to deal” -
refunding excluded

2/ Ineluding County and ublic Boerd loans,

Source!: w Hareh 15, 19&1. Ps 6, April 5, 1941, pe 454,
1941 A breakdown of these issues
nm‘rgd. nl other m is

by clasaes of 1 presented
ia the from time to time, imeluding those pages
elited & . breakdowns show nothing of significance,
since the amounts of seourities were very
asall and were over & number of induse

triel classifications. B8y fer largest amounts of non=
mmmmm?urmmmumry
Miscellaneous,

"Lanufseturing and
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Australls

The Autnunn system of capital control i
effected pursuant ‘8 gulatione under the National
Jeeurity iAect, 1939-19 known ae National Oecurity
Regulations. These nnuhnau require the consent
of the Treasurer of the Commonwealth for the regls-
tration of any company ged for profis, for in-
creases in nominal capital, for issues of authorized
eapital, for ocalls upon mru, and for the receipt
of any payment on account of authorized capital or
calls. t for short-tera or demand loans from
bankeg, individusles may not lssue seocurities or mort-
n&.:r charge thx/mn of thelr property or unn

t consent ¥ith certain e n?tuu.

s cannot be traded at more than discount, with-
out consent. Among other pmuhn limitations are
set on rates of interest payable on im-ul wvith
others than banks); end banks and land ¢ e are

s regulated with respect to interest e on
loans. Bullding aoouun not without consent
ralise interest rates on tc with respeect to
demand or ghort-term ts.

¥ith respeet to all transactions reguiring con-
the Treasurer may "in his absolute disoretion
e eyl B KoK ot P
such gonditions aes he Shinks fit, or refuse %o
grant the consent.” The Treasurer s by order,
“exempt rn:'i:.muuu:« the h-rntw
sions ae m, any person, company,
society, club, assoecia or elass of persons,
companies, socleties ohbo. um ations or es
or any security, ur‘nn charge or other transaction
or cleass of mmuu, mortgages, charges or other
transactions.*

tly, Australisn finanelal controls are
supplemen to direct controls over industrial ex-
pansion--which, I am informed, have been increased until

1/ Consent ie nmmtom interest higher

than the speeified rate in the or to evade

™ the interest limitation by repayments in excess of
the amount of the mortgage.
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most expansion hae to be sponsored by central ordnance
authority. cumh have extended teo restrictions on
speculative trading and control over ba « The
latter contreols extend %o the requirement t banks
deposit with the Central Bank any surpluses over their
needs as an anti-inflationary measure.

A conference with HNr. Bprigden a2t the Austrealian
Legation wags had respeoting the tion of Australian
controls. It wag revealed thet at the outset of the
var Australia set up a Soard umuuu of bannou
men and bankers to review new issues.
ever, it wae found necessary to stiffen the .nin-mua
of capital controls and %o substitute for this Mum

board a vholly governuental boq;-.oo which the
ment bank was represented. ebruary 19, 1,;5"
snro_rntua indicated:

“There will be 2 prohibition of the sale or
investment of capi exeept by permiseion of
the Covernment or for obvious war purposes such
a8 investument in public loans or in capitel
iseues sanctioned the ital Ipsues Ade-
vigory Committee. ¢ will eliminate any
‘forms of speculation and concentrate capital
transfers on immediate war needs."

dore recen the pregs and Official Australian
Short-wave have indlcated some relaxation of ley
with due regard to the prevention of speculs . GCable

*fhe sale of stogk, shares and debentures of

a company is peramltted without consent if the
seller has been reglstered n owner for at least
five acnths. “Sock after consultations
with the Treasurer, have f the maxiamum and
uu—.gtu-nmm.mu-u Thould
ehares ielally liested on Exchange not be sold
w;m“ﬁtﬂmw the
Treasurer must be supplied with e of the
sale within seven days of the transaction®.

July 6, 1942
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