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(Washington Post Letterhead)

April 22, 1949

Mr. Leroy A, Wilson, President
American Telephone & Telegraph Company
195 Broadway

New York 7, N. Y.

My dear Mr. Wilson;

I have suggested to my friends in the Federal
Reserve Board in Washington that margins on loans made by
banks to subscribing stockholders or to purchasers of rights
to subscribe to securities issued for expansion of legitimate
industry be made on a basis different from ordinary Stock
Exchange collateral loans.
’ 1

I have suggested that banks be authorized to loan
on the following basis;

25% cash and 25% payable
every six months.

This would, of course, mean that the maximum period
would be eighteen months. Obviously, stockholders would not
have a right to borrow; the banks would only be authorized in
their discreti%p to make loans to satisfactory borrowers.

In such an issue as you are making at the present
time, It seemed to me that distributing the impact of the very
large amount would be helpful to your company, to your stock-
holders and to the public generally. The Telephone Company is
a regulated activity whose expansion of services promotes the
public interest in the vitally important area of communication
facilities.

I would be glad to have your opinion T this
suggestion.

Very truly yours,

(sgd) EUGENE tEYER

cc to Mr. Paradise :
Mr. McCabe A
Mr. Riefler

Federal Reserve Bank of St. Louis
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April 25, 194-9

Mr. Eugene Meyer,
Washington Post,
Washington Kk, D.C.

Dear Mr." Meyer,

We believe the suggestion contained in your
letter of April 22, 1979 is excellent.

The present requirement (Regulation U of the
Federal Reserve System) that a bank may be authorized
to make a loan, the sole purpose of which is to enable
the borrower to acquire stock In a corporation by exer-
cising a warrant or certificate evidencing a right to
acquire such stock, and to treat any stock received as
collateral i1n connection with such a loan as having a
maximum loan value of only 0 per cent, of its current
market value, seems to us unduly restrictive and leaves
some doubt as to whether it applies to purchasers of
rights to convertible debenture issues such as those
currently used by this company.

We would be very much i1n favor of a plan such
as you propose, since it would encourage savings and,
more important, would seem to us a practical means of
encouraging further investment iIn the equity of Amer-
1can business.

We hope that should the Federal Reserve Board
amend its Regulation U, 1t specifically cover loans for
subscribing for common stock and also loans for the
purpose of subscribing to convertible debentures and
subsequently for converting such debentures into shares
of stock. As you know, stockholders of this company have
approved a convertible debenture issue which will approxi
mate $Y00,000,000, and warants evidencing rights to sub-
scribe will go to stockholders around May 16 and such
rights will expire on June 20. If any action is to be
taken which would be of benefit to our nearly 800,000



stockholders and to other investors who may buy the
rights it should be taken promptly.

We appreciate your interest in the matter and
hope that your suggestions will be received favorably.

Sincerely yours,
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April 25, 194-9

Mr. Eugene Meyer,
W ashington Post,
W ashington 18, D.C.

Dear Mr* Meyer,

We believe the suggestion contained in your
letter of April 22, 191j-9 is excellent.

The present requirement (Regulation U of the
Federal Reserve System) that a bank may be authorized
to make a loan, the sole purpose of which is to enable
the borrower to acquire stock in a corporation by exer-
cising a warrant or certificate evidencing a right to
acquire such stock, and to treat any stock received as
collateral in connection with such a loan as having a
maximum loan value of only £0 per cent, of its current
market value, seems to us unduly restrictive and leaves
some doubt as to whether it applies to purchasers of
rights to convertible debenture issues such as those
currently used by this company.

We would be very much in favor of a plan such
as you propose, since it would encourage savings and,
more important, would seem to us a practical means of
encouraging further investment in the equity of Amer-
ican business.

We hope that should the Federal Reserve Board
amend its Regulation U, it specifically cover loans for
subscribing for common stock and also loans for the
purpose of subscribing to convertible debentures and
subsequently for converting such debentures into shares
of stock. As you know, stockholders of this company have

approved a convertible debenture issue which will approxi-
mate $400 000, 000, and warants evidencing rights to sub-
scribe will go to stockholders around May 16 and such
rights will empire on June 20. If any action is to be

taken which would be of benefit to our nearly 800,000



stockholders and to other investors who may buy the
rights it should be taken promptly.

We appreciate your interest in the matter and
hope that your suggestions will be received favorably.

Sincerely yours,
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CApril 26, 1949
[Dictated over the tele-
phone from New York]

Dear Governor McCabes

| am sending you copy of a letter Xwrote to
Mr. Leroy A Wilson, President of the American Telephone
and Telegraph Company, and a copy of his reply.

| hope they will be of interest to you.

Sincerely yours,

Eugene Meyer

Honorable Thomes B. McCabe, Chairman,
Federal Reserve System,

Federal Reserve Building,

Washington, D. C

Ends.

cc to Mr. Riefler



April 27, 19149

PERSONAL

Mr. Thomes McCabe, Chairman,
Federal Reserve Board,
Washington, D.C,

Dear Ton:

_ Eugene Meyer han told ne of his conversations
with your people and lias shown ne copies of correspondence
with Mr. Leroy A 11son, President of the American
Telephone & Telegraph Company with respect to the present
re(?uwement of Regulation U of the Federal Reserve System
relating to borrowings for the purpose of acquiring etocft
In corporations by exercice of warrants.

The demand for _equit¥ and preferred capital is
ye(rjy great and in rsy opinion tilll be substantial for an
indefinite future. "My company alone has under xfay a
long-term construction program which requires about
10,000,000.00 of new capital each month. At least half
should be raised by the sale of preferred and common stocks.

| am certain that anything the Board can see its
way clear to do along the lines of Mr. Meyerls suggestion
would be most constructive.

With kindest personal regards, believe me,

Sincerely yours,

[President, Pacific Gas &
Electric Company]

Copy to Mr. Eugene Meyer
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

HrX 30 194b

OFFICE OF THE CHAIRMAN

April 29, 19U9*

Mr. Eugene Meyer,
The Y/ashington Post,
7/ashington . . D. C.

Dear Mr. Meyer:

Immediately upon receipt of your
letter of April 26, | contacted Win Riefler
and he met with a group in New York yester-
day to explore further your suggestion re-
garding margins on loans made by banks to
subscribing stoclsholders. Several of our
staff members have been working on the sub-
ject for the past few weeks and | hope that
We can come to some conclusion in the very
near future.

We are always delighted to receive
your suggestions and value them highly be-
cause of your rich background of experience.

7/ith warmest regards,

Sincerely,
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piasfyragion flnst

WASHINGTON 4. D. C.

April 29, 1979

Dear Mr. Price:

talklng with our mutual friend. General
Shetland esterday learned that*you are very much
interested In the problem of stock financing and expan<

glr%g of the market for capital financing in"thH equity

| take pleasure in_enelosl ence
of a Ietter | wrote to Mr. Ler A WilsonVRresi-
den of the Amerlcan Telephone graph Coni
and a coPg/ f his reBy to me. X/l al  “enclose a
P fletGr \é‘erlttet %:/Ir JamestBt Bl k, Pres|c]ieﬂt of
acific Gas lectric. Com othe airman of the
Elegeé%[[ Reserve Board here %&Washl n on the same

gather t sta£’\k f the th|n Is that
|t |s rharps favon£J« IPe deral %eserve

Board Incip ut som eehnlcsl details need to

be wor e out |nyc/onnect|on W anyone* regulation or
modification of (e existing lation with the Securities
Exchange Commission.

: Id NJjaglad | I i
views .As?ljjchja glad ip/ybu would write e your

With befct wishes, | remain,

Sincerely yours,

Eugene Meyer

Mr. Gmilym A Price, President,

Westln ho%Be Electric Corporation,
Fourth Avenue,

P|ttsburgh 30, Penna.

Enel

Federal Reserve Bank of St. Louis



b Board of Govermors
| of the
Federal Reserve System
Washington
Office of the Chairman
May 3, 1949.
Dear Jim:

Qur staff has been devoting a great deal of
time to the study of Eugene Meyer’s proposal to -which
you refer In your letter of April 2Z7. Last week Gov-
ermor Clayton, of our Board, and several nRibers of the
staff met with a group of 1Investment bankers in New York
to edplore It further. As you can imegine, there are
many carplications in the carrying aut of his idea but we
amlsmgglirgmsee it we can overcore most of the db-
stacles.

oroblens I can thoroughlly appreciate your financial

With warmest regards,
Sincerely,

Tom

M. J. B. Bladk,

Hotel Pierre,

Fifth Avenue at 61st Street,
New York 21, New York.
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245, M arket Sitre ;%

James B.Black
President

May 24, 1949

Mr. Eugene Meyer,
The Washington PQst,
Washington 4, D. C.
Dear Gene*

I have read with interest yours of May 21 with several
enclosures. It looks as though you did a fine jdb on the boys.
From press reports, 1 understand that further relaxation is being
considered with respect to subscriptions by "‘transferees”’e

In order to complete your file, 1 an enclosing copy of a
letter from Tam McCabe -which has taken soe time to reach me.

The attached reprint of an article by Mr. J. J. Deuel ap-
pearing in the May number of Califormia Farm Bureau Monthly” will,
I an sure, be of Interest o you. The story Is factually correct
In every respect and illustrates quite well what a licking the water-
user and the Federal taxpayer are taking as -tte result of the attenpt
of the Bureau of Reclamation to socialize the pover 1 in North-
em Califomia. Mr. Deuel iIs expected to testify before Senate
Appropriations Sub-Committee this month.

I expect also to appear and will said you a copy of my state-
ment which covers the giicject from the standpoint of our INvestors and
customers, as well as that of the water-user and taxpayer.

With kindest personal regards,

Sincerely yours,

JBBsTP

Enc.
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COM FOR MR. EUGENE MEYER MAY -9 1949

May 5, 1949

Mr* Thomas McCabe, Chairman
Federal Reserve Board
Washington, D.C.

Dear Mr. McCabei

I would like to add my endorsement to the recommendation
which has been placed before you by Mr. Eugene Meyer and concurred
in by others, i.e., that Regulation U of the Federal Reserve System
relating to borrowings for the purpose of acquiring stock iIn corpor-
ations by existing stockholders or by the holders of rights should
be liberalized.

In the utility field, we are keenly aware of the problem
posed by the need for equity capital. Our expansion programs are
such that we must have additional equity capital iIn order to balance
our financial structures. As you know, most equity capital, and
particularly that represented by common stock, must be secured from
the individual rather than the institutional buyer. In view of the
volume required, the suggested authorization to banks to loan on the
basis of 25% cash and 25% payable In six months* periods over the
following eighteen months, would be, 1 am sure,a very constructive
step iIn this situation.

Thanking you for your consideration of the question, 1 am

Sincerely yours.

VCMtch W. C. MULLENDORE

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



MAY 10 1949

w E S T I N G H O U S E
ELECTRIC CORPORATION

300 fourth Avenue
F O. BOX 1017

PITTSBURGH 30, PA
May 7, 19h9

Mﬂrz Eugene Meyer
Washi Post
\Nashingtmmgj':;"?nD- C.

Dear Mr# Meyer:

My interest in the problem of stock financing and
expansion of the market for capital financing In the equity area
has been principally from the viewpoint of making equity investments
more attractive as permanent long-term holdings for individuals#

Even s0, | think that the suggestion contained In your
letter of April 22rd to Mr. Willson, President of the American Telephone
& Telegraph company, for the liberalization of Regulation U of the
Federal Reserve System iIs a very good ane.  In camon with Mr. Wilson,

I think that any liberalization should be broad enough to cover loans

for wbscribi% Orfoormwon stock a}JdndeII' vvarrarrtsl ,fooeﬂrgficates ng I;ogg!
pre-emptive ri any sort also loans for purpose

scrlblng to_convertible debertures and subsequently for converting such

debentures Into shares of stock.

I amenclosing an extra signed copy of this letter In case
you wish to use 1t with your friends iIn the Federal Reserve Board.

Sincerely yours,

Guvilym A. Price

WESTINGHOUSE—THE NAME THAT MEANS EVERYTHING IN ELECTRICITY
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May 10, 1979

Bear Mr. Price:

Thank you for your letter of the 7th. Any-
thing that makes equity investments more attractive as
long-term holdings for individuals, of course, is of the
greatest 1mportance.

The suggestion made in my letter has to do with
enabling existing owmers to exercise their rights for
expansion of capital requirements of business corporations.
Giving time for stockholders in which to pay or during
which they can make arrangements to be In a position to
pay will be helpful, 1 should think, to enable your purposes
to be carried out effectively, to a greater extent.

With best wishes, | remain,

Sincerely yours,

Eugene Meyer

Mr. Gwillym A. Price, President,
Westin™iouse Electric Corporation,
306 Fourth Avenue,

Pittsburg 30, Penna.
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BOARD OF GOVERNCORS
OF ‘“THE
FEDERAL RESERVE SYSTEM

Statement for the Press

For release in morning newspapers,
Saturday, May IU, 199 May 13, 19U9
Effective Monday, May 16, 19h9, the Board of Governors has amended
Regulations T and U (margin requirements), increasing from $0 to 75 per cent
the loan value for securities acquired through the exercise of subscription
rights, whether exercised by the original holder or by a purchaser of the
rightse= The amendments specify that such transactions shall be set aside
in a special account and that substitutions or withdrawals may not be made
in the account. No new credit may be granted to a customer on the prefer-
ential terms if such a credit has been outstanding more than nine months
without being changed to the £0 per cent basis generally applicable under
the regulations.

Copies of the amendments are attached*

Attachments

org/

Federal Reserve Bank of St. Louis



AVENDIVENT NO. 9 TO REGULATION T

Issued by the Board of Governors of the Federal Reserve System

Effective May 16, 1949, Regulation T is hereby amended by striking

out section 6(1) of said regulation and by adding the following subsection

at the end of section 4 of said regulation:

»(h) Special subscriptions account. - In a special sub- -

scriptions

account a creditor may effect and finance the acqui-

sition of a registered security for a customer through the exer-

cise of a right to acquire such security which is evidenced by a

warrant or
90 days of
be subject

if it were

certificate issued to stockholders and expiring within
issuance, and such special subscriptions account shall
to the same conditions to which it would be subject

a general account except that ¢

"(1) Each such acquisition shall be treated

separately in the account, and prior to initiating the

trans

action the creditor shall obtain a deposit of cash

in the account such that the cash deposited plus the

maximum lean value of the securities so acquired equals

or exceeds the subscription price, giving effect to a

maximum loan value for the securities so acquired of

75 per cent of their current market value as determined

by any reasonable method;

cash

Digitized for FRASER
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”(2) The creditor shall not permit any withdrawal of

or securities from the account so long as there is a



the provis

debit balance in the account, except that when the
debit connected with a given acquisition of securities
in the account has become equal to or less than the
maximum loan value of such securities as prescribed
for general accounts, such securities may be trans-
ferred to the general account together with any remain-
ing portion of such debit; and

”(3) No security may be acquired in the account
at any time when the account contains any security
which has been held therein more than nine months
without becoming eligible for transfer to the general
account
"In order to facilitate the exercise of a right in accordance with

ions of this section, a creditor may permit the right to be trans-

ferred from a general account to the special subscriptions account without

regard to

5-13-49
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any other requirement of this regulation.”



AVENDVENT NO. 10 TO REGULATION U

Issued by the Board of Governors of the Federal Reserve System

Effective May 16, 1949, Regulation U is hereby amended by changing

section 3(p) of said regulation to read as follows:

Digitized for FRASER

"(p) A loan need not comply with the other requirements
of this regulation if it is to enable the borrower to acquire
a stock by exercising a right to acquire such stock which is
evidenced by a warrant or certificate issued to stockholders
and expiring within 90 days of issuance, provided that (1) each
such acquisition under this subsection shall be treated separately,
and the loan when made shall not exceed 75 per cent of the cur-
rent market value of the stock so acquired as determined by
any reasonable method, (2) while the borrower has any loan out-
standing at the bank under this subsection no withdrawal or
substitution of stock used to make such loan shall be permissible,
except that when the loan has become equal to or less than the
maximum loan value of the stock as prescribed for section 1 in
the supplement to this regulation the stock and indebtedness may
thereafter be treated as subject to section 1 instead of this sub-
section, and (3) no loan shall be made under this subsection at
any time when the borrower has any such loan at the bank which has
been outstanding more than 9 months without becoming eligible to
be treated as subject to section 1. |In order to facilitate the
exercise of a right under this subsection, a bank may permit the
right to be withdrawn from a loan subject to section 1 without

regard to any other requirement of this regulation.”

5-13-49

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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BOARD COF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM

Statement for the Press

For release in morning newspapers,
Saturday, May IK, 19h9 May 13, 1909
Effective Monday, May 16, 1979, the Board of Governors has amended
Regulations T and U (margin requirements), increasing from 50 to 75 per cent
the loan value for securities acquired through the exercise of subscription
rights, whether exercised by the original holder or by a purchaser of the
rights. The amendments specify that such transactions shall be set aside
in a special account and that substitutions or withdrawals may not be made
in the account. No new credit may be granted to a customer on the prefer-
ential terms if such a credit has been outstanding more than nine months
without being changed to the 50 per cent basis generally applicable under
the regulations.

Copies of the amendments are attached.

Attachments

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



AVENDMENT NO. 9 TO REGULATION T
Issued by the Board of Governmors of the Federal Reserve System

Effective May 16, 1949, Regulation T is hereby amended by striking
out section 6(1) of said regulation and by adding the following subsection
at the end of section U of said regulation:

»(h) Special subscriptions account. - In a special sub-
scriptions account a creditor may effect and finance the acqui-
sition of a registered security for a customer through the exer-
cise of a right to acquire such security which is evidenced by a
warrant or certificate issued to stockholders and expiring within
90 days of issuance, and such special subscriptions account shall
be subject to the same conditions to which it would be subject
if it were a general account except that v

"(1) Each such acquisition shall be treated

separately in the account, and prior to initiating the

transaction the creditor shall obtain a deposit of cash

in the account such that the cash deposited plus the

maximum lean value of the securities so acquired equals

or exceeds the subscription price, giving effect to a

maximum loan value for the securities so acquired of

75 per cent of their current market value as determined

by any reasonable method;

"(2) The creditor shall not permit any withdrawal of

cash or securities from the account so long as there is a
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debit balance in the account, except that when the

debit connected with a given acquisition of securities

in the account has become equal to or less than the

maximum loan value of such securities as prescribed

for general accounts, such securities may be trans-

ferred to the general account together with any remain-

ing portion of such debit; and

"(3) No security may be acquired in the account

at any time, when the account contains any security

which has been held therein more than nine months

without becoming eligible for transfer to the general

account.

"In order to facilitate the exercise of a right iIn accordance with
the provisions of this section, a creditor may permit the right to be trans-
ferred from a general account to the special subscriptions account without

regard to any other requirement of this regulation.”

5-134.9
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AVENDVENT NO. 10 TO REGULATION U

Issued by the Board of Governors of the Federal Reserve System

Effective May 16, 1919, Regulation U is hereby amended by changing

section 3(p) of said regulation to read as follows:

Digitized for FRASER

"(@ A loan need not comply with the other requirements .
of this regulation if it is to enable the borrower to acquire
a stock by exercising a right to acquire such stock which is
evidenced by a warrant or certificate issued to stockholders
and expiring within 90 days of issuance, provided that (1) each
such acquisition under this subsection shall be treated separately,
and the loan when made shall not exceed 75 per cent of the cur-
rent market value of the stock so acquired as determined by
any reasonable method, (2) while the borrower has any loan out-
standing at the bank under this subsection no withdrawal or
substitution of stock used to make such loan shall be permissible,
except that when the loan has become equal to or less than the
maximum loan value of the stock as prescribed for section 1 in
the supplement to this regulation the stock and indebtedness may
thereafter be treated as subject to section 1 instead of this sub-
section, and (3 no loan shall be made under this subsection at
any time when the borrower has any such loan at the bank which has
been outstanding more than 9 months without becoming eligible to
be treated as subject to section 1. In order to facilitate the
exercise of a right under this subsection, a bank may permit the
right to be withdrawn from a loan subject to section 1 without

regard to any other requirement of this regulation.”

5-13-49
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The effect on the money market of this reduction was offset, however, because
banks sought and Federal Open Market Committee poUcjrynaintaining short term
rates required sales of securities from the System*s portfolio. In view of
the expiration on June 30 of the remaining temporary reserve authority, re-
leasing the residue of approximately $800,000,000 of reserves, the Open
Market Committee, on June 28, decided to modify its policy so that the re-
serves thus released or accruing later might have as full effect in the money
market as was consistent with the continuance of orderly market conditions

so long as the monetary problem remained one of dealing with contraction

rather than overexpansion of credit.
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May 14, 1949

Dear Professor Dorlot:

Because | took quite a little time at your
dinner party that night, I am writing to call your at-
tention to the fact that the Federal Reserve Board has
made a ruling along the lines thatl have been discussing
with them for the past several weeks.

I enclose a planographed copy of a letter 1
received from Mr. Leroy A. Wilson, President of the
American Telephone and Telegraph Company. Similar let-
ters were received by me from the President of Pacific
Gas & Electric Company and the President of Southern Cal-
ifornia Edison Co.

I did not make a campaign to get testimonials
because | thought a few representative letters were better
than conething that looked like organized propaganda.

With Oordial regards, | remain,

Sincerely yours,

Eugene Meyer

Prof. Georges F. Dorlot,

Graduate School of Business Administration,
Harvard University,

Boston 63, Mass.

Enel

Federal Reserve Bank of St. Louis
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May 14, 1949

Dear Mr. Smith:

Your Mr. Stanley Carr in Washington rang me up
to mention the announcement of the Federal Reserve Board
with respect to loans on subscriptions to capital stock
by stockholders or buyers of rights.

I had discussed this matter several weeks ago
at a meeting of the graduates of the Harvard Business
School here in Washington and Mr. Saccardi of your Wash-
ington office, being present, mentioned to Mr. Carr the
fact that 1 had been interested in this matter.

When | saw the American Telephone and Telegaaph
Company announce the $400,000,000 security operation, |
rang up the President, Mr. Leroy A. Wilson, and told him
what | had been suggesting. He expressed his approval
and, when | asked hfim to writw a letter, he said he would
be glad to do so if | would write him onwesetting forth
the idea in detail. This | did, and in reply received
the enclosed letter from him with permission to send it
to the Federal Reserve people here, which | did.

I also got a more or less similar letter from
James Black, President of the Pacific Gas & Electric
Company, and also one from W. C. Mullmndore, President
of the Southern California Edison Co., to whom the sug-
gestion was made by Mr. Black who knew that the Southern
California was in the same position.

These three letters testifying to the interests
of legitimate public utility business, | am sure, give
evidence of the importance attached to the idea by public
utility managements.

I am sending you a planographed copy of Mr.
Wilson's letter in strict confidence. | think that your
firm, with its wide ramifications, might do something
very important to promote effective use of the new
authorization.

With cordial regards, | remain,

Sincerely yours,

Eugene Meyer

Mr. Winthrop H. Smith,
70 Pine Street,

New York 5, N. Y.
Enel.
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M e r rilll Lynch,Pierce,Fenner&Beane
S EV E N T Y P I N E S T R E E T

N E W Y O R K C, N .Y .

May 17, 1949

Mr. Eugene Meyer,
The Washington Post,
Washington 4, D. C.

Dear Mr. Meyer:

I want to acknowledge your very kind letter of the 14th in
which you mentioned the new ruling of the Federal Reserve Board
which lowers the margin requirements on capital stock bought
through the exercise of subscription rights.

Because of your interest in the matter I thought you would
like to see the attached notice which we have sent to all of our
offices. In fact, we are so enthusiastic about the good that can
come from the new action of the Federal Reserve Board we intend
to do evexything we can to bring this liberalized credit policy
to the attention of our customers whenever a compaiy offers rights
to its stockholders to buy additional shares.

We know that in the past a stockholder who was not able to
exercise rights which were offered to him, frequently resented
seeing his interest in the comparer diluted. Furthermore, we feel
that the stringent requirements of the past worked to the dis-
advantage of the small stockholder who often didn"t have the
immediate cash resources required to exercise his rights.

This new regulation should be of particular interest to the
citizens of the District of Columbia because Potomac Electric has
just given its stockholders the rights to purchase 592,250 shares
of stock at $12.50 per share.

We believe that the Federal Reserve Board and eveiyone else
who had a part in effecting this change should be congratulated
because it should aid substantially in freeing the flow of risk
capital into productive enterprise.

Very truly yours,

WHS :bb



TO ALL MANAGERS:

RELAXED MARGIN REQUIREMENTS ON THE EXERCISE OF RIGHTS

The relaxation of regulation nTn as it applies to the exercise of
rights should be called to the attention of all customers holding stock
in aiy companies which now have rights outstanding. Generally speaking,
customers are now permitted to exercise their rights on payment of
25 per cent of the market value of the securities. Detailed inter-

pretation of the regulation was sent to you yesterday signed SHAP — F.

Rights that are currently outstanding include the following:

Potomac Electric Power, one for fiv" at $12.50

AT&T Debentures, $100 face amount for 6 common, at par
South Carolina Electric & Gas, one for four, at 7 5/8
Cincinnati Gas & Electric, one for nine, at $22.00
Indianapolis Power & Light, one for ten, at $25.10 (appx)
Peninsular Telephone, one for five, at $38

Bangor Hydro Electric, one preferred for 20 preferred or

80 common, at 98 1/2
one common for four commorv at $23.
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON

OFFICE OF THE CHAIRMAN

May 19, 19uU9*

Mr. Eugene Meyer,
The Washington Post,
Washington 1+, D. C.

Dear Mr. Meyer:

I am very grateful to you for bring-
ing to our attention the matter of margin re-
quirements to finance the exercise of stock
rights, and for your help in furthering the
study of this. Both personally and on behalf
of the Board, 1 want to thank you for this
contribution.

1 am also deeply appreciative of the
editorial which appeared in the Post last Sun-
day regarding testimony before the Senate com-
mittee, and the subsequent editorial regarding
the stock rights margin amendment.

I wish there were more men in positions
of influence who had your great understanding of
monetary and credit problems and your breadth of

vision.
With warmest regards,

Sincerely,

lomas B. McCabe,
Chairman.

I'w



RJE Pasljmgtan |Jasi

WASHINGTON 4. D. C.

May 19, 19*9

Pear Russell:

) 1 enjoyed our friendly interchange o ideas
this morning. "It will lead to ny furnishing with a
few communications.

| particularly feel that attacking blems in
a selective way rather than by horizontal ne S is
something that lawyers do not unders deal
In generalities and therefore their" _ ys to
change laws and regulations in tepsa”of horizon actions
which affeot thln%ﬁ in general,/femet”es, doing
e

good and harm at same t

Being a practic , n with jmt knowledge of law
and not ouch faith in gene tles,y?/ravor selective
rather than horizontal mea leetlve approach
led ne to favor the thing that eed with ne about,
but to which you dId™MSEETsiye our-dot.

While irking on 83 t, which took some
weeks to get ts, I obta letters, copies of
which X enclose rewith. | d not run a propaganda
campaign but X night a few timonials from the inter*
eats directly co erned migh [luminate the mind of the

FRB ©emberrrshere.

y The gressures following the destruction of war
/enlarged by\ ee bad crops in Europe in 19*5, 19*6
and :9*7, putting n additional strain on our economy
| was 1nordin , and created a temporary denand for
'V of any aiw verg Wind on our economy.  The better
vin Europer 19*8 and our huge corn crop meant the
end tural price inflation.

Wheat at $3.20 and corn at $2.70 came down with

a banlg and this has had an effect on the whole economy U
to volume and prices. The readjustment is not withou

advantages. An adjustment had to come and X am sure you

are not unsympathetic with such a readjustment with ade-
uate countervailing action in order to avoid a deep

epression.
Of course, Russia is a main factor in our financial
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and economic thinking* and the consequent Government ex-
penditures for arms and high taxes are also factorse

It is unfortunate that Hoover as usual muffed the
psychological factor in hie report. It was brought out
piecemeal when it should have been brought out as a unit
with a build-up of expectation leading to acceptance Instead
of Inaction.

| see there are no railroad cars bel ordered.
The railroads always buy everything at the top \t the
market and at the peak of demand and in conpel; .on with
no'

each other and the world at large. new.

It has always been so, except n Harriman
and Harry Walters were alive. They used to ste] and

buy equipment when business was baQhatead of tiness
was at its peak.

Bight now | belie for goods are
not equal to current co J fference being
mede up out of visible and in tventories. In-
visible Inventories are relat t to orders for
normal requirements.

Actual! /.7 uaiin.ers Id pdrhpps exercise a use-
ful influence In Ringi_ng am  normmedl conditions by keep-
ina their owmn objective dispassionate. | am not
belittling the w ssses of situation.

the dt&er hand”/there is nothing happening
now that”rtra’ matteK”-fac”you yourself and George
Whitnefowhen | talk”tcr™ou six or ei”it months ago,
did mt fear, If not actually anticipate.

- A. | s&ifijthis morning, the first six months of
1919,Wollowed by~*boom and a bust, was a period of living
on mventorY to ato/unusual degree. Of course, there was
no sucKv”claof*ar unfilled demands on Armistice Bay-1910
as there was-arter V-J Bay-19/5*

Letl* keep cool!

Cordially yours,

Honorable Russell C. Leffingwell,

J. P. Morgan & Co., Inc., \
23 Wall Street,

New York, N. Y.

iIThis is Just a rambling note]
Enel. : i, T
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[Excerpt from letter from Russell C. Leffingwell
to Mr. Meyer dated May 20, 1979

I received your two letters of yesterday.
That i1s good news about the reserve requirements.

I think the reduction In margin required for
the exercise of stockholders®™ rights is most constructive.
I congratulate you on this admirable suggestion and its
acceptance. We should ourselves be delighted to make
any such loan. I return Lee Wilson®"s letter of April 25th
and the copies of Mullendore®s and Black®s letters on the

subject. Many thanks for letting me see them.



May 21, 1979

Dear Mr* Wilson:

How that the Federal Reserve Board has acted
with reference to the matters we discussed over the
telephone and which you were kind enough to write a
letter about, | think it may be of interest to see what
Is happening.

This is shown in a letter from one of the
partners of Merrill Lynch to me, enclosing copy of a
notice sent to all their offices. As you know, Merrill
Lynch do 10 or 12# of the total business on the Stock
Exchange and | think they express Just the attitude you
would like to see prevail.

While the letter mentions- "capital stock*,
you will note on the list of companies offering rights
to subscribe that the American Telephone & Telegraph
debentures are on the capital stock list to which they
call attention.

Merrill Lynch have given ne permission to send
a copy of their letter and Instructions to their managers
to other firms and bankers who might be interested in
seeing what Merrill Lynch are doing about it. Copies are
enclosed herewith.

With cordial regards, | remain,

Sincerely yours,

Mr. Leroy A. Wilson. Eugene Meyer

* Telegraph Co.
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May 21, 19”79

Dear Mr* McCabe:

I highly appreciate your friendly expressions
concerning the matter of modifying margin requirements
to finance the exercise of stock rights*

I have interested myself a little in trying to
activate firms in the matter* Sometimes the speed of
the reactions in such a measure as you adopted has a cer-
tain value.

The Merrill Lynch firm, as you know, are by
far the largest dealers in the Stock Exchange—more than
10$ of the total business. They have sent out a circular
to all their branches and staff, of which they allowed
nme to have a copy and to nmeke copies, which they author-
ized ne to send to other firms that | happen to know
personally.

| enclose a few copies of their communication,
thinking it might interest you, some of the members of the
Board and some of the men on the staff who worked on this
matter.

With kind regards, | remain,

Sincerely yours,

Eugene Meyer

Hon. Thomas B* McCabe, Chairman,
Board of Governors of the

Federal Reserve System,
Washington, D. C.
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May 21, 1979

Pear Mr. Harrison:

I am sending you 15 copies of the Merrill
Lynch letter to ne and the notice Merrill Lynch sent to
all of their offices. Also copies of the letter | re-
ceived from the American Telephone & Telegraph Company
and of the letters sent to Mr. McCabe by James Black,
President of Pacific Gas & Electric, and by W. C. Mullen-
dore. President of Southern California Edison Co.

I suggest you go and see Harold Bache of J. S.
Bache as soon as you can and let ne know what his re-

action is, how nmuch Interest he shows, etc.

Sincerely yours,

Mr. Floyd R. Harrison,
Room 2301, 20 Pine Street,
New York 5# N. Y.

Ends.
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May 21, 19%*9

Dear Jim*

I am sure the enclosed will Interest you. Ab
you know, Merrill Lynch do 10 or 12# of the total Stock
Exchange business.

I am sending copies of the letter to ne from
Merrill Lynch and the instructions to their managers to
partners in somre of fche other large firms having numerous
branches all over the country.

With best wishes, | remain,

Sincerely yours,

Mr. James B. Black, President,
Pacific Gsb & Electric Co.,
2*5 Market Street, )
San Francisco 6, California.

Enel
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May 21, 1949

Bear Hr. Mullendore:

I am sure the enclosed will interest you. As
you know, Merrill Lynch do 10 or 12# of the total Stock
Exchange business.

I an sending copies of the letter to ne from
Merrill Lynch and the instructions to their managers to
partners in sonme of the other large firms having numerous
branches all over the country.

With best wihhes, | remain,

Sincerely yours,

Eugene Meyer

Mr. W C. Mullendore, President,
Southern California Edison Co.,
601 West 5th Street,

Los Angeles, California.

Enel.
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President’s Office
AMERICAN TELEPHONE AND TELEGRAPH COMPANY
195 Broadway
New York 7, N. Y.
May 23, 1979

Mr, Eugene Meyer,
The Washington Post
Washington 4, D. C.
Dear Mr, Meyer:

By coincidence | had dictated a note this morn-
ing thanking you for your interest in helping tobring about
amendments to Regulations T and U of the Federal Reserve
Board, but had not signed this note when your letter of
May 21 came to my desk.

We had recently received the amendment and 1 was
especially interested iIn the attachments to your letter of
May 21 showing that at least some of the Stock Exchange
houses are already advising their customers of the new
regulations. 1 think these amendments should be helpful
in our own situation, as they should make it much easier
for stockholders to exercise their rights. 1 also think
the changes are constructive in making it easier to raise
equity funds generally.

We believe the Reserve Board has done a wise thing
and greatly appreciate your personal iInterest and assist-
ance in this matter.

Sincerely,

[Signed! Leroy A. Wilson
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BOARD OF GOVERNORS

OF THE
FEDERAL RESERVE SYSTEM

WASHINGTON

OFFICE OF THE CHAIRMAN

May 25, 191*9.

M* Eugene Meyer,
The Washington Post,
Washington 1+ D¢ C.

Dear Mr* Meyer:

Immediately upon receipt of your
letter of May 21, | had copies sent to the
members of the Board and the interested
members of the staff as | was sure they
would be pleased to read the copies of the
letters which you received from Merrill
Lynch, Pierce, Fenner & Beane*

Wishing to express again my sin-
cere appreciation of your interest in Fed-
eral Reserve matters, and with warmest re-
gards,

Sincerely,

Thomas B* McCabe,
Chairman.

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



M ay 86, 1979

Dear Mr. Cates:
\
Mr. Jfeyer asked me tO send you, for your eon*

fidential information, the enclosed copies of letters.

Very truly yours,

Charles F. Paradise
Secretary to Eugene Meyer

Mr. Louis S. Cates,
Chairman of the Qfrard,
Phelps Dodge Corporation,
=0 Wall Street,

Nee York 5% N. Y.

Ends. [Federal Reserve—letters from McCabe; Wilson (2)
M errill, Lynch, Black and Mullendorej
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May 28, 1979

Gentlemen:

I am interested in the recent ruling of the
Federal Reserve Board here favoring easier terms by
reducing required margins on loans made to finance
subscriptions connected with new issues of equity cap-*
ital in the form of stocks or convertible debentures,
X would be glad to hear from you if you think it is
going to be effective iIn improving equity capital
ISsues.

I notice in a report of the Socony-Vacuum Com-
pany that they emphasize the need for enlarging equity
capital. Figures quoted iIndicate that in the three
years from 1976 to 1978, inclusive, only of the expan-
sion of American industry was financed through the equity
capital channels, the balance being largely borrowing
on bonds and term bank and insurance company loans and
internal resources and depreciation.

Merrill Lynch, with whom I have been in touch
on the subject, sent a circular to all of their offices.

I enclose a copy of their letter to me and their Instruc-
tions in connection with this matter.

I enclose also a copy of the Federal Reserve
release i1n connection with the amendment.

Very truly yours,

Eugene Meyer

Thomson & McKinnon,
11 wall Street,
New York, N. Y.

E nds.



Kay 28, 1979

Gentlemen!

I am interested in the recent ruling of the
Federal Reserve Board here favoring easier terms by
reducing required margins on loans made to finance
subscriptions connected with new issues of equity cap-
ital in the form of stocks or convertible debentures.
I would be glad to hear from you if you think It 1is
going to be effective In improving equity capital iIssues.

I notice in a report of the Socony-Vacuum Com-
pany that they emphasize the need for enlarging egpity
capital. Figures quoted indicate that in the three
years from 1946 to 197°0# inclusive, only ip of the expan-
sion of American industry was financed through the equity
capital channels, the balance being largely borrowing
on bonds and term bank and Insurance company loans and
internal resources and depreciation.

Keriill Lynch, with whom X have been iIn touch on
the subject, sent a circular to all of their offices.
I enclose a copy of their letter to me and their instruc-
tions in connection with this matter.

I enclose also a copy of the Federal Reserve
release iIn connection with the amendment.

Very truly yours,

Eugene Meyer

Carl M. Loeb, Rhoades & Co.,
6 1 Broadway,
New York, N. Y.

E nds.
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CHAMBER OF COMMERCE OF THE UNITED STATES

WASHINGTON

HERVAN WSTHNKRALB

PRESIDENT

May 31, 191*9
(Dictated 5/27/1%9)

Mr. Eugene Meyer
Chairman of the Board
The Washington Post
1337 E Street, N. W
Washington, D. C.

My dear Mr. Meyer:

It was very pleasant to see you Friday noon, and | en-
joyed the luncheon vdth you and the Messrs. Elliston, Reefer
and Stern. | enjoyed the discussions at the luncheon table
and also appreciate your helpful suggestions to me about this
new job here.

As soon as the information is obtained which you are
planning to send me | shall certainly get busy and see that
this material is passed on to our membership throughout the
country, for | think that the assistance to equity financing
which the Federal Reserve Board has given may have great sig-
nificance at this time.

I hope you won’t mind if once in a while, when I have
a serious problem, | may consult with you again, for | realize
how important it is for organizations such as ours to take a
constructive attitude for the best interests of the country
at large. | hope to do my small share in this direction. '

Kind personal regards.

Sincerely yours,

President

A Nationwide Federation of American Business Organizations
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June 1, 1949

Dear Mr. Steinkrausi

| received your letter and appreciate your
interest in the equity financing activity as facilitated
by the new amendments to the Regulations of the Federal
Reserve Board.

I ran into John 0*Connor at the Metropolitan
Club and he mentioned the fact that you had spoken to
him a little aboutthe matter. So | asked him to come
to see me this morning, which he did, and we had a talk
for about an hour about this and other matters.

He was very much interested and thorou”ily
understood, in harmony with your own views and mine,
the importance of the matter if adequately publicized.
| showed him the letters from the Telephone Company
and other u tility companies and also other documents,
which helped to bring home to him the endorsement of
the steps taken from different high sources in a position
to Judge.

He is going to prepare a bulletin to send out
to the Chamber of Commerce which, of course, will be
brought to your attention before going out, | assume.

On calling the Chamber Just now, | learned that you would
not be back for ten days, but | hope to see you on your
return.

With kind regards and best wifches, | remain,

Sincerely yours,

Eugene Meyer,

Mr. Herman V. Steinkraus, President,
Chamber of Commerce of the United States,
1615 H Street, N. W,

Washington, D. C.
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Phelps Dodge Corporation
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40

WALL

STREET

New York, N. Y.

June 1, X9U9»

PERSONAL

Mr. Thomas McCabe, Chairman,
Federal Reserve Foard,
Washington, D. C.

Dear Mr. McCabe

I would like to congratulate you and the

Board of Governors of the Federal Reserve System on

its action in amending Regulations T and T to in-

crease from 50% to 75% the loan value of securities

acquired through the exercise of subscription rights.

This step should have a real effect in making possi-

ble more new equity financing, of which so many com-

panies are in need. While our Company has no finan-

cing program in contemplation, we serve various

industries, including particularly the public utility

industries, which do have large expansion programs in

prospect. These expansion programs will rectuire fi-

nancing, which should be greatly facilitated by the

action of the Board of Governors.

With kindest regards, | am,

Yours sincerely

Mr Eugene Meyer
Washington Post
Washington, D. C



B ACHE & CO. JLN-G:]%

36 WALL STREET

NEW YORK

Mr. Eugene Meyer
Yfashington Post
Washington U, D. C*

Dear Mr, Meyers / .

~_This firm is grateful to you for your effective advocacy of so
administering credit regulations as to reduce margin requirements,
covering Stockholders* subscriptions to new issues.

~Such a modification is essential to the expansion of a venture
capital market, currently such a difficult handicap to business develop-
ment.

Your vast experience, and your great prestige as a private banker
and as a former Federal Reserve Board Governor, obtained the effective
audience for your views.

The individual corporation stockholder, served by firms such as ours,
has for years suffered hardships in consequence of the securities le-
gislation of 1933 and 193U.

“The recent ruling modifying margin requirements, applicable to
subscriptions to new issues, will materially aid both stockholder and
corporation and we feel that your advocacy of such a ruling must have

brought about this very constructive change. You have again performed
a great public service.

With kindest regards,

Sincerely,

A. Charlies Schwartz

ACSAF
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[origj”~l handed to Mr. John O'Co”pr of U.S.
Chamber of Commerce

Too little attention has been paid by the

business and banking community to the recent ruling of

the Federal Reserve Board with respect to the financing

of iIncreased equity capital.

[I should think you would describe the iImportance

of iIncreased equity capital and what it means to business,

large and small, to have this provision of easier financ-

ing for the needs of expanding business and equity capital

and particularly with respect to the public utility expansion

the constant increase In which Is a matter of keeping pace

in public services through private enterprise with the

growth of population and the need for the services.]

This regulation, which was i1ssued Friday, May 13,

has already had a material effect on the situation where

rights were dealt in in the market on some of the nationally

known and some of the local utility situations.

Business w ill do well to note this favorable
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treatment by the Federal Reserve Board Governors in Wash
ington and to study the matter with respect to their par-
ticular situations with the local bankers and brokerage
firms. The largest firm in the brokerage business is
Merrill Lynch Pierce, Fenner & Beane, which has a large
number of houses all over the country. They have alerted
their branches, and other firms with national wire connec-
tions, as well as local firms, are showing iIncreasing
interest in this facility for financing equity capital on
easier terms from a borrowing point of view.

The net effect, 1T sufficient attention and
energy is devoted to the subject, should be to remedy some
of the difficulties that have been encountered by business
where only a small percentage of the capital expansion of
industry in this country (less than sft) 1In the years 1976,

197 and 1978 has been through equity capital.



New equity capital in significant amounts may "be available as a
result of a recent relaxation of security margin requirements by the Board
of Governors of the Federal Reserve System.

Margin requirements for purchases of securities under special sub-
scription rights are now 25 per cent instead of 50 per cent. Importance of
this relaxation, which was effective May 16, has been quite generally over-
looked. Between *K) and 50 per cent of stocks offered during the past year is
estimated to have been under special subscription rights of persons previously
holding stock in the particular companies. The relaxation of margin require-
ments applies both to original holders and subsequent buyers of subscription
rights.

Under the revised regulations of the Reserve Board, subscription
purchasers must pay another 25 per cent of the total cost in cash within nine
months to be eligible for further purchases with 25 per cent down payments.

In the light of the downward trend of business and the desirability
of maintaining a constant flow of new investment capitel, the easing of the
margin requirements is expected to make available a considerable amount of
funds needed for expansion of industry.

Equity capital has been becoming dangerously scarce, due in large
part to burdensome taxation. Corporations have been forced increasingly to
obtain capital from borrowing, retention of earnings and use of depreciation
reserves. Stock issues in the three years from 1976 to 1978, inclusive, ac-
counted for only $3*7 billion or per cent of the $82.2 billion of capital
invested in corporate business.

Under existing conditions even some of the larger and more success-

ful corporations have had difficulty in recent months in marketing new stock
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issues under special subscription rights. The situation has "been especially
serious for public utility corporations, including local concerns in various
cities. The relaxation of margin requirements already has had a favorable
effect where subscription rights are dealt with in the market.

The easier financing for the needs of expanding business is of such
importance as to warrant the attention of corporation officials and bankers.
The greater availability of new equity capital should help to make it possible
for business and particularly the public utilities to keep pace with the growth
of population and the need for expanded services as well as to avoid unemployment.

The margin requirements were imposed by the Reserve Board under the
authority of the Securities Exchange Act of 1934. Regulation T of the Board
relates to extensions of credit by brokers and dealers on listed securities
and Regulation U to loans by banks on stocks. Prior to World War 1l the margin
requirement on both classes \irass 40 per cent, which meant that 60 per cent of
the market value could be borrowed. Prom January 1946 to the end of January
1947 the margin requirement was fixed at 100 per cent, which meant that there
could be no credit for this purpose. From February 1, 1947 to March 29, 1949*
the margin requirement was 75 per cent, purchasers being able to borrow 25
per cent of the value of listed securities. Effective March 29, 1979, the
3oard reduced margin requirements to 50 per cent in recognition of the de-

except
dining trend of business. The margin requirements,/ as to stocks with special

subscription rights, remain at 50 per cent.
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Chamber of Commerce
OF THE

United States of America m

W ashington

Finance Department

JOHN J. OCONNOR MANAGER

June 3» 1979

Honorable Eugene Meyer
The Washington Post
Washington, D. C.

Dear Governor:

Enclosed is copy we contemplate using in next week*s
BUSINESS ACTION. This weekly (copy attached) has a circulation of
about fifty thousand.

We will find other ways of giving currency to the
information.

Congratulating you again upon your helpful initiative
and the accomplishment, |1 am,

335/328
Enclosures
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Phelps Dodge Corporation
10 WALL STREET

New York 5,N. Y.

June 7> 197N9*

Mr. Eugene Meyer,
The Washington Post,
Washington D. C.

My dear Gene

| am attaching copy of letter
received from Mr. McCabe under date of June ;..

Kind regards,

Most sincerely,

C hai rman.

Enel
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Board of Governors
of the
Federal Reserve Sysyem

Washington

June 3, 1949

Mr. Louis S. Cates,
Chairman of the Board,
Phelps Dodge Corporation,
0 wWall Street

New York, New York.

Dear Mr. Cates

We are very grateful for the kind
words expressed in your letter of June 1 re-
garding our amendments to Regulations T and
u. All of the comments which we have re-
ceived regarding this action have been favor-
able.

| hope that you will pay us a visit
the next time you are in Washington as | would
to have the benefit of your views on some of
our other problems.

With warmest regards,

Sincerely,
(s) Thom: s B. McCabe

Chairman.

COPY

like



June 8, 19M9

Dear Louis:

Thanks for the copy of your letter to McCabe
and copy of his reply.

I an glad you saw fit to write him.

With kind regards, | remain,

Sincerely yours,

Mr. Louis S. Cates, Chairman,
Phelps Bodge Corporation,

40 Wall Street,

New York s, N. Y.
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Mr. W. C. Mullendore, Presidefct,
Southern California Edison Co.,
601 West 5th Street,

Los Angeles, California.

Similar letter to:

Robert V. Russell
R. Roy Dunn

Clyde L. Rogers
A. Chas. Schwartz
Louis S. Cates
Leroy A. Wilson
John M. Hancock
Stanley Carr
Winthrop H. Smith

Enel.

Via Air Mail

Chesapeake & Potomac Tel. (o,

Potomac Electric Power Co.
Natl Ind. Conf. Bd.
Bache & Co. s
Phelps Dodge Corp
American Tel & Tel
Lehman Brothers A
Merrill Lynch j
Merrill Lynch



PERSONAL
June 10, 1949

Dear Mr. Jennings:

1 have been Intending to write you ever since
I read some time ago your remarks at the annual meeting
of the stockholders of your Company on April 28.

I have been interesting myself in the question
of equity capital and spent some time discussing the
matter with the Federal Reserve Board here. No doubt
you have seen the amendment to the regulations published
some time ago. | enclose copy herewith.

The Chamber of Commerce of the United States put
out a bulletin this week which mentions the subject, fol-
lowing a luncheon 1 had with Mr. Stelnkraus. Copy of the
bulletin iIs enclosed, although X assume you have seen it.

X discussed the matter with Mr. Leroy Wilson,
President of the Telephone Company, when 1 saw they were
raising $400,000,000 on convertible debentures. 1 told
him what 1 thought should be done. He wrote me a letter
In connection with 1t and authorized my sending a copy to
my friends in the Federal Reserve Board.

Hie idea seemed acceptable from the beginning,
although 1t took some time to iron out the technical
questions that were Involved iIn this particular kind of
a new regulation.

The problem now iIs to activate the use of the
powers granted by the recentamendment to the regulations.
Some of the larger firms in the Stock Exchange are giving
the matter special attention— Merrill Lynch, among others.
You live in New York and 1 live iIn Washington, so X think
through your friends and connections in the banking and
brokerage world you can do more to excite interest iIn
more people In the new attitude shown by the Federal Reserve
Board to the financing of new equity capital.

With kind regards, X remain,

Sincerely yours,

Eugene Meyer

Mr. B. B. Jennings, President,
Socony-Vacuum Oil Company, Inc.,
26 Broadway,

New York 4, N. Y.

Ends
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THE CHESAPEAKE AND POTOMAC TELEPHONE COMPANIES

725 THIRTEENTH STREET, NORTHWEST

WASHINGTON 5. D. C.
SCRETARY I

June 10, 1949
111949

Dear Mr, Meyer:

While 1 had previously seen the article which
you sent me with your note of June 9th, nevertheless I
appreciate your thoughtfulness in calling it to my atten-
tion.

Since we talked about the matter in your office,
the action of the Federal Reserve Board in relaxing margin
requirements has received much favorable publicity in
financial joumals and business publications and It seems
generally agreed that it was an important step in the
direction of encouraging the flow of capital funds into
equity securities.

May | take this occasion to express again my

pleasure at meeting you and my thanks for your generous
hospitality.

Sincerely yours,

Secretary

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



A WEEKLY REPORT FROM THE CHAMBER OF COMMERCE OF THE UNITED STATES

COMMERCE-INDUSTRY-LAWS — ADMINISTRATION

The much harrassed housewife
has just concluded that prewar
peace-of-mind is unattainable. With
the return of a buyers' market—
for which she so fervently prayed
during the straitened days of war—
she now finds herself merely trans-
ferred from a standing position in
one line to the receiving end of
another. Daily, a veritable queue
of salesmen seems to form at her
door, eager to tell her of newer
and better things now coming off
the postwar production lines.

Not only are the Soviet authori-
ties purging the staff of Taegliche
Rundschau, official Moscow mouth-
piece in Germany; they are purg-
ing the Russian secret police as-
signed to check-up on the editorial
purgees. Sooner or later the Krem-
lin may order a purge of the
purgers.

Dr. Morton Kahn of Cornell Uni-
versity has been applying the Lore-
lei technique in Cuban swamps.
W ith phonograph records, he played
over and over the female mosquito’s
mating call, and trapped male
skeeters by the countless thou-
sands. There is no truth in the
report that one night he put on
a rhumba record by mistake and
was overwhelmed by responsive
Cubans.

Persons with rheumatic heart con-
dition make good workmen and are
not likely to collapse and die on
the job, says Dr. Maurice Eliaser,
Jr., a specialist, of San Francisco.
Labor union organizers may now
be expected to pressure patients in
cardiac hospitals.

Seek Compromise Labor Bill. ==

At the opening of the Senate debate on Taft-Hartley repeal this
week, it was clear that the Thomas-Lesinski bills have been written
off as a mistake.

The Democratic leadership in both Senate and House, as a result,
is casting about for a compromise bill which will win over enough
votes for passage. i

The emphasis, unfortunately, is not on what kind of a labor law
will adequately meet the need but upon determining what is the mini-
mum that Congress will demand and the maximum that labor will
accept.

In the House, the task of drafting another new compromise bill
has been entrusted to a subcommittee, chairman of which is Augustine
B. Kelley (D-Pa).

The new Democratic venture at compromise on the House side is
hoped for by late June. By that time the Senate probably will have
indicated what kind of bill it will write.

As far as the House Labor Committee is concerned, the crucial issue,
one upon which compromise efforts may quickly reach deadlock, is
the question of government powers in national emergency situations.

The determined resistance of three Democratic Congressmen on the
House Labor Committee to any use of the injunction may mean that
a compromise bill will not secure Committee approval. On vital issues
the vote has been 13-12, with the Administration at best able to count
on only thirteen of the sixteen Democratic members.

In the Senate, the Democratic attempts at compromise opened with
a series of proposals offered by Democratic Senators Paul H. Douglas
(111.), Lister Hill (Ala.), Hubert H. Humphrey (Minn.), and Garrett
L. Withers (Ky.), which Republican Senators Aiken (Vt.) and Morse
(Ore.) are reported ready to support.

The proposals add up to a re-submittal of the original adminis-
tration bill with five minor amendments. These provisions relate to
plant seizure in national emergencies, free speech for employers, bar-
gaining in good faith by both unions and employers, filing financial

reports of both groups, and the signing &LAH]QLAWF@Z
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Labor Law

CinetfronEaey

of non-communist and non-fascist affi-
davits by both.

Senator Robert A. Taft (R-Ohio) has
proposed 22 changes in the Taft-Hartley
Law which, though easing the impact
upon labor organizations, retains its basic
objectives. It has evoked favorable com-
ment from Senator Thomas (D-Utah),
chairman of the Senate Labor and Pub-
lic Welfare Committee, who considers
that Mr. Taft’s bill, with some changes,
may be made the basis for a Senate com-
promise.

Senator Thomas found unacceptable,
however, the provision for a 60-day in-
junction in national emergency situa-
tions. He specifically mentioned as easy
matters for compromise the independence
of the Federal Mediation and Concilia-
tion Service, non-Communist affidavits
and a requirement upon unions to bar-
gain in good faith. In addition, he indi-
cated he would be willing to change that
provision in the present Thomas bill
which nullifies state anti-closed shop
laws.

Republicans are expected to seek an
early showdown on the proposals for
government seizure in national emergen-
cies, advanced by the group headed by
Senator Douglas.

White House Attitude

Speculation has centered upon the atti-
tude President Truman will take toward
compromise. The White House has shown
little friendliness toward compromise ef-
forts, it is believed, although minor con-
cessions might be accepted. However, if
Congress were to enact a new labor law
which adheres much closer to the Taft-
Hartley Law than any of the Democratic
proposals so far advanced, the veto may
be conceivably used to brush it aside for
the purpose of throwing the whole prob-
lem into the 1950 elections.

Labor's Views

Clear statements endorsing compromise
possibilities have been made by William
Green, AFL president, and by Arthur J.
Goldberg, CIO general counsel. Except
for the injunction provisions of the bill
drafted by House leaders one month ago,
Mr. Green has indicated that that partic-
ular set of proposals might be a suitable
basis for writing a new law. Mr. Gold-
berg kept open the possibility for com-
promise by stating in a letter to Senator
Thomas:

We are mindful that in the legislative
E_’(xxﬁ there is room for alteration in any

ill icularly ore dealing with so conplex
a problem as labor relatiors.

Included among the items in Mr. Taft’s
measure to which Mr. Goldberg indicated
unrelenting opposition are the provisions
on state closed-shop restrictions, on eco-
nomic boycotts, on non-Communist affi-
davits and on the use of injunctions.

Social Security

The social security committee of the
Chamber of Commerce of the United
States says the basic idea of social se-
curity is good. But, says the report, there
is a danger of overexpansion.

The chamber of commerce position is
quite in line with the original ideas ad-
vanced when social security under aus-

pices of e fed&ily %’e{naﬂt was

adopted.—

Quotable Quote

“It must occur to sensible people to
ask themselves how it is, if the American
system is wrong, that the American de-
mocracy of 140 million hard working peo-
ple are able to keep themselves at a far
higher standard of life than we are and
are able to lend us a helping hand
and give us so much aid and bear so
large a part of our burden.”— Winston
Churchill.

Manufacturing Employment lip 53%
in Eight Years
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Margin Reduction Eases Capital

New equity capital from the sale
of stock may be forthcoming in some-
what larger amounts as a result of
a recent relaxation of security mar-
gin requirements by the Board of
Governors of the Federal Reserve

System.

Margin requirements for purchases of
securities under subscription rights are
now 25 per cent instead of 50 per cent.
The importance of this relaxation, which
was effective May 16, has been quite gen-
erally overlooked. Between 40 and 50 per
cent of the number of stock offerings
during the past year is estimated to have
been under subscription rights of persons
previously holding stock in the particular
companies. The relaxation of margin re-
quirements applies both to orginal hold-
ers and subsequent buyers of subscrip-
tion rights.

Under the revised regulations of the
Reserve Board, subscription purchasers
must pay another 25 per cent of the total
cost in cash within nine months to be
eligible for further purchases with 25
per cent down payments.

Will Stimulate Investment

Maintenance of a high level of capital
investment is especially desirable in view
of the current downward trend of busi-
ness. By permitting increased use of
credit for the purchase or carrying of
securities, the easing of margin require-
ments may stimulate the flow of funds
needed to finance such capital invest-
ment.

Funds obtained from the sale of stock
have been small, relative to total capital
expenditures during recent years. Stock
issues in the three years 1946-48 inclu-
sive accounted for only $3.7 billion, or
44& per cent of the $82.2 billion of capital
invested in corporate business. To finance
their capital expenditures, corporations
have retained a high proportion of their
earnings and have borrowed substanti-
ally from banks and life insurance com-
panies.

Under existing conditions even some
of the larger and more successful cor-
porations have had difficulty in recent
months in marketing new stock issues
under subscription rights. The situation
has been especially serious for public
utility corporations, including local con-
cerns in various cities. The relaxation of
margin requirements already has had a
favorable effect where subscription rights
are dealt with in the market.

Need for Expansion

The easier financing for the needs of
expanding business is of such importance
as to warrant the attention of corpora-
tion officials and bankers. The greater
availability of new equity capital should

BUSINESS ACTION

make it possible for business and par-
ticularly the public utilities to keep pace
with the growth of population and the
need for expanded services as well as to
avoid unemployment.

Margin requirements are imposed by
the Reserve Board under the authority
of the Securities Exchange Act of 1934.
Regulation T of the Board relates to ex-
tensions of credit by brokers and dealers
on listed securities and Regulation U to
loans by banks on stocks. Prior to World
War Il the margin requirement on both
classes was 40 per cent, which meant
that 60 per cent of the market value
could be borrowed. From January 1946
to the end of January 1947 the margin
requirement was fixed at 100 per cent,
which meant that there could be no use
of credit for purchasing or couping se-
curities. From February 1,1947 to March
29, 1949, the margin requirement was
75 per cent, purchasers being able to
borrow 25 per cent of the value of listed
securities. Effective March 29, 1949, the
Board reduced margin requirements to
50 per cent in the light of the general
credit situation of the country.

A 50 per cent margin requirement
was established December 1, 1946 for
the purchase of securities offered under
subscription rights, and this was con-
tinued to May 16, when the present pro-
vision as to subscription rights was in-
troduced. Margin requirements, except
for subscription rights, continued at 50
per cent.

The Chamber answers assertions that

Bill a

Menace to Health

With the public spending—as of
1947 — $10 billion for intoxicating
drinks, $4 billion for tobacco and $2
billion for cosmetics, a doctors’ bill
of $1.7 billion the same year does not
indicate the need for socialized medi-
cine to make medical service more
widely available, the National Cham-
ber points out.

A brochure just publis.?efJ b §(i
Chamber ,under the title, Eﬁj

says:

If Amrericans want to double, or even
triple, this $L7 billion, they could easily do
0 by cutting doan a little on unecessary
things.

A socialized medicine law, says the
pamphlet, would injure the health of
the people and jeopardize traditional
American liberties. It would, the Cham-
ber declares, constitute a big step to-
wards socialism in general, since “a
huge new government bureaucracy would
be created, with a widespread destruction
of voluntary institutions.”

Medical

e« June 10,1949

Financing . = .

a serious health crisis exists with the
statement that, on the contrary, the na-
tion’s health is extremely good.

Socialized medicine, says the Chamber,
would be “bad medicine” in the United
States. Five reasons are given:

1 The present of doctors would
be mede worse, as physicians were taken out
of_t%ereral practice to fill administrative jobs
with the govermment.

2 Physicians would have to waste untold
hours treating malingerers and hypochondri-
acs who would rush in to get sorething free.

3 Nore of the three nmethods so far pro-
posed for paying the doctor under socialized
nedicine works satisfactorily.

4 The oooﬁive interrelationshi of
thousands of th organizations V\mpl?j be

5 The govermmrent’s failures in the
nedical field suggest mpaztm nore dismel
failure if a conpulsory health insurance law
IS erected.

SSi.nil.e capjes-of the pamphlet, Yauad
are free. The quan-
tity price is $3 a hundred.

GERMAN CHEMICAL PATENTS: Among
U. S. Patents now available for licensing
by the Office of Alien Property, Depart-
ment of Justice, on a royalty-free, non-
inclusive basis, are two which were
formerly owned by a subsidiary of I. G.
Farbenindustrie, A. G., the German
chemical trust, and were seized by the
Attorney General as enemy property.
David L. Bazelon, Assistant Attorney
General in charge of the Office of Alien
Property, said that these patents cover
important processes by which substantial
savings can be realized in the production
of acetic and other acid anhydrides. The
patents are Nos. 2,166,997 and 2,177,494.

MOVIES: The Commerce Department
reports a total of 90,097 motion picture
theaters with a seating capacity of 48,-
750,147. Some of these, however, are out-
side the U. S., and are probably called
cinema houses.

BUSINESS

ACTION

g

CHAMBER OF COMMERCE OF
THE UNITED STATES

1616 H ST.. N. W., WASHINGTON 6. D. C.
Subscription rate, $200 a year

Subscriptions accepted from members only

Entered as second-class matter February 7,
1943, at the post office at Washington, D. C.,
under the Act of March 3, 1879.

Compromise Seen
In Tidelands Fight

At issue between the federal and
state governments since the late 30’s
has been the question of ownership
of the California and Gulf states off-
shore oil lands. Advanced forcefully
by official representatives of most
of the states is the argument that the
question is one of states rights.

It is contended that, should the federal
government establish title to these coastal
areas, it might well extend its control to
the lands beneath all navigable waters.

The Supreme Court in 1947 held that
the federal government had paramount
rights in the oil lands off the California
coast. This decision was limited to Cali-
fornia and the question of actual owner-
ship remains unresolved.

A bill to establish states ownership of
coastal tidelands was enacted by Con-
gress in 1946, but was vetoed by Presi-
dent Truman. A similar measure passed
the House last year but failed of Senate
action.

States Fight Decision

Now the federal government is seeking
to establish control over the Gulf tide-
lands contiguous to the shores of Texas
and Louisiana. Last month the Supreme
Court authorized the government to sue
the Gulf states. The states are offering
vigorous resistance.

Meanwhile, representatives of Louisi-
ana, Texas and California have been in
conference with government representa-
tives in an attempt to work out a solution
of the dispute for control of the oil and
mineral rights beneath coastal waters.

Perpetual Lease Proposed

The states are reported suggesting
that they should receive what is tanta-
mount to a perpetual lease on their im-
mediate offshore waters, three miles sea-
ward we low-water mark in most
cases, miles seaward in the case of
Texas.

Within this belt the federal govern-
ment would retain “paramount right,”
but the state governments would exercise
actual control— the right to let leases,
police power, and control of revenue
from the area.

The states would turn over to the fed-
eral government 37*6 per cent of the
revenue collected from oil wells and other
exploitation of the submerged areas in
this belt.

The federal government would have
the paramount rights and control over
the waters beyond the marks indicated.
The U. S. would pay to the states 37*6
per cent of any revenue from operations
in this area.

The federal government would sur-

4*

render to the states full rights and con-
trol of all inland waters— including bays
and harbors.

If a possibility of settlement along tho
lines suggested by the state authorities
appears feasible, a bill embodying their
proposals is expected to be introduced in
the Senate by Chairman O’Mahoney, of
the Interior and Insular Affairs Commit-
tee. Such action, however, will be taken
only if Administration approval is forth-
coming.

States Would Ratify

Under terms of the proposed legisla-
tion, state legislatures would be given a
two or three year period to ratify, the
legislation applying only to states that
have ratified.

A policy declaration of the National
Chamber is to the effect that Congress
should give statutory recognition to state
ownership and disposition “of all lands
beneath navigable waters within the
boundaries of each of the respective
states, including lands beneath tidal
waters.”

AID TO EDUCATION: Officials of Mar-
shall Plan countries are to be brought to
the U. S. by the ECA to brush up on the
finer points of government administra-
tion, including how to improve fiscal poli-
cies. Planned cost— $500,000. An addi-
tional $800,000 is earmarked for sending
ECA envoys abroad to spread the Amer-
ican gospel of faultless financial man-
agement. In view of the U. S. Treasury’s
prospect of a deficit of considerable size,
the two-way educational effort may ap-
pear to observant Europeans as ingen-
uous rather than ingenious.

GAS DETECTOR: One part carbon mon-
oxide gas in half a billion parts of air
can be detected by a small supersensitive
instrument developed by the National
Bureau of Standards. One part of this
poisonous element which occurs in the
exhaust of automobile engines, to 10,000
parts of air can affect human beings.
The detector is about the size of a foun-
tain pen.

National Chamber Calendar

JNE 1218 \Western Institute, Whittier Col-
lege, Whittier, Calif.

JNE 17-18—Board of Directors.

JNE 1925—Southeastemn Institute, Univ. of
North Carolina, Chapel Hill.

ALY 1016—Southmestermn  Institute, Baker
Hotel, Dallas.

JdLY 1723—Rocky Mountain Institute, Uni-
versity of Montana, Missoula.

AG 7-13—Northeastern Institute, Yale Uni-
versity, New Haven, Comn.

AG. 1420—National Institute, Northwest-
em University, Bvanston, 111

Shanghait a Problem

For Red Conquerors

First major test of the Communist
Chinese' capacity to govern China is
now in process at Shanghai. That
great metropolis of the East presents
a problem, even an approximate solu-
tion of which will strain to the utmost
the concerted skill and ingenuity of
the Red leadership.

Whether organization ability commen-
surate to the administration of China’s
Westernized gateway city exists in the
Communist forces— composed, as for the
most part they are, of combat elements—
will soon become apparent.

From its complex character, Shanghai
presents a much more formidable dif-
ficulty than anything the Chinese Red
“reformers” have ever encountered. The
city, one of the world’s largest and Asia’s
most populous, long has had to depend
for its very existence upon outside aid.
For its growth and prosperity, it has
relied upon foreign experience, trade and
control.

So, if the “visionary” conquerors are
to make good their Utopian claims in
the eyes of the Chinese people, they
must demonstrate their qualifications at
Shanghai. Should they flounder in their
attempts to administer the affairs of
the metropolis, the fact will not long
remain unknown to the people of China.

Civic maladministration will in time
reveal to an enlightened populace in-
competence of the Communist high com-
mand to govern the country as a whole.
What may be the eventual outcome from
this is problematical, because Oriental
behaviorism under any set of circum-
stances seldom follows the Occidental
pattern.

What has too frequently been demon-
strated in the West is that a well-or-
ganized, adequately armed, closely knit,
ruthless minority can maintain an au-
thoritarian regime in power almost in-
definitely, regardless of the popular will
or what the dictatorship does to or for
the populace as a whole.

However, while such cruel serfdom
can be maintained in Eastern Europe,
China may make manifest difficulties
which the Communist dictatorial zealots
might well find insurmountable. There
are so very many Chinese.

WORLD'S BEST CAR: With customary
Muscovite modesty, the Soviet automobile
industry announces it will soon produce
the world’s best car. Inasmuch as Pravda
probably claims that a Russian retro-
actively invented the gas buggy back in
the early 60’s, this perfection effort is by
no means overdue.

BUSINESS ACTION
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Steinkraus Commends Efforts to Cut Spending =. =

Pledging support of the National
Chamber and its member organiza-
tions, Chamber President Herman W.
Steinkraus in a letter sent during the
week to all members of the Senate
commended current efforts to develop
a formula for keeping proposed gov-
ernment expenditures below probable

revenues.

Mr. Steinkraus urged that all expendi-
tures be weighed against benefits to be
derived from balancing expenditures
against such revenues as can be raised
without undue strain on the national
economy. Congress would perform a pub-
lic service, he added, by balancing the
budget without an increase in an already
oppressive burden of taxation.

Difficulties Recognized

Mr. Steinkraus’ letter said:

With full appreciation of the difficulties
confronting the , | desire, on behalf
of the Chamber of walgffﬂ'emit%()j/

express  appr efforts
nmenbers of both parties to find a nethod

of reducing expenditures below the
level of pr e revenues.

The approaching critical stage in the fiscal
affairsofthego\g'rnent, reason of nount-

ing expenditures and dedlining receipts, calls
f{)? recognition that ratlor‘alr%rﬂnglts stabil-
ity is vital for econoric

I am fully aware that national deferse,
intermeati affairs, veterans’ berefits ad

iseworthy, even essential, jects are in
galijed in the remainder. Pl

Balanced Budget Essential

The Charber of Commrerce of the United
ammeforefora'gtrggﬂ"e' Gl of
ign aid, i

e | g : nportance
rately, must be weighed against the benefit
to be derived from balancing expenditures

| recognize the exceedingly perplexing prob-
lem faced by merbers of in decidi
upon appropriation bills one by oe. It is
the nore important, therefore, that Congress
devise mears by which all government oosts
EQ/_ be appraised and adjusted to mreet tre

situation which
is developing. Attainment of a balanced
budget, without an increase in the already
oppressive burden of taxation, would be a
service in the public interest.

State and Local Projects

organizations to refrain, and use their in
fluence to others to refrain, from
exerting pressure menbers of

for the appropriation of funds for the berne-
fit of individual states and local communities.

The Charrber and its merrber organizations

BUSINESS ACTION

desire to do their part in support of a

gram to hold down expenditures, and Iodg_irr%
toward curtailment of the debt and reduction
rather than incresse of present taxes. These
objectives are basic in a solution of our fiscal
problens. Your efforts to ish them
will be appreciated by all thoughtful citizers.

CALLED THE SHOT: In his biography of
John Nance Garner, Bascom N. Tim-
mons quotes the Democratic leader in
connection with his receiving the infor-
mation in 1933 that President Roosevelt
had extended U. S. recognition to Soviet
Russia. Said the then Vice President:
“It’s all through and the dishes wiped,
so far as | am concerned. | hope it turns
out better than | think it will.”

Eleven Countries in

Education Exchange

Agreements concluded with the Neth-
erlands and Norway for exchange of
teachers and students under the Ful-
bright Act bring to 11 the number of
countries which will cooperate with
the United States in this enterprise.

Besides the two which have just agreed
to participate, the following earlier had
signhed agreements: Belgium, Luxem-
bourg, Burma, China, France, Greece,
Italy, New Zealand, the Philippines and
Great Britain.

Foreign Currencies Used

The Fulbright Act, signed August 1,
1946, provides that some of the cur-
rencies and credits of other countries
acquired through the sale of U. S. sur-
plus property abroad may be used for
educational exchanges. There are no
American dollars available under the
program, consequently the expenses paid
must be those for which foreign cur-
rencies will be accepted.

Americans approved for graduate
study abroad under the program receive
maintenance, tuition and incidental ex-
penses. Those approved for teaching or
research may have a stipend in addition.
Travel expenses may be paid where this
can be done with the foreign currency
available, which usually means that the
student must finance his own ocean
crossing.

Scholarships a Help

For foreign students, on the contrary,
the fund can pay traveling expenses to
this country, but not tuition or mainte-
nance here. Universities and other in-
stitutions in this country which grant
scholarships to foreign students can ob-
tain funds under the Act to pay the
travel expenses of such students, often
a great help.

e June 10,1949

Foreigners who study or teach in
American institutions in the partici-
pating countries may obtain maintenance,
tuition and incidental expenses as well
as travel. The number benefiting under
the Act naturally is limited.

To help in the administration of the
Act, the Government has created a Board
of Foreign Scholarships, composed of 10
members, made up of distinguished edu-
cators from different parts of the coun-
try, together with representatives of the
U. S. Office of Education and the Veter-
ans Administration.

MEMORY MACHINE: For tabulation of
census information, a “memory machine”
is being constructed for the U. S. Bureau
of the Census. It operates by magnetic
impulses from a tape to which have been
transcribed the several elements of the
mathematical problem it is required to
solve. Should an error occur on the tape,
the machine stops so far as this part
of the problem is concerned, but pro-
ceeds with the remainder. After the tape
error is corrected, the machine picks up
the relinquished computation and com-
pletes it.

Institute Denies

Power Shortage

W hat the Edison
calls a reply to government claims of
an acute power shortage has been re-
leased by the nation’s privately owned
and operated power systems.

Electric Institute

It is in the form of an up-to-the-min-
ute survey, based on an institute study
of the over-all situation, and showing
power surpluses in all areas of the coun-
try except the Pacific Northwest.

Record installations of generating
equipment, said Walker C. Cisler, execu-
tive vice-president of the Detroit Edison
Co., who is spokesman for the group, will
enable the industry to attain a safe mar-
gin of reserve for peacetime and national
defense requirements by 1951.

Reserve margin is the amount of gener-
ating capacity in excess of probable de-
mand and the normal or desirable figure
is 15 per cent. Mr. Cisler expects reserves
to reach 12 per cent in 1950 and 15.6 per
cent in 1951.

The industry is engaged in a $9 billion
four-year expansion program, the most
ambitious ever undertaken. It is sched-
uled for completion in 1951 and will have
added 23,500,000 kilowatts to the electric
power systems when finished.

Capacity at the end of the last war year
was slightly in excess of 50,000,000 kilo-
watts.

Delivered Pricing Practices o=«

Prospects for legislation designed to
prevent prosecution of sellers who in-
dependently sell on a delivered price,

or absorb freight rates, appeared
brighter with passage during the week
of a new bill offered by Senator

O'Mahoney (D., Wyo.).

The O’Mahoney measure was intro-
duced as a surprise substitute for the
so-called Moratorium Bill put forward
by Senator Myers (D., Pa.). It has bi-
partisan support.

The House Judiciary Committee quickly
moved to discuss the merits of the O'Ma-
honey Bill as compared with its previ-
ously reported Moratorium Bill. The
prospects are that with some possible
minor amendment the new bill will be sub-
stituted for the Moratorium Bill, with
probable early House action.

Provisions of Bill

The bill provides that independent use
by a seller of delivered pricing or freight
absorption would not constitute an un-
fair method of competition in violation
of the Federal Trade Commission Act.
Combinations or collusive agreements in-
volving the use of such pricing prac-
tices, however, would continue to be sub-
ject to prosecution under this Act.

New language proposed to be added to
the Robinson-Patman sections of the
Clayton Act specifies, among other
things, that independent selling at identi-
cal delivered prices shall not constitute
an unlawful price discrimination. Ab-
sorption of freight “to meet the equally
low price of a competitor in good faith”
would also be permitted, except where the
effect of such absorption “will be to sub-
stantially lessen competition.”

Mill-Net Definition Discarded

“Price” is defined as having the mean-
ing given that term under the commer-
cial law applicable to the transaction.
A principal effect of this and other pro-
visions would be to nullify the so-called
“mill-net” definition of price. Under the
definition followed in several court cases,
the net return to the seller after deduct-
ing his freight costs has been treated as
the basis for determining whether or not
there has been a price discrimination.

By making the delivered price paid by
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a purchaser the test of price discrimina-
tion, rather than the “mill-net” of the
seller, there would be no discrimination
where a seller markets a product to all
competing buyers at the same price. If
delivered prices charged to purchasers in
competition with one another vary, such
differences could be held to be unlawful
where the FTC finds that they would
have the effect of “substantially lessen-
ing competition.”

Purpose to Dispel Fear

The bill aims primarily to dispel wide-
spread fears that the law might ulti-
mately be construed to require all sellers
to market their products solely on an
f.o.b.-plant price basis. Such fears have
been heightened by action of the Supreme
Court recently.in L%dwhlrt ETC
order in the mj
This action has been generally viewed
as opening the way for attack upon indi-
vidual delivered pricing or freight ab-
sorption practices, whether or not in-
volving a combination, conspiracy, or
illegal agreement.

Questions which arise where several
competing sellers offer a product to buy-
ers at a particular destination at identi-
cal prices would not be clarified by this
bill. Such price identity has heretofore
been viewed by the Federal Trade Com-
mission and the courts as suggestive of
conspiracy or collusion among sellers.
Because of its complexities, no likelihood
appears of legislation this session which
would deal with this problem.

At its recent annual meeting the Na-

THREE DIMENSIONAL FILM: Egon Wen-
delboc Schriwer, Danish scientist, has
solved the long baffling problem of third
dimensional plastic film, according to a
Copenhagen dispatch. Apparently, this
will transplant to the motion picture
screen the visual effects revealed by the
stereoscope of half a century ago.

The new invention is based on a spe-
cial system combined with a new type
screen, details of which are withheld
pending the granting of international
patents. The Copenhagen report states
that the system will bring to motion
pictures depth, perspective and a natural
appearance to an astonishing extent.

BUSINESS ACTION

Entered as Second Class Matter at W ashington, D. C.

tional Chamber urged prompt congres-
sional action to assure to sellers that, in
the absence of a conspiracy, combination
or illegal agreement to fix prices, they
may sell at delivered prices, and may
compete with other sellers located closer
to prospective customers by equalizing
transportation costs or by absorbing part
or all of such transportation costs, in
order to have a competitive price.

Byrd Asks Public
To Support Savings

Seeking to avoid any increase in
taxes, Senator Harry F. Byrd, of Vir-
ginia, is striving to mobilize public
sentiment in support of a bipartisan
program for reduction in spending.

In a memorandum accompanying a re-
print of a recent speech in the Senate,
Senator Byrd draws attention to two
proposals. The first is a scheme for a
cut from $2 to $3 billion under a formula
yet to be perfected and suggested as an
amendment to the last appropriation bill
of the session. The second is a plan for
consolidation of all appropriation bills
in a single measure, as provided in a
resolution sponsored by Senator Byrd
and seven other Senators.

Senator Byrd said that approval of a
blanket retrenchment formula would be
of incalculable value in the general pro-
gram for economy. He predicted that it
will be bitterly opposed, but expressed
hope of its approval providing the citi-
zens of the nation realize its importance
and impress upon their representatives
in Congress their desire that this course
be followed.

With respect to the single appropria-
tion bill plan, which the House Appro-
priations Committee intends to adopt
next session, Senator Byrd described it
as “vital to any general program for re-
trenchment because the appropriation
picture is now so confused by the pro-
visions of twelve to twenty separate
money bills it is impossible for members
of Congress or the people intelligently to
consider the matters at issue.”

Senator Byrd warned against “dis-
astrous results of imposing huge new
taxes upon a declining business econ-
omy.”
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A WEEKLY REPORT FROM THE CHAMBER OF COMMERCE OF THE UNITED STATES

COMMERCE - INDUSTRY — LAWS — ADMINISTRATION

The much harrassed housewife
has just concluded that prewar
peace-of-mind is unattainable. With
the return of a buyers' market—
for which she so fervently prayed
during the straitened days of war—
she now finds herself merely trans-
ferred from a standing position in
one line to the receiving end of
another. Daily, a veritable queue
of salesmen seems to form at her
door, eager to tell her of newer
and better things now coming off
the postwar production lines.

Not only are the Soviet authori-
ties purging the staff of Taegliche
Rundschau, official Moscow mouth-
piece in Germany; they are purg-
ing the Russian secret police as-
signed to check-up on the editorial
purgees. Sooner or later the Krem-
lin may order a purge of the
purgers.

Dr. Morton Kahn of Cornell Uni-
versity has been applying the Lore-
lei technique in Cuban swamps.
W ith phonograph records, he played
over and over the female mosquito’s
mating call, and trapped male
skeeters by the countless thou-
sands. There is no truth in the
report that one night he put on
a rhumba record by mistake and
was overwhelmed by responsive
Cubans.

Persons With rheumatic heart con-
dition make good workmen and are
not likely to collapse and die on
the job, says Dr. Maurice Eliaser,
Jr., a specialist, of San Francisco.
Labor union organizers may now
be expected to pressure patients in
cardiac hospitals.

Seek Compromise Labor Bill =..

At the opening of the Senate debate on Taft-Hartley repeal this
week, it was clear that the Thomas-Lesinski bills have been written
off as a mistake.

The Democratic leadership in both Senate and House, as a result,
is casting about for a compromise bill which will win over enough
votes for passage.

The emphasis, unfortunately, is not on what kind of a labor law
will adequately meet the need but upon determining what is the mini-
mum that Congress will demand and the maximum that labor will
accept.

In the House, the task of drafting another new compromise bill
has been entrusted to a subcommittee, chairman of which is Augustine
B. Kelley (D-Pa).

The new Democratic venture at compromise on the House side is
hoped for by late June. By that time the Senate probably will have
indicated what kind of bill it will write.

As far as the House Labor Committee is concerned, the crucial issue,
one upon which compromise efforts may quickly reach deadlock, is
the question of government powers in national emergency situations.

The determined resistance of three Democratic Congressmen on the
House Labor Committee to any use of the injunction may mean that
a compromise bill will not secure Committee approval. On vital issues
the vote has been 13-12, with the Administration at best able to count
on only thirteen of the sixteen Democratic members.

In the Senate, the Democratic attempts at compromise opened with
a series of proposals offered by Democratic Senators Paul H. Douglas
(111.), Lister Hill (Ala.), Hubert H. Humphrey (Minn.), and Garrett
L. Withers (Ky.), which Republican Senators Aiken (Vt.) and Morse
(Ore.) are reported ready to support.

The proposals add up to a re-submittal of the original adminis-
tration bill with five minor amendments. These provisions relate to
plant seizure in national emergencies, free speech for employers, bar-
gaining in good faith by both unions and employers, filing financial
reports of both groups, and the signing WF@Z}
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Labor Law
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of non-communist and non-fascist affi-
davits by both.

Senator Robert A. Taft (R-Ohio) has
proposed 22 changes in the Taft-Hartley
Law which, though easing the impact
upon labor organizations, retains its basic
objectives. It has evoked favorable com-
ment from Senator Thomas (D-Utah),
chairman of the Senate Labor and Pub-
lic Welfare Committee, who considers
that Mr. Taft’s bill, with some changes,
may be made the basis for a Senate com-
promise.

Senator Thomas found unacceptable,
however, the provision for a 60-day in-
junction in national emergency situa-
tions. He specifically mentioned as easy
matters for compromise the independence
of the Federal Mediation and Concilia-
tion Service, non-Communist affidavits
and a requirement upon unions to bar-
gain in good faith. In addition, he indi-
cated he would be willing to change that
provision in the present Thomas bill
which nullifies state anti-closed shop
laws.

Republicans are expected to seek an
early showdown on the proposals for
government seizure in national emergen-
cies, advanced by the group headed by
Senator Douglas.

White House Attitude

Speculation has centered upon the atti-
tude President Truman will take toward
compromise. The White House has shown
little friendliness toward compromise ef-
forts, it is believed, although minor con-
cessions might be accepted. However, if
Congress were to enact a new labor law
which adheres much closer to the Taft-
Hartley Law than any of the Democratic
proposals so far advanced, the veto may
be conceivably used to brush it aside for
the purpose of throwing the whole prob-
lem into the 1950 elections.

Labor's Views

Clear statements endorsing compromise
possibilities have been made by William
Green, AFL president, and by Arthur J.
Goldberg, CIO general counsel. Except
for the injunction provisions of the bill
drafted by House leaders one month ago,
Mr. Green has indicated that that partic-
ular set of proposals might be a suitable
basis for writing a new law. Mr. Gold-
berg kept open the possibility for com-
promise by stating in a letter to Senator
Thomas:

We are mindful that in the legislative
B{m there is room for alteration in any

ill |cularly oe deallrg with so conplex
a problem as labor relati

Included among the items in Mr. Taft’s
measure to which Mr. Goldberg indicated
unrelenting opposition are the provisions
on state closed-shop restrictions, on eco-
nomic boycotts, on non-Communist affi-
davits and on the use of injunctions.

>cial Security

The social security committee of the
Chamber of Commerce of the United
States says the basic idea of social se-
curity is good. But, says the report, there
is a danger of overexpansion.

The chamber of commerce position is
quite in line with the original ideas ad-
vanced when social security under aus-

pices of e fedﬁ%/ vernaat was

adopted.—

Quotable Quote

"It must occur to sensible people to
ask themselves how it is, if the American
system is wrong, that the American de-
mocracy of 140 million hard working peo-
ple are able to keep themselves at a far
higher standard of life than we are and
are able to lend us a helping hand
and give us so much aid and bear so
large a part of our burden.”— W inston
Churchill.

Manufacturing Employment Up 53%
in Eight Years
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Margin Redu”ion Eases Capital

New equity capital from the sale
of stock may be forthcoming in some-
what larger amounts as a result of
a recent relaxation of security mar-
gin requirements by the Board of
Governors of the Federal Reserve
System.

Margin requirements for purchases of
securities under subscription rights are
now 25 per cent instead of 50 per cent.
The importance of this relaxation, which
was effective May 16, has been quite gen-
erally overlooked. Between 40 and 50 per
cent of the number of stock offerings
during the past year is estimated to have
been under subscription rights of persons
previously holding stock in the particular
companies. The relaxation of margin re-
quirements applies both to orginal hold-
ers and subsequent buyers of subscrip-
tion rights.

Under the revised regulations of the
Reserve Board, subscription purchasers
must pay another 25 per cent of the total
cost in cash within nine months to be
eligible for further purchases with 25
per cent down payments.

Will Stimulate Investment

Maintenance of a high level of capital
investment is especially desirable in view
of the current downward trend of busi-
ness. By permitting increased use of
credit for the purchase or carrying of
securities, the easing of margin require-
ments may stimulate the flow of funds
needed to finance such capital invest-
ment.

Funds obtained from the sale of stock
have been small, relative to total capital
expenditures during recent years. Stock
issues in the three years 1946-48 inclu-
sive accounted for only $3.7 billion, or
4% per cent of the $82.2 billion of capital
invested in corporate business. To finance
their capital expenditures, corporations
have retained a high proportion of their
earnings and have borrowed substanti-
ally from banks and life insurance com-
panies.

Under existing conditions even some
of the larger and more successful cor-
porations have had difficulty in recent
months in marketing new stock issues
under subscription rights. The situation
has been especially serious for public
utility corporations, including local con-
cerns in various cities. The relaxation of
margin requirements already has had a
favorable effect where subscription rights
are dealt with in the market.

Need for Expansion

The easier financing for the needs of
expanding business is of such importance
as to warrant the attention of corpora-
tion officials and bankers. The greater
availability of new equity capital should

BUSINESS ACTION

make it possible for business and par-
ticularly the public utilities to keep pace
with the growth of population and the
need for expanded services as well as to
avoid unemployment.

Margin requirements are imposed by
the Reserve Board under the authority
of the Securities Exchange Act of 1934.
Regulation T of the Board relates to ex-
tensions of credit by brokers and dealers
on listed securities and Regulation U to
loans by banks on stocks. Prior to World
War |l the mai-gin requirement on both
classes was 40 per cent, which meant
that 60 per cent of the market value
could be borrowed. From January 1946
to the end of January 1947 the margin
requirement was fixed at 100 per cent,
which meant that there could be no use
of credit for purchasing or couping se-
curities. From February 1,1947 to March
29, 1949, the margin requirement was
75 per cent, purchasers being able to
borrow 25 per cent of the value of listed
securities. Effective March 29, 1949, the
Board reduced margin requirements to
50 per cent in the light of the general
credit situation of the country.

A 50 per cent margin requirement
was established December 1, 1946 for
the purchase of securities offered under
subscription rights, and this was con-
tinued to May 16, when the present pro-
vision as to subscription rights was in-
troduced. Margin requirements, except
for subscription rights, continued at 50
per cent.

The Chamber answers assertions that

Bill a
Menace to Health

With the public spending— as of
1947 — $10 billion for intoxicating
drinks, $4 billion for tobacco and $2
billion for cosmetics, a doctors’ bill
of $1.7 billion the same year does not
indicate the need for socialized medi-
cine to make medical service more
widely available, the National Cham-

Medical

ber points out.

A brochure just publiquinl'l b §3
Ch be“ ﬁe.r the title ayd
says:

If Americans want to double, or een
triple, this $L7 billion, may ocould easily do
0 by cutting down a little on unecessary
things.

A socialized medicine law, says the
pamphlet, would injure the health of
the people and jeopardize traditional
American liberties. It would, the Cham-
ber declares, constitute a big step to-
wards socialism in general, since “a
huge new government bureaucracy would
be created, with a widespread destruction
of voluntary institutions.”
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a serious health crisis exists with the
statement that, on the contrary, the na-
tion’s health is extremely good.

Socialized medicine, says the Chamber,
would be “bad medicine” in the United
States. Five reasons are given:

1 The present sge of doctors would
be mede worse, as physicians were taken out
Of_ﬂqsmral practice to fill administrative jobs
with the governnment.

2 Physicians would have to weste untold
rmrstreatlrg ngerers and hypochondri-
nshmtogetscrrelhlrgfree

3 Nore of the three nethods so far pro-
px:sedforvp\gryllengﬁeobctorwdersoaallzed

4 The ive interrelationshi of
thousands m organizations V\oupI% be
dstrwed

The government's failures in the
madlcal field suggest aﬁm nore disel

failure if a oorrpul health insurance law
is enacted. pd

capjes-of the pamphlet, Yauad
S!ﬂ are free. The quan-
tity price is $3 a hundred.

GERMAN CHEMICAL PATENTS: Among
U. S. Patents now available for licensing
by the Office of Alien Property, Depart-
ment of Justice, on a royalty-free, non-
inclusive basis, are two which were
formerly owned by a subsidiary of I. G.
Farbenindustrie, A. G., the German
chemical trust, and were seized by the
Attorney General as enemy property.
David L. Bazelon, Assistant Attorney
General in charge of the Office of Alien
Property, said that these patents cover
important processes by which substantial
savings can be realized in the production
of acetic and other acid anhydrides. The
patents are Nos. 2,166,997 and 2,177,494.

MOVIES: The Commerce Department
reports a total of 90,097 motion picture
theaters with a seating capacity of 48,-
750,147. Some of these, however, are out-
side the U. S., and are probably called
cinema houses.

Compromise Seen
In Tidelands Fight

At issue between the federal and
state governments since the late 30’s
has been the question of ownership
of the California and Gulf states off-
shore oil lands. Advanced forcefully
by official representatives of most
of the states is the argument that the
question is one of states rights.

It is contended that, should the federal
government establish title to these coastal
areas, it might well extend its control to
the lands beneath all navigable waters.

The Supreme Court in 1947 held that
the federal government had paramount
rights in the oil lands off the California
coast. This decision was limited to Cali-
fornia and the question of actual owner-
ship remains unresolved.

A Dbill to establish states ownership of
coastal tidelands was enacted by Con-
gress in 1946, but was vetoed by Presi-
dent Truman. A similar measure passed
the House last year but failed of Senate
action.

States Fight Decision

Now the federal government is seeking
to establish control over the Gulf tide-
lands contiguous to the shores of Texas
and Louisiana. Last month the Supreme
Court authorized the government to sue
the Gulf states. The states are offering
vigorous resistance.

Meanwhile, representatives of Louisi-
ana, Texas and California have been in
conference with government representa-
tives in an attempt to work out a solution
of the dispute for control of the oil and
mineral rights beneath coastal waters.

Perpetual Lease Proposed

The states are reported suggesting
that they should receive what is tanta-
mount to a perpetual lease on their im-
mediate offshore waters, three miles sea-
ward of e low-water mark in most
cases, 10 miles seaward in the case of
Texas.

Within this belt the federal govern-
ment would retain “paramount right,”
but the state governments would exercise
actual control— the right to let leases,
police power, and control of revenue
from the area.

The states would n over to the fed-
eral government 37 per cent of the
revenue collected from oil wells and other
exploitation of the submerged areas in
this belt.

The federal government would have
the paramount rights and control over
the waters beyond the marks indicated.
The U. S. would pay to the states 37
per cent of any revenue from operations
in this area.

The federal government would sur-

~Klder to the states full rights and con-
trol of all inland waters— including bays
and harbors.

If a possibility of settlement along the
lines suggested by the state authorities
appears feasible, a bill embodying their
proposals is expected to be introduced in
the Senate by Chairman O’Mahoney, of
the Interior and Insular Affairs Commit-
tee. Such action, however, will be taken
only if Administration approval is forth-
coming.

States Would Ratify

Under terms of the proposed legisla-
tion, state legislatures would be given a
two or three year period to ratify, the
legislation applying only to states that
have ratified.

A policy declaration of the National
Chamber is to the effect that Congress
should give statutory recognition to state
ownership and disposition “of all lands
beneath navigable waters within the
boundaries of each of the respective
states, including lands beneath tidal
waters.”

AID TO EDUCATION: Officials of Mar-
shall Plan countries are to be brought to
the U. S. by the ECA to brush up on the
finer points of government administra-
tion, including how to improve fiscal poli-
cies. Planned cost— $500,000. An addi-
tional $800,000 is earmarked for sending
ECA envoys abroad to spread the Amer-
ican gospel of faultless financial man-
agement. In view of the U. S. Treasury’s
prospect of a deficit of considerable size,
the two-way educational effort may ap-
pear to observant Europeans as ingen-
uous rather than ingenious.

GAS DETECTOR: One part carbon mon-
oxide gas in half a billion parts of air
can be detected by a small supersensitive
instrument developed by the National
Bureau of Standards. One part of this
poisonous element which occurs in the
exhaust of automobile engines, to 10,000
parts of air can affect human beings.
The detector is about the size of a foun-
tain pen.

National Chamber Calendar

JNE 1218—\Western Institute, Whittier Col-
lege, Whittier, Calif.

JNE 17-18—Board of Directors.

JNE 1925—Southeastemn Institute, Univ. of
North Carolina, Chapel Hill.

JLY 1016—Souttmestern  Institute, Baker
Hotel, Dallas.

ALY 17-23—Rocky Mountain Irstnute Uni-
versity of Montana, Missoula.

AG 7-13—Northeastern Institute, Yale Uni-
versity, New Haven, Comn.

AUG. 1420—National _Institute, Northwest-
em University, Bvanston, 111
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Shanghait a Problem

For Red Conquerors

First major test of the Communist
Chinese’ capacity to govern China is
That
great metropolis of the East presents

now in process at Shanghai.
a problem, even an approximate solu-
tion of which will strain to the utmost
the concerted skill and ingenuity of
the Red leadership.

Whether organization ability commen-
surate to the administration of China’s
Westernized gateway city exists in the
Communist forces— composed, as for the
most part they are, of combat elements—
will soon become apparent.

From its complex character, Shanghai
presents a much more formidable dif-
ficulty than anything the Chinese Red
“reformers” have ever encountered. The
city, one of the world’s largest and Asia’s
most populous, long has had to depend
for its very existence upon outside aid.
For its growth and prosperity, it has
relied upon foreign experience, trade and
control.

So, if the “visionary” conquerors are
to make good their Utopian claims in
the eyes of the Chinese people, they
must demonstrate their qualifications at
Shanghai. Should they flounder in their
attempts to administer the affairs of
the metropolis, the fact will not long
remain unknown to the people of China.

Civic maladministration will in time
reveal to an enlightened populace in-
competence of the Communist high com-
mand to govern the country as a whole.
What may be the eventual outcome from
this is problematical, because Oriental
behaviorism under any set of circum-
stances seldom follows the Occidental
pattern.

What has too frequently been demon-
strated in the West is that a well-or-
ganized, adequately armed, closely knit,
ruthless minority can maintain an au-
thoritarian regime in power almost in-
definitely, regardless of the popular will
or what the dictatorship does to or for
the populace as a whole.

However, while such cruel serfdom
can be maintained in Eastern Europe,
China may make manifest difficulties
which the Communist dictatorial zealots
might well find insurmountable. There
are so very many Chinese.

WORLD'S BEST CAR: With customary
Muscovite modesty, the Soviet automobile
industry announces it will soon produce
the world’s best car. Inasmuch as Pravda
probably claims that a Russian retro-
actively invented the gas buggy back in
the early 60’s, this perfection effort is by
no means overdue.
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Steinkraus Commends Efforts

Pledging National
Chamber and its member organiza-

tions, Chamber President Herman W.

support of the

Steinkraus in a letter sent during the
week to all members of the Senate
commended current efforts to develop
a formula for keeping proposed gov-
ernment expenditures below probable
revenues.

Mr. Steinkraus urged that all expendi-
tures be weighed against benefits to be
derived from balancing expenditures
against such revenues as can be raised
without undue strain on the national
economy. Congress would perform a pub-
lic service, he added, by balancing the
budget without an increase in an already
oppressive burden of taxation.

Difficulties Recognized

Mr. Steinkraus’ letter said:

With full appreciation of the difficulties
confronting the Oongress | desire, on behalf

ofmeCr‘arrber Comrrerce of the United
States, approval of efforts by
rrenbersof parties to find a nethod

of reducing proposed expenditures below the
level of probable revenues.

The approaching critical stage in the fiscal
affairs of the ga/gg'rrrermw of mount-

ing expenditures and dedlining receipts, calls
f(r)? recognition that national |nanr:i:;1|'ItS stabil-
ity is vital for economic strength.

I am fully anware that national deferse,
mtematl dffairs, veterans’ benefits ad
interest on the ic debt account for about
three-fourtts the lgi)albudget ad that

seworthy, even esserti ects are in
(F:)Irflided in the remainder. b

Balanced Budget Essential
The Chamber of Commrerce of the United

aTy.

I recognize the exceedingly perplexing prob-
lem faced by rrmbag,l?f ress in ?badlal
uoon appropriation bills ore by ae. It is
the nore i therefore, that Congress

importart,

devise mears by which all government oosts

:@/beappralseda'dadmtedtoneetﬁ'e

ties of the crucial situation which

is developing. Attainment of a balanced

without an increese in the already

ressive burden of taxation, would be a
senvice in the public interest.

State and Local Projects

The menber organizations of the Chanrber,
bt T B I POEte of SLAD, oo
s to i curtaili
ermment expenditures and requested b.rgl%
organizations to refrain, and wse their in-
fluence to persuade others to regfram from
exerting pressure upon memrbers of Congress
for the appropriation of funds for the bene-
fit of individual states and local communities.

The Charrber and its nerrber organizations

BUSINESS ACTION

desire to do their part in support of ro-
gram to hold donn expendltures ar‘d Iodg
toward curtailnment of the debt and

rather than increase of present taxes. Th&ee
objectives are besic in a solution of our fiscal
problens. Your efforts to ish them
will be appreciated by all | citizers.

CALLED THE SHOT: In his biography of
John Nance Garner, Bascom N. Tim-
mons quotes the Democratic leader in
connection with his receiving the infor-
mation in 1933 that President Roosevelt
had extended U. S. recognition to Soviet
Russia. Said the then Vice President:
“It’s all through and the dishes wiped,
so far as | am concerned. | hope it turns
out better than | think it will.”

Eleven Countries in

Education Exchange

Agreements concluded with the Neth-
erlands and Norway for exchange of
teachers and students under the Ful-
bright Act bring to 11 the number of
countries which will cooperate with
the United States in this enterprise.

Besides the two which have just agreed
to participate, the following earlier had
signed agreements: Belgium, Luxem-
bourg, Burma, China, France, Greece,
Italy, New Zealand, the Philippines and
Great Britain.

Foreign Currencies Used

The Fulbright Act, signed August 1,
1946, provides that some of the cur-
rencies and credits of other countries
acquired through the sale of U. S. sur-
plus property abroad may be used for
educational exchanges. There are no
American dollars available under the
program, consequently the expenses paid
must be those for which foreign cur-
rencies will be accepted.

Americans approved for graduate
study abroad under the program receive
maintenance, tuition and incidental ex-
penses. Those approved for teaching or
research may have a stipend in addition.
Travel expenses may be paid where this
can be done with the foreign currency
available, which usually means that the
student must finance his own ocean
crossing.

Scholarships a Help

For foreign students, on the contrary,
the fund can pay traveling expenses to
this country, but not tuition or mainte-
nance here. Universities and other in-
stitutions in this country which grant
scholarships to foreign students can ob-
tain funds under the Act to pay the
travel expenses of such students, often
a great help.

e« June 10,1949

Spending

Foreigners who study or teach in
American institutions in the partici-
pating countries may obtain maintenance,
tuition and incidental expenses as well
as travel. The number benefiting under
the Act naturally is limited.

To help in the administration of the
Act, the Government has created a Board
of Foreign Scholarships, composed of 10
members, made up of distinguished edu-
cators from different parts of the coun-
try, together with representatives of the
U. S. Office of Education and the Veter-
ans Administration.

MEMORY MACHINE: For tabulation of
census information, a “memory machine”
is being constructed for the U. S. Bureau
of the Census. It operates by magnetic
impulses from a tape to which have been
transcribed the several elements of the
mathematical problem it is required to
solve. Should an error occur on the tape,
the machine stops so far as this part
of the problem is concerned, but pro-
ceeds with the remainder. After the tape
error is corrected, the machine picks up
the relinquished computation and com-
pletes it.

Institute Denies

Power Shortage

What the Edison Electric Institute
calls a reply to government claims of
an acute power shortage has been re-
leased by the nation’s privately owned
and operated power systems.

It is in the form of an up-to-the-min-
ute survey, based on an institute study
of the over-all situation, and showing
power surpluses in all areas of the coun-
try except the Pacific Northwest.

Record installations of generating
equipment, said Walker C. Cisler, execu-
tive vice-president of the Detroit Edison
Co., who is spokesman for the group, will
enable the industry to attain a safe mar-
gin of reserve for peacetime and national
defense requirements by 1951.

Reserve margin is the amount of gener-
ating capacity in excess of probable de-
mand and the normal or desirable figure
is 15 per cent. Mr. Cisler expects reserves
to reach 12 per cent in 1950 and 15.6 per
cent in 1951.

The industry is engaged in a $9 billion
four-year expansion pi'ogram, the most
ambitious ever undertaken. It is sched-
uled for completion in 1951 and will have
added 23,500,000 kilowatts to the electric
power systems when finished.

Capacity at the end of the last war year
was slightly in excess of 50,000,000 kilo-
watts.

Delivered Pricing Practices . . .

Prospects for legislation designed to
prevent prosecution of sellers who in-
dependently sell on a delivered price,
or absorb freight appeared
brighter with passage during the week
of a new Dbill
O'Mahoney (D., Wyo.).

rates,

offered by Senator

The O’Mahoney measure was intro-
duced as a surprise substitute for the
so-called Moratorium Bill put forward
by Senator Myers (D., Pa.). It has bi-
partisan support.

The House Judiciary Committee quickly
moved to discuss the merits of the O'Ma-
honey Bill as compared with its previ-
ously reported Moratorium Bill. The
prospects are that with some possible
minor amendment the new bill will be sub-
stituted for the Moratorium Bill, with
probable early House action.

Provisions of Bill

The bill provides that independent use
by a seller of delivered pricing or freight
absorption would not constitute an un-
fair method of competition in violation
of the Federal Trade Commission Act.
Combinations or collusive agreements in-
volving the use of such pricing prac-
tices, however, would continue to be sub-
ject to prosecution under this Act.

New language proposed to be added to
the Robinson-Patman sections of the
Clayton Act specifies, among other
things, that independent selling at identi-
cal delivered prices shall not constitute
an unlawful price discrimination. Ab-
sorption of freight “to meet the equally
low price of a competitor in good faith”
would also be permitted, except where the
effect of such absorption “will be to sub-
stantially lessen competition.”

Mill-Net Definition Discarded

“Price” is defined as having the mean-
ing given that term under the commer-
cial law applicable to the transaction.
A principal effect of this and other pro-
visions would be to nullify the so-called
“mill-net” definition of price. Under the
definition followed in several court cases,
the net return to the seller after deduct-
ing his freight costs has been treated as
the basis for determining whether or not
there has been a price discrimination.

By making the delivered price paid by

6*

a purchaser the test of price discrimina-
tion, rather than the “mill-net” of the
seller, there would be no discrimination
where a seller markets a product to all
competing buyers at the same price. If
delivered prices charged to purchasers in
competition with one another vary, such
differences could be held to be unlawful
where the FTC finds that they would
have the effect of “substantially lessen-
ing competition.”

Purpose to Dispel Fear

The bill aims primarily to dispel wide-
spread fears that the law might ulti-
mately be construed to require all sellers
to market their products solely on an
f.o.b.-plant price basis. Such fears have
been heightened by action of the Supreme
Court recentlycin L%dﬂi {ﬁ ETC
order in the rm
This action has been generally viewed
as opening the way for attack upon indi-
vidual delivered pricing or freight ab-
sorption practices, whether or not in-
volving a combination, conspiracy, or
illegal agreement.

Questions which arise where several
competing sellers offer a product to buy-
ers at a particular destination at identi-
cal prices would not be clarified by this
bill. Such price identity has heretofore
been viewed by the Federal Trade Com-
mission and the courts as suggestive of
conspiracy or collusion among sellers.
Because of its complexities, no likelihood
appears of legislation this session which
would deal with this problem.

At its recent annual meeting the Na-

THREE DIMENSIONAL FILM: Egon Wen-
delboc Schriwer, Danish scientist, has
solved the long baffling problem of third
dimensional plastic film, according to a
Copenhagen dispatch. Apparently, this
will transplant to the motion picture
screen the visual effects revealed by the
stereoscope of half a century ago.

The new invention is based on a spe-
cial system combined with a new type
screen, details of which are withheld
pending the granting of international
patents. The Copenhagen report states
that the system will bring to motion
pictures depth, perspective and a natural
appearance to an astonishing extent.

BUSINESS ACTION

E ntered as Second Class Matter at Washington, D. C.

t"BKIl Chamber urged prompt congres-
sional action to assure to sellers that, in
the absence of a conspiracy, combination
or illegal agreement to fix prices, they
may sell at delivered prices, and may
compete with other sellers located closer
to prospective customers by equalizing
transportation costs or by absorbing part
or all of such transportation costs, in
order to have a competitive price.

Byrd Asks Public
To Support Savings

Seeking to avoid any increase in
taxes, Senator Harry F. Byrd, of Vir-
ginia, is striving to mobilize public
sentiment in support of a bipartisan
program for reduction in spending.

In a memorandum accompanying a re-
print of a recent speech in the Senate,
Senator Byrd draws attention to two
proposals. The first is a scheme for a
cut from $2 to $3 billion under a formula
yet to be perfected and suggested as an
amendment to the last appropriation bill
of the session. The second is a plan for
consolidation of all appropriation bills
in a single measure, as provided in a
resolution sponsored by Senator Byrd
and seven other Senators.

Senator Byrd said that approval of a
blanket retrenchment formula would be
of incalculable value in the general pro-
gram for economy. He predicted that it
will be bitterly opposed, but expressed
hope of its approval providing the citi-
zens of the nation realize its importance
and impress upon their representatives
in Congress their desire that this course
be followed.

With respect to the single appropria-
tion bill plan, which the House Appro-
priations Committee intends to adopt
next session, Senator Byrd described it
as “vital to any general program for re-
trenchment because the appropriation
picture is now so confused by the pro-
visions of twelve to twenty separate
money bills it is impossible for members
of Congress or the people intelligently to
consider the matters at issue.”

Senator Byrd warned against “dis-
astrous results of imposing huge new
taxes upon a declining business econ-
omy.”

e June 10,1949

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



Merrill Lynch,Pierce,Fenner & Beane
S E V E N T Y P I N E s T R E E T
N E W Y o R K s T . Y.

TE L . W H I T E H A L L 4 -1 21 2

June 10, 1979

Mr. Eugene Meyer
The Washington Post
Washington, D. C.

Dear Mr. Meyer:

Mr. Winthrop H. Snith, -Wo iIs out of towmn today, has asked me to
write you regarding any special effects of the recent change In
Federal Reserve Board Regulations permitting the cariying of
securities subject to Rights on a 2%% margin basis.

In order to obtain the most reliable information possible upon
which to base conclusions, 1 addressed the following message to
a number of our offices In various parts of the country:

"ON MAY 1&TH FEDERAL RESERVE LIBERALIZED RULES PERMITTING
THE CARRYING OF SECURITIES SUBJECT TO RIGHTS ON 2% MAR-
GIN. SO FAR HAS ANYTHING HAPPENED TO INDICATE CLEARLY
THAT THIS MODIFICATION WAS HELPFUL TO BUSINESS AND
APPRECIATED BY CUSTOMERS. RACE REPLY.”

At this writing, a number of replies have been received. These
replies vary in nature from complete indifference to real enthu-
siasn, and representative ones are quoted below:

“RE YOUR WIRE, NEW RULING 25 PER CENT ON RIGHTS SUBSCRIPTION
WE HAVE RECEIVED ONLY SMALL AMOUNT OF BUSINESS SO FAR

BUT EVERYONE WE EXPLAINED TO WAS FAVORABLY IMPRESSED

AND WE DO FEEL WILL EVENTUALLY PROVE BENEFICIAL.”

"RE YOUR WIRE, THERE HAVE NOT BEEN MANY OPPORTUNITIES
COME UP SINCE THE NEW RULING. HOWEVER, WE HAD ONE MAN
GO FOR 1700 SOUTH CAROLINA NATURAL GAS RIGHTS AND HE
BROUGHT IN A FRIEND WHO OPENED A NEW ACCOUNT AND BOUGHT
2000. THESE WOULD NOT HAVE TAKEN PLACE ON OLD BASIS."

"RE YOUR WIRE ON 25PERCENT ON SUBSCRIPTION, WHILE WE
HAVE NOT AS YET PRODUCED ANY BUSINESS THIS BASIS THE
ACCOUNT EXECUTIVES THINK IT IS A BUSINESS GETTER AND
GLAD THEY HAVE THIS TO WORK WITH.""

"ABSOLUTELY NOTHING HAS HAPPENED HERE AS YET TO INDICATE
THIS MODIFICATION OF RIGHTS MARGIN HAS HELPED BUSINESS OR
IS APPRECIATED BY CLIENTS. IT SEEMS THOSE WHO WANT TO
SUBSCRIBE STILL HAVE SOME MONEY LEFT."
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Mr* Eugene Meyer June 10, 1979

“RE YOARWRE HHDERAL RESERVE RULES PERMITTING THE
CARRYING OF SECURITIES SUBJECT TO RIGHTS ON 25 PER
CENT BASIS, HAVE HAD SEVERAL INQUIRIES FROM QBTAOVERS
ABOJT IT BJUT NONE OF THEM ACTUALLY ACTED ON IT AS YET.
HOABVER HEEL THAT BECALEE OF THE LACK OG- CENERAL
BUYING INTEREST SINCE THIS RULING WENT INTO ERECT IT
IS TOO SAON TO LEARN RULL BHECT THIS MGHT HAVE'l

“RE YOLR WIRE RE SUBSCRIPTION RIGHTS ON 25 PER CENT
MARGIN VIE HAVE NOT' HAD A ABTOMER TAKE ADVANTACE OF
QEEF'IZF\SVILEGE AND AS FARAS | CAN FIND NONE INTERESTED

“YOURS RE 25 PER CENT MAREON QN EXERCISED RIGHTS, AS
FAR AS V\E ARE CONCER\ED CAN SEE ABSOLUTHELY ND DIFFER-
BNCE TO DATE  THE THING THAT WOUD REALLY HELP TO
UNFREEZE MONEY FOR - RISK CAPITAL WOULD BE PERMITTING
NAW STOCK OF LISTED ISSUES TO BE CARRIED ON MARGIN
FOR EXAVPLE, V\E GOUD HAE SOLD TWICE THE AMONT OF
CLINTON IF GOUD HAVE BEEN CARRIED BVEN ON 75 PER
CENT MARGIN"

"ANSVERING YOURS RE FEDERAL RESERVE RULING ON 25 PER
CENT MARGIN ON RIGHTS SUBSCRIPTIONS, AT THIS OFFICE
VAE HAVE NOT NOTICED ANY RESULT WHATSCEVER™

After we have had an opportunity to study the question further,
undoubtedly Mr. Smith 'will -wish to make additional comments. As

a firm, however, we believe that the change was a most constructive
one and are grateful to you for your efforts to bring it about.

VBC:ACR
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American Telephone and Telegraph Company

195 Broadway, New York 7, N.Y

A.WILSON EXCHANGE 3-6000
PRESIDENT

June 13, 1949

Mr. Eugene Meyer
Washington 45D, 6.
Dear Mr. Meyer:

Your letter of June 9 attaching a copy
of BUSINESS ACTION is much appreciated. | hope
before too long | have the opportunity to meet
you personally, not only to thank you for your
activity in this respect but also you nay be
interested in sore of our problems and objectives
which lie ahead.

Sincerely yours,
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JUN 14
CHAMBER OF COMMERCE OF THE UNITED STATES

WASHINGTON

HERMAN W. STEINKRAUS June 13, 19U9
(Dictated 6/10/Kk9)

Mr, Eugene Meyer
The Washington Post
Washington U, D. C.

Dear Mr, Meyer:

Your nice letter of June 1 awaited nme upon coming
to Washington,

I understand that you have already been sent copies
of the bulletin that was issued as a result of our original
conversation and your later conference with John O”onnor.
Of course this bulletin gets very wide distribution and may
have a beneficial effect. | greatly appreciated your men-
tioning this matter because it is the type of thing on which
we should serve our members.

I am here for a very short period on some special
appointments, but will look forward to seeing you, | hope,
on my next visit.

With kind regards,

Sincerely yours,

President

ANationwide Federation of American Business Organizations
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June 15, 1979

Dear Mr. Wilson:

Thank you for your letter of the 13th. | shall
be delighted to meet you personally. At this time of the
year | live in Mount Klseo over the week-ends, at Byram
Lake not far from Walter Olfford,s place. | also pass
some time in dowmtown New York. | will permit myself to
give you a ring on the phone and have a visit at a time
mutually convenient.

I was glad to hear that your new issue is assured
of going over the top. It is a rather large and formidable
undertaking.  The market conditions during the period in
which the offer was open were, to say the least, not the
most favorable. But | personally had no doubts that the
stockholders would exercise their rights or sell them to
those who would, at a price that would neke the issue a
complete success.

| enjoy knowing your representatives here in the
Chesapeake & Potomac.

With cordial regards, | remain,

Sincerely yours,

Eugene Meyer

Mr. Leroy A. Wilson, President,

American Telephone and Telegraph Company,
195 Broadway,

New York 7, "N. Y.
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June 15, 1979

My dear Mr. Cooks
Thank you for your letter of June 10. On the

whole | think the replies are encouraging because, in
spite of some showing no interest, others show definite
results.

It must be borne In mind that practically all
of the time that this amendment to the regulations has
been in effect has been a period of sharply declining
markets and liquidation rather than accumulation. Had it
been the reverse, | think the receptivity might have been
quite important.

I would be glad to hear from you or Mr. Smith
anything on this front that you may see develop, if any-
thing should develop.

With cordial regards, | remain,

Sincerely yours,
Eugene Meyer

Mr. Victor B. Cook,

Merrill Lynch, Pierce, Fenner & Beane
TO Pine Street,

New York 5, N. Y.

Federal Reserve Bank of St. Louis



JUN 16 1949
SOCONY-VACUUM OIL COMPANY

INCORPORATED

26 Broadway, New York 4 ,N. Y

Office of the President

June 15, 19il9

Mr. Eugene Meyer
The Washington Post
Washington 4, 3). C.

Dear Mr. Meyer:

Thank you for your letter of June 10th. | have
"been concerned regarding the dearth of eouity capital for
some time, and your constructive interest in this question
and your efforts in promoting the recent amendments to the
regulations of the Federal Reserve Board are deeply appre-
ciated hy the management of our company and "by industry
generally. It is fortunate that an increasing number of
the country’s leaders are calling attention to this extremely
serious matter, and |1 hope that as the problem "becomes "better
understood, constructive changes also wj/ll "be made in our
fiscal policy.

I shall, of course, do my best to follow the suggestion
in the next to the last paragraph of your letter.

Yours very truly,
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NATIONAL INDUSTRIAL CONFERENCE BOARD

INCORPORATED

24T PARK AVENUE, NEW YORK 11, NoY.

CLYDE L. ROGERS
SECRETARY

June 16, 1949

Hon. Eugene Meyer

The Washington Post
1337-43 E Street, NW.
Washington 4, D. C.

Dear Mr. Meyer:
Thanks for sending nme that interesting item
in the most recent Chamber of Commerce weekly report.
With all best wishes, | remain

Cordially yours,

Clyde L. Rogers
CLRLG Secretary
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'Sfilith circular sent without letter to

Stevenson, Jordan & Harrison, Inc.
New York.

B. B. Jennings, President,
Socony-Vacuum Oil, New York

Floyd R. Harrison (10)
John S. Sinclair
James B. Black

John M Hancock
William C. Mullendore
Winthrop H. Smith
Murray Shields
Alexander C. Nagle
Louis S. Cates
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NATIONAL ASSOCIATION OF ELECTRIC COMPANIES
SUITE 510, 1200 EIGHTEENTH STREET, N. W.

P. L. SMITH WASHINGTON 6, D. C.
PRESIDENT

June 20, 1979

TO ALL I[BVBER COVPANIES AND OTHER
ELECTRIC LIGHT AND POAMER COMPANIES:

Mr. Eugene Meyer, owner of the Washington Post, has suggested
that we recommend to all companies in our industry that when advising
your stockholders of, or when mailing to them stock subscription or
convertible debenture rights, that you call their attention to the
amendments made May 16th, 1979 by the Board of Governors of the Federal
Reserve System, to regulations nTIl and fUM (margin requirements); in-
creasing from 50 to 75 per cent the loan value for securities acquired
through the exercise of subscription rights, whether exercised by the
original holder or by a purchaser of the rights.

Mr. Meyer, many years ago, was Governor of the Federal Reserve
Board (equivalent to Chairman as of today) and also for a while was the
first Chairman of the Reconstruction Finance Corporation. He is very
much interested in furthering equity financing. We are happy indeed to
pass on this suggestion to you and recommend its adoption by the various
companies when appropriate.

If any of you would like copies of these two amendments we
would be glad to send them to you, but of course they are easily obtain-
able from your banks and investment brokers.

The Chamber of Commerce of the United States, in its weekly
report entitled ~Business Action” of June 10, on page 3* contained a
description of this action by the Federal Reserve System but did not
contain the suggestion that companies sending out rights should call
attention of the stockholders to the relaxed borrowing provisions.

PLS:0j
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NATIONAL ASSOCIATION OF ELECTRIC COMPANIES

SUITE 510,1200 EIGHTEENTH STREET, N.W.

P. L.SMITH WASHINGTON 6, D. C.
HREENT

June 20, 1949 JUN 2119439

Mr, Eugene Meyer
The Washington Post
1337 E Street, N. W.
Washington, D. C,

Dear Mr. Meyer:

In line with our conversation of Friday,

I am enclosing six copies of the letter sent out today

PLS/t
Enel-6
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NATIONAL ASSOCIATION OF ELECTRIC COMPANIES

SUITE 510. 1200 EIGHTEENTH STREET, N.W.

WASHINGTON 6,D.C.

June 20, 1979

TO ALL MEMBER COMPANIES k w OTHER
ELECTRIC LIC-HT AIDD POWER COMPANIES:

Mr, Eugene Meyer, owner of the Washington Post, has suggested
that we recommend to all companies in our industry that when advising
your stockholders of, or when mailing to them stock subscription or
convertible debenture rights, that you call their attention to the
amendments made May 16th, 1979 by the Hoard of Governors of the Federal
Reserve System, to regulations Tn and MJn (margin requirements); in-
creasing from 50 to 75 per cent the loan value for securities acquired
through the exercise of subscription rights, whether exercised by the
original holder or by a purchaser of the rights.

Mr. Meyer, many years ago, was Governor of the Federal Reserve
Board (equivalent to Chairman as of today) and also for a while was the
first Chairman of the Reconstruction Finance Corporation. He 1is very
much interested in furthering equity financing. We are happy indeed to
pass on this suggestion to you and recommend its adoption by the various
companies when appropriate.

IT any of you would like copies of these two amendments we
would be glad to send them to you, but of course they are easily obtain-
able from your banks and investment brokers.

The Chamber of Commerce of the United States, in its weekly
report entitled ~Business ActionO of June 10, on page 3» contained a
description of this action by the Federal Reserve System but did not
contain the suggestion that companies sending out rights should call
attention of the stockholders to the relaxed borrowing provisions.

PLSi0j



JUe 21, 19%9

My dear Mr. Benniom

| an enclosing copy of a circular letter sent
out by Mr. P. L. Smith of the National Association of
Electric Companies. | mentioned the Edison Electric
Institute to him and | think he said he would send you
a copy.

| an sending it to you with the idea that, if
you should deem it appropriate to do anything In connec-
tion with your memberships which may not belong to his
Association, it would be advisable to mention the fact
that the 25# margin loans authorised under the amendment
to the regulation of the Federal Reserve Board are ap-
plicable for a period of 9 months after which the loans
become subject to margin requirements on the basis of
other eollatex”™al loans, namely, 50#.

It seems to me that the 25# figure for 9 months
m I$it be constructively helpful in connection with the new

issues of utility companies for equity financing.
>

Very truly yours,

Eugene Meyer

Mr. Howard S. Bennion,
Edison Electric Institute,
420 Lexington Avenue,

New York, N. Y.
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J*une 21, 1979

Bear Mr. Steinkraus:

| am sure you w ill be Interested in the en-
closed letter to the members of the National Association

of Electric Companies.

Sincerely yours,

Eugene Meyer

Mr. Herman W. Steinkraus, President,
Bridgeport Brass Company,

30 Grand Street,

Bridgeport 2, Conn.

Enel.
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dIe 21, 1979

Dear Phil:

The enclosed letter from the President of the
National Association of Electric Companies here In Wash-
ington w ill perhaps be of interest to you.

It has to do with the amendment to the regula-
tions of the Federal Reserve Board which was announced
recently, which I think is capable of being made useful
in the equity capital account of Industrial companies in
general, but particularly in the utility field. The Gen-
eral Electric has, | understand some interest in this field.

| also enclose a bulletin which the 0. S*
Chamber of Commerce got out, which also discusses the
subject on page 3. This bulletin goes to about 50,000
business people.

With kind regards, | remain,

Sincerely yours,

Mr. Philip D. Reed, Chairman,
General Electric Company,
570 Lexington Avenue,

New York 22, H. Y.

Enel
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JIre 21, 1849

My dear Mr, Schwartz:

The enclosed w ill Interest you if you have

not seen it, which probably is the case.

Sincerely yours,

Eugene Meyer

Mr. A. Charles Schwartz,
Baehe & Co.,

36 Wall Street,
New York, N. Y.

N |

Enel. [National Association of Electric Companies circular]

/1,
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" 24,1944

EDISON ELECTRIC INSTITUTE
420 LEXINGTON AVENUE.NEW YORK 17

June 23, 1949

Mr Eugene Meyer
The Washington Post
Washington 4-, DC
Dear Mr Meyer

Thanks ever so much for your letter of June 21
calling to my attention the advantageous possibilities of the
new Federal Reserve regulations on margin requirements from the

standpoint of utility equity financing. 1 am calling it to the

attention of our members.

Very truly yours

H S Bennion
HM Managing Director
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BACHE & CO.
36 WALL STREET
NEW YORK.

Jure 23, 1949

Mr. Bugene Meyer
The Washington Post
Washington, 4, D. C.
Dear Mr. Meyer:
Thanks very much for your enclosure re regu-
lations ITH ad "U".

We naturally were informed of this, as It Is ne-
cessary In tum to keep our custorers informed, but 1t is
alwvays nice to hear from you, and 1 appreciate your interest.

Sincerely,

CIAV

A. Charles Schwartz

ACS:(B
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June 28, lono

The Federal Open Market Camittee, after consultation with
the Treasury, announced today that with a view to increasing the supply
of funds available in the market to meet the needs of comerce, business,
and agriculture 1t will be the policy of the Caomittee to direct purchases,
sales, and exchanges of Govermment securities by the Federal Reserve Banks
V/Ith primary regard to the general business and credit situation. The
policy of maintaining orderly conditions iIn the Goverment security
market, and the confidence of Investors In Govermmant bonds will be con-
tiruedﬁ’f Under present conditions the maintenance of a relatively fixed
pattem of rates has the undesirable effect of absorbing reserves from
the market at a time when the availability of credit should be increased*
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BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM

Statement for the Press

For release iIn moming papers, March 2, 1949
Thursday, March 3, 1949

The Board of Governors announced today modification of
Regulation W, effective next Monday* March 7, making the maximum
maturity uniformly 21 months, instead of 15 to 18 months, on all
extensions of consumer instalment credit, and reducing down pay-
ments on fumiture, appliances, etc#, from 20 per cent to 15 per
cent, while retaining the 33-1/3 down payment on automobiles#

This modification is based on continuous study of the
operations of the Regulation since It was reinstated last September,
and on the experience of Federal Reserve Banks and their branches in
1ts administration in the field#

In reconmending last summer that Congress authorize rein-
statement of the Regulation, the Board stated that the authority
would be used flexibly and that the Board would be ready at all
times to tighten or relax the terms In accordance with the
objectives of the authority and with a view to sound credit
conditions# The amendment also contains two minor modifications
of a technical nature#

The text of the amendment iIs attached#

Attachment
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AMENDMENT NO. 3 TO REGULATION W

Issued by the Board of Govermors of the Federal Reserve System

Regulation V is hereby amended in the following respects,
effective March 7, 1%4-9:

1. By inserting the following immediately after the words
"structure or'' and Immediately before the number "'(2)"" iIn section 7(Q)
of the regulation:

“other entire unit designed for residential
occupancy, or'’

2. By changing "20 per cent" and 80 per cent” in Part 1,
Group B of the Supplement to read, respectively, 15 per cent” and
"85 per cent'.

3. By changing Part 2 of the Supplement to read as follows:

"Part 2. Maturities. - The maximum maturity

for all listed articles and for unclassified In-

stalment loans is 21 months.""

4. By changing the figure 20" to 24" in Part 3 of the

Supplement
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BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM

Statement for the Press

For release in morning newspapers,
Tuesday, March 29, 194.9. March 28, 1949

The Board of Governors of the Federal Reserve System, effective
Wednesday, March 30, 1949, amended its Regulation T "Extension and
Maintenance of Credit by Brokers, Dealers, and Members of National Securi-
ties Exchanges” and its Regulation U "'Loans by Banks for the Purpose of
Purchasing or Carrying Stocks Registered on a National Securities Exchange”
SO0 as to reduce the margin requirements for purchasing registered securi-
ties from 75 per cent to 50 per cent. These requirements are applicable
both to purchases of securities and to short sales# The Boardls action
was taken under its statutory responsibilities and in the light of the

general credit situation#
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BoARD 07 GOVOdS

ofthe
FEDERAL RESERVE SYSTEM

Statement for the Press

For release in morning newspapers,
April 28, 19r9

Friday, April 29, 19P9

< The Board of Govermors has reduced the amount of reserves required
to be maintained with Federal Reserve Banks by banks which are members of the

Federal Reserve System as follows:

On net demand deposits Effective
Central reserve city banks  From 26 to 2Pper cent  May 5 19P9
Reserve city banks 2 to 21 « » May % 1919
Non-reserve city banks " 16 to 15" f May 1, 191*9

On time deposits

Central reserve and reserve
city banks From 7-1/2 to 7 per cent a 199
. y 5>
Non-reserve city banks " 712 t7 "t May 1, 191%9

The effect of these decreases will be to lower the required reserves
of banks in central reserve cities by approximately 500 million dollars, of
banks in reserve cities by af)ﬁ)roximately 350 million dollars, and of banks iIn
non-reserve cities by 350 million dollars.

On September 8, 1918, the Board increased reserve requirements of
member banks to the higher figures given above, under the temporary additional
authority granted by Congress iIn the preceding August. This supplemental au-
thority permitted a maximum of ¥ per cent to be added to statutory reserve
requirements on demand deposits and ofl1/2 per cent on time deposits.

The present action” Chairman McCabe stated 'Wwas taken in further-
ance of the Boardls’policy of adjusting all of its credit regulations iIn ac-
cordance with changing economic conditions and the credit requirements of the
current business situation. Since the first of the year there has been a de-
cline of approximately one and one-half billion dollars in loans at member
banks. About one billion of this decline has occurred at member banks in New
York and Chicago — the central reserve cities. The remainder of the decline
was largely at banks in reserve cities. In view of this trend of loans and
the fact that requirements at the New York and Chicago banks had been increas-
ed from 20 to 26 per cent during 1918 the Board felt that It was appropriate
at this time to reduce the requirements for the central reserve city banks
somewhat more than for other member banks. * We have frequently stated that
credit regulations are not a one-way street. They should be tightened or
relaxed as general economic conditions require.
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BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM

Statement for the Press

For release In moming .papers,
Saturday, April 23, 1949 April 22, 1949

The Board of Governors has modified Regulation W effective
Wednesday, April 27, 1949, making the maximum maturity 24 months instead
of 21 months on all extensions of consumer instalment credit and reducing
down payments on all articles of fumiture, appliances, etc., from 15
per cent to 10 per cent. The one-third down payment required on auto-
mobiles is retained. Fumiture, appliances and other articles costing
less than $100 are exempted from the scope of the regulation. Previously
articles costing less than $50 were exempted*

In commenting on the Board*s action, Chairman McCabe said:

"This further step in liberalization of the regulation of
consumer instalment credit is In conformity with the Board®s
policy of using flexibly credit and monetary authority entrusted
to the Reserve Syster™ It is iIn accordance with the System®™s
broad purpose of contributing to the national objective of
stable economic progress.

"Most of the conmodities subject to the regulation are now
in supply at prices more favorable to the consumer than prevailed
last year. Although the regulation is of limited scope, as It
affects only a relatively small segment of the credit structure,
nevertheless 1t has made a wortiwhile contribution to the main-
tenance of sound credit conditions and helped to prevent the
consuming public from contracting an excessive amount of iIn-
stalment debt during the period of inflation.

"In relaxing the regulation at this time the Board had In
mind not onlly current credit developments and current trends in
employment and business but also the relation of the total vol-
une of iInstalment credit to national income. Any Increase iIn
that credit to which relaxation of the regulation might contri-
bute would not under present circumstances be a significant
element in reviving inflationary pressures. [If, however, such
a condition were to arise again, | am sure the Board would act
promptly to meet the situation,”

The text of the amendment is attached™*

Attachment
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AMENDMENT NO* 4 TO REGULATION W

Issued by the Board of Governors of the Federal Reserve System

Regulation W is hereby amended in the following respects,

effective April 27, 1949:

l« By changing "$50.00" in Part 1 of the Supplement -to read

""$100.00".
2. By changing 15 per cent" and "85 per cent" in Part 1,
Group B of the Supplement to read, respectively, '10 per cent" and
90 per cent'.
3. By changing Part 2 of the Supplement to read as follows:
Part 2. Maturities. - The maximum maturity for
all listed articles and for unclassified instalment
loans is 24 months.

4. By changing the figure 24" to "27" in Part 3 of the

Supplement.

4/22/49
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BOARD OF GOVERNORS
OF THE
FEDERAL RESERVE SYSTEM

Statement for the Press

For release In morning newspapers,
Saturday, May Ik, 19u9 May 13, 19h9
Effective Monday, May 16, \9k9, the Board of Govermors has amended
Regulations T and U (margin requirements), increasing from £0 to per cent
the loan value for securities acquired through the exercise of subscription
rights, whether exercised by the original holder or by a purchaser of the
rights. The amendments specify that such transactions shall be set aside
in a special account and that substitutions or withdrawals may not be made
in the account. , No new credit may be granted to a customer on the prefer-
ential terms If such a credit has been outstanding more than nine months
without being changed to the 50 per cent basis generally applicable under
the regulations#
Copies of the amendments are attached.

Attachments
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AMENDMENT NO. 9 TO REGULATION T

Issued by the Board of Governors of the Federal Reserve System

Effective May 16, 1949, Regulation T is hereby amended by striking
out section 6(1) of said regulation and by adding the following subsection
at the end of section U of said regulation:

"(h) Special subscriptions account. - In a special sub-
scriptions account a creditor may effect and finance the acqui-
sition of a registered security for a customer through the exer-
cise of a right to acquire such security which is evidenced by a
warrant or certificate issued to stockholders and expiring within
90 days of issuance, and such special subscriptions account shall
be subject to the same conditions to which i1t would be subject
ifT 1t were a general account except that

(D Each such acquisition shall be treated

separately in the account, and prior to initiating the

transaction the creditor shall obtain a deposit of cash

in the account such that the cash deposited plus the

maximum lean value of the securities so acquired equals

or exceeds the subscription price, giving effect to a

maximum loan value for the securities so acquired of

75 per cent of thelr current market value as determined

by any reasonable method;

"(@ The creditor shall not permit any withdrawal of

cash or securities from the account so long as there 1is a
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debit balance in the account, except that when the

debit connected with a given acquisition of securities

in the account has become equal to or less than the

maximum loan value of such securities as prescribed

for general accounts, such securities may be trans-

ferred to the general account together with any remain-

ing portion of such debit; and

"(@) No security may be acquired in the account

at any time when the account contains any security

which has been held therein more than nine months

without becoming eligible for transfer to the general

account.

"In order to facilitate the exercise of a right in accordance with
the provisions of this section, a creditor may permit the right to be trans-
ferred from a general account to the special subscriptions account without

regard to any other requirement of this regulation.™
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AMENDMENT NO. 10 TO REGULATION U

Issued by the Board of Governors of the Federal Reserve System

Effective May 16, 194-9, Regulation U is hereby amended by changing

section 3(p) of said regulation to read as follows:
"(p) A loan need not comply with the other requirements

of this regulation if it is to enable the borrower to acquire

a stock by exercising a right to acquire such stock which is

evidenced by a warrant or certificate issued to stockholders

and expiring within 90 days of issuance, provided that (l) each

such acquisition under this subsection shall be treated separately,

and the loan when made shall not exceed 75 per cent of the cur-
rent market value of the stock so acquired as determined by

any reasonable method, (2) while the borrower has any loan out-

standing at the bank under this subsection no withdrawal or

substitution of stock used to make such loan shall be permissible,

except that when the loan has become equal to or less than the

maximum loan value of the stock as prescribed for section 1 in

the supplement to this regulation the stock and indebtedness may

thereafter be treated as subject to section 1 instead of this sub-
section, and (3) no loan shall be made under this subsection at
any time when the borrower has any such loan at the bank which has

been outstanding more than 9 months without becoming eligible to

be treated as subject to section 1. |In order to facilitate the

exercise of a right under this subsection, a bank may permit the
right to be withdrawn from a loan subject to section 1 without

regard to any other requirement of this regulation.”

5-13-49
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GENERAL MR ELECTRIC

COMPANY

ODNEHAL H_ECTRIC BUILDING
S0 LEXINGION AVE AT 51«ST,,NW YCRK 3S.NY.

JUP

PHILIP D. REED

G-ARVIN G- THE BOYRD
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June 24, 1949

Hon. Eugene Meyer
THE WASHINGTON POST
Washington 4» C.

Dear Gene:

Thanks greatly for your note of June 21st
enclosing a copy of a letter recently issued by
Mr. P. L. Smith, President of the National
Association of Electric Companies.

You may recall we discussed this change in
regulations "T" and MJ in Washington last month,
and | congratulate you on the part you played in
getting the modification through. I haven’t
the slightest doubt that it will be helpful.

Warm regards.

PDR: HA

Federal Reserve Bank of St. Louis

1949
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BOARD OF_GOVERNORS
a-TH

FEDERAL RESERVE SYSTEM
WASHNGICN

July 7, 194-9.

Mr. Eugene Meyer,
The Washington Post,
Washington 4> D.C.

Dear Mr. Meyer:

Thank you for letting me see Richard Smithrs memo
randum to Timels Business Department. | return it herewith.

He gets the general idea very clearly. | am

glad you urged the statement to correct Mr. Ecclesl position.
Otherwise it would not have been issued in all probability.

Elliott Thurston,
Assistant to the Board.

Enclosure

Federal Reserve Bank of St. Louis



WA /NY
TOt BIRMINGHAM JUNE SO, 1M»
EROMt DICK SMITH WASHINGTON) (SLC)

TED'S OPEN MARKET OPERATIONS - PIT

VWHEN TWHELVE HEN GET TOGETHER TO TAKE ACTION ON ANYTHING AS SENSI-
TIVE AS THE "ONEY MARKET, THEY STOP USING THE ENGLISH LANGUAGE AS A
VEHICLE OI' COMMUNICATION.  TED'S CPEN MARKET COVMITTEE IS NO EXCEPTION,
APPARENTLY THE COMMITTEE WAS TRYING TO INTIMATE, RATHER THAN DECLARE,
ITS INTENTIONS VWHEN IT ANNOUNCED TURTHER EETORTS TO LOOSEN CREDIT.
PUT BEVEN SO THE STATEVENT WAS AS CRYPTIC AS CODE

BRIEFLY, THE OQVMC EXPECTS TO CREATE A BETTER ATMOSPKRE ECR BORROWM
ING BY ALLOMNG THE PRICE OE GOVMERNVENT SECURITIES TO RISE. SINCE THIS
WILL REDUCE THE YIELD ON SUCH SECURITIES, THEY BEOOMVE LESS ATTRACTIVE
TO BANKS WHD THEN SEEK OTHER OUTLETS EOR THEIR BUNDS AND, WITH BANKS
LOOKING ECR INVESTMENT POSSIBILITIES, IT'S THEREEORf EASIER EOR BUSI-
NESS TO BORROWN. PREVIOUSLY, BED HAD MOVED INTO THE MARKET AND BROUGHT
ADVANCING BOND PRICES DOAN BY SELLING COVERNNENTS BRON ITS OAN PORT-
FOLIO} NOW, PRESUMABLY, IT WILL ALLOWN PRICES ON GOMERNVENT SECURI-
TIES TO RISE BEYOND THE POINT WHERE IT WOULD ORDINARILY HAVE SOLD SOVE
OB ITS OAN TO INCREASE THE SUPPLY, CGHEAPEN THE PRICE. THIS IS JUST
ANOTHER WAY OB TRYING TO STIMULATE CREDIT, (R AS ONE AOVER\CR DES
CRIBED IT, -PUSHING ON THE CREDIT STRING.-

AS THINGS NOW STAND, ABOUT THE ONLY OTHER METHCD BED HAS OB EASING
THE MONEY MARKET IS TO REDUCE THE RESERVE REQUIREVENTS.  TODAY, WITH
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TIB'S OPEN MARKET OPERATIONS - SMITH PACE TWO

THE EXPIRATION OT' AUTHORITY GRANTED IT BY THE «cTH CONGRESS TO INCREASE
(UNDERLINE INCREASE) RESERVE REQUIREVENTS, IT HAS CQUT ITS PREVIOUSLY

HIRED REQUIREIVENTS BACK TO THE STATUTORY LEVEL. THI« HAS BROUCHT ABOUT
AN S800 MILLION REDUCTION IN REQUIRED RESERVES OF MVEVEER BANKS, GO\
SEQUENTLY MACE THAT NOT INCONSIDERABLE AMOUNT AVAILABLE FOR OTHER PUR-
POSES. IF NECESSARY, FED COUD REDUCE THE REQUIRED RESERVES BHOV THE
STATUTORY MAXIMUM SAY, QUT THE RESERVES REQUIRED FOR ALL CENTRAL
RESERVE CITY MEVBER BANKS FROM ->* PERCENT TO 17 PERCENT, RELEASING
BEVEN MCRE MONEY FOR BUSINESS  INVESTMENT.

e 0«0O*C-

HARRIHER ECCLES* VETERANS SPEECH HAS OrT-THE-CUFF AND (HE THOUGHT)
Off-THE-RECORD. HOAEVER HIS TALK HAS AN ITERATION OF ONE HE MACE
BEFORE THE COMMONAEALTH ALWB OF CALIFORNIA LAST APRIL.  SAID ECCLES
THEN!

"WHEN SOVE EARLY EVIDENCES OF THE OURRENT DEFLATIONARY NOVEVENT
HERE BEGINNING TO APPEAR, | BEXPRESSED THE HOPE THAT NEHEDED READJUST-
HENTS WOULD BE PERHITTED TO OCCUR  IT IS INPORTANT NOT TO DISSIPATE
QLR BASIC HEBEVENTIS OF STRENGTH AND OLR CGUSHIONS AGAINST THE OURRENT RE
CESSION IN AN ATTEMPT TO SHORE WP THE BOONOWY AT PRESENT INFLATED
LEVELS, THUS PERPETUATING ECONOMIC DISLOCATIONS THAT DEVELOPED IN THE
INFLATION PROCESS. THE DEHATIONARY DRIFT OF RECENT MONTHS HAS BEEN
PAINFUL TO SONE, BUT BENEFICIAL TO OTHERS. IT WAS CERTAINLY UNAVOID-
ABLE AT SOVE STAGE AND LESS ONOROUS NOV THAN IT WOULD BE IF AURTHER
DELAYER BY USING ONE COSTLY PROP ATTTR ANOTHER
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TOD'S OPEN MARKET OPERITICNS - SMITH PACE THREE

-ONE DANCER IS THAT VWE WILL NOT' PACE WP TO THE NECESSITY FOR
ADEOUATE READJUSTVENTS.  IT IS POLITICALLY DIFFICULT TO RESIST THE
NUVEROUS MINORITY PRESSURE CROUPS. EACH ONE WANTS THE BENEFITS OF IN
FLATICN FOR HIMSELF, RUT HE WANTS THE OTHERS TO PAY FOR THEM THE
FARVER WANTS A HOOR UNDER HIS PRICES AT PRESENT KICK LEVELS, BUT HE
WANTS LOAER LABOR AND LIVING COSTS. LABOR HAS FOUGHT FOR LOVER PRI-
CES, BUT RESISTS LONER WACE COSTS. BUSINESS WANTS COMPETITIVE HREE
ENTERPRISE, BUT DOES NOT WANT TO MAKE COMPETITIVE PRICF REDUCTIONS.

NEEDED PRICE READJUSTVENTS SHOULD NOT BE POSTPONED BY PUMPINC
MORE EASY CREDIT INTO THE ECONOMY. IN My OPINION, TOO MUCH CREDIT
HAS ALREADY QONE INTO HOUSING AND PURCHASES OF GONBUVER GOODS AT IN-
HATED PRICES.»

ECCLES, HOMEVER DID APPROVE OF THE OMC EFFORT TO STIMULATE CRE
DIT) THE TIMES INCORRECTLY REPORTED HIM AS DISAPPROVING IT.

PACKETINC OMC RELEASE AND FED'S ANNCUNCHVENT OF THE RETURN OF
RESERVE REQUIREIVENTS TO THE STATUTORY MAXIMUM

MM...6155P
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CHAMBER OF COMMERCE OF THE UNITED STATES

WASHINGTON

HERMAN W. STEINKRAUS July 8, 19U9

Mr. Eugene Meyer
The Washington Post
Washington, D. C.

Dear Mr. Meyer:

Thank you very much for your note of June 21
inclosing the statement by Mr. P. L. Smith of the National
Association of Electric Companies. | 'm sorry that we failed
to embody the suggestion that companies sending out rights
should call attention of the stockholders to relaxed
borrowing provisions.

Mrs. Steinkraus and | enjoyed the visit at your
Mount Kisco home very much that Sunday. Ve not only enjoyed
visiting with you, but were delighted at the opportunity
of meeting your charming and brilliant wife, as well as
other members of your family and friends.

I think I ’'mbeginning to see the job that is cut
out for me over here. | shall -try my best to do something
about it. If I get in too deep, 1’'lIl be coming over and
asking for advice.

With kindest regards, | am

Very sincerely yours

A Nationwide Federation ofAmerican Business Organizations
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m DRAFT
CONFIDENTIAL July 1949

THE EQUITY CAPITAL SITUATICN

Until recently there has never been a general unwillingness on the
part of investors in this country to take reasonable risks with their savings.
At times we have experienced an actual shortage of savings, but never a
significant lack of interest in risking those that were available if there
was a prospect of sizable return. Such risk-taking became an American
tradition. It resulted in the rapid development of our resources, expanding
production, and a steadily rising standard of living.

At times the desire to take risks became so great that serious
social problems arose, as, for instance, in the case of the speculative common
stock boom of the twenties, and it was necessary to adopt measures to protect
the economy from such over-exuberance.

Since the war we have been faced with the opposite situation. In
spite of an abundant supply of savings, the market for common stocks was
sluggish in its response to what historically were stimulating circumstances
of inflation and high earnings. Stock prices continue low in terms of divi-
dends as well as sustained earnings. As the following table shows, common
share values, measured in relation either to cash dividends or to earnings,
have undergone a radical change since prewar:

Interest Rates, and Bond and Common Stock Yields
(In per cent)

- 1949"* 1948 1222 1929
Rates on commercial loans of banKs 2.7 2.6 2.8 5-8
Bond yields (Aaa) 2.7 2.8 3.0 4.7
Industrial Common stock yields 1/
Dividend/price ratios 7.1 5-9 3.9 3.8
Earnine-s/price ratios 14-3** 14.8 6.4 6.1

1/ From Afoody’ s Investors Service and based on 125 stocks.
* First half.

** First quarter.

.org/
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When the apathy to risk-taking reflected in these figures was
first apparent it was ascribed to a natural "burnt fingers" reaction to
the 1929-32 stock market collapse. Later a plausible reason seemed to be
investors’ fears of a serious postwar depression. However, by now it appears
that this apathy may go much deeper. Clearly its persistence is to be viewed
with concern.
As everyone recognizes, the supply of equity or ownership capital
is of vital importance to a dynamic, expanding economy. By equity capital |
mean those funds supplied to a business free of any fixed lien or debt obli-
gation. Equity capital is essential to a business because it permits growth
and risk-taking without fear that a temporary period of poor earnings will
mean hardship. The use of equity rather than borrowed capital by industry
renders the economy less vulnerable to debt liquidation, Moreover, enter-
prises which maintain high equity ratios are better able to get credit in a
depression if it is needed. Thus the sources, availability, and flow of
equity capital are of primary importance as they relate to the national
objective of economic stability at high levels of production and employment.
Stock financing by business corporations has been particularly
low since the fall of 1946. Hew comnon stock issues have averaged only about
10 per cent of total new corporate security issues. In earlier periods of ex-
panding economic activity the ratio averaged approximately 15 per cent. Since
the fall of 1946 businesses have obtained new funds for capital outlays pri-
marily from bank and insurance company loans and retained earnings, rather
than from sales of stock on the market. In the interests of future economic
stability it would probably have been better if both large and small business
enterprises had financed more of their recent investment expenditures with

equity and less with borrowed capital.
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I should like to discuss three major aspects of the equity
capital situation as follows:

(1) Why are individuals not buying more shares in business
enterprises?

(2) Why are business enterprises not obtaining more funds
- through stock sales?

(3) wy suggestions as to what can be done about the situation.
Why are Individuals not Buying Jiore Shares in Business Enterprises?

Desire for Security. There is no single reason why investors do
not buy equity shares in business. We know that the volume of individual
savings today is tremendous, and it is not therefore a shortage of available
funds that prevents people from buying coomon stock. | am firmly convinced
that an important reason for people not buying common stocks is the increased
emphasis which they place upon security and safety of their savings rather
than upon prospects of gain. Security rather than opportunity has recently
become more and more a part of our national philosophy. The disappearance of
the frontier and the end of geographic expansion, the unsettled state of inter-
national affairs since the turn of the century, and the dark memories of fi-
nancial collapse and depression in the early thirties have caused people to
seek security in investment as well as in Government intervention to mitigate
economic and social disparities and instability.

The desire of individuals for safety in investments has been
revealed in the Surveys of Consumer Finances conducted in postwar years for
the Board of Governors of the Federal Reserve System by the Survey Research
Center of the University of Michigan. These surveys suggest that an over-

whelming majority of the population as a whole save primarily for security
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reasons, such as for a rainy day, old age, and emergencies. In the survey
conducted early in 1948, covering all groups in the community, 62 per cent
of those interviewed were opposed to holding conmon stock in business enter-
prises. Twenty-six per cent felt that comnon stock was not safe, while 30
per cent were not familiar with stock as an investment opportunity. In
interpreting these results it should be remembered, of course, that owner-
ship of conmon stock has never permeated all groups in the community.

The emphasis on safety is reflected in the large volume of
individual savings currently being held in the form of Government bonds;
of deposits, shares, and reserves in such non-commercial bank and financial
institutions as life insurance companies, savings and loan associations, and
savings banks; as well as of reserves in private and Government pension and
trust funds. A big proportion of individual savings is channeled into and
through these institutions. In 1948, for example, the flow of individual
savings into life insurance companies, savings and loan associations, and
mutual savings banks alone totaled almost 6 billion dollars. The flow of
funds over the past fifteen years into these channels exceeded 75 billion
dollars. None of these institutions are permitted to include equity securi-
ties in the portfolio which they hold against these savings. The fact that
the dollar volume of funds flowing through recognized savings institutions
is now greater than ever before has been a major influence in the recent
large supply of debt relative to stock money available to business enterprise.

Increased Taxes. The increased rates of taxation imposed to
finance the Government's heavy expenditures of recent years is another factor

that has affected the flow of individual savings into business equities. High
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taxation at prevailing levels of national income, however, seems to be
affecting the incentives to invest much more than it has the availability
of funds. The dollar volume of individual saving and the volume of such
saving in the hands of individuals with relatively large incomes are now
much greater than they have ever been. In addition, the proportions of
incomes that people save has been considerably greater since the end of
the war than it was in prior prosperous years. In 1947> the 10 per cent
of individuals with highest income (roughly 06,000 upwards) were still
responsible for somewhat over half of the total volume of saving and the
dollar volume of saving by these individuals was far above that of earlier
prosperous years. However, since the highest rates of the progressive in-
come tax apply to this group, their incentive to invest in risk assets that
may yield high returns are diminished in favor of tax exempt investments.

Tax-Exempt Investments. The investment of upper income savings
in State and local government securities and insurance policies has been
accelerated by the tax-free status of such securities and, for practical
purposes, of all life insurance company investment income. The technical
problems involved in applying individual income taxes to State and local
security holdings and life insurance investment income are numerous and
difficult of solution. There is no question, however, that the current
tax-free status of these forms of income has drawn funds of many wealthy
individuals away from investments in business enterprises.

Small Cash Dividends Relative to Earnings. Some investors are
not buying more stock because they observe that many companies are retaining
a large proportion of their earnings rather than paying dividends. The new
stock money that businesses might obtain if they paid out higher dividends

would have to be balanced, of course, against the smaller volume of retained
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earnings directly available for investment expenditures, i”ore thought and
study might very well be given to the relative advantages to the nation of
the form that equity financing takes, that is, equity financing through
retained earnings or through the proceeds from stock sales.

Lack of Knowledge. Despite the general trend to safety and
security there are many who are willing to take the risks and invest their
funds in expectation of gain. Anmong these are a new group of people with
savings, including farmers, skilled laborers, proprietors of small businesses
and professional men. Many of these potential investors, however, lack
knowledge about stock investment.

VJw are Business Enterprises not Obtaining more Funds through Stock Sales?

There have been powerful inducements for business enterprises to
finance their recent expenditures in ways other than through stock sales.

High Cost of Equity Capital. Perhaps the most important of such
inducements has been the low cost of debt money both absolutely and relative
to the dividend disbursements prevailing on common stocks. Interest rates
on bank loans and long-term bond money, as is indicated above in the table,
are currently much below those of previous years while yields on comnon
stocks are exceptionally high.

Availability of Retained Earnings. An especially attractive source
of equity funds has been undistributed profits. This form of equity capital
has been a very important source of business funds since the end of the war.
Undistributed profits can in a sense be considered free of carrying charge,
for their volume* is determined by management decisions concerning dividend

disbursements. In 1948, a year of abnormally high profits in relation uwo
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capital investment, business corporations as a group retained over half of
their profits after income taxes as compared v&th less than a quarter in
1929. Inventory profits, however, represented a much larger proportion of
earnings in 1948 than in 1929. Inasmuch as these inventory profits were
largely the result of price increases and might be offset in whole or in
part by subsequent inventory losses resulting from price declines, they
were considered in many cases to be unavailable for distribution as cash
dividends.

As was mentioned earlier, these decisions of corporate managements
to retain a larger proportion of earnings have probably had some effect on
the failure of stock prices to rise. Had dividend disbursements been larger,
undoubtedly stock prices would have been more attractive and more new stock
issues would have been sold.

Study of stock market behavior over the period 1895-1946 indicates
that dividend/price ratios of stocks were much more stable than earnings/
price ratios and reflected better the changes in stock market sentiment.
These data suggest that investors attach more significance to the dividends
they get from stock ownership than to the reported earnings. In the recent
inflationary period investors have been especially uncertain as to whether
undistributed earnings would eventually result in higher dividends and
capital gains.

Tax Advantage of Debt Financing. The tax structure has also
affected the businessman's choice as between debt and equity financing.

In the case of corporate enterprise, interest on debt is a business expense
and therefore a deduction in determining earnings subject to taxes. After

these earnings have been reduced by the full amount of the component income
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tax, any dividends paid from the remainder to individuals are included in

their taxable income. These aspects of the tax structure provide a

strong inducement for corporations to finance their expenditures with debt

rather than stock financing. The fact that interest payments aie, and
dividend payments are not, deductible from corporate income in computing
taxes means that the spread between the cost of stock and bond financing
after allowing for the tax advantages of bond financing is appreciably

greater, as the following illustration shows:

Cost of 105.0Q0.0QQ of New Equity vs. Debt Capital

# Current yield, as per Table 1.

Federal Reserve Bank of St. Louis

Capital Structure (after flotation) Company A Company B
Bonds - 3/ coupon* 0 0 $5,000,000
Conmon stock 9,500,000 -4,500,000
Surplus 500,000 500,000

Total Capital $10,000,000 $10,000,000

Earnings for current year
Before taxes and fixed charges $1,000,000 §1,000,000
Less: Bond interest 0 150,000
Before Federal incomes taxes 1,000,000 850,000
Less Income taxes (38f) 380,000 323,000
After Federal income taxes 620,000 527.000
Less Dividends on comnon stock of 7%* 665,000 315.000
Balance transferred to surplus $ - -45,000 ft 212,000

Cost of New Capital
Interest on bonds $ 0 SO Do
Additional income tax 57,000 o
Dividends on additional stock 350,000 N

$ -407,000 ft 150,000
As a %of capital employed 8.1A% 3.00f,
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My Suggestions as to What Can Be Done About the Situation

I would like to make certain suggestions which | think will help
solve this problem of the impediments on businesses who might wish to sell,
and the reluctance of investors who might be induced to buy, common stock.
As such they do not necessarily represent those of the Board.

Taxation. M/ first suggestion is that Congress initiate a
thorough review of the tax situation from the point of view of its effect,
freouently inadvertent, upon the availability of equity capital. Unfor-
tunately there never seems to be a convenient time for such a basic overhaul
of the tax structure. Last year, when we had a substantial surplus, we
elected to reduce taxes without revamping the tax structure. Now with
deficit financing facing us, we hesitate to do anything that will cause a
loss of revenues. Therefore, a fundamental reform of the tax system tends
to be neglected and postponed in times of receding business as well as in
times of prosperity. We should have the courage at any time to correct the
basic inequities that exist. Anong the many suggestions that have been
made, the ones discussed below seem to ne the most important.

There is no doubt that some additional investments in corporate
equities would result from a reduction of income tax rates, particularly
those applicable to the higher brackets. It is difficult to tell how much
additional investment would be induced by a given lowering of tax rates.
Since the aggregate amount of income in the high tax brackets is relatively
not large, only a small volume of new funds would be directly made available
for new investment ty a reduction in the personal income tax rate in those
brackets. The indirect effects in attracting previously accumulated wealth
that is now held in other forms than equity investment, however, might be

significant.
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Some attention should also be given to the problem of tax ex-
emption of individual income derived from State and local government secu-
rities and the special tax status of life insurance company investment.
Such action might divert the flow of individual savings from the purchase
of such securities, annuities, and insurance into listed stocks or small
business enterprises.

There is another type of adjustment of the personal income tax
structure that should be considered in connection with the edAlity capital
situation, that is, more liberal provisions for cariying forward and back-
ward losses growing out of business operations. Such a change in the tax
structure would encourage direct investment ty owners of small unincor-
porated enterprises and partnerships.

Another feature of our income tax structure to consider is the
double taxation of corporate dividends. There is little reason on equity
grounds to tax both the corporation and the individual investor on the same
income. However, there is the practical problem of levying a tax on that
part of corporate income not paid out in dividends and therefore not re-
ceived and taxed as personal income. One solution to this problem that has
been proposed is to continue a moderate corporate income tax and permit
corporations to deduct from their taxable income the dividends they pay to
stockholders. This solution would not only encourage more corporate
financing through equity securities but would also encourage more individual
purchases of corporate stocks ty tending to decrease the proportion of
corporate profits retained in the business.

If the basis of corporate income taxes were to be changed in the
manner suggested Government revenues from this source would undoubtedly

decline somewhat, though not by an equivalent amount. The Congress would
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of course have to devise alternative taxes to offset their decline in revenue,
but the potentialities for stimulating productive investment of equity capital
are sufficiently promising to warrant such action.

Attention might also be directed toward a revision of the tax laws
which would permit more rapid depreciation of plant and equipment. Allowing
business concerns to amortize the cost of additions and betterments over a
relatively short period of time, and to deduct these depreciation charges
in computing their taxable net income, would provide a stimulus to business
investment at this time. Moreover, by permitting larger tax-free recovery,
through increased depreciation charges, of funds invested in plant and
equipment, the short-run contraction of internal sources of funds that
characterize a downward drift in business activity would be lessened. In
the long-run, of course, total business depreciation charges would be the
same despite the acceleration, and ultimate Treasury tax receipts would not
be affected appreciably.

A final feature of the income tax problem is the treatment of
capital gains and losses. The volatility of capital gains over a period
of time deserves more consideration than it has received. From an invest-
ment point of view some of the objection to the capital gains tax might be
met if a method were devised enabling individuals to average their capital
gains and losses over a number of years in order to determine their taxable
income. However, I mention this only in passing, as it is a complicated
question and one which would require careful study.

Life Insurance and Fiduciary Investments
My second major suggestion for alleviating the equity capital

problem is to liberalize the investment opportunities open to fiduciary

.org/
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institutions, particularly the life insurance companies. One of the most
fruitful areas of study for constructive action on the equity capital prob-
lem is the investment activities of these institutions. In view of the
large volume of individual savings flowing into private pension and
insurance reserves, the legal restrictions on insurance companies and
other fiduciaries which prohibit them from investing in corporate stocks
should be modified. 1 feel strongly that these restrictions, rightly
established many years ago as safeguards needed at that time, are now out
of date in the light of changed savings and investment patterns. | recom-
mend that the life insurance companies, in cooperation with the proper state
authorities, explore fully the opportunities for investing in common stock
with the aim of modifying these restrictions.

Two of the most common arguments against relaxing the legal
restrictions on the investment opportunities of life insurance companies
and fiduciaries are:

(D) The risks of equity investments.

(@ Possibility of a concentration of industrial control in
large life insurance companies.

I do not deny that there is a certain element of risk involved
in the ownership of equity shares. Yet there is little ground in past
experience to support the broad premise that many permitted bond invest-
ments involve less risk than carefully selected common stock. Informed and
flexible investment policy together with sound judgment are much to be
preferred to rigid legal restrictions. The experience of endowment funds

of educational institutions, as well as of the fire iInsurance industry,
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which operate under fewer iInvestment restrictions, has demonstrated that
diversified investment in common stocks along with other types of securi-
ties can produce better than average return.

The alleged fear that insurance companies might gain control of
industries through common stock ownership is probably exaggerated, parti-
cularly in view of their need for investment diversification. However, to
preclude any possibility of such control it would be a simple matter to
limit the proportion of the securities of any one enterprise that a single
life insurance company would be permitted to hold.

Education and Merchandising

1 would like to urge the securities business to give extraordinary
consideration to ways and means of informing the public more fully about
the investment opportunities in stock ownership. It should be recalled
that 30 per cent of the individuals interviewed in the 1943 Consumer Fi-
nances Survey conducted for the Board of Governors of the Federal Reserve
System said they were against holding common stocks because they were not
familiar with them. Moreover, some of the largest gains in income since the
prewar period have been among groups like farmers, skilled labor, pro-
prietors of small businesses and some professional people whose knowledge of
common stocks is very limited. These facts pose an educational and mer-
chandising challenge to the securities industry.

There are, of course, many problems involved in the merchandising
of risk investments to the general public. We do not want the over-selling
of stocks to receivers of small incomes that characterized the years of the

late twenties. There are mary small income recipients who should not
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assume the risks of business ownership. But it seems clear that certain
merchandising adjustments can and should be made try the securities industry.
It should adjust itself to a changing market and seek to serve more
adequately the majority of upper-middle-income savers who invest, rather
than focus on the minority who trade in equity securities mainly iIn search
of capital gains.

I doubt if the great majority of small investors are familiar with
investment trust shares. Investment trusts have diversified holdings of
preferred and common stocks and other securities, and thus can offer the
small saver diversification of risk together with the higher income to be
derived from equity shares. There has been a great increase in the amount
of new money placed in investment companies since the passage of the Invest-
ment Company Act of 1940. During the four years 1945-43 sales of new open-
end investment compary shares totaled almost 700 million dollars. Although
investment company funds are rarely used to buy new issues of securities, the
money used to purchase existing issues becomes available to other share-
holders for the purchase of new issues.

Considerably more attention could be given ty corporations
themselves to cultivation of the market for future equity financing.

Certain ones have gone to great lengths to prepare their future market by
giving the general public, particularly their stockholders, more information
about their operations, their financial position and their earnings. Some
companies have also cultivated equity ownership ty their employees. Such
ownership can improve working relationships and enhance community goodwill

toward the compary as well. This and other measures of developing good
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public relations iIn the areas in which the plants are located often results
in a high percentage of stock ownership in those areas.
New Financing agencies

There might still remain a long-run equity capital problem for
business even if legislative changes in regard to taxation and investment
outlets for fiduciary institutions were feasible and if the securities
industry and businesses themselves did a more aggressive job of informing
the public about the advantages of stock ownership. Many individual con-
cerns, particularly small ones, do not at present have convenient access to
the savings that seek investment and others have no access to such funds
at all. In the long-run, there may be a need in this country for new types
of financing agencies to meet this problem, particularly for the channelling
of equity capital to small and medium-sized enterprises. At least three
types of financing agencies have been suggested and deserve further
consideration:

(1D Private financing companies;

(@) Special community funds and development corporations; and

() Capital banks.

Examples of the first two types of financing agencies are already
functioning. An illustration of the type of private financing company I
have in mind is the American Research and Development Corporation of Boston.
Established in 1946, this corporation obtains money from insurance companies,
trust funds, research and educational foundations, established iInvestment
companies, and individuals, and invests such funds in equities of new and
established business concerns that have some product or process to be

developed that is of scientific Importance. Thus, the corporation provides
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a channel whereby equity risks can be pooled and financed, in part at least,
by previously unavailable funds of fiduciary institutions.

Community development corporations are usually privately sponsored
and obtain their funds from leading citizens and established business enter-
prises in the community. Their primary purpose is to bring enterprises that
need capital into contact with a pool of funds composed of small amounts of
money that might separately not be available for investment. These plans
have the advantage of diversifying risks and yet at the same time leaving
the financing decisions with local individuals who are familiar with the
capabilities of the business men in their communities. Among the communi-
ties with prewar plans that are still operating are Baltimore, Maryland;
Louisville, Kentucl<y; and Easton, Pennsylvania. More recent plans aimed at
aiding the reconversion of relocation of business concerns after the war have
been developed at Albert Lea, Minnesota and Ashtabula, Ohio.

The capital bank proposal has been advanced by many individuals
and organizations iIn the past and most recently by the Committee for
Economic Development. The general purpose of the proposal is to add to
our present banking structure a set of new banks to provide long-term loan
and equity capital to business, particularly to small enterprises.
Concluding Remarks

Thus far 1 have treated debt and equity financing largely as
alternative means of raising capital for a business enterprise. This
emphasis may create a somewhat distorted impression of the part which each
plays. Debt and equity are actually complementary ways of financing busi-
ness though they must be properly balanced in order to achieve a sound

financial structure.
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There is another aspect of the relationship to which attention
should be directed. We generally assume that debt expansion increases the
financial resources of a business, and that debt repayment reduces those
resources. This is a correct view in the short-run, but over the longer-
run, debt financing may be a means of building up equity. | have reference
to debt incurred on a basis that calls for its gradual repayment out of the
retained® earnings of enterprise. Thereby, resources originally acquired with
borrowed capital are gradually refinanced out of equity capital. Over the
past two decades, there have been important technical developments along
these lines iIn the credit fTield. The five to fifteen year term loan ex-
tended by many larger banks and most insurance companies, with repayments
budgeted in accordance with expected earnings, is an illustration of this
type of credit. Another example is market borrowing through the convertible
debenture. This type of obligation offers important incentives to manage-
ment to retain earnings in order to expand operations and build up profits
so that holders will be induced to convert their bonds into the company’s
common stock.

As you will gather, 1 am a confirmed optimist regarding the future
of America. 1 Firmly believe that the basic characteristics of our economy
are expansion and growth. Economic expansion presents a strikingly different
challenge than it did a hundred years ago. Then, the frontier of develop-
ment was the opening up of our great western resources. The geographic
frontier is gone, but we still have a frontier of development. That
frontier is technology— the technology of producing more and better goods
with the resources we know are available and the technology of distributing

those goods on a mass basis for the constant improvement of the standard of
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living of all. To realize our potential sustained expansion, we need to be
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concerned with assuring a steady and adequate flow of savings into equity
ownership. | sincerely believe that if we are in earnest, ways and means

can be found for accomplishing this purpose that are fair and equitable to

everyone concerned.
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BOARD OF GOVERNORS

OF THE
FEDERAL RESERVE SYSTEM

WASHINGTON

OFFICE OF THE CHAIRMAN

July 20, 191*.
Dear Mr. Meyer:

I was asked by the Senate Banking and Currency
Comittee to prepare a statement on the problems In connec-
tion with equity capital financing, together with suggestions
for solution of these problems. Subsequently | was also
asked by the Committee on the Economic Report, of which
gcri)v_ator O*Mahoney is Chairman, to write a brief on the sae
yject.

Since 1 have such a high regard for your opinion |
am imposing on our friendship to solicit your assistance in
giving me your critical coments and suggestions on the
enclosed rough draft of my preliminary thoughts on the subject.

You realize, of course, that this draft iIs a confi-
dential one and that 1 would be enbarrassed If there was any
leak at this stage. 1 have no dbjection 1o ¥0ur dlscussmg
it with sare of your close associates, but
let 1t get out of your hands.

I would like to complete the final draft by the
first part of next week and would therefore appreciate your
comments as soon as possible.

With warmest regards,

Sincerely,

Mr. Eugene Meyer,
The Washington Post,
Washington, D. C.

Enclosure
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weet ®ashniott |3es

WASHINGTON 4. D C

Jhly 22, 1949

Dear Mr. McCabe:

I received your letter and the
touches all the high spots of the subject, have a
few opinions which 1 make free to express.

On page 2 you estimate new common Issues
as about 1<# of new corporate
seen a figure iIn Business Week or
of less than 5J. 1 do not have the

As you mention, a for the
equity capital i1s that equity to eo
large-income individuals out leaving
them, after taxes and to invest.

Such 1is practically not
Issues pay a much higher

to 2# good investments than paying common
stock Investments T brackets. ? firmly
believe that lower woulld produce
more Income as wexXVas more tal«

On the[subject of rapid depreciation of
plant and equipment, the prob: Is difficult when approached
Tfrom a theoretioal\point of ri X have heard many good
accountants™lscuss\thls sl t and their opinions run
from extreme* of no* all in the present depreeia-
tlon faroriglnal coat depreclatlon on the basis of

what ire company mena nt wants to make it. X think you
have o get away fVpn the theoretical approach and try to
ctical and iy  ae onthe basis of something in
« the two extirel Generally, | am against com-
e but the jsresent replacement cost Is so very much
depreciation on the original cost of plants
to Justify a compromise.

There is no precedent for the present situation
iIn replacement cost of obsolescence. X believe that a
modification on this front would be helpful, particularly
to new business enterprise.

I do not agree with you on inviting fiduciary

nstitutions into the_common stock ownership. It would be
i

i
limited in the beginning and, i1f it worked, the pressure
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would be to raise the limit. Nothing eould be worse than
to have a few life Insurance presidents run the industry
of a country.

Bisk enterprise does not fit in with trusteeship
responsibilities. A company owned by life insurance in-
stitutions, even with a 5# limit in any one company, if
availed of by a number of such companies, would be a busi-
ness run fTor the widows and orphans. Widows and orphans
do not belong In risk enterprise.

X have heard that the Mutual Life Infetirance Company
of New York found itself with goods bought as iiund invest-
ment which became risk enterprises because the mailroads
defaulted. My understanding is that thgy sold Itfiem out at
the bottom, in the early part of the

The possibility of a & itlon of iIMtastrial
control in life insurance companies i real threap? The
German banks used to be largeyamevs oj jrman industry,
as well as finance it. The backing ap] tch was not in the
public interest and worked badly

I once advised the of a Finance Committee
of Northwestern Univer whid large investment funds,
to buy common stoc inded that they only
budget as expendab ©/the sambo it they would have
been able to get rt of firstN is, say, 3-1/2# at
the time, and to it the balan< into reserves to be used
if dividend inc was reduced X suggested that they work
it out for 53 10, 5 and 20 yei back, to see how it would
work. Xt was done” \nd my und/4 standing is that the plan
Wis ""good many other institutions
o

the American Research & Development
as a type. Of course, their opera-
Professor Dorlot is an old and

B U Stas f6ioSS4*B & s)"*
- Institute of Technology and

a strong Board, among them Senator Flanders and Karl Compton
and others. Not many new business enterprise organizations

can possibly duplicate the technical research Tacilities

and Professor Dorlot.

very

X doubt therefore i1f the mention of this iInstitu-
tion means much.

This is a hasty and not iImportant contribution to
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your confidential preliminary draft* I have shown it to
Miss Anna Youngpian, our Tinancial and economic editor™

She was formerly in the Research Division of the Federal
Reserve Board and Is known to your people* Miss Youngaan
agrees with my views on the points which 1 mention in this
letter™*

With best wishes and high regard, 1 remain,
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July 22, 1979

Dear Mr. McCabe:

I received your letter and the enclosure* It
touches all the high spots of the subject* but 1 have a
few opinions which I make free to express*

On page 2 you estimate new common stock issues
as about 10~ of new corporate security Issues* 1 have
seen a figure in Business Week or some similar publication
of less than I do not have the means of cheeking this.

Ac you mention# a main reason for the lack of
equity capital i1s that equity capital used to come from
large-income individuals out of their earnings, leaving
them* after taxes and living expenses* capital to invest.
Such 1is practically not the case nowadays. Tax exempt
issues pay a much higher Income net in twenty-year 1-1/2#
to 2% good Investments than do most dividend paying common
stock investments for the upper Income brackets. 1 firmly
believe that lower upper bracket tax rates would produce
more Income as well as more equity capital.

On the subject of more rapid depreciation of
plant and equipment, the problem is difficult when approached
from a theoretical point of view. 1 have heard many good
accountants discuss this subject and thoir oplnl<*ns run
from extremes of no change at all in the present deprecia-
tion on original cost to a depreciation on the basis of
what the company management wants to make It. I think you
have to get away from the theoretical approach and try to
be practical and compromise onthe basis of something iIn
between the two extremes. Generally# 1 am against com-
promise but the present replacement cost iIs so very much
hl~ier than the depreciation on the original cost of plants
that 1t seems to me to Justify a compromise.

There 1s no precedent for the present situation
in replacement cost of obsolescence. I believe that a
modification on this front would be helpful* particularly
to new business enterprise.

1 do not agree with you on inviting fiduciary
nstitutions into the common stock ownership. It would be
i

i
limited in the beginning and* If it worked* the pressure
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would be to raise the Halt* Nothing could be worse than
to have a few life insurance presidents run the Industry
of a country.

Risk enterprise does not fit in with trusteeship
responsibilities. A company owned by life insurance in-
stitutions, even with a 5% limit in any one company, if
availed of by a number of such companies, would be a busi-
ness run for the widows and orphans, widows and orphans
do not belong iIn risk enterprise.

X have heard that the Mutual Life Insurance Company
of N*w York found Itself with goods bought as sound Invest-
ment which became risk enterprises because the railroads
defaulted. Ky understanding is that they sold them out at
the bottom. In the early part of the war.

The possibility of a concentration of industrial
control In life insurance companies is a real threat. The
German banks used to be large owners of German industry,
as well as finance it. The banking approach was not in the
public Interest and worked out badly.

X once advised the Chairman of a Finance Committee
of Northwestern University, which had large investment funds,
to buy common stocks in 1939. I recommended that they only
budget as expendable the state income that they would have
been able to get out of first class bonds, say, 3-1/2% at
the time, and to put the balance into reserves to be used
If dividend Income was reduced. X suggested that they work
It out for 5, 10, 15 and so years back, to see how It would
work. It was done and my understanding Is that She plan
was adopted and spread Into a good many other institutions
of learning.

You mention the American Research & Development
Corporation of Boston as a type. Of course, their opera-
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affiliations with Massachusetts Institute of Technology d
a strong Board, among them Senator Flanders and Karl Compton
and others. Not many new business enterprise organizations
can possibly duplicate the technical research facilities

and Professor Doriot.

X doubt therefore If the mention of this Institu-
tion swans much.

This is a hasty and not Important contribution to



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

your confidential preliminary draft. X have shorn it to
Miss Anna Youngman, our financial and economic editor™*

She was formerly in the Research Division of the Federal
Reserve Board and is known to your people. Miss Youngman
agrees with my views on the points which 1 mention in this
letter.

With best wishes and high regard, 1 remain,

Sincerely yours,

Eugene Meyer

Honorable Thomas B. McCabe, Chairman,
Federal Reserve System,
Washington £5, D. C.
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BOARD OF GOVERNORS

OF THE
FEDERAL RESERVE SYSTEM

WASHINGTON

OFFICE OF THE CHAIRMAN

July 25, 1949.

Mr. Eugene Meyer,
The Washington Post,
Washington 4, D. C.

Dear Mr. Meyer:

I find that I am becoming more and more ac-
customed to expect wise advice from you when | come to
you with my problems. | especially appreciate your
prompt response to my letter about equity capital and
the frank and pithy expression of your views.

Our main divergence is on the problem of per-
mitting life insurance companies to make equity invest-
ments. | had not heard before the point you make,
namely, that the managers of risk enterprise would be
unduly hampered if their equities were owned by insur-
ance companies. | want time to ponder that one and to
consult on it. Personally, I am greatly Impressed by
the sheer magnitude of the savings funds flowing to
and through the insurance companies for investment.

With warmest regards,

Sincerely,

LorSs B. McCabe.



fiA

July 27, 1979

Dear Mr. Smitht

Some time ago you circularized your membership
and suggested that they mention the Federal Reserve rul-
ing In connection with their issuance of rights.

Have you any reason to believe that any of
your membership are doing so?

With cordial regards, 1 remain,

Sincerely yours,

Eugene Meyer

f Mr. P. L* Smith, President,

vT) National Association of Electric Companies,
Suite 510, 1200 ISfch Street, N. W.,
Washington 6, D. C.

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



P. L.SMITH
PRESIDENT

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

AL -31349

NATIONAL ASSOCIATION OF ELECTRIC COMPANIES

SUITE 510,1200 EIGHTEENTH STREET, N.W.

WASHINGTON 6, D. C.

August 2, 1949

Mr, Eugene Meyer
The Washington Post
Washington 4> D. C.

Dear Mr. Meyer:

In reply to your letter of the 27th, | do not have
definite information that any of our membership has mentioned
Federal Reserve ruling in connection with its issuance of
rights, but I am tiying to ascertain if any has done so or
plan to do so in forthcoming financing. | will advise you
later of the facts. However, we have had several inquiries
concerning the regulation so at least some are giving it care-
ful consideration.

PLS/t



BOARD OF GOVERNORS

OF THE
FEDERAL RESERVE SYSTEM

WASHINGTON

OFFICE OF THE CHAIRMAN

August 5, 19U9*

Mr. Eugene Meyer,
The Washington Post,
Washington, D. C.

Dear Mr. Meyer:

I have sent my statement on the equity
capital situation over to Senator Robertson today
and also to the Joint Committee on the Economic
Report. A copy is enclosed.

I am deeply grateful for all your help
on this.

With wannest regards,

Sincerely,

Enclosure
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Kisco and acknowledge with thanks your statement on the
equity capital situation, which | shall read with great
interest*

With kind regards, | remain,

Sincerely yours,

Eugene Meyer

Honorable Thomas B* McCabe, Chairman,
Board of Governors of the

Federal Reserve System,
Washington 25, D* C*
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