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A meeting of the Board of Governors of the Federal Reserve

SY-stem was held in Washington on Wednesday, August 19, 1942, at

11:30 a.m.

PRESENT: Mr. Eccles, Chairman
Mr. Ransom, Vice Chairman
Mr. Szymczak
Mr. Draper
Mr. Evans

Mr. Morrill, Secretary
Mr. Bethea, Assistant Secretary
Mr. Carpenter, Assistant Secretary
Mr. Clayton, Assistant to the Chairman

The action stated with respect to each of the matters here-

inafter referred to was taken by the Board:

The minutes of the meeting of the Board of Governors of the

Federal Reserve Sy stem held on August 18, 1942, were approved unani-

mously.

Memorandum dated August 14, 1942, from Mr. Morrill, recom-

Mending that Bruce L. Moffett be appointed as a guard in the Secre-

ta I
s Office on a temporary basis for an indefinite period, with

salary
at the rate of $1,500 per annum, effective as of the date upon

Which he enters upon the performance of his duties after having passed

alttisfactorily the usual physical examination.

Approved unanimously.

Memorandum dated August 13, 1942, from Mr. Goldenweiser,

1)il'ector of the Division of Research and Statistics, recommending
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that the following

sion be approved:

Name

F
rederick C. Dirks
J. Burke Knapp
Richard A. Musgrave
Paul Simpson

-2-

increases in salaries of employees in that Divi-

Title

Associate Economist
Associate Economist
Associate Economist
Junior Economist

Approved unanimously, ef-
fective September 1, 1942.

Salary Increase 
From To

$4,400 $5,000
4,400 5,000

4,600 5,000
3,300 4,000

Letter to Honorable Frank A. Cardillo, Deputy Commissioner

°f the United States Employees' Compensation Commission, Washington,

ps C., reading as follows:

"Reference is made to your letter of August 10,
1942, regarding the case of Bruce M. Unger in which you
ask for our further comments and request the submission
of a report of injury.

"Your attention is respectfully invited to our let-
ter of August 31, 1939 replying to your letters of July
22 and August 25, 1939, regarding the case of Royal
Murphy, which concluded with the statement that, although
Your Commission is of the opinion that the Federal Em-
ployees' Compensation Act is not applicable to the em-
ployees of the Board and the Board is of the opinion
that the District of Columbia statute is not applicable,
nevertheless the employees of the Board are fully pro-
tected by an insurance policy which provides its em-
ployees with exactly the same benefits as those which
are provided by the District of Columbia Compensation
Act."

Approved unanimously.

Letter to Mr. Raisty, Manager of the Consumer Credit Control

Npartment of the Federal Reserve Bank of Atlanta, reading as fol-

lows:
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"We wish to thank you for the carefully prepared re-
port transmitted with your letter of July 22nd regarding
the investigation of certain possible violations of Regu-

lation W. Mr. Ransom read the entire report with a great
deal of interest. While, as you indicate, it appears that

this is not the case which should be used for the initial
formal proceedings under the regulation or the statute, it
is valuable background material and it, together with other
reports of apparent violations, will be kept under con-
stant study with a view to reaching a sound decision from
a practical standpoint as to which of them should be carried

further.
"If there is one available, we would appreciate your

sending us another copy of the report which we have in mind

sending to the Administrator of the National Housing Agency
for his information."

Approved unanimously.

Letter to Mr. Woolley, Vice President and Secretary of the

Federal Reserve Bank of Kansas City, reading as follows:

Fire

"In connection with a somewhat related problem under
Regulation WI a question arose regarding the position ex-
Pressed in the third numbered paragraph of the Board's
letter to you of July 9, 1942.

"Upon reconsideration, it is the Board's view that an
instalment agreement converting a charge account, either
before or after default, is not entitled to the 15-day op-
tion under section 12(c) of the Regulation, since the re-
strictive language of that section refers to an 'instalment
sale or instalment loan' and 'the actual date of the sale
or loan', rather than to an 'instalment credit' which arises
from negotiations subsequent to the date of a 'charge sale'."

Approved unanimously.

Letter to Mr. Allan C. Stevens, President of the Great Eastern

Insurance Company, White Plains, New York, reading as follows:

"This is in answer to your letter of August 5, 1942,
in which you make further reference to your letter of March
13) to the questions raised therein, and particularly to the
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"request made made in that letter that -- in case the Board

Should decide that Regulation Was it now stands applies
to a note for less than $1500 of the kind you describe,
for the payment of premiums on fire insurance and with
the note made payable to a bank -- the Board give con-

sideration to amending the regulation in such manner as
to make it inapplicable to such a note.

"The absence of any reference to the question of an

amendment in the Board's letter of July 23 does not mean
that it was not given consideration, but it does indicate
that the case for such an amendment did not appear to be

convincing.
"Your request appears to relate solely to loans which

are made to pay fire or casualty insurance premiums but
Which are not exempted by section 8(g) of Regulation VI --
In its present form -- because the amount of credit that
will be outstanding from time to time will be in excess of
the unearned portion of the premium. It seems to amount
in effect, therefore, to requesting the Board to extend
the exemption of section 8(g) so that a loan made for the
Purpose of financing a premium in excess of one year on a
fire or casualty insurance policy -- provided the proceeds
are paid directly to the insurance agent, broker, or com-
Pany issuing or underwriting the insurance -- will be ex-
empted from the 12-month maturity and other requirements
applicable to instalment loans under section 6 of Regu-
lation W, and will be so exempted regardless of whether
or not the credit is fully secured. While this request
would appear on the surface to involve a substantial re-
laxation of the requirements of Regulation WI you point
out that a note given in payment of an insurance premium
would be free of the restrictions of Regulation Wife it
were merely drawn to the order of the insurance agent and
endorsed by him to the bank, instead of being drawn to the
order or the bank.

"It is noted that the probable effect of a decision
by the Board against adopting such an amendment would be
to necessitate the use of what you call 'payee notes' by
banks using the 'Stevens Plan' of financing insurance pre-
mlums, instead of the forms which they have been using,
Whenever the loan is for tl500 or less and does not quali-
fy for the exemption now provided in section 8(g) of the

regulation. It does not appear, however, on a balancing
of all the relevant considerations, that this would be
sufficient reason for amending the regulation.
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"I've have noted in your letter of March 13 the state-
tent that certain insurance companies, at the time when
the 'Stevens Plant was formulated, insisted that each loan
be made by the bank directly to the policy holder. This
suggests the possibility that there may be some obstacle
to the use of 'payee notes' that has not been brought to
our attention, and if this is the case we should be glad
to be informed further on the point. We understand also
that the use of 'payee notes' is prevented, at least in
one or more states, by state law. In any case in which
a 'payee note' cannot be used, however, it would seem that
the loan would have to conform either to section 6 or else
to section 8(g) of Regulation WI and this would not seem
to be objectionable in view of the purposes and objectives
of the regulation.

"You will understand of course that this does not at-
tempt to cover all aspects of the subject or to indicate
unwillingness to study it further, but we hope that it will
suffice to indicate that the position indicated by the
Board's letter of July 23, in its relation to the questions
raised by you, had been carefully considered."

Approved unanimously.

Letter to Mr. W. Russell Mules of the law firm of Heaton,

14111es, Ireton & Hatch, Baltimore, Maryland, reading as follows:

"This refers to your letter of August 14, 1942, to
Dr. Parry, enclosing a copy of your letter of the same
date to the Baltimore Branch of the Federal Reserve Bank
of Richmond, relating to the application of the Board's
Regulation W to a transaction for financing the purchase
by a building corporation of approximately $25,000 worth
of mechanical refrigerators and cooking ranges for in-
stallation in a new apartment house which is being con-
structed and which is owned by such corporation.

"From the facts disclosed in such correspondence,
it appears that your inquiry involves a 6-month loan by
a lending institution to the purchaser of such equipment,
the proceeds of which will enable the purchaser to pay
the vendor of the equipment in full in cash, rather than
the discount by the institution of an obligation arising
from a sale of such equipment. Such being the case, and,
since loans in excess of $1,500 are not covered by the
Regulation, the transaction in question is not one to
Which the Regulation applies. In this regard, you may
Wish to refer to sections 2(h) and 2(i) of the Regula-
tion.11
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Approved unanimously.

Letter to Mr. Irvin Wesley of The Lincoln Loan Corporation,

Indianapolis, Indiana, reading as follows:

"This refers to your letter of July 21, 1942, ad-

dressed to Dr. Parry, involving the application of section
12(f) of Regulation W. To clarify your problems you set

forth two examples, each followed by specific questions
With regard to which you desire advice.

"Your first example reads as follows: 'On August 2,
1942, John Brown applies to L. Loan Company for a loan of
$112 to pay off the balance due on a sale contract on a
fur coat which was made April 1, 1942 (at which time a fur
coat was not a listed article). The original contract was
for $140 payable at the rate of $7.00 per month and thus

extended for 20 months. L. Loan Company wishes to make the
loan on the terms of the original sale contract, thus giv-

ing John Brown 16 months in which to pay the balance of $112
to be loaned.' You ask whether the loan may be made for 12
months or 16 months.

"It is the Board's view that the maturity of the loan
may be not more than 16 months. The example involves a loan
to retire an outstanding obligation without any change in
maturity or terms of repayment, as distinguished from a case
involving a question of renewal or revision, so that the
last clause of section 12(f)--relating to the treatment of
certain transactions involving newly listed articles--is
not applicable to this transaction. In substance, and as
applicable to such example, section 10(c) provides that the
lender may extend terms as liberal as, but not more liberal
than, those of the obligation being retired. This view agrees
with that expressed in the Board's letter to you of May 11,
1942; and, in a case such as this involving an instalment loan
to pay off an instalment sale contract, which sale contract

originally had a maturity exceeding 12 months, the maturity of
the loan would be limited to the maturity of such contract be-

ing paid off.
"Your second example reads as follows: 'On August 2,

1942, John Brown applies to L. Loan Company for a loan of
4200 , $112 of which is to pay off the balance due on a sale
contract on a fur coat which was made April 1, 1942. Of the
remaining $88, $28 is for cash for pocket money and $60 is
to pay off a grocery account involving no listed articles.
The original contract for the fur coat was for $140, payable
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"Ut the rate of $7.00 per month and thus extended for 20
months.'

"Your first question under this example is whether,
if Option 1 is used and $88 of the amount loaned is made
repayable in 12 months, the remaining $112 advanced to pay
off the sale contract may be made for 16 months.

"It is the Board's view that here also, if Option 1
is used, the $112 may be loaned for a period not exceeding
16 months. If Option 1 is used it is only necessary that
the terms of the consolidated obligation be such as would
have been necessary to meet the requirements of the Regu-
lation 'if the several obligations had not been consolidated'.
If the $112 portion had been treated separately, the maturi-
ty, as previously indicated, could have extended to 16 months.

"With reference to your second example, you also ask
whether, if Option 2 is used, the instalment payments on the
$112 portion of the loan would be $7, $14, or $9.33.

"It is assumed that your question relates to the fig-
ure to be used as 'the rate of payment . . . on the outstand-
ing obligation . . . being consolidated'. This figure will
be $7, the actual monthly instalment on the outstanding ob-
ligation. In the example given, however, this $7 figure is
academic, since under Clause (ii) of Option 2 the consoli-
dated obligation taken as a whole--in this instance $200--
would have to have payments sufficiently large (in this
instance not less than $16.67 per month) to 'repay the con-
solidated obligation within 12 months'."

Approved unanimously.

Letter to Mr. F. H. Stubbs, Chief Clerk of the Motor Vehicle
Di

State of Nebraska, Lincoln, Nebraska, reading as follows:

"This will acknowledge and thank you for your letter
of August 12 in which you state that the Official Nebraska
Used Car Survey will not be published quarterly hereafter
but that you will issue a new book only when it is deemed
necessary. The Board's designation of your publication,
Previously made for the year 1942, will apply to your June
sdrtion until such time as you replace it with a new issue."

Approved unanimously.
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Telegram to the Presidents of all the Federal Reserve Banks,

reading as follows:

"Referring last paragraph of our August 5 letter,
Please forward applications for priority assistance on
Form PD-408 for fourth calendar quarter so as to reach
Board's offices not later than August 24 in order that
they may be consolidated and filed with War Production
Board thirty days prior to beginning of quarter. If no
preference rating assistance is necessary for fourth
quarter, please advise us to this effect. Future re-
ports on Form PD-408 should be submitted about forty
days prior to beginning of each calendar quarter."

Approved unanimously.

Thereupon the meeting adjourned.

egAtiob

Chairman.

iy)
Secretary.
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