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A meeting of the Board of Governors of the Federal Reserve

SYstem was held in Washington on Tuesday, September 25, 1945, at 10:30

a.m.

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

Mr. Carpenter, Secretary
Mr. Hammond, Assistant Secretary
Mr. Connell, General Assistant,

Office of the Secretary
Mr. Morrill, Special Adviser
Mr. Thurston, Assistant to the Chairman
Mr. Parry, Director of the Division

of Security Loans
Mr. Vest, General Attorney
Mr. Thomas, Director of the Division

of Research and Statistics
Mr. Brown, Assistant Director of the

Division of Security Loans
Mr. Townsend, Assistant General Attorney
Mr. 'Wyatt, General Counsel

On September 19, 1945, the members of the Board discussed in—

formally a letter received from Mr. Creighton, Chairman of the Federal

Reserve Bank of Boston, under date of July 30, 1945, in which it was

stated that the Board of Directors of that Bank had voted, subject to

the approval of the Board, to appoint Daniel W. Bell, now serving as

Under Secretary of the Treasury, as President of the Bank for a term

five years commencing March 1, 1946, and to fix his salary at the

rate of 130,000 per annum for the period March 1, 1946, to April 30,

1947. A memorandum of the informal discussion has been placed in the

8°ardi5 files. Subsequent to the discussion the following draft of
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te1egram expressing the conclusion reached by a majority of the mem-

bers of the Board during the informal discussion was prepared and was

Presented at this meeting for formal action:

"Your letter July 30, 1945. As stated in letter
July 29, 1941, Board has established $25,000 as maximum
annual salary for position of President of Federal Re-
serve Bank of Boston and for reasons which have been dis-
cussed with you informally is unwilling to change that
maxim= at this time. However, Board approves appoint-
ment of Mr. Bell as President of Federal Reserve Bank
of Boston for term of five years commencing March 1, 1946,
With salary at rate of $25,000 per annum for period begin-
ning March 1, 1946, and ending April 30, 1947, if fixed
by your directors at that rate, it being understood that
if Mr. Bell accepts the appointment he will devote his
entire time to services of the Bank."

Approved, Mr. McKee voting "Yes" on
the appointment of Mr. Bell and "No" on
the proposed salary, as he believed the
salary should be approved at $30,000 per
annum, and Mr. Ransom voting "No" as he
preferred to approve the proposal of the
Board of Directors of the Boston Bank for
a salary at the rate of $30,000 per annum
for Mr. Bell as President of the Bank.

Mx. Szymczak said that while he voted
to approve the telegram, he would have pre-
ferred to defer action until the question
of the salary policy to be followed by the
Board in connection with the Presidents of
other Federal Reserve Banks had been decided,
and that he would be willing to vote for a
salary of $30,000 for Mr. Bell if such a
salary were found to be in accordance with
the policy determined by the Board after
a review of the salaries of the other Pres-
idents.

There was then presented a draft of reply to letters dated

27 and August 10, 1945, from the Federal Reserve Bank of New York,

the latter of which it was recommended that a bank loan to an open-

investment company be excepted from the restrictive provisions of
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section 1 of Regulation U, as amended, which prohibit the withdrawal

or substitution of stock held as collateral if the loan is undermargined.

The recommendation was the result of a question raised by the Affil-

iated Fund, Inc., which was in substantially the following situation:

The corporation was an open-end investment company which had

obtained a part of its capital through borrowing. Originally, the

b
orrowings were represented by debentures issued beginning in 1934.

In January 1944 they were $10,000,000 in amount and the rate was down

to 4 per cent. At that time, in order to save interest, $10,000,000

was borrowed from a group of banks at 2-1/2 per cent interest and the

debentures were retired. One-half per cent commission was paid for the

loan. The loan had just been reduced to $9,500,000. Since the corpora-

Was an investment company of the management type, it desired to

laake shifts in its portfolio from time to time but was prevented from

a° doing by the amendment to Regulation U which became effective July

16' 1945 (specifically, the "incidental squeeze"), since its total as-

Sets, which were pledged to secure the loan, were slightly over

k8,000,000, which meant that the loan did not have the 75 per cent

taargin required and that, consequently, when securities were sold,

the Proceeds must be used to reduce the loan and could not be used to

Purchase other securities to replace those sold. On July 10 and July

17 the attorneys for the corporation wrote the Federal Reserve Bank of

ilew York explaining the situation, and the matter was transmitted to

the Board by the Bank in its letters of July 27 and August 10, 1945.

The contention of Affiliated Fund, Inc. was that the "incidental
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squeeze" imposed an undue hardship upon it. In the letters and mem-

oranda submitted by the corporation, this argument was based upon the

ract that the corporation was the only open-end investment company

having a bank loan subject to Regulation U. In fact, according to

information furnished, this was the only investment company, either

°Pen-end or closed-end, with indebtedness subject to Regulation U.

The point was also made by the corporation that, in view of section

362 of the Internal Revenue Code, it must distribute realized long-

term capital gains or pay a 25 per cent tax on them, and that the

4-ueldental squeeze" prevented the corporation from obtaining the

cash with which to make the distribution. The basic problem as pre-

sented by the representatives of the corporation was that the recent

arnendment to Regulation U made it impossible for the corporation to

ellrrY out one of the principal functions for which it was organized;

1/4111e1Y, to substitute undervalued securities for overvalued securi-

ties in its portfolio and thus give its shareholders anticipated ap-

Pl'sciation in market value, accentuated by the "leverage" resulting

Nm the use of borrowed money. It was estimated that in order to

Pllt the loan on a 75 per cent basis (after distribution of dividends

l'ecillired by profits) the assets would have to be reduced to about

million and the loan to t5 million.

The proposed letter to the Federal Reserve Bank of New York

17°124 state that, in order that the company might have a reasonable
time ,

uo make necessary adjustments without substantial injustice to
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its shareholders, the Board, until one year from the date of the letter,

would consider that Regulation U was not applicable to a loan by a bank

Or group of banks to an open-end investment company„ as defined in the

Investment Company Act of 1940,made prior to July 16, 1945, for the

Purpose of retiring debentures which were originally issued for the

Purpose of purchasing stocks registered on a national securities ex-

change but which did not at any time constitute indebtedness subject

to the provisions of Regulation U, and that after one year from the

date of the letter the Board would consider that the Regulation was

applicable to the kind of loan described.

Following a review by Mr. Parry of the important factors in

the case and the reasons which prompted the recommendation of the Fed-

eral Reserve Bank of New York and the proposed Board reply, there was

4 discussion of whether there was any fundamental difference between

the position of the Affiliated Fund, Inc., under Regulation U as

4meaded and an individual who made a loan at a bank for the purpose

Purchasing or carrying registered stocks, and the opinion was ex-

Pressed that there was no substantial difference. It was the feeling

(3f the members of the Board that the application of the provisions

of section 2 of the Regulation to the corporation would not work any

beater hardship than in the case of numerous individuals, that the

4raendment of July 16, 1945, was expressly intended to prohibit some
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of the transactions which the corporation wished to conduct, and that

the exemption of the corporation from the Regulation might subject the

Board to the charge of discrimination against individuals in favor of

a large corporation and might result in greatly increased pressure on

the Board to eliminate the prohibition of withdrawals or substitutions

Of registered stocks in undermargined accounts.

At the conclusion of the discussion,
by unanimous vote, the Secretary was re—
quested to advise the Federal Reserve Bank
of New York by wire that after careful con—
sideration the Board felt that any exemption
or exception from the applicable provisions
of Regulation U in the case of the Affil—
iated Fund, Inc., would be unjustified
even for a limited period.

At this point Messrs. Hammond, Connell, Vest, Thomas, Parry,

Brown, and Wyatt withdrew from the meeting.

In accordance with the understanding reached at the meeting

°f the Board on August 31, 1945, there was presented for consideration

4 draft of letter to Mr. Ruml, Chairman of the Federal Reserve Bank of

417 York, prepared at Chairman Eccles' request with respect to the ap—

pearance on June 211 1945, of President Sproul and Vice President

/7illiams of the Federal Reserve Bank at hearings before the Senate

44king and Currency Committee on the Bretton Woods Agreements. A

Copy of the draft of letter had been sent to each member of the Board

before this meeting.
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Mr. Ransom said that in connection with consideration of this

matter he had requested Mr. Townsend to look into the possible points

of a legal nature that might be raised in connection with the question

Whether a letter along the lines that had been discussed should be

sent and that he would like to have Mr. Townsend state briefly the

Points that he felt might be pertinent.

Mr. Townsend, after stating that whether the letter should be

sent was a question of policy for determination by the Board, reviewed

the past policies of the Board with respect to public statements by

Officers of the Federal Reserve Banks and stated that, in the absence

°f same advice from the Board to Mr. Sproul in addition to what appeared

in the record, the Board's letter of March 21, 1944, 5-747, would ap—

Pear to constitute a complete defense of Mr. Sproul's right to appear

before the Committee, that the Board was on notice long before his

4PPearance of his intention, if he thought it necessary to do so, to

state his position to Congress, and that in these circumstances it

would be difficult to justify a letter censuring him for his appear-

44". Mr. Townsend also said that if a letter were written which in—

ellIded the arguments for the Board's position it would place in Mr.

8Pr°u1'8 hands the basis on which to attack that position; that, there—

fore, the letter, if sent, should be short and to the point; and that

111 any reference in the letter to the responsibility of the Board to

"vise the Government it should be made clear that that relationship

178. to all branches of Government and not just the executive branch.
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At the conclusion of his statement Mr. Townsend withdrew from

the meeting.

There ensued a discussion of the circumstances surrounding Mr.

Sproul's testimony before the Senate Committee and the efforts made

hY Chairman Eccles just before Mr. Sproul's appearance to persuade

htM that the appearance was not in the best interest of the System.

Chairman Eccles referred to the freedom with which Mr. Ruml

had used his position of Chairman of the Federal Reserve Bank of New

York as a "springboard" for the expression of his own views on ques-

tions of national scope regardless of whether such views were in

harmolW with those of the Board and stated that there was a serious

question in his mind whether Mr. Ruml should be reappointed and that

he had come to the conclusion that at least until that question was

settled no letter should be sent to Mr. Ruin], censuring Mr. Sproul for

his appearance before the Senate Committee. He recognized the dif-

ference in the status of Mr. Ruml as Chairman and Mr. Sproul as Presi-

dent of the New York Bank but felt that the question whether Mr. Ruml

shcluld continue as Chairman was a matter solely for the decision of

the Board, that, therefore, the Board was responsible if it permitted

him to continue to take advantage of his position in order to express

his view's on important national questions, and that it was important

that the Board reach a decision on that point before anything further

1148 done in connection with Mr. Sproul's appearance before the Senate

eosimittee.
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He also felt that it was important that the Board take up

with the New York Bank promptly the question of Mr. Williams contin-

uing to serve as Vice President of the Bank on a part time basis

Which left him free in his outside capacity to make public statements

on matters of concern to the System. In this connection, it was

stated that during the informal discussions by members of the Board

last week it was understood (1) that Chairman Eccles would talk with

Mr. Ruml about the questions that had been raised as to his activi-

ties and would report the results of the conference to the Board,

aid (2) that Messrs. Morrill, Thurston, and Leonard would prepare

for the consideration of the Board a letter to the Federal Reserve

8an1c of New York with respect to the discontinuance of the part time

arrangement with Ur. Williams.

In the course of a discussion of the question whether a let-

ter should be sent to the Federal Reserve Bank of New York or to all

the Federal Reserve Banks on the question of future policy with re-

aPsot to public statements on matters of System or national importance

Or whether action should be taken in any other form, it was stated

that if no

would show

action were taken the question would be what the record

as to the Board's attitude on the matter. There was gen-

eral agreement that it would be well for the Board to make a record

°Is its position and why a letter censuring Mr. Sproul should not be

to Mr. Rliml at this time.
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It was suggested that a memorandum might be prepared, which

would be presented by Chairman Eccles at the next meeting of the

Board with the Presidents, which would merely set forth in the space

of not to exceed one page the policy which the Board believed should

be followed in the future with respect to public statements on mat-

ters

bers

of System and national policy.

It was understood that such a state-
ment would be prepared for consideration
at an early meeting of the Board.

Mr. Ransom referred to the informal discussions of the mem-

of the Board with respect to the amendment of Regulation W and

moved the adoption of the following amendment:

"AMENDMENT NO. 18 TO REGULATION W

"ISSUED BY THE
BOARD OF GOVERNORS

OF THE
FEDERAL RESERVE SYSTEM

"Regulation W is hereby amended in the following re-
spects, effective October 15, 1945:

"1. Section 6(b) is amended by striking out '12
months' and inserting in lieu thereof '18 months'.

"2. Section 7(c) is amended by inserting I6(a) or'
before '6(b)' in clauses (1) and (2) and by striking out
the text of footnote 5 and substituting in lieu thereof
the following text:

"5The maximum maturity is 6, 12, 15, or 18 months
from the date of the original loan as determined by its
Purpose, except that 18 months from the date of renewal
or extension is permissible with a Statement of Necessity
Pursuant to section 10(d).

"3. Section 8 entitled 'EXCEPTIONS' is amended so
that subsection (a) will read as follows:
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"(a) Real Estate and Home Improvement Loans. - Any
extension of credit which is for the purpose of financing
or refinancing (1) the construction or purchase of an en-
tire residential building or other entire structure or
(2) repairs, alterations, or improvements upon urban,
suburban or rural real property in connection with exist-
ing structures.

"4. Sections 12(o) and 13(f) are deleted.
"5. Section 13(a) is amended by striking out the

description of the articles listed as Item 1 in Group C
and inserting after such number the following parenthesis:
'(Deleted - see section 8(a))'."

Mr. Ransom's motion was put by the
chair and carried unanimously, with the
understanding that the amendment would
be sent by wire to the Federal Reserve
Banks and that they would be requested
to print the amendment and make the neces-
sary distribution in the respective Fed-
eral Reserve districts.

The following statement for the press
was also approved unanimously for imme-
diate release:

"The Board of Governors of the Federal Reserve Sys-
tem today amended RegulationW by exempting credits for
home repairs and improvements and by lengthening from 12
months to 18 the maturity limitation on loans which are
not for the purpose of purchasing consumers' durable goods.
The amendment becomes effective October 15, 1945.

"Until consumers' goods Come on the market in suf-
ficient supply to meet demands, the Board believes that
the use of consumer credit should so far as possible be
discouraged. Accordingly, the Board, after reviewing
RegulationlYnow that the war is ended, has concluded
that the regulation should not be substantially amended
at the present time except in the two particulars speci-
fied.

"The text of the amendment is as follows: ***"

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

after referred to was then taken by the Board:
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The minutes of the meeting of the Board of Governors of the

Federal Reserve System held on September 24, 1945, were approved unani-

1110Xisly.

Letter to the board of directors of the "Bank of Holland,"

Holland, New York, stating that, subject to conditions of membership

numbered 1 to 3 contained in the Board's Regulation HI the Board ap-

proves the bank's application for membership in the Federal Reserve

8Yetem and for the appropriate amount of stock in the Federal Reserve

Bank of New York.

Approved unanimously, for transmis-
sion through the Federal Reserve Bank of
New York.

Letter to the board of directors of the "Johnson County Bank,"

Tecumseh, Nebraska, stating that, subject to conditions of membership

numbered 1 to 3 contained in the Board's Regulation H, the Board ap-

Proves the bank's application for membership in the Federal Reserve

&ilretem and for the appropriate amount of stock in the Federal Reserve

kak of Kansas City.

APProved:

Approved unanimously, for transmis-
sion through the Federal Reserve Bank of
Kansas City.

Thereupon the meeting adjourned.

Secretary.

Chairman.
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