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A meeting of the Board of Governors of the Federal Reserve System

was held in Washington on Friday, October 51 1945/ at 10:30 a.m.

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

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

Office of the Secretary
Mr. Thurston, Assistant to the

Chairman

The action stated with respect to each of the matters hereinafter

referred to was taken by the Board:

The minutes of the meeting of the Board of Governors of the Fed-
eral Reserve System held on October 4, 1945, were approved unanimously.

There were presented telegrams to Messrs. Treiber, McCreedy, and

Clouse, Secretaries of the Federal Reserve Banks of New York, Philadel-

Phia, and Cleveland, respectively, Mr. Dillard, Vice President of the

Federal Reserve Bank of Chicago, Mr. Stewart, Secretary of the Federal

Reserve Bank of St. Louis, and Mr. Earhart, Vice President of the Fed-

eral Reserve Bank of San Francisco, stating that the Board approves the
establishment without change by the Federal Reserve Bank of Chicago on

October 1, by the Federal Reserve Banks of St. Louis and San Francisco,
" October 2, and by the Federal Reserve Banks of New York, Philadelphia,

Cleveland, Chicago and San Francisco, on October 4, 1945, of the rates of
discount and purchase in their existing schedules.

Approved unanimously.

Memorandum dated September 21, 1945, from Mr. Thomas,
1)irector of the Division of Research and Statistics, recommending
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that Arthur B. Hersey be reappointed as an Economist in that Di-

vision on a permanent basis, with salary at the rate of 6,650 per

annum, effective as of the date upon which he enters upon the per-

formance of his duties after having passed the usual physical exam-

ination. The memorandum stated further that Mr. Hersey is now a

member of the Civil Service Retirement System and that he would

remain in that System.

Approved unanimously.

Memorandum dated September 21, 1945, from Mr. Thomas,

Director of the Division of Research and Statistics, recommending

that John Edward Exter be appointed as an Economist in that Di-

vision, on a temporary indefinite basis with salary at the rate

of $4,960 per annum, effective as of the date upon which he

enters upon the performance of his duties after having passed the

usual Physical examination. The memorandum also stated that Mr.

Exter would become a member of the Board's retirement system.

Approved unanimously.

Memorandum dated October 3, 1945, from Mr. Bethea,

Director of the Division of Administrative Services, recommending

that Mr. Stanley J. Bloch, who has been on military leave, be re-

instated in his position as Foreman Operator (Duplicating Devices)

in that Division, at a basic salary of $2,980 per annum, effective

as of the date upon which he enters upon the performance of his

duties, after having passed the usual physical examination. The
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memorandum also stated that the title of Mr. Seburn E. Baker would be

changed from Foreman Operator (Duplicating Devices) to Senior Opera-

tor (Duplicating Devices), effective as of the date upon which Mr.Bloch

resumes his duties, but that due to the fact that Mr. Baker was in the

same grade as Mr. Bloch, there was no basis for any change in his

present salary.

Approved unanimously.

Memorandum dated October 3, 1945, from Mr. Johnson, Personnel

Officer, recommending that the following increases in basic annual

salaries of employees in the Division of Personnel Administration be

approved, effective at the beginning of the first pay roll period

following approval by the Board:

Name

Margaret C. Huffman
June E. Ayers
Olga W. Bangs
Harry B. Stone

Designation

Clerk-Stenographer
Personnel Clerk
Interviewer
Personnel Technician

Salary Increase
From To

$2,232
2,496
3,420
3,750

$2,364
2,650
3,640
3,970

Approved unanimously,
effective October 7, 1945.

Memorandum dated October 3, 1945, from Mr. Thomas, Director
of the Division of Research and Statistics, recommending the accept-

ance of the resignation of Miss Ruth Brooks, Administrative Clerk in
that 1-)4

-J-vision, effective as of the close of business on October 26,

1945. The memorandum also stated that appropriate reimbursement would

he made for any overdrawn annual leave.

The resignation was ac-
cepted as recommended.
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Letter to Mr. John A. Davis, Director, Review and Analysis

Division, Office for Emergency Management, President's Committee on

Fair Employment Practice, Washington, D. C., reading as follows:

"Reference is made to your letter of August
20, 1945, relative to Negro employment in Government
agencies.

"On September 30, 1945, the Board of Gover-
nors of the Federal Reserve System had 33 Negro employ-
ees. The total personnel of the Board on the same date
was 456, including 25 employees of the examining staff
who are constantly in a travel status out of Washington.

"As you have been advised previously the Board's
employees are not under the classified Civil Service.
Also, our Negro employees have not been classified into
retention groups, as, at the present, no reduction in
force involving Negro employees is contemplated. How-
ever, on the basis of Civil Service classification and
retention procedure the 33 Negro employees would prob-ably be classified as follows:

Clerical, Administrative, Fiscal

Group A _ 7
Group B - 2
Group C - 0

Crafts, Protective, Custodial

Group A _ 16
Group B _ 6
Group C - 2

"Group C is composed of an employee retained be-
yond the age for automatic retirement and an employee usedonly as a substitute and paid on a when-actually-employedbasis.”

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

reading as follows:

"In view of difficulty of member banks in adjust-
ing reserve position when last day of reserve
computation period is a Sunday or a holiday, Board
authorizes your Bank to waive any penalties in-
curred on account of deficiencies in reserves
during such periods to the extent that they re-
sult from a change in deposits on the last busi-
ness day of the period and an accompanying increase
in required reserves on such Sunday or holiday, and
are offset by excess reserves during the immediately
following reserve computation period. This is in
addition to waivers authorized by letters 5-48 of
November 19, 1937 and X-7411 of April 14, 1933.
Board is giving no publicity to this arrangement."

Approved unanimously.

Telegram to Mr. McLarin, President of the Federal Reserve Bank of

Atlanta, stating that, subject to conditions of membership numbered 1,
2, and 3, contained in the Board's Regulation H, the Board approves
the 

application of the "Sarasota State Bank", Sarasota, Florida, for

membership in the Federal Reserve System and for the appropriate amount

of stook in the Federal Reserve Bank of Atlanta. The telegram re-

quested that the Federal Reserve Bank advise the bank of the Board's

aPProval of the application and conditions of membership prescribed,

together with necessary instructions as to the procedure for accom-

Plishing membership, and stated that a letter containing detailed

advice 
regarding such approval would be forwarded to the applicant bank

through the Reserve Bank.

Approved unanimously.
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Letter to Mr. Ira Clerk, First Vice President of the Federal

Reserve Bank of San Francisco, reading as follows:

"In accordance with the recommendation contained in
your letter of September 21, 1945, the Board of Governors
interposes no objection, under an applicable condition of
membership, to the proposed expenditure by the Monterey
County Trust & Savings Bank, Salinas, California, of not
more than $75,000, instead of $20,000 previously approved,
to house and equip the branch at East Salinas."

Approved unanimously.

Letter to Mr. E. L. Rogers, Badgley, Frederick, Rogers & Morford,

Inc., Seattle, Washington, reading as follows:

"This is with reference to your letter of September
18, 1945, in which you suggest that the recent amendment
to Regulation T has affected the liquidity of the market
so that the ?spread' between transactions has become
greater.

"Statements of this kind have been made about mar-
gin requirements ever since they were first initiated.
Quite frankly, we have never been greatly impressed by the
argument. It is a fact which has been proved by a numberof studies that margin traders on balance buy more when tiv
market is rising and sell more when it is falling. They
contribute to instability rather than reduce it. Moreover,
statistics which compare the volume of trading with market
movements and spreads between transactions do not, in our
Opinion, demonstrate anything about the kind of price whichan Investor who wants to buy or to liquidate his shares can
Obtain, The statistics merely indicate that when margin
traders are active there are more shares traded. Some of
their transactions are purchases and some of their transac-t3:on5 are sales and it is more likely than not that the mar-
gin traders will be competing with the investor for the
shares he wants to buy or for the market for the shares he
wants to sell.

. "In any event, it is our view that a high volume of
trarl--,ng is one of the unstabilizing factors in the market.At a time like the present it has not seemed to us that
People having undermargined accounts should be in a positionto contribute to high volume by trading actively through
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'switches.' We are studying the current situation care-
fully to see if something should be done to provide for
special problems involving the need to withdraw securi-
ties or cash from undermargined accounts for purposes
unrelated to the stock market or even to permit a lim-
ited amount of switching, but a return to the provisionsof the regulations as they existed prior to July 16 doesnot appear likely in the near future.

"You will understand that the Board is authorizedto revise the provisions of the regulation from time totime as circumstances require and it will take into ac-
count any change in the underlying situation."

Approved unanimously.

Letter to Mr. C. L. Harriss, Dayton, Ohio, reading as follows:

"This is in reply to your letter of September 15,1945 to President Truman relating to the 75 per cent mar-gin rule.
"Re wish to express our appreciation of the spiritin which you write and to say that we understand why youfeel that in your case, as in parallel cases, an undue

hardship is involved. At the same time we are impressedwith the fact that the problem is not an altogether simpleone. As you know, Congress placed on this Board, by the
Securities Exchange Act of 1934, a responsibility for fix-ing margin requirements and preventing the undue use of
credit for stock market operations. Many people find ithard to justify in their own minds the use of any creditfor stock purchases in wartime. The war is over but in-
flationary pressures are not. This is a most acute periodin holding the line against inflation. The Board has feltthat its responsibility under the law recuires the 75 percent margin rule.

"Incidental to that is the requirement which ap-pears to be particularly onerous to you; that is, your
inability to sell stocks in your account without applyingthe

•

proceeds first to bringing up the margin to the 75 percent level. Again looking at this problem from the anti-

141tir,ary standpoint, it is hard to justify the use of-- an undermargined account over and over again forstock market operations. In addition, it is hard to see
Idly, as a matter of equity,an old customer having an under-
margined account should be able to buy stocks on credit
without putting up as much margin as a new customer.

"It is true, as you indicate, that in a mere switchfrom one stock to another the customer will not be increas-
-Lag the debit balance of his account, but it does not seen
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to us to follow that the transaction is consequently ofno inflationary influence. In the typical case, as it
seems to us, the customer is more likely than not to be
buying a stock for which the demand is already strong,as indicated by a rising price, with the consequence thathis buying will add to that demand and will tend to ac-
celerate the rise.

"At the same time, we are not unmindful of the pos-
sibility that in some particular cases the present rulesmay work individual hardship. The problem, to which weare in fact giving some careful study, is to find some wayof making equitable provision for such cases without im-
pairing the anti-inflationary effectiveness of the require-
ments."

Approved unanimously.

Letter to Mr. Thomas J. Stewart, Jr., Maplewood, New Jersey,

reading as follows:

"This is to acknowledge your letters of September19 and September 24, relating to the 75 per cent marginrules. We appreciate the spirit in which you write and
understand why you feel that in the case you speak of, asin parallel cases, an undue hardship is involved.

"The problem, looked at from the standpoint of anti-
inflationary action, is not an altogether simple one. AsYou know, Congress placed on this Board a responsibilityfor fixing margin requirements and preventing the undue useof credit for stock market operations. Many people find it
difficult to justify in their own minds the use of anycredit for stock purchasing or carrying stocks during war-time. The war is over but inflationary pressures are not.The Board has felt that its responsibility under the law re-quires the 75 per cent margin rule.

"Incidental to that is the requirement which appearsto you to be particularly onerous, that is, the customer's
inability to sell stocks in his account without applyingthe proceeds first to bringing the margin up to the 75 percent level. Again looking at this problem from the anti-
inflationary standpoint, this requirement serves the pur-pose of preventing the credit in these undermargined ac-counts from being used over and over again for stock market
operations. It also serves the equitable purpose of pre-
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venting a customer who has such an account and wishes tomake a new purchase from doing so without putting up asmuch margin as would be required of a new customer.
"At the same time, we are not unmindful of the

possibility that in some particular cases the presentrules may work individual hardship. The problem, to whichwe are in fact giving some careful study, is to find someway of making equitable provision for such cases withoutimpairing the anti-inflationary effectiveness of the re-
quirements."

Approved unanimously.

Under date of September 17, 1945, Mr. Dillard, Vice President
of the Federal Reserve Bank of Chicago, wrote the Board stating that

because, in the case of the Motor City Credit Jewelry Company, Inc.,
Van Dyke, Michigan, the established procedure for dealing with viola-
tions of Regulation W, Consumer Credit, had failed, and because the

general program for the enforcement of the Regulation might other-
wise be imperiled during this critical period, it was recommended
that drastic action be taken in the case of the Motor City Credit
Jewelry Company, preferably a formal administrative hearing for the
Purpose of determining whether the registrant's license should be re-
voked in its entirety or in part.

The matter had been reviewed by representatives of the Board's
Division of Security Loans and the Legal Division, and also had been
discussed with Mr. Ransom before he left. It was the view that, in
all the circumstances and in accordance with the recommendation of the
Federal Reserve Bank of Chicago, an order should be issued by the
Board for a hearing in Detroit.
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Upon motion by Mr. Evans, it was voted
unanimously to issue the following order,
with the understanding that a copy thereof
would be sent to the registrant by regis-
tered mail today:

"BOARD OF GOVERNORS
FEDERAL RESERVE SYSTEM

WASHINGTON, D. C.

"In the matter of
Motor City Credit Jewelry Co., Inc.,Van Dyke, Michigan.

"Order for Hearing to Determine Whether
License under RegulationW should be Revoked.

I.

"It appears to the Board of Governors of the Federal Re-
serve System (hereinafter called the 'Board') that Motor
City Credit Jewelry Co., Inc. (hereinafter called the
'Registrant'), is a corporation organized under the laws
of the State of Michigan with its principal place of
business in Van Dyke, Michigan; that under section 3 of
Regulation W issued by the Board, Registrant was required
to and did register by filing with the Federal Reserve
Bank of Chicago a registration statement and thereby be-
came licensed under said Regulation to engage in the
business of making instalment sales subject to the terms
and conditions set forth in said Regulation; and that
Registrant is now and has continued to be subject to the
requirements of said Regulation.

"Facts have been reported to the Board which, if true,
tend to show that hegistrant has failed to comply with
the requirements of said Regulation in that:

"(1) On numerous occasions since on or about May 19,
1944, said Registrant has made instalment sales of arti-
cles subject to the provisions of said Regulation without
obtaining the cash down payment required by section 4 of
said Regulation; and

"(2) Since on or about May 19, 1944, said Registrant
has failed to maintain and preserve such books of account,
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"records and other papers as are relevant to establish-
ing whether or not an extension of credit within the scope
of said Regulation is in conformity with the requirements
thereof, as required by section 12(h) of said Regulation;
but, with the intention of concealing its violations of
said Regulation, Registrant has manipulated such records
in the following manner: It has inserted in its records
notations to the effect that articles were kept by Reg-
istrant (in accordance with a so-called 'lay-away' agree-
ment) and were thereafter delivered on a date named,
whereas such articles were in fact delivered to the cus-
tomer on a date prior to the date named and prior to the
receipt by Registrant of the cash down-payment required
by said Regulation. In certain instances such notations
were made after the sale and delivery of the article to
the customer and after the original book entries re-
garding the sale were made.

"The Board, deeming such action necessary and appro-
priate in the public interest, hereby orders:

"(1) That a hearing be held on the 23rd day of October,
1945, at 10 o'clock a. m. at the offices of the Detroit
Branch of the Federal Reserve Bank of Chicago, 164 Fort
Street West, Detroit, Michigan, for the purpose of deter-
mining whether Registrant has failed to comply with the
Provisions of Regulation W in the manner hereinabove set
forth and, if so, whether it is necessary or appropriate
in the public interest that its license be revoked;

"(2) That notice of such hearing be given to said
Registrant by delivering to it a true copy of this orderby registered mail;

"(3) That J. Leonard Townsend of Washington, D. C.,
be and he is hereby commissioned as an officer of the
Board to receive the testimony taken at such hearing andto report the same to the Board for the use of the Board
in making its findings of fact and entering its final
order; and

"(4) That said hearing officer shall furnish the Board
With a transcript of the evidence, including all exhibits,
motions, briefs, and other papers filed with him, together
With his recommended findings of fact.

"BY order of the Board of Governors of the Federal Re-
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"serve System made this 5th day of October, A. D. 1945.

(Seal) (signed) S. R. Carpenter
Secretary

Board of Governors
of the

Federal Reserve System"
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Letter to Honorable Robert F. Wagner, United States Senate,

Washington, D. C., reading as follows:

"This relates to your recent note referring to
us a letter from Mr. C. C. Van Patten, Treasurer,
Security Mutual Life Insurance Company, Binghamton,
New York, relative to rumors that there might be an
Executive Order, or a modification of the Board's Reg-
ulation W, to require down payments on purchases of
real estate.

"It is our understanding that the rumors on this
subject which were circulating some months ago have now
subsided. In any event, we know of no reason at present
for expecting any Executive Order or other Governmental
action on this subject.

"Mr. Van Patten's letter is being returned here-
with."

serve

Approved unanimously.

Letter to Mr. V. K. Bowman, Vice President of the Federal Re-

Bank of Atlanta, reading as follows:

"Receipt is acknowledged of your letter of Sep-
tember 29, 1945, regarding Amendment No. 18 to Regula-
tion W in which you refer to the fact that although the
maturity under section 6 (b) is extended to 18 months,
no similar change is made in Option 2 under section 10 (b)or in section 9. Your inquiry is whether these other sec-
tions are changed by implication or otherwise.

"When the amendment was being drafted, considera-
tion was given to the question of changing the maturities
in Option 2 and in section 9 but it was decided not to do
so, one of the principal reasons being the Board's desireto avoid a complex amendment at this time."

Approved unanimously.
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Thereupon the meeting adjourned.

os 14A PI .4:41.41L1A
Secretary.

Chairman.
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