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A meeting of the Board of Governors of the Federal Re—

serve System was held in Washington on Tuesday, October 9, 1945,

at 10:30 a.m.

the

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

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

Office of the Secretary
Mr. Morrill, Special Adviser
Mr. Parry, Director of the Division

of Security Loans
Ur. Thomas, Director of the Division

of Research and Statistics
Mr. Vest, General Attorney
Mr. Brown, Assistant Director of the

Division of Security Loans
Mr. Chase, Attorney
Mr. Wyatt, General Counsel

Mr. Draper stated that following the position taken by

Board at its meetings on September 25 and October 3, 1945, in

connection with the application of Regulation U, Loans by Banks

for the Purp ose of Purchasing or Carrying Stocks Registered on a

National Securities Exchange, to a loan made by a group of banks

headed ,y
0 the Guaranty Trust Company of New York to the Affiliated

Fund/ Inc., a letter was received from the Guaranty Trust Company

under date of October 4 and a supplementary letter dated October

5, submitting a new proposal which the bank felt would make the
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loan unsecured and, therefore, not subject to the Regulation- In

this connection reference was made to a telegram from Mr. Sproul,

President of the Federal Reserve Bank of New York, in which the

statement was made that the Board's position on the matter was

"tending to become impossible"

was forced to relinquish it to

unsecured loan, an alternative

when the bank now having the loan

a competitor which would make an

not available to the lending bank.
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In response to Mr. Draper's request for an explanation

of the new proposal Mr. Vest referred to a memorandum which had

been prepared in the Legal Division under date of October 8, 1945,

copies of which had been furnished to the members of the Board

Prior to this meeting, and stated that the new proposal contem-

Plated that a new loan agreement would be made calling for an in-

crease in amount and maturity but no change in interest rate. The

securities would not be pledged as collateral but there would con-

tinue to be a covenant that the Company mould not encumber its

assets elsewhere and the bank would have the right to demand col-

lateral at any time as well as prepayment of the loan. The new

agreement also contemplated that the Guaranty Trust Company would

have the right to veto the purchase of any securities by the Affil-

iated Fund, Inc., and, also, if necessary in order to meet the re-

quirements of the Regulation, the collateral would be held by a

custodian other than the Guaranty Trust Company.
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Mr. Vest Vest pointed out that two provisions of the Reg-

ulation were pertinent: (1) the provision which prohibits the

withdrawal of collateral if, after the withdrawal, the loan would

be 
undermargined, and (2) the provision which makes the Regula-

tion applicable to any loan secured directly or indirectly by

anY stock. The question whether the proposed changes would take

the loan out from under the restrictions of Regulation U, Mr. Vest

Said, Was an exceedingly close one and on purely technical grounds

there would be strong reasons for saying that it would. However,

taking all of the facts into consideration it seemed obvious that

it would be the same obligation and that, therefore, the withdrawal

of the collateral would not be permissible under the Regulation.

In the discussion which followed it was pointed out that

it was
apparent that the only reason for making the new agreement

was to evade the Regulation and that it was equally obvious that

the 
reason for the changes in the terms was an attempt to show that

a new loan would thus be created.

At the conclusion of the discussion
and upon motion of Mr. Draper, the fol-
lowing telegrams to Er. Sproul and Mr.
Treiber, President and Secretary, re-
spectively, of the Federal Reserve Bank
of New York, were approved unanimously:

Telegram to Mr. Sproul

"Your wire re Affiliated Fund, Inc. Question of an
exemption of this corporation from Regulation U, either
Permanently or temporarily, was thoroughly discussed by
Board prior to our telegram of September 25. It is
B°ardt s position, based upon policy grounds, that
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circumstances of this case are not such that any special
treatment is warranted. Moreover Board feels that pro-
posals made in Guaranty Trust Company letters of Sep-
tember 28, October 4 and October 5, under which col-
lateral, although no longer technically pledged, would
be subject to certain stated restrictions, are not in
conformity with provisions of regulation and appear
clearly merely to be methods of circumventing its pro-
visions. If any other bank should see fit to make loan
to Affiliated Fund, such loan would, of course, likewise
have to comply with provisions of the regulation."

Telegram to Mr. Treiber

"Kindly telephone Guaranty Trust Company today that
Board, after full consideration of its letter of October
4, 1945, and supplementary letter of October 5, re loan
to Affiliated Fund,Inc., is of opinion that proposal
described in such letters is not in conformity with pro-
visions of Regulation U, for reasons which have been dis-
cussed in conversations with its representatives."

Following this action there was a discussion of the ques-

ti°ns (1) whether the position taken by the Board on the new proposal
by the Guaranty Trust Company would result in discrimination against

the lending 
institution, and (2) whether the device of making an un-

secured loan as a means of evading the Regulation was being used to

slIch an extent that consideration should be given to amending Regula-

ti°11 U to include unsecured loans for the purpose of purchasing or

carrying securities.

During the consideration of these questions no points

were developed which it was felt furnished a satisfactory basis for

eh ging the action of the Board as set forth above or for any other
action at this time.

At this point Messrs. Thomas, Vest, Parry, Brown, Chase and

WYatt 
withdrew from the meeting.
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The action stated with respect to each of the matters here-

inafter referred to was then taken by the Board:

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

Federal Reserve System held on October 8, 1945, were approved unani-

mously.

Telegram to Mr. H. J. Stoddard, President, Michigan National

Bank, Lansing, Michigan, regarding the designation of Grand Rapids,

Michigan, as a reserve city. The telegram read as follows:

"Your letter October 5. Board knows of no additional
information that would be developed by further confer-

Mle, but if you and your attorney desire to come toington on afternoon of October 15 Board will be
glad to have representatives meet with you at 2:30 p.m.
Please advise if you will be here at that time."

Approved unanimously.

Telegram to C. R. Magone, Department of Attorney-General of

Ontario, Toronto, Ontario, regarding the extradition trial of Harold

George Kates. The tire read as follows:

"Your wire October 5. G. Howland Chase, one of Board's
attorneys, or some other suitable witness from offices
of the Board in Washington, will be at Toronto and will
communicate with you morning of October 18. Please
wire if date is changed."

Approved unanimously.

Letter to Mr. Wm. E. Peterson, Vice President of the Federal

Reserve Bank of St. Louis, reading as follows:

"This is with reference to two questions relating
to Regulations T and U which you presented to us when
You were at this office on September 18, 1945.

"The first question is whether in an account with
a broker established under the provisions of section 4(f)(8)
Of Regulation T, which represents an extension of credit for
c' Purpose other than purchasing or carrying or trading in
securities, the customer may effect substitutions of col-
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lateral by selling certain of the reEistered stocks held
as collateral and buying other registered stocks to re-
place the stocks sold. The answer to this question is
that such a substitution may be effected provided the
customer does not engage in repeated transactions of this
kind. If he did attempt to engage in repeated transactions,
the credit would be maintained for the purpose of trading
in securities and so ineligible for the special treatment
permitted by section 4(f)(8).

"The second question is whether, under Regulation U,
a bank could make a non-regulated loan to pay off the ac-
count with the broker after having solicited the customer
With the representation that the customer could then do what
he is not permitted to do while the credit is maintained by
the broker, that is, engage in trading by the substitution
of collateral. If the credit had been extended by the bank
in the original instance, it is true that such trading would
be permitted, since the original purpose governs (see S-11,
U-16; F. R. L. S. #8120). In this case, however, the bank
would be making a loan which at the time it was made the
bank knew would be used for the purpose of purchasing reg-
istered stocks in the future. It could not, therefore, ac-
cept in good faith a statement from the customer that the
purpose was not to purchase registered stocks and conse-
quently the loan would be subject to section 1 of the reg-
ulation."

Approved unanimously.

Telegram to Mr. Koppang, First Vice President of the Federal

Reserve Bank of Kansas City, reading as follows:

"Re your
letter.
to banks

October 6 wire concerning circulation of McKinney's
We have no objection to your limiting circulation
located at points known by you to have war business."

Approved unanimously.

//
Thereupon the meeting adjo

Chairman.

Secretary.
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