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M
g inuteg of actions taken by the Board of Governors of the
8,

al R
®S€rve System on Wednesday, May 19, 1948.

PRESENT: Mr. McCabe, Chairman
. Eccles

. Szymczak

. Draper

. Evans

. Vardaman

. Clayton

FEEFERF

Mr. Carpenter, Secretary

Mr. Sherman, Assistant Secretary

Mr. Morrill, Special Adviser

Mr. Thurston, Assistant to the Board

Min
Utes of actions taken by the Board of Governors of the

eder
ystem on May 18, 1948, were approved unanimously.
Meng
o 4y Tandum dated May 18, 1948, from Mr. Leonard, Director
&
0 vision of E . . .
? xaminations, recommending that the resignation

rd p
tQt ) Eager, Jr., an Assistant Federal Reserve Examiner in
Divisi°n
T

b a"t ,t
log he close of business June k, 1948, with the understand-
that

a1
ty WD sum payment would be made for annual leave remaining

» be accepted to be effective, in accordance with his

“Tedyy,
88 of that date.
Approved unanimously.

" Cttey o
. Dearmont, ral Reserve -
Rﬁ%rv Mr. De t, Federal Reserve Agent of the Feder
€ By
ok of gt, Louis, reading as follows:

h
iigterlzfaﬁzord&nce with the request contained in your
Sctive 7 ¥ 12, 1948, the Board of Governors approves,
Agar Une 1, 1948, the payment of salary to Mr.
ent ' Zehner, Alternate Assistant Federal Reserve
the rate of $3,000 per annum."

Approved unanimously.
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5/19/’48

=D

L
" Stter to the organizers of the "Peoples State Bank",
e$ia

N .
" ’ 8W Mexico, stating that, subject to conditions of mem-
ship
n
" Wibereq 1 to 3 contained in the Board's Regulation H

|
the f°110w1 .
b ng special condition, the Board approves the

1

S ap
plicatlon for membership in the Federal Reserve System

for
*e appropriate
amount of stock in the Federal Reserve
of D&llas;

"h‘ At th
bany, € time of admission to membership, such
ta) Sf:hall have a paid-up and unimpaired capi-
capy Ock of not less than $100,000 and other

T tal funds of not less than $100,000."
etter
8150 contained the following special comments:

n

Yaine AicePt&nce of the conditions of membership con-
Yon &don this letter should be evidenced by a resolu-
chﬂtr‘c(ir ﬁted by the board of directors after the bank's
g ado 88 been issued. The board of directors should
the &Ctipt’ at the same time, a resolution ratifying

10 gy 98 Which has been taken in the bank's behalf
Serve S;lg a8pplication for membership in the Federal Re-
%Gther Witem' A certified copy of each resolution, to-
si complieh advice of compliance with the condition to
< oug s % With prior to admission to membership,
&angem@nts Tansmitted to the Federal Reserve Bank. Ar-
&n Bpro Will thereupon be made to accept payment for
Cee Priate amount of Federal Reserve Bank stock, to
88ye € deposit of the required reserve balance, and

the appropriate amount of Federal Reserve Bank

the " The 4oy 20k:

b ¥ der&lime within which admission to membership in

o &ccc’mpli Reserve System in the manner described may

g 216 1groied 1o limited to 4 months from the date

8 obt&in er, unless the bank applies to the Board
Vigeq ,o° 8n extension of time. When the Board is

8t all of the requirements have been complied
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n
B:ith and that the appropriate amount of Federal Reserve
P Stock has been issued to the bank, the Board will
in tard to the bank a formal certificate of membership

® Federal Reserve System."

Approved unanimously, for trans-
Wission through the Federal Reserve
Bank of Dallas.

Letter 4o the Honorable 0. C. Fisher, House of Representatives,

83 foliows :

d.resgnThis refers to your letter of May 8, 1948, ad-
taiy °d to Chairman McCabe, inquiring whether-a cer-
Pany 1 Dburchase of notes from Fruehauf Tralle'ar Com-
%hich R 1945 complied with this Board's Regulation U,
tio, . relates to security loans by banks. This ques-
¢ 785 Tajged by Mr. and Mrs. Hirschie Johnson, who
rfsiden‘bs of the district you represent in Texas.
RS 8nsactions of the general type reported by Mr.
for ths' Johnson have entailed administrative problems
°Dporte Board in the past, and we are glad to have this
tl‘ans M0ty £o outline our views on the status of such
“Ctions under the regulation.
Deceppe. ¥e understand the case presented, a bank on
Fruehaer lh) 19145 , purchased promissory notes from
Qertai Trajler Company which had been executed by
delyy, 1 of the company's directors and officers and
Enlthorie to the company in payment for shares of its
thagey - but unissued common stock which they had pur-

pledge :n September 27, 1945. Each note was secured by

ligy, . ohe stock for which it was paid, and the stock

gksted Oon the New York Stock Exchange. The question
tiOn =i Whether the note purchase complied with Regula-
hibitedin ziew of the provision then effective that pro-

8 bank from meking any loan secured by stock for

8ye Ose

of purchasing or carrying a registered stock,
Fruehauf issue, in an amount greater than 25
"\ °f the value of the collateral.

te SPecific ruling as to whether Regulation U was
invova in this case would depend on all of the facts

i particular, the answer to the question




Ng/ug .
"WO
bet:,égnbe influenced by whether there was any connection

subsequethe original loans made by the company and the

COmpg 0t bank purchase of the notes, and whether the

o oo S0ld the notes to obtain funds for purchasing

Pllrp%g‘zing securities rather than for manufacturing

+ A violation would be indicated, for instance,

Part, had been an agreement or understanding on the

Rage ththe bank, at the time the loans were originally

timef &t the bank would take them over at some future

thepg $he original loans by the company, standing by

&Pplies €8, naturally were exempt from a regulation which

2ection °nly to specified loans by banks. In this con-

Aet of Z’L it is of interest that the Securities Exchange

1°&lly 6931*, which authorized these regulations, specif-

dih&ry cxempted 'a loan made by a person not in the or-

w, ourse of his business.'

Cagg . °Wling that the bank purchase of the notes in the

mﬂking °Sented was not in any way a subterfuge for the

With th:f & prohibited loan, it appears to be in compliance

" Tegulation. If this assumption is true, the pur-

Lot o o the notes by the bank was exempt because it was

Regula 80 for the purpose of purchasing or carrying stock.

mahd&te DU is designed, in accordance with the statutory

the Pura to help prevent the excessive use of credit for

v 8ulatse Oor carrying of securities. It is not intended

Wehggyn o P20k credit extended for purposes other than

gehera hg or carrying securities, such as, for example,

gect Wfacturing purposes, and the credit is not sub-
p:% € regulation merely becguse it is secured by
Q

th Sent, Ii\zgzrdingly, if the bank purchase of notes in the

‘wie Tegyy " ance was not in fact a disguised loan for
th gy, >ved purpose, it does not appear to conflict

"W E:neral intent of the regulation.

b ticognize, of course, that the effectiveness

t;m‘nka mage O° U could be substantially mullified if

ug Ough thea Practice of avoiding it merely by going

ti;l& prOCSdfOI’m of purchasing notes instead of the

th:ls o ure of 'making' a loan. Such circumven-

Ropy " aticlea.rly be in violation of the terms of

1 i Sect?n, however, as for instance the require-

By, SCepty, . OF 3(a) that the bank exercise good faith
qrq ang 4 2 statement of the purpose of a loan. The

® Federal Reserve Banks have been alert to
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propi?re any substantial abuses of this sort so that ap-

thep bate amendments might be adopted if the need for
cScame evident.
1@0%2 are enclosing a copy of Regulation U for your

lon, and shall be glad to comment further if

there ig :
any point we have not covered adequately.”
Approved unanimously.

Let
3 ter Prepared for Chairman McCabe's signature to Mr. E.

Mgy |

s Chairman, Interdepartmental Savings Bond Committee,
e
Partment, reading as follows:

1etterTEiS will acknowledge receipt of your Circular
°f Bxeq ©. 92, dated May 14, 1948, enclosing a copy
Ughy,, 'Uive Order 9953, dated April 23, 1948, estab-
Yine Vg the Interdepartmental Committee for the Peace-
Presid%ltll'ltary Pay Roll Savings Plan and a copy of the
of s 8 letter, dated April 28, 1948, to the Heads
F the . nents, Agencies and Independent Establishments

n OVermment in support of the Security Loan Drive.
}Of the Suant to the authority contained in Paragraph
S&late 1above'mentioned Executive Order, I hereby des-
lon 0P A;:lon P. Bethea, Director of the Board's Divi-
- in Inistrative Services, as my alternate to act
U Moy 811 matters relating to the Committee. As
O E‘-I,'er' Bethea served in a similar capacity on
i dey “€Partmental Committee created by Executive
“Persedep’ approved April 16, 1942, which Order has been
lgh "wi‘th by Executive Order 9953 referred to above.
th 8, thererespect to the President’'s letter of April 28,
ore Bo&l‘d's 1s enclosed for your information a copy of
1. Temoy reply dated May 7, 1948, together with a copy
g the p andum to gll employees of the same date, bring-

Tesident's request to their attention.”

Approved unanimously.
1‘18 Stter to
%, the Presidents of all Federal Reserve Banks read-
0110
Vs:
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threg ?ghsl'e are enclosed for your information copies of

ankg eiiles showing the number of nonmember commercial

Ship s tgible and ineligible for Federal Reserve member-
t&bles he basis of statutory capital requirements. These
to the Were compiled largely from the Reserve Banks' replies

Board's telegram of May 3."

Approved unanimously.

Apprwed: Secretary.
: ) e

Chairman.






