Minutes of actions teken by the Board of Governors of the
Fe
Qera) Reserve System on Monday, October 23, 1950. The Board met
in
the Board Room at 12:00 o'clock noon.
PRESENT: Mr. McCabe, Chairman
Mr. Szymczak
Mr, Evans
Mr. Norton
Mr. Powell
Mr. Carpenter, Secretary
Mr. Morrill, Special Adviser to the Board

Mr. Thurston, Assistant to the Board
Mr. Townsend, Solicitor

Chairman McCabe reviewed, for the benefit of Messrs. Szymczak
- Norton, the discussion at the meeting of the Board on Friday, .
mﬂober 20, with respect to the question whether the memorandum which
?m Comptroller of the Currency addressed under date of August 31, 1945,
° My, Vinson, then Secretary of the Treasury, and which the latter in

1945
turneq over to Mr. Eccles, then Chairman of the Board, should be
{nt

T

Toduceq by Mr. Townsend during the Clayton Act proceeding against

anSe‘"‘erica Corporation. The Chairman stated that a decision on the

::tter vas deferred at the meeting on Friday in order to afford the
s lembers opportunity to consider the matter and express their

views.

“ The various aspects of the problem, as discussed at the meeting

Oc
g tober 20, were again considered and reference was made particularly
0

the
POssibility of presenting the memorandum in confidence to the
eari
" g Officer so that it subsequently might be brought to the confiden-
“%ention of the Court of Appeals and, if necessary, to the Supreme
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Co
wt, My, Townsend outlined the reasons why, in a public hearing of

this kind and the court proceeding that would follow, it would not be
possible to have the memorandum put into the record on a confidential
baeis_ In response to an inquiry as to how it would be possible to
Mt into the record only the parts of the memorandum relating to the
9.ue3t1°n of monopoly without putting in the portions relating to the
condition of the bank and the character of its management, Mr, Town-
041100 how Ehat Gould be dons,

There was a full discussion of the possible effects of making
&pmicable portions of the memorandum a part of the public record and
180 o withholding them from the record.

During the discussion Mr. Townsend stated that it would be
highly desirable to put into the record of the hearing the correspondence
:hich the Board had with the Comptroller of the Currency in which he
ndica‘ced that he would support the Board's position and would not grant
Quth(’rity for additional branches for Bank of america N. T. and S. A,
"hile the Clayton Act proceeding was pending., The members of the Board
:tated that they would have no objection to the introduction of any
rricial correspondence received by the Board in this connection which
"8 noy confid

ential in character.

N At the conclusion of the discussion it was understood that,
fteq & decision on the question whether the memorandum from the

g
bt
™ller of the Currency should be put into the record of the hearing
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feed not, be made until just before the close of the hearing, the matter
wmnﬁ-be deferred for a further discussion at a later meeting of the
B°5.rd.

At this point all of the members of the staff with the exception
f Mr, Carpenter withdrew, and the action stated with respect to each
°f the Matters hereinafter referred to was taken by the Board:

Minutes of actions taken by the Board of Governors of the
theral Reserve System on October 20, 1950, were approved unanimously,

Memorandum dated October 16, 1950, from Mr. Young, Director of
e Division of Research and Statistics, recommending that the temporary
Qﬁbintment of Duncan Holthausen, consultant in that Division, be extended
for o Period of approximately 30 days with no change in his fee of $40,00
for ®8ch day of service for the Board and with no change in his transpor-
tion allowance or in the per diem allowance of $9.00 in lieu of
sn’bsistence for each day away from home,

Approved unanimously.

Memorandum dated October 20, 1950, from Mr. Noyes, Assistant
:dministrator of the Office of Real Estate Credit, recommending that
:w Boarq approve the designation of David Eastburn, Economist in
- Research Department of the Federal Reserve Bank of Philadelphia,
:san Assistant in the Office of Real Estate Credit, with the under-
tanding that his salary and the Bank's retirement contributions in

hyg
behalf will continue to be paid by the Federal Reserve Bank of
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Philadelphia subject to reimbursement by the Board, and that he will
beall°wed a per diem in lieu of subsistence at the rate of $9 while
"™ row Builadsizhis on official Businsss for 4he Hoard, such per
Uen to be paid directly by the Board.
Approved unanimously.

Letter to Mr. Bilby, Vice President of the Federal Reserve

Bmm'Of New York, reading as follows:

"For the reasons outlined in your letter of
October 18, 1950, the Board of Governors approves the
Payment of salary to each of the fifty-four employees
Damed on the 1ist which accompanied your letter at

he rate indicated, which in each case is in excess
°f the maximum of the grade in which the employee is
Classified.

"The Board of Governors also approves the payment
°f salaries to Harold A. Crane at the rate of $7,083
%4 to Joseph M. O'Brien at the rate of $8,858 per
ihnum which rates are above the maximums of the grades

R which their positions are classified.”

Approved unanimously.

Letter to First National Bank in Lake Worth, Lake Worth,

e
T
1da: reading as follows:

to "The Board of Governors has given consideration
to Your fiduciary application and grants you authority
1 act, when not in contravention of State or local
8%, as trustee of the Construction Fund Trust
Agreement in comnmection with the issue of $1,775,000
Re:y of Lake Worth, Florida, Water and Electric
®nue Certificates, Series 1950, dated May 1, 1950.

€ exercise of such authority shall be subject to
€ provisions of the Federal Reserve Act and the
eGulations of the Board of Governors of the Federal
Serve System.
th "This letter will be your authority to exercise

€ fiduciary power granted by the Board pending the

TeDParation of a formal certificate covering such

Te
R
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"authorization, which will be forwarded to you in
d'l.Ie course. n

Approved unanimously, for
transmittal through the Federal
Reserve Bank of Atlanta.

Telegram to the Presidents of all Federal Reserve Banks,
I‘ea
ling g5 follows:

"In connection with Registration Statement under
ReGUlation W a corporation operating on a nation-wide
basig through a number of subsidiaries has stated that

T would ve relatively easy to supply the information
S¢t out in item IV of the Lender's Form on a nation-
¥ide basis for the corporation and its subsidiaries
Ut that it would be a considerable clerical burden to
Prepare such a breakdown of the information for each
°f the subsidiaries. It has asked whether it would be
Permissinle for each subsidiary to register, but to

11e figures of the national organization, and an in-
Ucation of its affiliation with the national organiza-
T1°n, in lieu of the subsidiary's individual figures.

he Board is of the view that such procedure would be

Satisfactory M

Approved unanimously.

Telegram to the Presidents of all Federal Reserve Banks,

I‘ea
U a8 follows:

Wy "The Board has considered a case under Regulation
°°l§ which an automobile was so badly damaged in a

ision that the insurance company, exercising its option

der its insurance policy on the car, is willing to re-

h:ce the car with another of the same make and model.
deq Insured would make no payment except $50 covering the
VheECtible portion of the policy. The Board was asked
ace her the finance company that holds the paper may
mOr:pt a mortgage on the replacement car in lieu of the
Car 8age which was originally received on the demolished
$50’ without payment by the obligor of more than the

deductible part of the policy.
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"It appeared that the obligor would receive no
lew funds and that the change in collateral would be
due to the collision rather than to any deliberate
action by the obligor, by the Regitrant auto dealer,
Or by the Registraent finance company. In the cir-
Cumstances, the Board is of the view that the pro-
Posed settlement of the insurance claim and acceptance
Of the new collateral by the finance company need
Dot be considered to be a renewal or revision of the
Obligation. Accordingly, it would be permissible
Without having to comply with the down payment, loan
Value, and maturity requirements of the regulation.

"The Board has considered another case in which
& bank prior to September 18 purchased from an auto-
Wobile dealer the instalment paper on a used 1949
Ford station wagon on which the financing was more
liberal than that permitted under Regulation W.
Subsequent to September 18, and as a result of a
Change in his employment and his needs, the owner of

he station wagon wished to turn in the 1949 Ford
Station wagon to the automobile dealer on the basis
°f an even exchange for a 1949 Ford coach with no
Other consideration involved.

"The automobile dealer was willing to make the
®Xchange and the bank wished to know whether the
“ransaction could be carried out, the coach being
Substituted as collateral for the station wagon,
¥ithout complying with the requirements of the regu-

8tion for a new extension of credit.

"The Board is of the view that the transaction
Shoulg be considered to be subject to the require-
Ments of the regulation as a new extension of credit
1nVolving a sale of the coach with the station wagon
8Ccepted as a trade-in."

Approved unanimously.
" Letter to Honorable Preston Delano, Comptroller of the Currency,
ashinGton, D. C., reading as follows:
Sxadty, sigon vas Loied mader e catusrity of the
’

Sefense Production Act of 1950, became effective
®Ptember 18, 1950. Copies of the regulation and of
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the Board's press release dated September 8, 1950
Tegarding the regulation are enclosed.

"To accomplish the purposes of the regulation
1t 1s apparent that there must be effective and
‘niform enforcement. Such a program is essential
In fairness to the consuming public and to those
Subject to the regulation.

"In order to avoid unnecessary duplication of
igvestigations, particularly of banks and other

Dancial institutions which are already subject

© comprehensive examination programs, the Board, as
o6 did when the regulation was in force on previous
tcﬁsions, is again seeking the cooperation of
; ate and Federal banking agencies in the adminis-
Tation and enforcement program.
ha "The attached outline of an enforcement program
ts been prepared for the Federal Reserve Banks,
N is similar to the outline used in 1948-49, Since

Telates to violations with criminal penalties,

e:tgeneral program has been cleared with the Depart-

Sf Justice.

Youp The Board would like to have the cooperation of
Teg agency in the enforcement of the regulation with
t ePGCt to the banks under its supervision. As during
1 Previous program, it is suggested that the coopera-
°n be along the following lines:

1. Your examiners take appropriate steps in
the course of their examinations to pro-
mote understanding of, and compliance with,
Regulation W, and to determine whether
violations of the regulation exist either
as to credits originated by the institution
or credits acquired by it from others.

This would include discussion with lending
officers to ascertain their familiarity with
the regulation and a spot check of loans.

2. If violations are discovered which in the
opinion of representatives of your agency are
inadvertent, your representatives may seek
to obtain correction of the violations along
the lines which it is contemplated may be
taken by the Federal Reserve Banks in
similar circumstances under section II-A
of the enclosed Outline of Enforcement Program.

 FRASER
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"3. 1If violations are discovered which in
the opinion of representatives of your
agency are apparently willful, the facts
in the case be reported to the Federal
Reserve Bank of the district in which the
apparently willful violations occur or to the
Board of Governors.

"It is hoped that close informal relations between
Jour representatives in the field and those in the Federal
Reserve Banks will be maintained in the administration of
Regulation W. The Regulation W departments of the Federal
Reserve Banks stand ready to be of any assistance possible

O Your field representatives in connection with questions
8rising in the administration of the regulation.
re "The Board is deeply concerned over reports it has
orceived from sales finance companies and other trade
tiganizations to the effect that ip the past the regula-
5 On was not enforced as strictly with respect to banks
S 1t vas with respect to other classes of registrants,
particularly sales finance companies. Strong representa-
Ons have been made to the Board that in some cases
a;?ks extended consumer credit on a non-conforming basis
®r the deals had been rejected by sales finance com-
P;nies as non-conforming and that Regulation W thus
Placeq tpe conforming registrants at a competitive
1’s'a-d-‘l'a.l:d‘.age.
the "In view of the large volume of paper subject to
the Tregulation held by banks, it is highly important that
Yog enforcement of the regulation be as effective with
Pect to banks as it is with respect to other classes
beeregistrants. This objective of the program has already
empﬁataken up with the Reserve Banks and the Board has
the bSized to the Presidents, the officers in charge of
Chay ank examination departments, and the officers in
% bBe.of Regulation W work, the necessity that there be
of tasls for such criticism of the work of representatives
he Federal Reserve Banks.
Supe "It would be most helpful if each agency having
thatrvision of banks would make clear to its examiners
Naty the effective enforcement of the regulation is a
®r in which the agency has a real interest, and the
974 hopes that you will do so with respect to your
Sminers,
Vritinwe have had preliminary discussions with, and are
ng to, other agencies with responsibilities for the

ex
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'Supervision of banks and other financing institutions
Coming within the scope of the regulation, and expect
to receive their continuing cooperation.”

Approved unanimously, together
with similar letters regarding en-
forcement of Regulation W, Consumer
Credit, appropriately modified to
apply to the agencies addressed, to
the Department of Agriculture, Federal
Deposit Insurance Corporation, Federal
Security Agency, and Home Loan Bank
Board, Washington, D. C., and National
Association of State Small Loan Super-
visors, Des Moines, Iowa.

Letter to Mr. Warner, Maneger, Credit Department, Federal
eSe
Ve Bank of New York, reading as follows:

"This refers to your letter of October 3, 1950,
regarding questions presented to you under Regulation
K by General Motors Acceptance Corporation, Nash-

®lvinator Sules Corporation and Trade Bank and Trust

t°mPany. The questions relate to sales of refrigera-

Ors in large quantities, with the total contract

?ggregating more than $2,500, but with a series of

Ddividual deliveries which would each involve less
$2,500.

"As you know, Regulation W applied to instelment
Sales of listed articles regardless of amount from

s beginning in 1941 until a dollar ceiling of
c1:500 (later changed to $2,000) was placed on such
iredits in 1946. That figure was raised to $5,000

R 1948, and in the present regulation is at that
gg°unt for automobiles, but has been reduced to

»200 for articles other than automobiles.

"The Board has recognized that sales of refri-
8eratorg (and some other listed articles) in large
Wantities may have characteristics somewhat different
t§°m Sales of the articles in smaller quantities. On
the Other hand, such large orders also have many of
&r: features that are common to any other sales of the

lcles, As a matter of practical administration, it

for FRASER
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"has not seemed feasible to try to draw a distinction
between such transactions except on the basis of the
amount of the credit. For similar reasons, it has
Not seemed desirable or feasible to attempt to pre-
Scribe a rule that would vary with the many different
versions of contracts for large quantities. It has
Seemed to be sounder to treat each delivery as a
Separate extension of credit unless and until such
én%ividual credits are combined into a single larger
ebt,

"Accordingly, individual deliveries should be
Considered subject to the regulation when the individual
fmount of credit involved in the delivery is $2,500
Or less. This would be true even though the deliveries
8re made under a contract providing for eventual
deliveries and credit in excess of that amount. How-
SVer, when several deliveries have been made, the
Tegulation would not prevent the individual credits
being combined into a single obligation, and the
Combined obligation then would be exempt under section

7(a) 1f 1t exceeded $2,500 and did not involve auto-
mObiles.u

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

I‘ea
Uing o follows:

"It is the Board's view that painting, reroofing,

repairs constitute a 'major improvement', within
the meaning of section 2(g) of Regulation X, if their
€ost exceeds $2,500."

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

r ead .
1hg 88 follows:

"Inquiries have been received regarding the appli-
@tlon of Regulation X to a sale of residential property
°D which there is new construction, where the vendee
388umes, or takes the property subject to, indebtedness
Secureq by a mortgage on the property and such indebted-

U885 exceeds the maximum loan value of the property but

for FRASER
isfed.org/




10/23/50 Sl

"evidences credit extended prior to October 12, 1950,
the effective date of the regulation.

"Regulation X does not prohibit such a sale or
Tequire that the indebtedness be reduced to the maximum
loan value of the property. Under the definition con-
tained in section 2(d) of Regulation X, such a sale
Constitutes an extension of credit by the vendor of the
Property; but, even though the vendor may be a Registrant,
the sale is not prohibited by Regulation X because the
Provisions of section 4(a)(6) of the regulation, which
deal specifically with such transactions, prohibit a
Sale only 'if the amount of outstanding credit (in-
Cluding any credit exempt from, or not subject to the
Prohibitions of, this regulation) which was extended
&fter the effective date of the regulation with respect
Yo the property exceeds, or as a result of such sale
Or transfer would exceed, the applicable maximum loan
Value of such property, or if any outstanding real
Sstate construction credit (subject to and not exempt
%IEE_EQ}S regulation) with respect to such property

O€s not conform with the provisions of this regula-
tion and the Supplement thereto.' However, any
8dditional extension of credit by a Registrant (in-
°luﬂing the vendor if he is a Registrant) in connection
With such a sale would be prohibited by section 4(a)(1)
°f Regulation X.

"For example, in a sale of residential property
°Q vhich there is new construction where the bona fide
Sale price is $12,000, and the vendee pays $2,000 for
the equity of redemption and assumes, or takes such
Property subject to, a $10,000 mortgage which evidences
°redit extended prior to October 12, it is not necessary
that the $10,000 mortgage be rewritten to conform
¥ith Regulation X. However, no part of the $2,000
Paid by the vendee for the equity of redemption may

€ borrowed from a Registrant because the amount

T credit outstanding with respect to the property

ready exceeds the maximum loan value of the property.

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

l‘eﬂd
ng a5 £o110ws:
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"Inquiries have been received under section
2(1) (2) (B) of Regulation X where the facts are these:
A prospective borrower owns a vacant lot on which he,
With the help of his family and friends, will perform
the necessary labor to build a residence. He applies
to g Registrant for credit to be secured by a mortgage
Upon the residential property, the proceeds of the
loan to be used to pay for materials used in the new
Construction. The question is: How does a Registrant
determine the 'value' of the residential property?

"If the entire cost of the property has been
Incurreq by the prospective borrower not more than 12
Months prior to the extension of credit or is to be
}ncurred by him after such extension of credit, the
Value' is the bona fide cost of the property to the
bOrrover, including a bona fide estimate of the cost
of completing the new construction., It is the view
Of the Board that a reasonable bona fide estimate of
the value of the labor to be performed by the prospective
Orrower, his family, and friends may be included in
the 'bong fide estimate of the cost of completing new
Construction'.

"If the lot has been purchased or eny other part
Of the cost of the property has been incurred by the
Prospective borrower more than 12 months prior to the
€xtension of credit, or if any part of such property

8 been acquired by gift, exchange, or inheritance,

the 'vglue' shall be the appraised value as determined
in good faith by the Registrant."

Approved unanimously.

Telegram to the Presidents of all Federal Reserve Banks,

in@ as follows:

"Inquiries have been received regarding the

®Dplication of Regulation X to extensions of credit
Or mixed purposes. For example, a prospective borrower
8Pplies to a Registrant for a loan to be secured by a
Mortgage on residential property on which there is

new construction. A part of the loan is for the

ose of financing a major addition to the residence
¥hich w111 cost $8,000, and $2,000 of the loan will
® used (a) to retire an existing mortgage on the
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"Pr0perty, or (b) to retire outstanding indebtedness
Dot secured by a mortgage on the property, or (c) for
Some other purpose which would not make the loan subject
to Regulation X. The question is: How much credit
can the Registrant extend and on what terms?

"It is the view of the Board that in such cases
Regulation X requires that the amount and terms of
the loan shall be such as would result if the loan
Were divided into two or more parts on the basis of
the purposes of the loan and each part were treated
85 if it stood alone; and the amount and terms of
the loan would comply with Regulation X if they
Satisfied the requirements of the regulation applicable
to that part which is subject to Regulation X.

"By way of illustration, in each of the examples
S€t forth above, the maximum amount of credit per-
Ditted by Regulation X would be $8,450, that is,

6,450 (the maximum loan value of the $8,000 major
addition) plus $2,000. The maturity and amortiza-
tlon of that part ($6,450) which is subject to Regula-
tion X would have to conform with the provisions of
the Supplement; or, in other words, the payments on
the loan would have to be such as to repay $6,450
Of the loan within the time and at the rate required
by the Supplement.

"The same principles apply in the case of a loan
Secured by a mortgage on farm property where part of
the loan is for the purpose of financing the construction
Of & residence on such property and the remainder of
the loan is for purposes which would not make the loan
Subject to Regulation X."

Approved unanimously.
Memorandum dated October 10, 1950, from Mr. Thomas, Economic
“iser to the Board, stating that, in the absence of objection,
= Youlg appoint a special editorial committee, of which he would
rve 88 Chairman, to work as technical consultants on a proposed

book on the mechanics of Federal Reserve operations in the

Rlone
v Darket, a preliminary outline of which had been prepared in
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ordance with a report of a Special Subcommittee of the Conference
o Presidents on Relations of the Federal Reserve System with Schools
o C°113ges. The memorandum also stated that the editorial committee
Youlq Work according to the procedure established for System technical
"Waies, yhich provides that upon completion, the study is recommended
% the Chairman of the System Research Advisory Committee to the

Bo,
ard for publication,

Approved unanimously

7
7 \ = / Secretary,
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