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Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Friday, December - 29, 1950. The Board met

in the Board Room at 10:45 a.m.

PRESENT: Mr. Szymczak, Chairman pro tem.

Mr. Evans
Mr. Vardaman
Mr. Pow-ell

Mr. Carpenter, Secretary

Mr. Sherman, Assistant Secretary

Mr. Kenyon, Assistant Secretary

Mr. Thurston, Assistant to the Board

Mr. Riefler, Assistant to the Chairman

Mr. Thomas, Economic Adviser to the Board

Mr. Vest, General Counsel
Mr. Young, Director, Division of Research

and Statistics
Mr. Hilkert, Acting Director, Division of

Personnel Administration

Mr. Nelson, Assistant Director, Division

of Examinations

The Secretary reported that Chairman McCabets plane had been

delayed and was not expected to reach gashington until about 11:30

this morning.

Mr. Powell referred to previous discussions of voluntary agree-

ments to restrict credit by financing institutions under section 708

Of the Defense Production Act of 1950 and to the meeting held in New

York on December 19, 1950, of representatives of insurance companies,

commercial banks, and investment firms for the purpose of exploring

the possibilities of such an agreement. In view of the letters from

the Attorney General dated October 19 and December 1, 1950, he said,

the representatives of the financing institutions felt that the Board

Should be represented at the meeting and asked him to serve as chairman
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of the meeting which he did. At that meeting a subcommittee was

appointed to draft a statement of principles and a proposed program

for consideration by the full committee. The subcommittee met yes-

terday in New York and ahile no official representative of the Board

was present, Mr. Logan and Mr. Treiber of the New York Bank were in

attendance. It was Mr. Powell's belief that the Board probably would

receive a request to have a representative present at the meetings

of the subcommittee and he suggested that the Board approve a procedure

under which, whenever it appeared desirable to do so, an officer

or officers of a Federal reserve bank would be designated by the

Board to attend meetings of financing institutions at which the sub-

ject of voluntary agreements would be discussed.

In the discussion of this suggestion it was made clear that

the designated representatives would be in attendance in an advisory

capacity for the purpose of being helpful, that they would have no

authority to commit the Board, and that any voluntary agreements pro-

Posed in such meetings would have to be submitted to and approved by

the Board and by the Attorney General and the Federal Trade Commission.

At the conclusion of the dis-
cussion, upon motion by Mr. Powell,
his suggestion was approved unanimously,

Mr. Vardaman stating that he voted to
approve reluctantly and in the hope

that the representatives of the Board

would be cautioned that the agreements

were voluntary on the part of the fi-

nancing institutions and that the repre-

sentatives were to serve as observers
and advisers and were not to assume
leadership of the meetings.
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There were presented telegrams to the Federal Reserve Banks

Of New York, Cleveland, Richmond, Atlanta, St. Louis, Minneapolis,

Dallas, and San Francisco stating that the Board approves the estab-

lishment without change by the Federal Reserve Bank of San Francisco

on December 26, by the Federal Reserve Banks of Atlanta and St. Louis

on December 27, and by the Federal Reserve Banks of New York, Cleve-

land, Richmond, Minneapolis, and Dallas on December 28, 1950, of the

rates of discount and purchase in their existing schedules.

Approved unanimously.

Mr. Szymczak stated that pursuant to the discussion at the

meeting on December 15, the Personnel Committee had communicated with

Mr. Brainard, Chairman of the Federal Reserve Bank of Cleveland, re-

garding names of persons who might be appointed as Class C Director

of that Bank for the three-year term beginning January 1, 1951, that

alnong others Mr. Brainard had checked informally with John C. Virden

of Cleveland as to whether he would accept the appointment if tendered

and had reported that Mr. Virden would accept and mould resign as a

director of the Cleveland Trust Company in order to qualify. Mr.

S2Ymczak added that the Personnel Committee recommended that Mr. Virden

be appointed a Director of the Federal Reserve Bank of Cleveland for

the three-year term beginning January 1, 1951, and Deputy Chairman of

the Bank for the Year 1951. He also said that Chairman McCabe favored

the appointment of Mr. Virden who had talked with him (Chairman McCabe)
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on the telephone concerning the matter because of their long

acquaintance.

Thereupon, upon motion by Mr.

Szymczak, it was voted unanimously

to appoint John C. Virden Class C

Director of the Federal Reserve Bank

of Cleveland for the three-year term

beginning January 1, 1951, and as

Deputy Chairman of the Bank for the

year 1951.

Mr. Young withdrew from the meeting at this point and Mr.

Cherry, Assistant Counsel, entered the room.

Before this meeting there had been circulated among the members

Of the Board a memorandum from the Division of Personnel Administration

dated December 12, 1950, with respect to an executive order issued by

the President on November 13, 1950, relating to certain personnel

actions in the executive branch of the Government on or after December

1, 1950, and until such time as the President finds it no longer

necessary in the interests of national defense.

The memorandum stated that although there were technical legal

arguments that the executive order would not over-ride the provisions

of Section 10 of the Federal Reserve Act giving the Board sole power

over the appointment of its employees, it was recommended that the

Board generally follow the Government's policy as prescribed in the

executive order and the Civil Service Rules and Regulations 
issued

Pursuant thereto insofar as practicable. The changes that would be

brought about in present procedures of the Board by adoption of 
the

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



12/29/50 -5-

Procedures prescribed in the executive order were stated in the

memorandum as follows:

"Appointments.
On and after the date of approval by the Board,

all new appointments will be made on a nonpermanent

basis except that permanent appointments may be au-

thorized whenever, in unusual circumstances, the Board

decides that the permanent appointment is in the in-

terest of the government.
Promotions, Demotions, and ReassiLnments.

-Except under unusual circumstances, and by ap-

proval of the Board, all promotions and demotions will

be made on a nonpermanent, rather than a permanent,

basis and any reassignment may, in the discretion of

the Board, be either on a permanent or a nonpermanent

basis.
Release with Reemployment Rights.

It will be the responsibility of the Board to

determine whether a member of the staff will be released

with reemployment rights for employment in another agency.

This determination will be made in the light of stan-

dards issued by the Civil Service Commission. If the

Board refuses to release a member of the staff with re-

employment rights, the agency desiring his services can

appeal to the Civil Service Commission. In such cases,

final decision as to whether the employee should be re-

leased with reemployment rights would then be made by

the Civil Service Commission.
Veterans Preference.

The Board will continue to follow generally the

Veterans! Preference Act and the provisions of the

Selective Service Act of 1948 or the Service Extension

Act of 1950.
Reduction in Force.

The Board will continue to follow generally the

Civil Service reduction in force plan."

In an additional comment on the executive order, Mr. Cherry

stated that the Civil Service Commission would issue rules with re-

sPect to employees in the competitive service and that individual

agencies outside the competitive service would issue rules with re-
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spect to the application of the order to their agencies. He also

stated that the Civil Service Commission was working on such rules

but up to the present time had not issued them.

Mr. Hilkert stated that the general purpose of the order was

in the interests of good management, that it would help avoid some

of the mistakes made during World War II when many agencies including

some of the Federal Reserve Banks hired people on a basis that did

not make clear that they were temporary employees, and that so long

as there was a provision whereby permanent appointments could be made

When the Board concluded that it was in the interest of the Govern-

ment to do so, he felt it would be desirable to follow the provisions

of the order. He also stated that since this was being applied gen-

erally to Government agencies it would not seem appropriate for the

Board to be in a preferred position where it would be competing for

Personnel on terms more favorable with respect to permanency of appoint-

ments or promotions than could be offered by other Government agencies

in Washington.

Mr. Powell raised the question whether, if the Board adopted

the procedure recommended by the staff, it would have authority to

discontinue it when in the judgment of the Board it was desirable to

do so, and Mr. Vest responded that the Board could always reconsider

its action, but that by its terms the executive order was to apply

until such time as the President may find it no longer necessary in the
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interests of the national defense. He also expressed the opinion

that the provisions of the executive order would not affect ordinary

in-grade changes in salary.

Thereupon, upon motion duly

made, and by unanimous vote, the

recommendations of the staff as
set forth above were approved.

Mr. Vardaman then raised the question whether the terms of

the executive order should be made to apply to the Federal Reserve

Banks, and this was discussed in the light of the experience of

some of the Reserve Banks in making employments during world War II,

and of the fact that Federal Reserve Bank employees were not Govern-

ment employees and that the Reserve Banks were in competition primarily

With private business (both essential and non-essential industries)

for personnel whereas the Board was in competition primarily with

Other Government agencies.

Mr. Hilkert expressed the view that as the defense program

Progressed it was likely that some form of manpower mobilization

would be adopted for private industry and that the Federal Reserve

Banks would be seriously handicapped, particularly with respect to com-

petition from non-essential industries, if they were to follow the same

Procedure outlined in the executive order for Governmental agencies.

During the discussion, Mr. Evans suggested that the question

of Federal Reserve Bank employment policy be placed on the agenda for

discussion at the next Presidents' Conference.
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This suggestion was approved

unanimously, with the understanding

that a draft of letter to Mr. Peyton,

Chairman of the Presidents' Confer-

ence, would be prepared for the con-

sideration of the Board.

At this point Messrs. Hilkert, Nelson, and Cherry withdrew

and Mr. Solomon, Assistant General Counsel, joined the meeting.

Before this meeting there had been sent to all members of

the Board a memorandum from Messrs. Young, Schmidt, and Solomon dated

December 27, 1950, with respect to stock market developments. The

Secretary read the memorandum which stated that a moderate increase

in margin requirements at this time might be desirable as a preventive

measure and as a supplement to steps already taken in the credit and

monetary area to lessen inflationary pressures, and that an appropriate

action might be an adjustment of margin requirements from 50 to 60%

With no change in withdrawal rules.

Chairman McCabe joined the meeting while the memorandum was

being read.

Mr. Szymczak stated that during recent months there had been

some expansion in the amount of stock market credit and moderate
 in-

creases in volume of trading and in prices of securities, 
and that he

felt an increase of 10 percentage points in margin requirements
 would

be consistent with these developments. He went on to say that if a

greater increase were to be made it would also be necessary in his

Opinion, to consider a change in withdrawal rules and that he
 was not
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prepared at this time to recommend a greater increase than 10 per-

centage points.

Chairman McCabe stated that he would like to study the matter

further and to check with interested persons in the Government before

action was taken. He suggested, therefore, that no action be taken

at this time with the understanding that the action to be taken would

be considered again at a meeting next week.

This suggestion was approved

unanimously.

At this point all of the members of the staff with the excep-

tion of Messrs. Carpenter, Sherman, and Kenyon withdrew, and the

action stated with respect to each of the matters hereinafter referr
ed

to Was taken by the Board:

Minutes of actions taken by the Board of Governors of the

Federal Reserve System on December 28, 1950, were approved unanimously.

Memorandum dated December 21, 1950, from Mr. Young, Director

of the Division of Research and Statistics, recommending that Miles

L. Colean, an independent real estate consultant, be engaged whe
n

necessary on a contractual basis as a conbultant in 1951 in c
onnec-

tion with the work for the Board on real estate controls; that 
the

fee continue to be at the rate of $6.25 per hour (a total of $
50

for an 8-hour day) for work for the Board either in gashing
ton or

outside this city; and that, as usual if he travels, he re
ceive

traveling expenses in accordance with the Board's travel 
regulations
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applicable to the head or assistant head of a division. For pur-

poses of travel, Mr. Goleants headquarters are Washington, D. C.

ApprOved unanimously.

Letter to Mr. Sproul, President of the Federal Reserve

Bank of New York, reading as follows:

mile Board of Governors approves the payment

of salary to the following officers at the rates

indicated which, acoording to your letter of December

19, 1950, are the rates which were approved by your

board of directors, for the period beginning January

1, 1951, through March 31, 1951:
Name Title Annual Salary 

Donald J. Cameron Acting Assistant
Manager, Buffalo
Branch $12,000

George J. Doll Cashier, Buffalo
Branch 10,000

Gerald H. Greene Assistant Cashier,
Buffalo Branch 7,000"

Approved unanimously.

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

Reserve Bank of Richmond, reading as follows:

"Reurlet December 27. Board approves appoint-

ment of John C. Horigan, at present an assistant

examiner, as an examiner for Federal Reserve Bank

of Richmond effective January 1, 1951."

Approved unanimously.

Telegram to John C. Virden, John C. Virden Company, 6103

Longfellow Avenue, Cleveland, Ohio, reading as follows:

"Board of Governors of Federal Reserve System

has appointed you a Class C director of the Fed-

eral Reserve Bank of Cleveland for three-year term
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"beginning January 1, 1951, and Deputy Chairman

for year 1951. It will be appreciated if you

will advise by collect telegram of your acceptance.

It is understood that in order to qualify you will

resign as a director of the Cleveland Trust Com-

pany and dispose of any bank stocks you may own."

Approved unanimously.

Letter to Mr. Brainard, Federal Reserve Agent

Reserve Bank of Cleveland, reading as follows:

"In accordance with the request contained

in Mr. Gidney's letter of December 26, 1950, the

Board of Governors approves, effective December

1, 1950, the payment of salaries to the folloaing

members of the Federal Reserve Agent's staff at

the rates indicated:
Name Title

Head Office

James K. Armstrong

Lester J. Henk

Norman R. Matter

W. Howard Marsh.

Harry H. Ostendorf

William J. Cosgrove

Gordon M. Trowbridge

Letter

Alternate Assistant
Federal Reserve
Agent

Alternate Assistant
Federal Reserve
Agent

Assistant Federal Re-
serve Agent
Cincinnati Branch

of the Federal

Annual Salary

Federal Reserve Agent's
Representative
Federal Reserve Agent's
Representative
Pittsburgh Branch
Federal Reserve Agent's
Representative

Federal Reserve Agent's
Representative

Approved unanimously.

to Mr. Mangels, First Vice President

Reserve Bank of San Francisco, reading as follows:

$4,960

5,500

4,84o

5,000

5,340

4,200

4,1_040"

of the Federal
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"In accordance with the request contained in

your letter of December 22, 1950, the Board approves

the designation of the following as special assist-

ant examiners for the Federal Reserve Bank of San

Francisco, effective January 1, 1951:

Head Office Los Angeles Branch Portland Branch

Barker, R. P. Hunter, 0. L. Jensen, Lloyd

Hemmings, H. E. Parlin, D. E.
Stimmel, G., Jr. Payne, T. C.
Terrill, R. S.
West, L. K.
4il1iams, J. B.

Salt Lake City Branch Seattle Branch

Rogers, H. J. Coupe, H. M.
Johnson, A. C.

"Appropriate notations will be made in our records

of the names reported as deletions."

Approved unanimously.

Letter to The Calcasieu-Marine National Bank of Lake Charles,

Charles, Louisiana, reading as follows:

"The Board of Governors of the Federal Reserve

System has given consideration to your application

for fiduciary powers, and grants you authority to

act, when not in contravention of State or local

law, as trustee, executor, administrator, registrar

of stocks and bonds, guardian of estates, assignee,

receiver, committee of estates of lunatics, or in

any other fiduciary capacity in which State banks,

trust companies or other corporations which come into

competition with national banks are permitted to act

under the laws of the State of Louisiana, the exer-

cise of an such rights to be subject to the provi-

sions of the Federal Reserve Act and the regulations

of the Board of Governors of the Federal Reserve Sys-

tem.
"This letter will be your authority to exercise

the fiduciary porters granted by the Board pending the

preparation of a formal certificate covering such au-

thorization, which will be forwarded to you in due

course."

Approved unanimously for trans-

mittal through the Federal Reserve

Bank of Atlanta.
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Letter to Yr. E. C. Breedlove, President, First National

Investment Company of Harlingen, Harlingen, Texas, reading as follows:

"This refers to your letter of November

20, 1950, to the Federal Reserve Bank of Dallas,

requesting a determination as to the status of

the First National Investment Company of Har-

lingen as a holding company affiliate.
"The Board understands that the First Na-

tional Investment Company of Harlingen owns

10,260 of the 15,000 outstanding shares of stock

of The First National Bank of Harlingen, Harlingen,

but does not, directly or indirectly, own or con-

trol any stock of, or manage or control, any other

banking institution.
"In view of these facts, the Board has

determined that the First National Investment Com-

pany of Harlingen is not engaged, directly or in-

directly, as a business, in holding the stock of,

or managing or controlling, banks, banking associa-

tions, savings banks, or trust companies, within

the meaning of section 2(c) of the Banking Act of

1933 as amended, and, accordingly, the First Na-

tional Investment Company of Harlingen is not a

holding company affiliate for any purposes other

than those of section 23A of the Federal Reserve

Act and does not need a voting permit from the Board

of Governors in order to vote the bank stock which

it owns.
"If, however, the facts should at any time differ

from those set out above to an extent which would in-

dicate that the First National Investment Company of

Harlingen might be deemed to be so engaged, this mat-

ter should again be submitted to the Board. The Board

reserves the right to make a further determination at

any time on the basis of the then existing facts."

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

Texas,

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

Bank of Richmond, reading as follows:
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"Receipt is acknowledged of your letter of

December 23, 1950, regarding the Board's approval

on July 6, 1950, of the establishment of a branch
by the Union Trust Company of Maryland, Baltimore,

Maryland, in the Dundalk area of Baltimore County,

Maryland. It is noted that the bank has not yet

obtained quarters for the proposed branch but that

a lease will probably be executed and construction

begun within the next 30 days.
"In the circumstances, the Board extends to

July 6, 1951, the period within which the branch may
be established."

Approved unanimously.

Letter to Mr. Stetzelberger, Vice President of the Federal

Reserve Bank of Cleveland, reading as follows:

"Yesterday you advised the Division of Exam-

inations by telephone that you had received and

were forwarding with a favorable recommendation

a request from The Colonial Trust Company, Pittsburgh,

Pennsylvania, for an extension of six months in the

time within which it may establish a branch in

Neville Township, Allegheny County, Pennsylvania,

under the authority granted in the Board's letter

of June 29, 1950.
"Your letter forwarding the request has not

been received but it is understood that the ex-

tension is requested because of difficulties in

completing construction of quarters for the pro-

posed branch and, in view of your favorable recom-

mendation, the Board of Governors extends the time

within which the branch may be established to June

29, 1951."

Approved unanimously.

Lettdr to Mr. Kimball, Vice President of the Federal Reserve

Bank of New York, reading as follows:

"Reference is made to your letter of December

13, 1950, in which you advised that it appears ex-
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'penses for the General Overhead function a
t

your Buffalo Branch will exceed the 1950 budget

estimate by $2,122.
"The Board accepts the revised figure as

submitted, and appropriate notations ar
e being

made in the Board's records."

Approved unanimously.

Letter to Mr. Aalden, First Vice President of
 the Federal

Reserve Bank of Richmond, reading as follows:

"Reference is made to your lette
r of

December 28, 1950, in which you ad
vised Ulat

it appears expenses for certain functi
ons at

your head office will exceed the 1950
 budget

estimates as follows:

Functions Amount

Postage and Expressage $17,000

Stock of Supplies
7,000

Currency and Coin 19,000

Federal Reserve note issues
60,000

"The Board accepts the revised f
igures as

submitted and appropriate nota
tions are being

made in the Board's records."

Approved unanimously.

Letter to Mr. Gales, Assistan
t Vice President of the Federal

Reserve Bank of St. Louis, readi
ng as follows:

"Reference is made to your letter of

December 13, 1950, in which you
 advised that

it appears expenses for certain
 functions at

your head office and branche
s uill exceed the

1950 budget estimates as follo
ws:

Functions St. Little Louis- Memphis 

Louis Rock ville

General Overhead $3,643 $7,000

Provision of Space $18,4
35 8,323 $9,225

Furniture and

Equipment 12,333 6,300 16,246

Provision of Per-

sonnel 3,330

General Service 7,034
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St. Little Louis-

"Functions Louis Rock ville Memphis 

Insurance '1,000 $233

Consumer Credit 26,386 41,757 $2,355 2,555
Real Estate Credit 10,476 888 1,299
Currency and Coin 6,820
Check Collection 15,000

Legal 4,119

The Board accepts the revised figures as sub-

mitted, and appropriate notations are being
 made in

the Board's records."

Approved unanimously.

Letter to Mr. Mills, First Vice Preside
nt of the Federal

Reserve Bank of Minneapolis, reading as follows
:

"Reference is made to your letter of No
vember

17, 1950, in ahich you advised that it appe
ars ex-

penses for certain functions at your head
 office

and branch will exceed the 1950 budget estima
tes

as follows:
Functions MinneaPPIAA Helena 

General Overhead 
$6,916

Provision of space $88,555

Postage and expressage 8,937

Consumer credit 44,665

Bank examination 
302

Federal Reserve note issues 41 655

Fiscal Agency (V-loan Program) 
1,355

Real Estate Credit 7,500

"The Board accepts the revised 
figures as sub-

mitted and appropriate notations 
are being made in

the Board's records."

Approved unanimously.

Telegram to the Presidents of all F
ederal Reserve Banks,

reading as follows:

ITa view of an inquiry by one
 of the Federal

Reserve Banks, you are advise
d that Board's letter

3-1224 on the subject of maximum 
two days' defer-

ment for cash items does not resu
lt in any change
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'in paragraph (7) of F.R.L.S. #4444, which pro-
vides 'That each Federal Reserve bank and branch

give deferred credit based on actual transit

time for member banks' own drafts on their com
-

mercial bank correspondents'."

Approved unanimously.

Letter to Honorable Earle C. Clements, Un
ited States Senate,

viashington, D. C., reading as follows:

"This refers to your letter dated Dece
mber

4 with which you enclosed a letter from Mr. E. J.

Lawson, President, Bill's Auto Store
s, Louisville,

Kentucky, regarding this Board's Re
gulation 7i con-

cerning consumer credit.

"The regulation is designed specifical
ly to

dampen demand for consumer credit beca
use of the

heavy impact of such credit throughout
 the economy

during a period such as the present
 when the entire

price structure is subjected to sever
e upward pres-

sures as a result of increases in t
he money supply.

It was these pressures which the Bo
ard, after a

thorough appraisal of all the 
factors, found un-

abated and which caused it to 
adopt the level of

terms which is presently incorp
orated in the regula-

tion.
"In determining which articles 

should be sub-

ject to the regulation and in decid
ing upon precise

terms which should be made appl
icable to a specific

article or group of articles, 
the Board was guided

by many considerations. In order 
to cause as little

disruption to business as pos
sible and in order to

simplify administration of t
he regulation, the Board

included within the regulation 
those. articles the

sale of which generates an impo
rtant amount of in-

stalment credit. In deciding upon the level of terms

to apply to specific articles, 
the Board considered

both established trade practice
s and the extent to

which particular articles w
ere users of materials

or of plant capacity likely to be
 needed in the de-

fense effort. The Board placed emphasis with regard

to essentiality less on the need of c
onsumers for par-

ticular articles and more on the 
need of the country

for the materials out of which su
ch articles are fab-
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"ricated.
"The regulation, of course, far from pro-

hibits the instalment sale of articles
 subject to

its provisions. If, however, the regulation accom
-

plishes its purpose of restricting t
he expansion of

consumer instalment credit, it is inevitab
le that

readjustments must be made by many business
es and

individuals. If a more sustainable relation of de-

mand to supply is attained in the fields affec
ted

and in the economy generally, it will help to ave
rt

the danger of further serious inflation with wide
-

spread hardship.
frblie appreciate having had the opportunity to

read and comment upon Mr. Lawson's letter.
 Je are

returning the letter herewith for yo
ur files.

"You may be certain that in the Boar
d's con-

tinuing study of the regulation,
 as it affects the

various industries subject to i
ts provisions, the

points raised by Mr. Lawson will
 be carefully con-

sidered."

Approved unanimously.

Letter to Honorable E. H. Hedrick
, House of Representatives,

Washington, D. C., reading as f
ollows:

"This refers to your letter of Dec
ember 6,

1950, with which you enclosed
 a telegram from the

Harrison County Automobile and
 Truck Dealers Associa-

tion, of Clarksburg, West Virg
inia, relative to

this Board's Regulationi concer
ning consumer credit.

"4e feel certain you will agree
 that it is

difficult to consider Regulatio
n Vi and its intended

purposes apart from other moneta
ry-fiscal policies,

all of which are directed at re
ducing heavy in-

flationary pressures. The regulation, of course,

is designed specifically to 
dampen demand for con-

sumer credit because of t
he heavy impact of such

credit throughout the econo
my during a period such

as the present when the entire
 price structure is

subjected to severe upward 
pressures because of in-

creases in the money supply
. It was these pressures

which the Board, after a thoro
ugh appraisal of all

the factors, found unabated and
 which caused it to
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"adopt the terms presently incorporated in the

regulation.
"If the regulation of consumer credit is to

be effective, it must of necessity affect the busi-

ness of those subject to it. If their business were

as great under Regulation d as it would be in the

absence of the regulation, there would be no point

to having the regulation. In so far as the conten-

tion that the regulation works a hardship on the

typical consumer is concerned, the facts do not in
-

dicate that such is the case. As Chairman McCabe

pointed out in his statement of December 8 before

the Joint Committee on Defense Production, cars, ne
w

or used, are available at various prices to meet 
the

budgets of practically all workers who want or 
need

such transportation and it is significant that thes
e

cars cost less than,they would have in the absenc
e

of the regulation. For example, on the basis of ad-

vertised prices, a popular priced 1949 model us
ed car

could be purchased in leading cities in November fo
r

$12801 compared with $1635 in August. The buyer of

such a model had to pay one-third down or $427 in

November compared with one-third down or $545 in
August. The unpaid balance in August was, on the

average, paid off in 21 months at the rate o
f $63 per

month. In November the balance was required to be

paid off in 15 months or at a rate of $67 pe
r month.

"In the thought that you would be interested

in the detailed statement of the Chairman, 
relative

to the points which your constituent raise
d, we are

enclosing a copy of the text. As you requested we

are also returning the telegram of the Harrison
 County

Automobile and Truck Dealers Association for your
 files."

Approved unanimously.

Letter to Mr. Joseph P. McCarthy, Attorney at Law, Irion,

Cain, Bergman and Hickerson, Nation
al Press Building, Washington,

D. C., reading as follows:

"de have your letter of December 261 1950, in

which you state that on December 271 the date sug-

gested in our letter of December 20 to Mr. Frank

Cain of your law firm, it would not be possible for

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



2148

12/29/50 -20-

"him to be in Washington to submit information

for the National Used Car Dealers Association

with respect to Regulation a.
"You requested that we arrange another appoint-

ment on January 18th or 19th, and we have, a
ccord-

ingly, changed the date to January 18, 1951, a
t

11:00 a.m.
"Please let us know whether Mr: Cain will 

be

present at that time, and if anyone else is 
to

present for the Association, we would apprec
iate it

if you would advise us in advance as to name
, ad-

dress, and business connection."

Approved unanimously.

Letter to Mr. Fred L. Haller, President, Natio
nal Automobile

Dealers Association, 1026-17th Street, N. W.
, Washington 6, D. C.,

reading as follows:

"We have your letter of December 21, 1950,

in which you state that the date of
 December 27

as suggested in our letter of December 20 would

not be convenient for you to submit such informa-

tion and recommendations as you may wish with re-

spect to Regulation W.

"You requested that we arrange another date

at some later time after January 15th, and we have,

accordingly, changed the date to January 18, 1951,

at 2:30 p.m.
"Please let us know whether you will be present

at that time, and if anyone else is to be present

for your Association, we would appreciate it if you

would advise us in advance as to name, address, and

business connection."

Approved unanimously.

Letter to Mr. Swan, Assistant Vice President of the Federal

Reserve Bank of San Francisco, reading as follows:

"This refers to your letter of December 23,

1950, regarding the status for certain articles

under Regulation W.
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"It is our view that the tKitch-N-Servacarti,

merchandised by the Federal Department Stores,
 is

a listed article under Group C of the regulation.

The waffle iron-grill with two sets of exchangeable

grids, in our opinion, is not a listed ar
ticle

under Item 1 of Group B of the supplement. 
We

agree with your view that the provision for add
i-

tional grids does not make a waffle iron a 
cooking

stove under the regulation."

reading

Approved unanimously.

Telegram to the Presidents of all Federal Res
erve Banks,

as follows:

"Leasing arrangements are subject to the
 '2,500

ceiling in section 7(a) and $5,000 ceiling 
in section

8(j)(5) of Regulation w. Of course, the principles

stated in S-1175 (W-89) of October 23, 1950, with
 re-

spect to those ceilings are similarly 
applicable here.

"Notwithstanding S-1221 (N-110), 
there would

be no objection to giving clearance to lea
sing arrange-

ments when appropriate on basis of 
foregoing."

Approved unanimously.

Telegram to the Presidents of all F
ederal Reserve Banks,

reading as follows:

"This is with further reference to 
our wire

of December 15, 1950 regarding a poss
ible tem-

porary amendment to Regulation W with
 respect to

leasing arrangements. Upon further consideration

of the subject, and of the comments o
f the Reserve

Banks in response to our wire, it ha
s seemed pref-

erable to defer adoption of any te
mporary amendment

to the regulation along the lines i
ndicated in our

wire, and instead to attempt to d
eal with the prob-

lem in a more definitive way afte
r an opportunity

to consider the comments and sug
gestions received

in response to S-1221 (W-110)
 and the related state-

ment in the Federal Register.

"In the meantime, as indicated
 in 5-1221 (w-110),

no clearance should be given to 
any rental or leasing

arrangement that contemplates more th
an one payment.
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"It is recognized that this will result in

uncertainty as to the status of some leasing

arrangements until a further conclusion can be

reached on the question. Although this is unde-

sirable, it seems less undesirable than some other

courses.
"Incidentally, the replies of the Reserve Banks

to our December 15 wire suggest that some may hav
e

encountered less interest in leasing arrangeme
nts

than that prevalent in other parts of the coun
try.

For your information, our contacts with vario
us fi-

nance companies and others indicated to us 
that

leasing arrangements were being seriously cons
idered

in many quarters as a means of nullifying the 
reg-

ulation. Two factors increased this possibility.

One was, of course, the present fairly rest
rictive

terms of the regulation. The other was the fact

that some dealers might be willing to lease 
cars at

rates less than those necessary to cover or
dinary

depreciation, doing so in expectation o
f profiting

by a rise in the market value of the cars. 
The

desire of finance companies to sustain 
or increase

their volume would reinforce these factors.

"These possibilities strongly sugges
ted that

the situation might well extend beyond c
ontracts

which contain an option to purchase 
or which involve

payment of substantially the value of
 the car. One

purpose of S-1199 (ff-101) and our lett
er S-1221

(4-110) of December 11, 1950 and rel
ated Federal Reg-

ister material was to prevent widesprea
d development

of such nullifying practices. It W
AS recognized

that the principles which prevent such pr
actices

might at the same time raise questio
ns about certain

arrangements previously followed, 
but this seemed

inescapable, at least for the presen
t, if widespread

development of the undesirable practic
es was to be

checked. Another purpose of W-110 and the relate
d

Federal Register material was to a
ttempt, if possible,

to discover workable distinctions be
tween leasing

practices that would tend to nu
llify the regulation

and those which might reasonably be 
considered to be

consistent with the regulation. 
As indicated in

W-1101 any information or suggestions you
 may have

on the subject will be greatly appreciated."

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

reading as follows:

er- r
04 1. 1

"Questions have been received concerning

the application of Regulation ;i to downward ad-

justments by franchise dealers in the retail con-

tract prices of certain new 1951 model automobiles

sold by them prior to December 18, 1950. While

not legally required to be made, it is understood

that such adjustments are a result of Ceiling Price

Regulation No. 1 issued December 18 by the Econo
mic

Stabilization Administrator (15 Fed. Reg. pp
. 9061

et seq., December 19, 1950).

"One effect of such regulation was to prohibit

further sales of 1951 model passenger automo
biles

by the Ford Motor Company and General Motors Co
r-

poration at the higher prices announced in e
arly

December 1950, since prices in effect on D
ecember

1, 1950, were established as ceiling prices for

sales on and after December 18, 1950. It is 
under-

stood that the purpose of the downward a
djustments

in question is to give to retail purchasers at 
such

higher prices the benefit of the lower price i
n

effect on December 1, 1950, and that in some 
cases

this may be accomplished by a cash payment by th
e

dealer to the purchaser in an amount equal to th
e

difference between the two prices.

"In the circumstances and on the basis of the

foregoing, the Board is of the view that an 
instal-

ment credit in connection with the purchase of a 
new 1951

model automobile for, and during the period of, 
the

higher December 1950 price referred to above, 
should

not be regarded as being in violation of Regulat
ion W

merely because of any such downward, adjustment o
r cash

payment of the kind described herein. The records of

the Registrant making such an adjustment or paym
ent

or holding the instalment obligation in respect 
of

which such an adjustment or payment was made s
hould,

of course, contain adequate evidence to demon
strate

conformity with the foregoing.

"The view expressed herein is strictly limit
ed

to the peculiar and unique consequences of Ceiling

Price Regulation No. I described above and, th
erefore,

should not be considered applicable in any other 
situa-

tion."
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Approved unanimously.unanimously.

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

Bank of Chicago, reading as follows:

"This refers to your letter of November 9,

1950, enclosing a letter to you dated November

3, 1950, from Mr. Bloomfield, of the Detroit

Branch, presenting four questions involving the

interpretation of Regulation X. We are sorry that

it has not been possible to give you an earlier

reply to your letter.
"Three of the questions presented by Mr.

Bloomfield are closely related and deal with situa
-

tions described by him as follows:

11. A is a builder. He is short working

capital. He asks the bank to lend him

$10,000 on a real estate mortgage to be

repaid in 10 years. The property bor-

rowed upon is not "new construction".

However, the builder intends to use the

proceeds to build new construction, pay-

inc,: labor and material bills etc. until

he can replenish working capital by a

sale. Since it is the builder's practice

to finance each house built with a 75%

construction mortgage, the 410,000 bor-

rowed will be used on several properties

in indeterminable amounts.
* * *

'2. Bank X gives builder B a $100,000 revolving

credit on a 2 year basis to build "new con-

struction" and non-residential structures

in an area building project. Some of the

money will flow from one type of construc-

tion into another and at no given time,

can the bank determine where any particular

amount is being used. The transaction is

evidenced by 90 day notes under an agree-

ment to renew in full or in part.
* *

T3. The facts are the same as in the foregoing

case except it is secured by a mortgage on

all of the vacant property the builder in-

tends to build upon. It has a release clause
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"'to permit the sale of property on

a proportionate basis. Some of the

land will have "new construction" on

it and might so have in the form of

partially completed structures when

the loan is made.'

Tv:r. Bloomfield asks whether the loans in these

cases constitute real estate construction credit. In

all of the cases the proceeds of the loans are to be

used in part at least for the purpose of financing

the construction of new residences. Hence, it seems

inescapable that, to the extent that the lo
ans are

for that purpose, they constitute real estate co
n-

struction credit and are subject to Reg
ulation X.

This means that it will be necessary to make 
some

changes in the arrangements for the fin
ancing of the

new construction in such cases in order to 
comply

with Regulation X. It is recognized that ar
rangements

of these kinds may be rather commonly used t
o pro-

vide construction credit and we have no desi
re to in-

terfere unnecessarily with accepted me
thods of fi-

nancing. However, it would not appear particu
larly

difficult, at least in the second and 
third situations

described by Mr. Bloomfield, to modify
 the arrange-

ments so that the credit would fall 
within the exemp-

tion provided for short-term constructi
on credit in

the first sentence of section 5(b) of 
Regulation X;

and, in any event, we do not at this time 
feel that it

would be desirable to broaden that exemptio
n.

"The fourth question raised by Mr. Blo
omfield in-

volves the application of Regulation X
 to a 425,000

loan to a land contract broker secured by 
marketable

securities. The proceeds of the loan are to be use
d

to acquire land contracts, some of which
 may involve

real estate on which there is new construct
ion. While

all of the details of the transaction are n
ot presented,

it would appear that, under the princip
les of the answer

to question No. 2 in S-11.64 (X-l), dated 
October 161

1950, the loan would not constitute real 
estate con-

struction credit.
"A copy of this letter is being enclos

ed for trans-

mittal to Mr. Bloomfield if you so desire."

Approved unanimously.
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Letter to Mr. H. Dew4yne Kreager, Secretary, National Security

Resources Board, Washington 25, D. C., reading as follows:

"This will acknowledge your letter of December

12, 1950, addressed to Chairman McCabe, to which

You attached copies of a Statement of Principles and

Practices for interagency collaboration in the es-

tablishment and use of industry advisory committees,

issued in accordance with action taken by the Inter-

agency Controls Coordinating Committee at its meeting

on December 6. Your letter directs attention to sec-

tion III of the Statement which provides that each

agency shall furnish information regarding such advisory

committees to the National Security Resources Board.

The Board is acting as co-sponsor with the

Housing and Home Finance Agency of a statistical a
d-

visory committee representing home builders, mortg
age

and finance companies, and others, which was create
d

to assist in the preparation of statistical informa-

tion that would be helpful in evaluating the effect

of the Board's Regulation X, relating to real estate

credit, and its counterpart Veterans' Administration

and Federal Housing Administration regulations. Mr.

Richard U. Ratcliffe, Director of Housing Research

of the Housing and Home Finance Agency, is Chairman

of the Steering Committee of this group, and it is

understood that information desired by your office

with respect to its membership and meetings may be ob-

tained from him.
"If the Board of Governors should take steps

toward the establishment of other industry advisory

committees pursuant to the Defense Production Act of

1950 and Executive Order 10161, you will be advised

promptly by the undersigned."

Approved unanimo

4110*/
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