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Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Tuesday, July 29, 1952. The Board met

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

PRESENT: Mr. Martin, Chairman
Mr. Szymczak
Mr. Vardaman
Mr. Mills

Mr. Carpenter, Secretary
Mr. Kenyon, Assistant Secretary
Mr. Thurston, Assistant to the Board

Mr. Vest, General Counsel

Mr. Young, Director, Division of

Research and Statistics
Mr. Noyes, Director, Division of

Selective Credit Regulation

Mr. Benner, Assistant Director, Division

of Selective Credit Regulation

Before this meeting there had been sent to the members of

the Board a draft of letter, prepared for signature jointly by

Chairman Martin and Raymond M. Foley, Administrator of the Housing

and Home Finance Agency, to Dr. John R. Steelman, Acting Director

of the Office of Defense Mobilization, containing comments on the

statistical basis for the relaxation of real estate credit controls

114der the 1952 Amendments to the Defense Production Act.

In response to a question by Chairman Martin, Mr. Noyes

said that the purpose of the letter was to comply with a request

by the uffice of Defense Mobilization that Dr. Steelman be advised

in Irriting as to the adequacy of the statistical data available to

the m
-ousing and Home Finance Agency and the Board through the Bureau
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of Labor Statistics for the purpose of making the determinations

with respect to the relaxation of real estate credit controls re-

quired by the Defense Production Act Amendments and the Executive

Order issued pursuant thereto. He said that if the two agencies

found the available data to be insufficient for the purpose of

making the necessary determinations it appeared that the sum of

aPProximately $300,000 would have to be provided for the accumu-

latim of additional data and that there had been some indication

duringthe course of discussions with representatives of the Office

of Defense Mobilization that if this were the case the Board might

be re quested to undertake the task of providing the additional

statistics and to assume the expense incident to their preparation.

Following a discussion of the language of the draft, during

which certain changes were proposed, Chairman Martin suggested that

the
draft be turned over to Messrs. Thurston and Noyes for revision

on the basis of comments made at this meeting.

This suggestion was approved

unanimously, with the understanding

that the letter would be sent in a

form satisfactory to Chairman Martin

and Mr. Foley.

Secretaryis Note: In accordance with

this action the following letter was

sent under date of July 30, l9521
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"At the suggestion of Mr. Robert Turner of your office
we are transmitting the following comments on the statistical
basis for the relaxation of real estate credit controls under
the 1952 amendments to the Defense Production Act.

YOU will recall that the amendments require that no
down payment requirement of more than 5 per cent shall be
Imposed during any 'period of residential credit control

relaxationt, such period to commence no later than one month
after three consecutive months in which the seasonally
adjusted annual rate of housing starts has been below
122002000.

"In adopting this amendment the members of the Congress
had reference to the monthly series on new permanent nonfarm

dwelling units started, which is compiled by the Bureau of
Labor Statistics of the United States Department of Labor.
The Congress further directed that the data should be ad-
justed for seasonal variation and converted to an annual
rate.
work 

The Bureau of Labor Statistics had done considerable

on a seasonal adjustment to be applied to this series

and We are informed that this work is available for use in

connection with the required determinations.
"The starts series compiled by the Bureau of Labor

Statistics is subject to certain limitations. At present

Only one-third of the counties in the non-permit area sector
Of the sample are canvassed each month, and there is no regular
eview of the lag and lapse factors which are applied in permit

seulng areas, to determine whether or not the factors used are
in accord with builders' current practices. This means that
the 

preliminary figures compiled by the Bureau of Labor Statistics
each month cannot be made final until three months later, when
data in the other two-thirds of the non-permit area sampled are
available and that even then the final figures for any single
month are subject to considerable possible error as a result of

unrevealed changes in builders' practice with respect to the

Ilse of permits issued. This later difficulty is especially
acute in periods when builders' practices in this respect may
be influenced by Government action. The Department of Labor
Ias.estimated that to correct these two deficiencies in the
series, i.e., to make final estimates available prior to the
end of the month following the month to which the data apply
and to assure that proper provision is made for the changes
In the lag-lapse pattern, would cost approximately $3002000
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tifor the fiscal bear 1953. It -would obviously be desirable
if this improved information could be available as a basis
for the above—mentioned determinations required by the

amendments to the Defense Production Act. However, we are
advised that no funds are available for this purpose.

"The result is that we will have to use the prelimi—
nary figures compiled by the Bureau of Labor Statistics as
a basis for the determinations. At the present time starts
are running well below a seasonally adjusted annual rate of
1,200,000, and it appears highly unlikely that they will
reach that rate in any of the three critical months--June,
July, and August--or come so close to that rate that the
range of error implicit in the statistics would be critical.
It is, of course, impossible to predict with any certainty
the.rate of starts in advance, but such information as is
available from Veterans Administration data on appraisal
requests, FHA data on applications for insurance and from
g?neral reports on construction activity obtained from FHA
field offices and Federal Reserve Banks does not provide any
basis for anticipating a substantial increase in starts during
JulY or August. Therefore, there is every reason to assume
that We will not be taking an unreasonable risk in relying
on the uncorrected preliminary figures, since it is likely
that the formula prescribed in the amendment Nil] require the

relaxation contemplated therein by the first of October in
any event.

."Since the law specifically refers to 'estimates' and

PI:ellminary estimates were the only starts figures available
Z;tehi"0

passed, we believe that the preliminary figures
law 

was 
after the month to which they apply at the time

wa.+l serve the purpose as a basis for the determinations re—
Taired by the Defense Production Act Amendments and the
w5ecutive Order issued pursuant thereto and that in the
circumstances the agencies concerned are justified in pro—
ceeding on the basis of these data."

At the request of the Board Mr. Noyes commented on the course

thich might be taken by the Board in respect to the modification or

disc-- •
untlnuance of credit restrictions over nonresidential construction.
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He recalled that at the time the matter previously was under con—

sideration by the Board, tho Acting Director of the Office of

Defense Mobilization requested that no action of a modifying nature

be taken pending the settlement of the steel strike and a determi—

nation of the effects of the strike on the quantities of steel

available for the defense program. Mr. Noyes also noted that as

a result of that request, the Board had taken no action in the

field of 
nonresidential construction when it relaxed the terms of

Regulation X effective June 11, 1952, but that in a press state—

issued. at the time it stated that the Board still had under

consideration changes in the regulation relating to commercial

cons
truction. In view of the provisions of the Defense Production

Act Amendme nts of 1952 with respect to residential real estate credit,

111a° 3Oyes said, the question now appeared to be one of working out,

411°ng lines satisfactory to other interested Government agencies, a

Procedure for discontinuing the restrictions imposed by Regulation X

uPon commercial construction. He felt that to continue to control

a small 
isolated segment of the real estate field would be impractical

and inequitable. Mr. Noyes suggested that the Board might wish to

c°nsider with the Housing and Home Finance Administrator suspending

Rem. •
ation X entirely somewhat earlier than October 1, the date of

Prospective relaxation based on the Defense Production Act Amendments,
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since the release by the Bureau of Labor Statistics about the middle

of September of statistics indicating a mandatory relaxation would

Put registrants on notice that the relaxation would have to be

suspended within 15 days and it probably would be very difficult

to obtain further compliance.

Mr. Noyes also stated that Mr. Foley had indicated that he

verY much in favor of maintaining restrictions upon Government

aided credit in the housing field even if Regulation X were suspended.

During a discussion based on Mr. Noyes' comments, Chairman

Ilartin said that in view of the Treasury financing program, he would

consider it desirable for the Board to postpone as long as possible

anY action of a relaxing character, he also suggested that this

Point of view should be expressed in any discussions with Mr. Foley.

Other members of the Board present indicated 
agreement with

these views.

At this point Messrs. Thurston, Young, Noyes, and Benner 
with-

drew from the meeting.

Reference was made to a memorandum from the staff dated June 
25,

1952, recommending, for reasons stated in the memorandum, that the

Board authorize the staff to take up informally with appropriate

°fficers of the Bureau of Employees Compensation of the Department of

Labor
P Preliminary to an exchange of letters with the Bureau, the

question of the applicability of the Federal Employees Compensation

Act to the Board's employees.
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During a discussion of this matter Governor Szymczak said

that while the study made by the staff appeared to be satisfactory,

he would suggest, in view of the questions of policy which should

be 
considered in this connection, that Governor Mills, the member

of the Board who serves on the Board of Trustees of the Retirement

System of the Federal Reserve Banks, be requested to review the

Problem with members of the staff before any action was taken.

This suggestion was approved

unanimously, with the understanding
that Governor Mills would make a

further recommendation to the Board

as to the action to be taken.

There was presented a proposed telegram to Mr. Dearmont,

Chairman of the Federal Reserve Bank of St. Louis, authorizing him

to issue a limited voting permit, under the provisions of Section

5144 o f the Revised Statutes of the United States, to General Con-

tract Corporation, of St. Louis, Missouri, entitling such organi-

zation to vote its stock in the Northwestern National Bank of St.

14u1s, St. Louis, Missouri, at any time prior to September 1, 1952,

to act upon a proposal to convert the bank to a trust company

°rganized under the laws of the State of Missouri, provided that

General Contract Corporation executed and delivered in duplicate

t° the 
Federal Reserve Bank of St. Louis a revised application for

a votin-g per on Form P-1 from which there were not deleted any
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of the agreements required by section 51)01 of the Revised Statutes

of the United States to be included in an application for a voting

permit. The telegram requested Mr. Dearmont to advise General

Contract Corporation that a new application would be necessary

because the deletion of paragraphs one, two, three, and seven on

the Form
r I submitted by the Corporation eliminated certain agree-

ments required by law of all holding companies in making applications

for voti-ng permits.

The proposed telegram, and an attached memorandum from the

Division of Examinations dated

reasons for the recommendation

Reserve Bank of St. Louis that

voting

member

July 23, 1952, setting forth the

of that Division and the Federal

the application for the limited

Permit be acted upon favorably, had been reviewed by each

of the Board present prior to this meeting.

Following a discussion, the
telegram was approved unanimously.

Reference was made to a proposed letter to Mr. Slade, Vice
Pree.4,

°J-uent of the Federal Reserve Bank of San Francisco, prepared in

l'eePense to Mr. Slade's letter of June 11, which enclosed a copy of

a report of examination of the First Security Corporation, Ogden,
Utah, 

made as of the close of business September 30, 1951, and re-

gllested the Board's opinion concerning the applicability of section

5144( )se, of the Revised Statutes of the United States to investments
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1 Y the Corporation in stocks and debentures of Aubrey C. Lanston &

Co., Inc., and to certain activities of Western Investment Company,

a wholly-owned subsidiary of the Corporation.

Following a discussion of the

matter, it was agreed that in accord-

ance with an earlier suggestion by

Governor Szymczak, no action should

be taken pending a review of the file

by Governor Robertson upon his return

to his office.

At this point Mr. Vest withdrew and the following additional

actions were taken by the Board.

Minutes of actions taken by the Board of Governors of the

Federal Reserve System on July 24, 1952, were approved unanimously.

Minutes of actions taken by the Board of Governors of the

Federal Reserve System on July 25 and 28, 1952, were approved and the

acticms recorded therein were ratified unanimously.

Memorandum dated July 25, 1952, from Mr. Bethea, Director,

--n of Administrative Services, recommending that the resigna-

ti" of Mary C. Redmond, Clerk in that Division, be accepted to be

effective, ln accordance with her request, at the close of business

thtlY 25) 1952.

liErN y
Iprk, reading as follows:

Approved unanimously.

Letter to Mr. Rouse, Vice President, Federal Reserve Bank of
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"This refers to your letter of June 27, 1952, presenting
a question you had received from The Chase National Bank of
the City of New York concerning the interpretation of section
7(a) of Regulation T.

"The Securities Exchange Act of 1934 and Regulation T,
Which the Board has issued thereunder, provide in substance
that any broker or dealer who is subject to the regulation
shall not extend or maintain any credit on unregistered

securities (i.e., securities not registered on a national

securities exchange). The Act (section 7(c)) and the regula-
tion 7(a)) also provide in substance that any such broker or
dealer shall not arrange for any extension or maintenance
of credit on unregistered securities. There are certain ex-

ceptions to these prohibitions, but they are not relevant
to the present question.

"You have been asked whether there would be a violation
Of the above-mentioned prohibition against arranging credit
on unregistered securities if a broker or dealer who is sub-
ject to Regulation T participated in a certain financing plan
Which The Chase National Bank has under consideration. The

proposed plan would finance the purchase of shares which are
issued by so-called open-end investment trusts and which are
not registered on any national securities exchange.

"The shares are on continuous sale and can be acquired
by periodic cash purchases without the need for any bank
financing. However, the bank proposes to make loans to pro-
spective purchasers for the purpose of financing the purchase
of larger amounts of the investment trust shares. The shares
would be pledged to secure the loan, and the borrower would
undertake to pay the principal and interest on the loan in

m°nthlY installments.
"The bank would furnish forms of a credit application and

note to security dealers and their salesmen, who would then
make them available to the customers to whom they are selling
°r contemplate selling the investment trust shares. When the
forms had been completed and executed, the dealers would re-
turn them to the bank.

"The bank would have complete discretion as to whether or
not to 

approve any such application. The bank would not pay
any fees or commissions to the security dealers, although the
dealers would, 
sales 

of course, get the benefit of increased security
that might result from operation of the plan.
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"Upon consideration of the various aspects of the proposed
Plan, the Board of Governors is of the opinion that if any
broker or dealer who is subject to Regulation T participated
in the plan in the manner contemplated, there would be arrang-
ing for the extension or maintenance of credit on unregistered

securities in violation of section 7(c) of the Securities Ex-
change Act of 1934 and section 7(a) of Regulation T."

Approved unanimously.
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