FEDERAL RESERVE BANK

OF NEW YORK

r Circular No. 6049 '1
I october 20, 1967 J

Proposed Changes in Margin Regulations

To All Banks, Members of National Securities Exchanges,
and Others Interested, in the Second Federal Reserve District:

The Board of Governors of the Federal Reserve System issued the following statement
today:

The Board of Govermors of the Federal Resernve System announced today a number of proposals 1o broaden
the coverage of ad, in most regects, o tigiten its regulations governing the use of aredit in stodk market
trasctias.

InI éhe main, the proposals, on which the Board invited comment from interested persons by November 20,
would:

1 Impose the same margin requirements on loans made by banks for the purpose of purchasing or
carrying aonvertible bonds or ather saaurtties convertible into registered stodk as are AV gpplied o registered
stodk. Loans by brokers and dealers on registered convertible seaxities are now, and woulld continue to te,
subject t margin requirements, but the requirements would be removed from loans they make on non-
aonvertible bonds.  In consequence, banks, brders, and dealers would be on susstantdally the same footing
in these regects.

2. Require that non-convertible bonds and exempted ssourities (9., Government seorities) that are
pledged for a loan be segregated in an account segparate from the ordinary margin acoount in which only
stock and aonvertible bonds may be held. The purpose of requiring separate acocounts would be to foreclose
use of the “‘same-day-substitutia” privilege to circunvent margin rules that recuire that a portion of the
proceeds of a sale of a securiity held on margin be retained 1o reduce the debt on other ssaurities remaining
in the margin acoount.

3. Require that collateral in soecial subscription acoounts— that 5, ssaurities acquired by the earcise
of subscriiption rigits on the preferential 25 per cant initial margins presently alloned for such acouisitios-
be brought into fully margined status by payments in four equal quarterly instalments.

4. Extend the periad inwhich the craditor must dotaiin the customers deposit on a margin transaction
by one day, to five Tull business days after the transaction.  The purpose of this liberalizing proposal s ©
reduce the current pressures on bookkeeping departments of brokerage fims by insuring that a weekend
will alvways be included in the period of time within which the deposit must be dotained.

The margin required s now 70 per aait, which means in effect that anyone buying a $100 stodk on
aredit must deposit In his margin account at lesst $70 in Gsh, or seaurdties with an equivalent loen valle,
within- presently— the next four Tulll business days.

5. Introduce anew regulation (designated “Regulation G ™) 1o extend to other lenders margin require-
ments corresponding to those long gplicable to braers, dxalers, and comercial banks on loas they make
for the purpose of purchasing or carrying stods.

The ““‘other lenders” whose seaurity lcans woulld thus be put on a corresponding footing with those of
banks and brokers would include the folloving: “factors” and others whose stock lcars usually rise during
periods when both margin requirements and stock market activity are high; tax-exempt foundations, partner-
shiips and corporations, aedit uions, savings banks, and savings and loen associatias; and anyone acting
as agent for a foreign lender in handling seaurtes laas.

At the same time, lenders other than banks— including business enterprises with idle funds— would
be forbidden to make loas to brokers and dealers exogpt (1) on exempted ssaurities or () to aid in the
financing of salles of large blods of seaurities off the exdhanges.

I the proposals are adopted, ssourtties loans made after today S dete willl have 1o be brought into conformity
with treir requirements by 30 days after the date of adoption.

Margin regquirements were esteblished inftially in October 1934, under authority Congress granted the
Federal Reserve Board in the Ssaurities Exchange Act of 1934 ““for the purpose of preventing tre ecsssive
use of aradit for purchasing or carrying of ssourities.”

Under present law, margin requirements can be goplied only to loas for the purpose of purchasing or
carrying ssarities ragisterad on a ratioal ssorities exdiange.  The Reserve Board hes, however, subomitted
a lagislative proposal to Congress that would provide authority to apply margin regulations to other searities
actively traded over the counter.

The texts of the proposed amendments to the Board’s margin Regulations T (relating to exten-
sion of credit by brokers) and U (loans by banks), and of the proposed new Regulation G (relating
to securities credit extended by other lenders) are being filed for publication in the Federal Register.
Upon such publication, we will print and send you excerpts therefrom.

Additional copies of this circular will be furnished upon request.
Alfred H ayes,
President,
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