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THE SUPPLY AND

The economic situation at the beginning of
1951 was dominated by prospects of a large
further expansion in rearmament expendi-
tures and of world-wide shifts in uses of
resources. ‘These prospects maintained de-
mands in excess of supplies, although over-all
production was at a new record. As in some
other major sectors of the economy, output
in manufacturing and mining—industrial
production shown in the chart—has leveled
off in recent months and so has total non-
agricultural employment. Current capacity
levels were reached in basic industries, and
shifts in resources to facilitate expanded de-
fense production in the future were begin-
ning to curtail activity in some other indus-
tries. An important feature of the shift
taking place was the rapid increase in out-
put of capital equipment. This accelerated
expansion of productive capacity together
with other factors will permit activity in
industry, as well as in other major sectors of
the economy, to increase further this year.

Business inventories expanded steadily dur-
ing 1950 except in midsummer when con-
sumer buying reached a peak, as is also
shown in the chart. Since the early part
of December consumer buying has increased
again and demand for producers equipment
has been sustained at high levels. Increas-
ingly in recent months the expansion in
inventory values has reflected a widening
advance in prices as rising incomes and pros-
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PRICE SITUATION

pects of shortages have stimulated domestic
and foreign demands.

The general level of wholesale commodity
prices in this country has risen since last
March by 17 per cent and average prices of
consumer goods and services by about 8
per cent. Wage rates have been raised from
5 to 10 per cent in numerous industries.
Increases in charges for business services
have been spreading. Urban property values
have been rising, despite the more restric-
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THE SUPPLY AND PRICE SITUATION

tive terms on credit available for home mort-
gages. Farm land values rose 4 per cent
during the period July-October, when land
markets are usually not so active as during
other seasons. In mid-January, when the
Federal Reserve raised margin requirements
for purchasing or carrying securities, prices
of common stocks were 33 per cent above
the 194749 average.

In an effort to combat continuing inflation-
ary pressures, the Federal Government re-
cently announced additional measures. A
national emergency was declared, a price
ceiling was placed on new passenger auto-
mobiles, business generally was requested
to hold prices to December 1 levels, large
further increases in taxation were proposed,
and bank reserve requirements were raised.

The increase in reserve requirements was
one of a series of restrictive monetary meas-
ures adopted by the Federal Reserve begin-
ning in the early part of 1950 to curb exces-
sive credit expansion. These measures were
taken during a period when bank credit was
expanding rapidly—at the beginning of 1951
total bank loans and investments, exclusive of
United States Government securities, were
nearly 12 billion dollars larger than a year
earlier. Bank credit has been used to finance
the heavy buying of materials by dealers and
processors and of durable goods and houses
by consumers.

With the experience of the last war and its
aftermath so recent, prospects of another re-
armament program created large demands
for goods of all sorts. Moreover, businesses
and consumers were in a favorable financial
position to buy these goods. Sharp price
rises so far have been confined to materials,
but as incomes generated by defense activities
expand further and current large output of
goods for civilian purchase is reduced, fur-
ther restrictive actions will be needed to pre-
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vent a heightening of inflationary pressures
throughout the economy.

GeNErRAL CHANGES IN SUPPLIES

The strength of demands at the outset of
1951 was indicated by the continuing rise
in prices, even though the physical volume
of output in major nonagricultural sectors
of the economy was 15 to 20 per cent larger
than a year earlier. The physical volume of
imports showed a somewhat larger expan-
sion, as about half of the 50 per cent increase
in value of imports reflected a rise in prices.
Export demands increased, but the quantity
of shipments was about the same as a year
earlier. On the other hand, new supplies of
some materials available for current domestic
use did not increase as much as output and
imports because of an expansion in strategic
stockpiling. Over-all, however, rearmament
efforts at the outset of 1951 were still absorb-
ing only a small portion of total output.
Thus, the vast outpouring of goods during
1950 had permitted consumers to stock up
as never before on durable and nondurable
goods and to buy a record number of new
bouses. Total business stocks of goods were
also at record levels at the beginning of 1951
and productive capacity had been expanded
further.

The sharp rise in manufacturing in 1950,
shown in the chart, occurred after output
had recovered from the moderate recession
of 1949 to the average level of the postwar
period—a level nearly double the 1935-39
average. Further increases in manufactur-
ing, where virtually all defense equipment
is produced, will depend on the extent of
changes possible in the following factors:
expansion of industrial capacity mainly for
the production of such materials as steel,
aluminum, and many industrial chemicals;
provision for additional transportation and
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THE SUPPLY AND PRICE SITUATION

utility services; further drawing on stocks
of materials and further expansion in imports
of materials; more efficient use of these and
other resources, including greater exploita-
tion of waste and scrap supplies; diversion of
materials from other, less essential industries,
such as residential construction; and man-
power shifts to manufacturing—and within
manufacturing to munitions industries—for
output of the more intricate military products
which require less materials per unit of labor.
As a result of such changes during World
War II, manufacturing production at the
time of peak munitions output in late 1943
was at a level about one-fifth greater than at
present and present productive resources are
considerably greater. Activity in the trade,
finance, and service industries is now at rec-
ord levels, and since about one-fourth of the
nation’s labor force is employed in these in-
OUTPUT IN MAJOR SECTORS
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dustries they constitute a major labor reserve
for essential defense efforts.

Output of mineral fuels and metallic ores
showed a substantial expansion during 1950
from the reduced levels at the end of 1949,
but additional increases are limited by equip-
ment supplies—mining, refining, and trans-
portation—and accessible mineral resources.
The volume of freight traffic, which is closely
related to manufacturing and mining output,
also showed a substantial rise during 1950,
and output of electricity and gas increased
15 per cent. Construction activity, which in-
creased considerably in the second half of
1949, expanded further in 1950. During the
latter part of the year residential construction
was declining from the record summer levels,
while industrial and most other types of non-
residential construction activity continued to
rise.

In agriculture the volume of livestock
production showed some further expansion,
but crop production decreased, reflecting
mainly a 40 per cent smaller cotton crop than
in 1949. Stocks of cotton and most other
crops, following increases during the pre-
ceding two scasons, are being drawn down
during the current season.

Increased pressure on manpower resources
was evident at the outset of 1951. About
2 million more persons were employed than
a year earlier and unemployment was at a
low level. Close to 2.5 million persons were
in the armed forces. The civilian labor force
was continuing to rise and was larger by 9
million persons, or 16 per cent, than in De-
cember 1943. Even if the armed forces are
expanded by another million in 1951, em-
ployment in most nonagricultural estab-
lishments is likely to remain close to record
levels. Employment in manufacturing is
still about one-tenth below the December
1943 level, with hours of work for factory
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THE SUPPLY AND PRICE SITUATION

employees at 41.6 per week in December
1950, compared with about 40 a year earlier
and 45 in December 1943.

Expansion 1N DurasLe Goobs

Output of manufactured durable goods in-
creased about one-sixth after the second quar-
ter of 1950 and by early January was one-
third greater than a year earlier. Output
of producers equipment and munitions has
continued to expand, but production of ma-
terials has leveled off since October and out-
put of consumer durable goods has declined
moderately. Production of materials has
expanded considerably less since the second
quarter of 1950 than output of finished goods,
as shown in the table by percentage increases
to December.

Metals and building materials. Output of

Cuances N Ourpur oF DurasrLe Goobs

Percentage increase to
December 1950 from:
Product or industry ond
n
December | 1947-49
qz{ggfber 1949 average
Total durable manufactures. . 17 32 24
Materials
Pigiron...............0us 1 13 19
Open hearth steel. .......... 2 7 19
Electric furnace steel........ 9 46 58
Copper. ..o 2 14 13
Zinc........ooiiiiiiiin, 3 14 11
Aluminum................. 6 57 27
Cement...............o0n. 0 4 14
Lumber........ ... 0.t 4 1 20
Clay products. . ............ 9 16 6
Finished products

Trucks. . ....vveeivinin.n. 13 100 30
Shipbuilding. ............... 16 11 —34
Metal fabricating........... 24 39 19
Railroad equipment. ........ 20 12 —18
Producers machinery........ 24 44 27
Aircraft.......... ... .. 0.0, 50 47 61
Passenger automobiles. ...... -7 81 54
Household furniture......... 14 19 28
Appliances, radios, and

television................. 15 39 81

Note.—Based on Federal Reserve indexes, December 1950
estimated. Indexes for clay products and for all finished products,
except trucks, passenger automobiles, and appliances and radios,
are based on industry man-hour data adjusted for estimated
changes in output per man-hour. All indexes are without adjust-
ment for seasonal variation except those for cement, clay prod-
ucts, and lumber,
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metals and building materials increased
substantially in early 1950 to near capacity
levels, and stocks of some of these materials
began to accumulate in consuming industries.
Subsequently these stocks were reduced and
production of materials showed limited fur-
ther increases, reflecting some expansion in
capacity as well as fuller utilization of old
capacity.

Output of basic metals rose only about 3
per cent on the average during the second
half of 1950. The increase for steel reflected
to a large extent expansion of capacity, which
at the beginning of 1951 was rated at 104.2
million tons as compared with 99.4 a year
earlier. In mid-January output of steel in-
gots was at a rate 7 per cent higher than in
1950 and 16 per cent above the earlier record
output in 1944. Capacity 1s continuing to in-
crease at a rate of about 5 per cent in 1951,
and iron ore mining and transportation facili-
ties are being expanded correspondingly.

Primary aluminum production has also
been at capacity levels since the second quar-
ter of last year. Over the next two years re-
activation of facilities idled in 1945 and con-
struction of new plants are expected to ex-
pand present operating capacity by at least
two-thirds. Output of refined copper, lead,
and zinc has increased since the second quar-
ter, reflecting mainly expansion in domestic
mine production. Domestic output of non-
ferrous metals has been supplemented over
this period by increased imports. Moreover,
the use of scrap has probably expanded.
Large strategic stockpiling requirements con-
tinued to limit commercial supplies of cop-
per and zinc during the second half of 1950.

Industrial consumption of metals, which
was at a peacetime high in the second quar-
ter of 1950, increased considerably further in
the second half of the year. With defense
requirements growing during this period and
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THE SUPPLY AND

prospects of a large expansion in these re-
quirements in 1951, a series of Federal orders
have been issued which curtail civilian use of
metals beginning in the first quarter of 1951.
Nondefense use of nickel has been ordered
to be cut 35 per cent below average consump-
tion in the first half of 1950; aluminum, 20 to
35 per cent; zinc and tin, 20 per cent; and
copper, 15 to 20 per cent. In addition an
increasing portion of steel output is being
scheduled for defense purposes.

Production of building materials generally
expanded further during the third quarter
of 1950, in response to exceptionally strong
demands from the construction industry.
Output of lumber and clay products showed
greater than seasonal increases. Demand
for building materials slackened during
the autumn, owing in part to inconclusive
views regarding the early impact of Federal
restrictions placed on residential mortgage
credit. Lumber prices, which had risen
considerably beginning in the second quar-
ter, decreased for a time but recently have
advanced again. Production of most build-
ing materials, including such equipment as
heating apparatus and plumbing supplies,
has been maintained at high levels since the
third quarter.

Producers equipment and munitions. The
acute shortages which developed in the
last half of 1950 for such key materials as
steel and nonferrous metals high-lighted the
need for accelerating expansion of productive
facilities and, as indicated above, important
expansion programs have been initiated. Full
utilization of this new materials-producing
capacity, moreover, as well as expanded out-
put in other manufacturing areas, will re-
quire substantial additions to mining, trans-
portation, and electric power facilities, and
large capital expansion programs are be-
ing undertaken in these industries. Federal
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actions have been taken to encourage and
expedite many phases of capital expansion
owing to their importance to the defense
effort.

Output of all types of producers equip-
ment has increased considerably since the
second quarter of 1950. Output of machine
tools, orders for which showed an especially
marked rise immediately after the outbreak
of hostilities, and of most other types of
machinery and electrical equipment has ad-
vanced rapidly. Deliveries of freight cars,
which averaged about 2,300 cars per month
in the second quarter, rose to 5,700 cars at
the year-end and are scheduled to reach
10,000 per month during the first half of
1951. Production of trucks was considerably
curtailed last autumn by labor disputes and
model changeovers, but at the year-end was
at a record rate.

Rising output of munitions has contributed
somewhat to the increase in total durable
goods output. Activity in the aircraft and
shipbuilding industries has shown substantial
increases since June 1950, mainly because of
expanded production for military use. Out-
put of communication and electronic equip-
ment in the machinery industry has also in-
creased considerably. In general, however,
these gains have represented a very small part
of the total increase in munitions required to
achieve presently scheduled defense goals.

ConNsuMER DurasLE Goobps

Considering the strategic importance of
the materials, plant, and manpower used in
the production of passenger cars and house-
hold durable goods, the greatly enlarged de-
fense program is expected to require marked
curtailment in output of these goods for civil-
ians. Partly in anticipation of this develop-
ment, production of consumer durable goods
reached levels in the second half of 1950 that
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THE SUPPLY AND PRICE SITUATION

were considerably higher than those of any
other period and were limited only by the
supply of materials. Producers greatly in-
creased their demands for component parts
and materials and distributors’ orders were at
advanced levels, contributing to further rises
in prices of materials and in manufacturers’
prices of finished goods.

At the retail level, however, there was some
moderation in demand in the autumn of
1950. Consumer buying receded from sum-
mer peaks and was also limited by Federal
Reserve regulation of terms for instalment
purchases and by the increase in personal in-
come taxes. Beginning in December, follow-
ing the turn of events in Korea, civilian de-
mand has increased again, especially for auto-
mobiles and other durable goods.

Passenger cars. Assembly of passenger cars
was reduced considerably in mid-November,
owing to model changeovers, but recovered
in December to about the average rate in
1950, which was 30 per cent greater than the
previous record volume in 1949. Purchases
of cars in 1950, as indicated in the chart
showing registrations, were also substantially
above year-ago levels, except for a time dur-
ing the autumn when credit terms were
tightened and seasonal influences dampened
buying. While dealers’ stocks of cars rose
sharply in October, the increase was from
very low levels. During November and
December, stocks showed little change and
at the year-end were probably at about the
same level as a year earlier, when stocks were
low by prewar standards.

The marked increase in purchases of cars in
December reflected in part revived concern
over prospects of forced curtailment of out-
put. Previously, the decline in demand for
cars from the extraordinary peaks reached in
the summer had resulted in the restoration
of more normal markets. Prices of late-
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cation of dealers’ sales owing to the lag in reported regis-
trations which was especially pronounced in the third quarter
of 1950. November 1950 data for registrations based on re-
ports for 41 States. December 1950 figures for both series
partly estimated by Federal Reserve.

model used cars, however, had declined less
from June to the end of November than
during corresponding periods of other re-
cent years and since that time have turned
upward. Most of the smaller producers, who
had introduced their new models during the
autumn, priced them above their 1950 mod-
els. In mid-December the three major pro-
ducers advanced prices about 6 per cent on
new models, and shortly thereafter Govern-
ment controls were imposed to restore the
factory price levels prevailing on December 1.

While dealers’ inventories of new cars
remained low during 1950, consumers’ hold-
ings showed a further marked expansion.
At the year-end, the number of passenger
cars in use totaled about 40 million, com-
pared with 36 million a year earlier and
approximately 26 million at the end of World
War II and in 1939. By the end of 1950
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THE SUPPLY AND PRICE SITUATION

the postwar output for the domestic market
totaled 204 million cars. Thus about half
of the cars in use were five or less years old
and half were nine or more years old.

Major household durables. While output
of radios, television, major appliances, car-
pets, and furniture was maintained at record
levels during the fourth quarter of 1950, a
marked further decrease in retail sales during
October and November from earlier peaks
resulted in a substantial rebuilding of inven-
tories. These increased supplies will con-
tinue for a time to moderate advances in
prices.

Production of these household durables
was already exceeding earlier record levels
during the first half of 1950—the base period
for current cuts in metals use. After June
there were further increases in output until
October. For the fourth quarter as a whole,
output of major items was one-fifth above
the first half of 1950 and two-fifths above the
fourth quarter of 1949, as shown in the table.
Television set production, which was high
even before the Korean outbreak, was nearly
double the volume of a year ago. Produc-

Ourpur oF Major HouseHoLp DurasrLe Goobps

4th Percentage increase to
quarter 4th quarter 1950 from:
1950
Product (Annual
rates in First 4th 1947~
mill. of haif qQuarter 1949
units) 1950 1949 | average
Radios................ 17.3 24 25
Television sets. . ....... 9.8 58 85 600
Electric refrigerators. ... 6.2 —6 47 44
Cooking stoves......... 5.2 4 30 16
Washing machines...... 4.8 20 37 30
Vacuum cleaners....... 3.4 [ 6 0
Ironers........... e .5 67 25 0
Furniture..............[........0 16 23 28
Carpetsandrugs (sq.yds.) 93.2 7 24 20
Average:
Including television...].......... 20 39 61
Excluding television...|.......... 10 28 25

Note.—Data are based largely on trade association reports,
adjusted to national totals by Federal Reserve. Figures for wash-
ing machines, vacuum cleaners, and ironers are based on manu-
facturers’ shipments rather than output. Unit output data not
available for furniture; changes shown are estimated from Bureau
of Labor Statistics reports on employment and hours in the house-
hold furniture industry with allowance for changes in output per
man-hour. Average percentage changes are based on the total
retail_value of the indicated items in 1949 prices.
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Note.—Federal Reserve seasonally adjusted indexes for the
following departments: furniture and bedding, domestic floor
coverings, major appliances, and radios, phonographs, and

television sets. December 1950 figures are estimated.

tion of other relatively new types of ap-
pliances, such as freezers, driers, and food
waste disposers, not included in the table,
also increased much more rapidly than the
average. Refrigerator output declined in the
last quarter as compared with the first half
of 1950, largely as a result of model change-
overs and steel shortages.

The value of manufacturers’ shipments of
household durable goods showed more
marked increases than physical output in the
second half of 1950, reflecting advances in
prices—generally much less than the one-
fourth reported for carpets. At department
stores, value of sales of household durables
fell to year-ago levels in November, as shown
in the chart. Sales showed a much more than
seasonal rise in December, evidently influ-
enced by the unfavorable turn of interna-
tional events. Stocks of these goods, however,
probably continued to increase to new rec-
ord levels, and only part of the increase in
stocks during 1950 reflected higher prices.
These figures for department stores should
be regarded as only approximate indicators
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of changes in the distribution of all house-
hold durable goods including those sold
through specialty stores and to building con-
tractors for immediate or prospective instal-
lation.

Suirrs 1IN NoNDURABLE Goobs

Buying and output of nondurable goods
have generally been maintained at advanced
levels in recent months. Although consumer
demands for these goods at the beginning of
1951 were not quite so large as they were for
a time in mid-1950, business demands—
partly speculative—have continued at high
levels, and an increasing portion of the out-
put of nondurable goods is going for defense
purposes.

Even before the midsummer increase in
production of nondurable goods, output had
exceeded somewhat the previous record level
reached in 1948, as shown in the chart. This
advanced level reflected some further ex-
pansion in consumption of nondurables gen-
erally and the earlier marked reversal in
business demands for stocks of textile, paper,
and rubber products, which had been re-
duced by the sharp declines in production
beginning late in 1948.

Since August average output of these three
groups of nondurable goods has been 11 per
cent larger than during the first half of 1950.
The level of textile output has been almost
one-fifth greater than during the 1947-49
period and about the same amount above the
level during World War II. Cotton and
wool usage is not far below the wartime level,
while rayon consumption is nearly double
that level. Domestic supplies of rayon have
been supplemented by a sharp increase in im-
ports, accounting for almost 10 per cent of
total deliveries to domestic mills in the sec-
ond half of 1950. Output of paper and rub-
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ber products advanced far above earlier highs
during this period. At the year-end, how-
ever, output of civilian rubber products was
being curtailed as a result of Federal limita-
tions.

While civilian and defense takings of tex-
tile, paper, and rubber products have in-
creased further since mid-1950, they have
probably not increased as much as output.
Consequently, fairly substantial stocks have
apparently been accumulated. These busi-
ness holdings, as well as increased stocks held
by houscholds and institutions, will help to
cushion the impact of further diversion to
growing defense requirements. The accumu-
lation of these products, however, consider-
ably augmented the general advance in prices
during the second half of 1950.

Output of other nondurable goods has
shown more diverse changes. Forward buy-
ing of some goods such as sugar and tobacco
products was very short-lived and, following
increases last July and August, their output
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THE SUPPLY AND

declined to more normal levels. Production
of most manufactured foods has remained
close to first-half 1950 levels. Output of
rayon and other chemical products, used in
part by the textile, paper, and rubber in-
dustries, has increased further as capacity has
been expanded. Government-owned syn-
thetic rubber facilities are being reactivated
and output in 1951 is expected to approxi-
mate the 1945 peak of 820,000 tons. During
1950 output was at an annual rate of about
400,000 tons in the first half and 500,000 in
the second half. Petroleum refining activity
is currently considerably above the level in
the first half of 1950 reflecting substantial
further increases in both private and military
gasoline use and larger industrial consump-
tion of fuel oil.

GENERAL Price ADVANCES

The underlying instability of the economic
situation since last summer has been mani-
fested by a continuing, widespread rise in
prices. Only during the period from mid-
September to the latter part of October was
there a slowing down of the rise, reflect-
ing an abatement in demand at that time
following the initial upsurge in July and
August, the temporarily favorable turn of
developments in Korea, and some seasonal
declines in agricultural prices.

The price advance began from levels in
March 1950 which were not much below the
peaks reached in the earlier postwar infla-
t10nary period. By early Ianuary of this year
—nine months later—average prices of sensi-
tive commodities had advanced 50 per cent,
an increase about as great as during a similar
length of time following elimination of price
controls in 1946. The general level of whole-
sale commodity prices had advanced 17 per
cent, and average prices of consumer goods
and services about 8 per cent.

January 1951
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Prices oF INDUSTRIAL MATERIALS

Prices of nonfood materials purchased by
industry have shown the most pronounced
rises, and the advances have been world-
wide in scope. By early January prices of
some materials were 100 per cent or more
above March 1950, as shown in the table,
and increases of 50 per cent or more were
fairly general. In numerous cases prices
actually advanced more than the published
quotations indicate; concessions were with-
drawn and substantial premiums have been
reported.

The major factor accounting for the sharp
rise in material prices has been the antici-
pated effect of the rearmament program on
available supplies. The initial economic im-
pact of this program has come from the pros-
pect that large amounts of metals, textiles,

CHANGES IN Prices oF Mayor CoMMODITIES

Percentage increase to
January 12, 1951 from:
Commodity
March 15, | June 23,
1950 1950
Industrial materials
Rubber, natural 264 152
Waste paper. ........... 204 170
Tallow............... 177 258
Carpet-type wool 159 91
Tin 129 129
98 98
89 98
88 70
Apparel-type wool 77 57
Steel scrap. e 75 24
70 16
65 63
Printcloth.........coooiiiii i 51 51
Cotton. . e 39 31
Copper.. 33 9
Lumber. . 18 4
Pig iron 14 14
COCOA. . e ivt ittt i 69 14
{73 o WO 31 15
HogS. oo ot it e 30 6
SHEOIS. e ov ittt it i 19 19
Coffee.......covviiiviiiiniiiinanun, 19 14
Butter. . o.o i s 18 19
SUZAL, FAW. ot ottt isieeninnearennns 13 8
Wheat. .o oviiiiii ittt 6 9

NoTe.—Federal Reserve calculations based on data reported
by Bureau of Labor Statistics and trade sources.
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THE SUPPLY AND PRICE SITUATION

and various other nonfood materials will be
required for processing into military prod-
ucts or for strategic stockpiling. Output of
materials generally was already close to capac-
ity levels in mid-1950, and further increases
were limited in the short run by natural
resources or by such general factors as power
and transportation facilities. Civilian de-
mands were already very active, and vari-
ous shortages that developed during the last
war were still apparent in foreign countries.
As a consequence, the announcements since
midyear of the enlarged rearmament pro-
gram have augmented private demands for
materials for current use and for inventory.

The higher levels of material prices
have increased production costs for both
civilian goods and defense items. Wage rates
have also been rising. Another upward in-
fluence on costs in recent months apparently
has been the decision of individual producers
to advance their prices in anticipation that
prevailing levels would be fixed as Federal
maximums.

Owing to hostilities and political unrest
in the Far East, prices of industrial materials
produced in that region have generally shown
the sharpest advances. Average prices of six
major imports from sterling area countries
in that region—apparel-type wool, burlap,
jute, goat skins, rubber, and tin—had already
risen one-fourth by mid-1950 from the post-
devaluation low in October 1949 and were at
the previous peak reached in mid-1948. After
June the rise accelerated, and by the begin-
ning of 1951 these prices were more than
double the postdevaluation low and two-
thirds above the 1948 peak.

While rapid price advances in these and
related commodities have had a considerable
effect on domestic markets, the repercussions
have been far more pronounced abroad, both
in regions producing these materials and in
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the United Kingdom and other consuming
countries within the sterling area. Expressed
in sterling currency, average prices of these
materials by early January were indicated to
be nearly triple the predevaluation level.
Prices in those countries were also influenced
by the recent marked advances in prices of
United States commodities, and these ad-
vances have been superimposed on the earlier
increases influenced by the devaluation. In
most other foreign countries prices of ma-
terials have also risen substantially in recent
months, reflecting in part large increases
in United States demand for their exports.
For example, prices of Swedish wood pulp
for fourth quarter export to the United States
were estimated to have been raised by 25
to 45 per cent.

Farm products. The impact of inventory
demands since mid-1950 on prices of farm
products has been reflected in a more rapid
rise generally in nonfood materials—cotton,
wool, tobacco, and inedible fats and oils—
than in foodstuffs. Textile products consti-
tute the most important group of items next
to foods in consumers’ budgets, and they also
bulk large in the nation’s defense budget.
Thus, the sharp advances in prices of cotton
and wool during the past year have con-
siderable significance.

Cotton prices in early January were 50
per cent above the Federal support level.
The advance has reflected the small domestic
crop this year and the strong demands in
this country and abroad. Federal export
quotas, imposed in October but relaxed on
November 9, permit a current volume of
shipments nearly equal to that of last season,
when exports of cotton were at the highest
level since before World War II.  Since mid-
1950 the substantial Federal stocks acquired
earlier under support operations have been
sold, acreage restrictions have been removed
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THE SUPPLY AND PRICE SITUATION

for 1951, and a crop goal of 16 million bales
—about the same as the large harvest in 1949
—has been set.

World stocks of wool have continued to
decline during the past year. With approxi-
mately four-fifths of domestic wool re-
quirements imported, the expanded demands
in this country for current consumption and
stockpiling have contributed to a rapid rise
in prices of foreign wool.

Prices of agricultural foodstuffs have gen-
erally been rising again since October, fol-
lowing a few months of relative stability
at the advanced July levels. This leveling off
reflected mainly seasonal declines in prices
for hogs and vegetables, which offset a widen-
ing area of increases for other foodstuffs.
At the beginning of 1951 average prices re-
ceived by farmers for meat animals were
one-third higher than a year earlier and prices
of feedstuffs, reflecting strong demand and
moderately reduced supplies, were up one-
fourth. Average prices of milk and other
dairy products were about 5 per cent above
a year ago, but advances have been curbed
by sales of Federal holdings of butter and
cheese, and these are now largely liquidated.

Average prices of all farm products by
early January were one-fourth above the low
reached a year ago and only about 5 per cent
below the peaks reached briefly in 1943,
when world food output and stocks were
considerably smaller than at the present time.
Also, this level was above “parity” used in
calculating Federal support levels or possible
ceilings. Existing legislation provides that
individual ceilings on farm products may
not be lower than parity, or the highest
price reached in the month prior to June 25,
1950. Controls at these levels would allow a
further rise in the average level of prices of
farm products, which was 108 per cent of
parity in mid-December. Also, parity has
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continued to rise in recent months—the De-
cember figure was 8 per cent higher than a
year earlier.

Prices or Finisaep Goobs

While prices of finished industrial goods
usually fluctuate less than prices of materials,
the differences were especially marked from
mid-1950 to the beginning of 1951, as shown
in the chart. The chart also shows that
average prices of fuel and lighting materials
rose only moderately during that period, thus
limiting the over-all rise in prices.

In view of the national interest in main-
taining relatively stable prices and in order
to delay Federal price controls, a number of
the larger producers of finished goods held
their prices below levels which many buyers
were willing to pay, and some of the advances
made in December were withdrawn at Fed-
eral request. Also, most producers had been

WHOLESALE PRICES OF INDUSTRIAL GOMMODITIES

PZROOENT MONTHLY, 1935- 39+ 100 PER GENT
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THE SUPPLY AND PRICE SITUATION

in a very favorable earnings position during
the first half of 1950, and as a result of higher
operating rates and large forward purchases
of materials at lower price levels prevailing
earlier, they were able to limit advances in
prices of their products during the autumn.
The effects, however, of more widespread
use of current and prospective replacement
costs for materials, pressure of higher wage
costs, steadily rising consumer and business
incomes, and various other factors have re-
cently become more apparent in the move-
ment of prices of finished goods.

Prices of agricultural and industrial ma-
chinery, motor trucks, and various other
types of producers equipment have been
raised substantially since mid-1950, and on
December 1 list prices for finished steel
products were increased by 6 per cent.

These and other advances in prices of dur-
able and nondurable goods will also add to
the cost of rearmament. Defense officials
have reported to the Congress that appropria-
tions made earlier in the year will no longer
purchase the quantities of equipment author-
ized. Evidently some goods were being sup-
plied earlier to military agencies at discounts
from commercial levels in order to permit
fuller employment of capacity. As a result,
prices quoted on military contracts for these
goods under present supply and demand con-
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ditions probably show greater increases since
the first half of 1950 than prices of similar
goods produced for sale in civilian markets.

In retail markets average prices of goods
were probably about 10 per cent higher by
the beginning of 1951 than 9 months earlier.
Prices of food, rubber, and textile products
were up by more than that amount and were
continuing to rise. Retail food prices, after
rising 7 per cent from last March to July,
were relatively stable until the latter part
of November when meats, eggs, and various
other foods began to show marked advances.
Prices of most consumer metal products,
fuels, and miscellaneous products have not
increased as much as food and textile prod-
ucts. Rental rates have continued to rise
steadily, limited largely by Federal controls
in major urban centers. Other costs of con-
sumer services have only recently begun to
rise generally, and the average rate of ad-
vance has been less rapid than for prices of
goods.

As output and expenditures under the de-
fense program increase and as civilian in-
comes expand and supplies of civilian goods
are curtailed, upward pressures on prices of
finished products will be intensified. Thus,
additional measures will be necessary in 1951
in order to hold the line generally against
inflationary forces.
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CHANGES IN FEDERAL RESERVE CREDIT REGULATIONS

Increase in Reserve Requirements?

The Board of Governors has increased the
amount of reserves required to be maintained with
the Federal Reserve Banks by banks which are
members of the Federal Reserve System. The
increase will become effective according to the
following schedule:

Effective
On Net Demand Deposits date, 1951
Change (in per cent)
Central reserve city banks:
from 22 to 23 January 11
from 23 to 24 January 25
Reserve city banks:
from 18 to 19 January 11
from 19 to 20 January 25
Country banks:
from 12 to 13 January 16
from 13 to 14 February 1
On Time Deposits
Central reserve and
reserve city banks:
from 5 to 6 January 11
Country banks:
from 5 to 6 January 16

This action was taken as a further step toward
restraining inflationary expansion of bank credit,
in accordance with the statement issued by the
Board on August 18, 1950, that the Board and the
Federal Open Market Committee “are prepared to
use all the means at their command to restrain
further expansion of bank credit consistent with
the policy of maintaining orderly conditions in the
Government securities market.”

The volume of bank credit and the money
supply have continued to increase despite previous
actions by the Federal Reserve and other super-
visory agencies, and efforts of individual banks to
be restrictive in granting credit. Loans of member
banks have increased by about 7 billion dollars
since June, reflecting in part seasonal influences

! Statement by the Board of Governors of the Federal
Reserve System, issued to the press on Dec. 28, 1950 for
release on the following day. See also p. 19.
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and in part accumulation of inventories at rising
prices. This is an unprecedented rate of expansion
and has contributed to an excessive rise in the
money supply. Moreover, with the end of usual
seasonal demands for credit and currency, banks
will have additional funds available for lending.
The purpose of the announced increase in researve
requirements is to absorb such funds and generally
to reduce the ability of banks further to expand
credit that would add to inflationary pressures. The
increase is timed so as to absorb reserves coming
into the banks from the postholiday return flow
of currency.

The effect of this increase will be to raise the
required reserves of member banks by a total of
approximately 2 billion dollars which, under our
fractional reserve banking system, could other-
wise be the basis for about a sixfold increase in
bank credit in the banking system as a whole.

After the increase, reserve requirements at banks
other than central reserve city banks will be at
the maximum legal limits which prevailed during
the war period. Requirements on net demand
deposits at central reserve city banks will be two
percentage points less than the maximum under
existing authority but above requirements that pre-
vailed for these banks during most of the war
period.

Increase in Margin Requirements *

The Board of Governors of the Federal Reserve
System today amended Regulations T and U, relat-
ing respectively to margin requirements of brokers
and banks, by increasing requirements from 50 per
cent to 75 per cent, effective January 17, 1951, The
increased requirements apply to both purchases and
short sales. No other change is made in the regu-
lations.

Revised Restrictions on Real Estate Credit®

Restrictions on real estate credit were revised
today to make the following major additions to and

? Statement by the Board of Governors of the Federal
Reserve System, issued to the press on Jan. 15, 1951 for
release on the following day. See also p. 22.

®Joint statement by the Board of Governors of the Fed-
eral Reserve System and the Housing and Home Finance
Agency, Office of the Administrator, 1ssued to the press on
Jan. 11, 1951 for release on the following day. See also p. 22.
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CHANGES IN FEDERAL RESERVE CREDIT REGULATIONS

changes in the credit regulations issued on Octo-

ber 12, 1950:

1. Multi-unit residences are brought under credit
controls. They had not previously been included
in the controls.

2. Three- and four-family residences are brought
under similar credit controls as applied only to
one- and two-family residences in the October 12
restrictions. Three- and four-family residences
were not under the October 12 controls.

3. The value or transaction price used in deter-
mining the maximum amount of loan or mortgage
permitted under the restrictions has been shifted
from a structure to a unit basis. Maximum loan
values will be determined on the basis of the value
per family unit (instead of the value of the entire
structure, as provided under the October 12 re-
striction) computed by dividing the value of the
property by the number of family units in the
property. In general, the value of a multi-unit
residence would be the actual recent cost or the
appraised value. Appraised value would be de-
termined in good faith by the lender in the case
of a non-Government aided loan and by the Gov-
ernment agency in the case of a Government-aided
loan.

The amended regulations are effective on Janu-
ary 12, 1951.

These changes are included in an amended Regu-
lation X issued today by the Board of Govérnors
of the Federal Reserve System with the concur-
rence of the Administrator of the Housing and
Home Finance Agency, and companion restrictions
issued by the Federal Housing Administration, and
the Veterans Administration, Regulation X applies
only to non-Government aided loans; the com-
panion restrictions to Government-aided loans.

The amendments to the regulations are designed
further to restrain inflationary pressures by limit-
ing the credit available for the financing of resi-
dential construction, and to bring about a decrease
in building to assure that materials and labor re-
quired for the defense program will be available
when needed.

A multi-unit residence is defined in the amended
Regulation X as a structure such as an apartment
house or apartment hotel which includes more
than four family units. Hotels, motels, rooming
houses, and club houses, generally speaking, are
not included in the present regulation,
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The table of maximum borrowings on multi-unit
residences, as shown in the amended Regulation X,
is as follows:

Maximum loan value
per family unit is:

If value per family
unit is:
Not more than $7,000

More than $7,000 but
not more than $15,000

83 per cent of value
$5,810 plus 53 per cent

of excess of value over

$7,000
$10,050 plus 20 per cent

of excess of value over

$15,000

50 per cent of value

More than $15,000 but
not more than $23,500

Over $23,500

FHA requirements affecting credit terms on
Government-insured housing have been revised to
bring them in general conformity with Regula-
tion X as amended. Three- and four-family houses
are subject to restrictions similar to those appli-
cable to one- and two-family houses under the
October 12 regulations. In the case of rental hous-
ing insured under Section 207 of the National
Housing Act, the FHA credit restrictions are in
basic conformity with Regulation X as amended.
That is, the maximum mortgage provided is 83 per
cent of the estimated value of the property or
project which does not exceed $7,000 per family
unit and 53 per cent of the estimated value in
excess of $7,000 per family unit, provided that the
maximum mortgage amount cannot exceed $8,100
per family unit.

The maximum mortgage available for FHA-
insured cooperative projects in general ranges from
83 to 88 per cent depending upon the percentage
of members who are veterans, with the maximum
coverage becoming available when membership in
the cooperative is 65 per cent or more,

Veterans Administration’s housing credit regu-
lations huve also been amended to bring them in
general conformity with amended Regulation X,
making allowance for the statutory credit prefer-
ences for veterans. Accordingly, Veterans Adminis-
tration’s down-payment and amortization require-
ments have now been extended to three- and four-
family houses and to VA-aided cooperatives having
four or more family units.

For all types of credit subject to these controls,
whether conventional or Government assisted, the
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CHANGES IN FEDERAL RESERVE CREDIT REGULATIONS

lender, in determining the amount that can be
loaned, must take into account all credit previously
extended in connection with the property and still
outstanding, as well as the amount of additional
credit being extended. This provision brings supple-
mentary borrowing, as well as first mortgage loans,
within the scope of the regulation. In other words,
minimum down payments must be made from the
borrower’s own funds in connection with exten-
sions of credit on new residential construction and
not from the proceeds of supplemental mortgages,
personal loans, or other secondary financing in
excess of the permissible loan value.

Credit extended pursuant to firm commitments
made prior to the effective date of this amendment
is exempt from the regulation. Also, construction
loans made to subcontractors and other persons
except the owners of multi-family units are exempt
when they have maturities not exceeding 18 months.
Construction loans to owners of multi-family units
are subject to the controls even though of short
term.

In addition to new multi-unit residences, the
regulation also applies to major additions or im-
provements to rental-type properties. The regu-
lation defines a major addition to a multi-unit resi-
dence as one the cost of which exceeds $2,500 and
also exceeds an amount equal to $1,500 for each
family unit multiplied by the number of family
units. In determining such cost there is considered
only the amount of costs incurred within any twelve
consecutive months. Repairs made within that
period must be included in computing the costs of
major additions.

Under the terms of the regulation, States may
accord rights and preferences to eligible veterans
by extending, guaranteeing, or insuring real estate
construction credit provided the terms of such ex-
tensions of credit are not more liberal than are
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currently permitted in the case of comparable loans
insured or guaranteed under the Servicemen’s Re-
adjustment Act of 1944,

In addition to provisions relating to multi-unit
residences, a number of other amendments have
been introduced in the regulation for purposes
of clarification.

Although the regulation provides that a person
must be registered to engage in the business of ex-
tending real estate construction credit, all persons
engaged in the business will automatically be
deemed to be registered for present purposes and
no action on their part to secure registration is
now required. However, the regulation provides
that the Board may later, by public announcement,
require registration statements to be filed by per-
sons affected.

During the formulation of the new amendments
to Regulation X and concurrent companion re-
strictions on Government-aided housing credit, con-
sultations and meetings were held with representa-
tives of the various business and consumer groups
affected. Such groups included manufacturers of
and dealers in building supplies and materials,
labor and veterans’ and other consumer organiza-
tions, banks and trust companies, savings banks,
savings and loan associations, building associations,
mortgage banks, insurance companies, builders, real
estate dealers, and others interested in construction
and mortgage finance.

Inquiries in regard to Regulation X should be
directed to one of the twelve Federal Reserve Banks
and their twenty-four branches through which the
regulation is administered.

Instructions to field officers for processing Gov-
ernment-aided housing loans under the new regu-
lations have been issued by the Federal Housing
Administration and the Veterans Administration in
their respective fields.
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Administrative interpretations of banking laws, new regulations issued by the
Board of Governors, and other similar material

Defense Mobilization and Production

Executive Orders Nos. 10193 and 10200

The President of the United States on December
16, 1950, issued Executive Order No. 10193, estab-
lishing the Office of Defense Mobilization, and on
January 3, 1951, issued Executive Order No. 10200,
establishing the Defense Production Administra-
tion. Executive Order No. 10193 provided, among
other things, that all functions delegated or assigned
by or pursuant to Executive Order No. 10161 of
September 9, 1950, shall be performed by the respec-
tive officers concerned subject to the direction and
control of the Director of Defense Mobilization.
Executive Order No. 10200 provided, among other
things, for the establishment of the Defense Mobili-
zation Board, of which the Chairman of the Board
of Governors of the Federal Reserve System shall
be a member, to advise the Director of Defense
Mobilization. The text of Executive Order No.
10161 was printed in the October 1950 Federal Re-
serve BuLLETIN at page 1301, and the texts of Execu-
tive Orders Nos. 10193 and 10200 read as follows:

EXECUTIVE ORDER NO. 10193

Proviping For THE CoNDUCT OF THE MOBILIZATION
ErrorT oF THE GOVERNMENT

By virtue of the authority vested in me by the
Constitution and statutes, including the Defense
Production Act of 1950, and as President of the
United States and as Commander-in-Chief of the
armed forces, it is hereby ordered as follows:

1. There is hereby established in the Executive
Office of the President the Office of Defense Mobili-
zation. There shall be at the head of such Office
a Director of Defense Mobilization, hereinafter
called the Director, who shall be appointed by the
President by and with the advice and consent of
the Senate and who shall receive compensation at
the rate of $22,500 per annum,

2. The Director shall on behalf of the President
direct, control, and coordinate all mobilization activ-
ities of the Executive Branch of the Government,

16

including but not limited to production, procure-
ment, manpower, stabilization, and transport activ-
ities.

3. All functions delegated or assigned by or pur-
suant to the provisions of Executive Orders Nos.
10161 of September 9, 1950 and 10172 of October
12, 1950 shall be performed by the respective
officers concerned, subject to the direction and
control of the Director.

4. In carrying out the functions conferred upon
him by this order, the Director shall from time
to time report to the President concerning his
operations under this order and issue such direc-
tives, consonant with law, on policy and operations
to the Federal agencies and departments as may
be necessary to carry out the programs developed,
the policies established, and the decisions made by
the Director. It shall be the duty of all such
agencies and departments to execute these direc-
tives and to make to the Director such progress
and othier reports as may be required.

5. The Director may perform the functions con-
ferred upon him by the provisions of this order
through such officers and such agencies and in
such manner as he shall, consonant with law and
the provisions of this order, determine.

6. Within the limitations of funds which may
be made available, the Director may employ neces-
sary personnel and make provision for supplies,
facilities, and services necessary to discharge his
responsibilities.

7. To the extent that any provision of any prior
Executive order or directive is inconsistent with
the provisions of this order, the latter shall control.

Harry S. Truman
The White House,
December 16, 1950,

EXECUTIVE ORDER NO. 10200

EstasLisuing tHE Dzrrense Propuction
ADMINISTRATION
By virtue of the authority vested in me by the
Constitution and statutes, including the Defense
Production Act of 1950, and as President of the
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United States and Commander-in-Chief of the

armed forces, it is hereby ordered as follows:

PART I, DEFENSE PRODUCTION ADMINISTRATION

Section 1. (a) There is hereby created an agency
which shall be known as the Defense Production
Administration.

(b) There shall be at the head of the Defense
Production Administration a Defense Production
Administrator, hereinafter referred to as the Ad-
ministrator, who shall be appointed by the Presi-
dent by and with the advice and consent of the
Senate. The Administrator shall perform his
duties subject to the direction, control, and coordina-
tion of the Director of Defense Mobilization.

Section 2. (a) There are hereby delegated to the
Administrator the functions conferred upon the
President by Titles I and IT and section 708 of the
Defense Production Act of 1950 (relating respec-
tively to priorities and allocations, requisitioning,
and voluntary agreements) which were by the pro-
visions of Part I, section 201(a) of Part II, and
Part VII of Executive Order No. 10161 of Septem-
ber 9, 1950 delegated to the Secretary of Commerce,
the Secretary of the Interior, and the commissioner
of the Interstate Commerce Commission, respec-
tively, and those which were by the provisions of
section 101 of the said Executive Order No. 10161
delegated to the Secretary of Agriculture to the
extent that they relate to food which has been de-
termined to be available for industrial needs pur-
suant to section 3 of this order; and the said dele-
gations made by the said Executive Order No.
10161 are hereby terminated accordingly.

(b) The Administrator shall direct the adminis-
tration of the functions provided for in sections 302
and 303 of the Defense Production Act of 1950
(relating to expansion of production, capacity, and
supply) except as to food; and accordingly, (1) the
functions delegated to the Administrator of General
Services by the provisions of section 304 of the said
Executive Order No. 10161 shall be performed by
him only pursuant to certificates of or subject to
the approval of the Defense Production Adminis-
trator, and (2) that part of section 303 of the said
Executive Order No. 10161 which precedes para-
graph (a) thereof is hereby amended to read as
follows:

“Section 303. Within such amounts of funds
as may be made available, and upon the certificate
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of the Secretary of Agriculture in respect of food

and of the Defense Production Administrator in

respect of other materials and facilities, as to the

necessity for loans, purchases, commitments, or

exploration, as the case may be:”

{(c) In carrying out the functions delegated or
otherwise assigned to him by the foregoing pro-
visions of this Executive order, the Administrator

shall:

(1) Pending the further order of the President
or the Director of Defense Mobilization, and
excluding the duties set forth in paragraphs
(2) to (5), inclusive, immediately below,
provide by redelegation or otherwise for the
performance of the said functions by the
respective officers and agencies to whom the
said functions were delegated by the said
Executive Order No. 10161 and their dele-
gates.

(2) Perform the central programming functions
incident to the determination of the produc-
tion programs required to meet defense
needs.
(3) Make determinations as to the provision of
adequate facilities for defense production
and as to the procedures and methods fol-
lowed by Executive agencies with respect to
the accomplishment of defense production
programs, including those with respect to
purchasing, contracting, and specifications.

(4) Assemble estimated labor supply require-
ments for the fulfillment of projected de-
fense production programs and furnish them
to the Secretary of Labor for use in connec-
tion with the functions assigned to him by
Part VI of the said Executive Order No.
10161.

(5) Perform, without the power of redelegation,
those functions of the Administrator under
section 2(a) of this Executive order (relat-
ing to certain voluntary agreements), which
were heretofore delegated to the Secretary
of Commerce by the provisions of section
701(b)(1) of the said Executive Order No.
10161, and perform such other functions re-
garding voluntary agreements as he may
determine.

(d) The provisions of sections 902 and 903 of
Executive Order No. 10161 (including those with
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respect to subpoena) are hereby made applicable
to the Administrator with respect to his functions.

(e) The Administrator is hereby designated as
the certifying authority for the purposes of and
within the meaning of subsection (e) of section
124A of the Internal Revenue Code, as added by
section 216 of the Revenue Act of 1950, approved
September 23, 1950.

Section 3. (a) Whenever the available supply
of any food is insufficient to meet all needs therefor
the Administrator and the Secretary of Agriculture
shall jointly determine the division to be made of
the available supply of such food as between food
for industrial needs and food for human and
animal consumption.

(b) In the event of any difference of view be-
tween the Administrator and the Secretary of Agri-
culture relating to the execution of section 3(a)
above, or in the event of any difference in view
arising between the Secretary of Agriculture and
any other officer or agency of the Government in
the administration of functions under the Defense
Production Act of 1950 with respect to food or
facilities therefor, such difference of view shall be
submitted to the Director of Defense Mobilization
for decision.

Section 4. Section 902(d)(1) of Executive Or-
der No. 10161 of September 9, 1950 is hereby
amended to read as follows:

“(1) Each officer or agency having functions
under the said act delegated or assigned to such
officer or agency by or pursuant to this Executive
order shall submit to the Chairman of the United
States Civil Service Commission such requests
for classification of positions in grades 16, 17, and
18 of the General Schedule as may be necessary,
and shall accompany any such request with a
certificate stating that the duties of the position
are essential and appropriate for the adminis-
tration of the said Act.”

Section 5. Section 802 of Executive Order No.
10161 of September 9, 1950, is hereby revoked,
and the authority of the Chairman of the National
Security Resources Board under section 103(b) of
the said Executive Order No. 10161 to approve the
designation of officers and agencies as claimants is
hereby terminated.

Section 6. (a) To the extent that provisions of
Executive Order No. 10161 of September 9, 1950
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are inconsistent with the provisions of this order
the latter shall control, and the said Executive
Order No. 10161 is amended accordingly.

Except as modified or made inapplicable by the
provisions of this Executive order, provisions of the
said Executive Order No, 10161 relating to func-
tions vested in the Administrator hereby shall con-
tinue to be applicable to such functions. Execu-
tive Order No. 10172 of October 12, 1950 is hereby
revoked. Nothing in this Executive order shall
affect the validity or force of anything heretofore
done under the said Executive Orders Nos. 10161
or 10172.

(b) Any officer or agency having by delegation
or otherwise any function under this order shall
have all the authority conferred by sections 902 and
903 of Executive Order No. 10161, including the
authority with respect to subpoena.

(c) Al orders, regulations, rulings, certificates,
directives, and other actions relating to any func-
tion affected by this Executive order shall remain
in effect except as they are inconsistent herewith
or are hereafter amended or revoked under proper
authority.

(d) Nothing in this Executive order shall be
deemed to supersede any provision of Executive

order No. 10193 of December 16, 1950.

Section 7. The provisions of sections 2 to 6
inclusive, of this Executive order shall not be effec-
tive until the Administrator first appointed here-
under takes office as Administrator.

PART II. DEFENSE MOBILIZATION BOARD

Section 8. There is hereby established in the
Office of Defense Mobilization (established by Ex-
ecutive Order No. 10193 of December 16, 1950)
the Defense Mobilization Board, which shall consist
of the Director of Defense Mobilization as Chair-
man, the Secretaries of Defense, the Treasury, the
Interior, Commerce, Agriculture, and Labor, the
Chairman of the Reconstruction Finance Corpora-
tion, the Chairman of the Board of Governors of
the Federal Reserve System, the Chairman of the
National Security Resources Board, and such other
officials as said Director may from time to time
designate. The said Board shall be advisory to the
Director of Defense Mobilization.

Harry S. TrumaN
The White House;
January 3, 1951.
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Reserves of Member Banks
Revision of Regulation D Supplement

The Board of Governors of the Federal Reserve
System on December 28, 1950, issued a revised
Supplement to Regulation D increasing the per-
centages of reserves required to be maintained by
member banks with the Federal Reserve Banks on
both time and demand deposits. A statement for
the press, released by the Board in connection with
this action, appears on page 13 of this issue of
the Burrerin, There is set forth below the text
of the revised Supplement:

SuppLEMENT To RecuraTion D

Issued by the Board of Governors of the Federal
Reserve System on December 28, 1950
RESERVES REQUIRED TO BE
MAINTAINED BY MEMBER BANKS
WITH FEDERAL RESERVE BANKS

Pursuant to the provisions of section 19 of the
Federal Reserve Act and section 2(a) of its Regu-
lation D, the Board of Governors of the Federal
Reserve System hereby prescribes the following re-
serve balances which each member bank of the
Federal Reserve System is required to maintain on
deposit with the Federal Reserve Bank of its district:

1. If not in a reserve or central reserve city—
(a) 5 per cent of its time deposits until the
opening of business on January 16, 1951, and
6 per cent of its time deposits thereafter, plus
(b) 12 per cent of its net demand deposits
until the opening of business on January 16,
1951, 13 per cent of net demand deposits from
January 16, 1951, to January 31, 1951, inclusive,
and 14 per cent of its net demand deposits
thereafter.

2. If in a reserve city (except as to any bank
located in an outlying district of a reserve city
or in territory added to such city by the extension
of the city’s corporate limits, which, by the
affirmative vote of five members of the Board of
Governors of the Federal Reserve System, is per-
mitted to maintain the reserves specified in para-

graph 1 above)—

(a) 5 per cent of its time deposits until the
opening of business on January 11, 1951, and
6 per cent of its time deposits thereafter, plus
(b) 18 per cent of its net demand deposits
until the opening of business on January 11,
1951, 19 per cent of its net demand deposits
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from January 11 to January 24, 1951, inclusive,
and 20 per cent of its net demand deposits
thereafter.

3. If in a central reserve city (except as to any
bank located in an outlying district of a central
reserve city or in territory added to such city by
the extension of the city’s corporate limits, which,
by the affirmative vote of five members of the
Board of Governors of the Federal Reserve Sys-
tem, is permitted to maintain the reserves speci-

fied in paragraph 1 or 2 above)—

(a) 5 per cent of its time deposits until the
opening of business on January 11, 1951, and
6 per cent of its time deposits thereafter, plus
(b) 22 per cent of its net demand deposits
until the opening of business on January 11,
1951, 23 per cent of its net demand deposits
from January 11 to January 24, 1951, inclusive,
and 24 per cent of its net demand deposits
thereafter.

Deposits in Member Banks
Transfers of Time Deposits

It is the practice of certain member banks to
amend agreements as to time deposit accounts, now
subject to withdrawal upon 30 days’ notice and
bearing interest at 1 per cent, so as to provide for
90 days’ notice of withdrawal and interest at 1%
per cent. Since such an amendment makes the
deposits subject to more severe restriction as to
withdrawal and does not result in payment to the
depositor, the Board feels that this practice does
not constitute payment before maturity in violation
of Regulation Q and interest may properly be
paid from the date of amendment at a rate per-
mitted by the Supplement to Regulation Q for
deposits payable upon written notice of less than
6 months and not less than 90 days.

Presentation of Savings Accounts Passbooks

The Board has been requested to pass upon the
propriety of a practice proposed to be followed by
a member bank under which the bank would ac-
cept, in the case of savings accounts, deposits by
mail without presentation of the passbook.

It is understood that the member bank proposes
to include in its passbooks relating to savings de-
posits provisions to the effect that deposits may be
made by mail and that the depositor at any subse-
quent time may present his passbook so as to per-
mit the existing balance, as affected by such de-
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posits, to be reflected by entries therein and that
every six months following the last such presenta-
tion (in the event a period of such length should
occur), the bank will mail a statement to the de-
positor showing the existing status of his account.
It is also understood that the bank has advised
that all provisions of Regulations D and Q concern-
ing withdrawals from savings deposits will be
observed.

While the definitions of the term “savings de-
posit” contained in the Board’s Regulations D and
Q require presentation of the passbook upon with-
drawals by any person other than the depositor
himself, it is not required that the passbook be
presented when deposits are made in a savings
account. Also, while the regulation requires that
withdrawals made upon presentation of the pass-
book shall be entered at the time of the withdrawal
and that any other withdrawal shall be entered as
soon as practicable thereafter, there is no compar-
able provision with respect to entries of deposits
in the passbook.

The regulations provide that a savings deposit
shall be “evidenced” by a passbook and contem-
plate that deposits, as well as withdrawals, will be
entered in the passbook in due course. However,
on the basis of the facts stated and with the under-
standing that the requirements of the regulations
with respect to withdrawals of savings deposits
will be observed, it is the Board’s view that deposits
with respect to which the proposed practice is fol-
lowed by a member bank may properly be regarded
as savings deposits under Regulation D and Regu-
lation Q.

Loan Guarantees for Defense Production
Amendment to Form of Guarantee Agreement

A number of financing institutions have indi-
cated their reluctance to participate in the current
V-oan program for financing defense production
because of their fear that, after full payment of a
guaranteed loan secured by an assignment of the
contractor’s claims under his contract, the Govern-
ment might recover from the assignee financing
institution amounts claimed by the Government
against the contractor. Apparently, this fear has
been prompted largely by certain recent rulings of
the Comptroller General with respect to the Gov-
ernment’s right of recovery from an assignee bank
on account of price revision, renegotiation, or tax
claims against the contractor.
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In this connection, some banks have raised the
question whether, in the event of such recovery
by the Government from an assignee bank, the
amounts recovered would be regarded as constitut-
ing a “loss on the loan” within the meaning of the
standard form of guarantee agreement so that the
guaranteeing agency would be obligated to share
the resulting loss to the bank according to the speci-
fied percentage of guarantee in the particular case.

It is believed that under the present form of
guarantee agreement this question clearly should
be answered in the afirmative. However, the fact
that many banks appear to be concerned by the
question has suggested the desirability of a clarify-
ing amendment to the form of guarantee agréement.

Accordingly, after consultation with the guaran-
teeing agencies, the Board has prescribed the fol-
lowing amendment to the standard form of guar-
antee agreement of September 27, 1950:

“Within the meaning of section 2(a) and 2(c)

of this agreement a loss on the loan shall include

any amounts which may have been received by
the Financing Institution and applied by it to
reduction of the loan but which are subsequently
recovered from the Financing Institution, either
before or after the date of settlement, by the

United States or by any person lawfully entitled

to such recovery.”

The standard form of guarantee agreement, in-
cluding the amendment here authorized, should
be used in all cases and other amendments to the
guarantee agreement in individual cases will not be
permitted. It is possible, of course, that, after con-
sultation with the guaranteeing agencies, further
amendments might be prescribed for general use
in all cases.

Consumer Credit
Rental Transactions

Since the amendment to Regulation W adopted
effective October 16, 1950, the Federal Reserve
Banks and the Board of Governors of the Federal
Reserve System have received a number of inquiries
concerning the applicability of the regulation to
various proposed arrangements for leasing auto-
mobiles or other listed articles.

Many of these inquiries seem to reflect a failure
to appreciate the fact that Regulation W and the
legislation under which it is issued extend to a
great many transactions besides the ordinary con-
ditional or instalment sale.
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Leasing arrangements, other than those limited
to a single payment, in general are subject to the
regulation and the legislation in the same manner
as instalment sales. They are not exempt, and they
are not a privileged class of transactions.

In the past when Regulation W was not in effect,
there have been certain highly specialized opera-
tions which have been found somewhat more suited
to leasing or rental arrangements than to other
methods of financing. That fact does not exclude
them from the operation of the regulation and the
legislation. Of course, a lessor could comply with
Regulation W by obtaining the required down pay-
ment and monthly payments (or deposits in equal
amounts), and later could return to the customer
any portion of such payments or deposits when
the article is returned and the lease terminated.
The lease might even provide in advance for such
refunds.

However, the Board is examining further into
the characteristics of the various proposed arrange-
ments for leasing automobiles or other listed articles
and will consider whether or not any of them are
of such a special character as to make it desirable or
feasible to relax any of the provisions of Regulation
W to any extent for their benefit.

3

“Over-allowances” on Trade-ins

Section 6(¢) (3) of Regulation W requires that
a trade-in be described in the Registrant’s records,
and that the Registrant set out “the monetary value
assigned thereto in good faith.” ‘This requirement
does not prohibit all over-allowances on trade-ins
as such. If the Registrant can show that the price
of an automobile being sold has not been increased
to offset any part of the over-allowance on the car
accepted in trade, section 6(¢) allows the Registrant
to show the trade-in at the value at which he
accepts it in trade and to treat it as being a down
payment to that extent, even though that may be
more than the amount for which he expects to be
able to sell it. In such a case the amount of the
down payment requirement on the car being sold
would, of course, be calculated on the basis of the
price against which the trade-in was allowed.

Obviously, however, if any over-allowance on a
trade-in were added to the cash price of the article
being sold, the over-allowance on the trade-in then
could not properly be said to be “assigned thereto
in good faith” and the tradein could not be
counted as a down payment to the extent that there
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had been any offsetting increase in the price of the
article being sold.

Disaster Credit Exemptions

Section 7(7) of Regulation W applies with respect
to certain disaster areas where there is a specified
finding by the Federal Reserve Bank of the district.
The section exempts only “credit extended to fi-
nance the repair or replacement of property dam-
aged or lost as a result of” the disaster.

In addition to the applicable limits as to the time
within which the credit must be extended, the
exemption is limited solely to the area designated
by the Federal Reserve Bank, even though such
area may not encompass the entire Federal Reserve
district.

The exemption is also limited to remedying the
actual injury sustained. As used in the provision,
“repair” is confined to the restoring of the property
involved to approximately the condition it was in
before the disaster, and “replacement” is confined
to the replacing of lost property by similar property
having a value substantially equal to or less than
that of the property involved before the disaster.
In most instances, the exemption extends only to
repairs. It covers a replacement only in those cases
in which the property was lost in the sense of
having no salvage value to the owner, or the cost
of a replacement as described above would be less
than the cost of repairs as so described.

Sections 7(7) and 8(a) require Registrants to
have records which establish the extent of the dam-
age or loss and the conformity of the credit with
the terms of the exemption.

Exclusion of Self-Labor

A question has been presented as to whether
there may be included in the cash price of “mate-
rials, articles, and services” comprising a listed
article under Group D of the Supplement to Regu-
lation W, any amount for services or labor per-
formed by the instalment obligor himself or with
gratuitous assistance of his family and friends.

For example, a home owner finds it necessary to
enlarge his house to provide additional living
quarters. In order to hold the cost to him of the
project to a minimum, he plans to undertake the
necessary labor or services himself. Must the maxi-
mum loan value of an instalment credit to finance
the project be calculated on the basis of a cash price

21

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



LAW DEPARTMENT

limited to the cost of the necessary materials, or
may such loan value be calculated on the basis of
a cash price which, in addition, includes an amount
reflecting the value of the necessary labor and
services?

The Board is of the view that in such cases where
materials or articles and services are required, the
regulation would permit including in the cash price
of the Group D project only the amount to be
paid for the necessary materials or articles. Conse-
quently, there could not be included in the cash
price of such project any amount usable to compen-
sate the instalment obligor for the service or labor
performed by himself or with gratuitous assistance
of others in connection with the project.

Margin Requirements for Purchasing
Securities

Supplements to Regulations T and U

The Board of Governors of the Federal Reserve
System, effective January 17, 1951, amended the
Supplement to Regulation T entitled “Extension
and Maintenance of Credit by Brokers, Dealers, and
Members of National Securities Exchanges,” and
amended the Supplement to Regulation U entitled
“Loans by Banks for the Purpose of Purchasing or
Carrying Stocks Registered on a National Securities
Exchange” so as to increase the margin require-
ments from 50 per cent to 75 per cent for credit
extended by brokers and banks to finance purchases
of stock exchange securities. The increased margins
also apply to short sales. The texts of the Supple-
ments as thus amended are as follows:

SupPLEMENT To RecuraTtion T

Issued by the Board of Governors of the Federal
Reserve System
Effective January 17, 1951

Maximum loan value for general accounts.—The
maximum loan value of a registered security (other
than an exempted security) in a general account,
subject to section 3 of Regulation T, shall be 25 per
cent of its current market value.

Margin required for short sales in general accounts.
~The amount to be included in the adjusted debit
balance of a general account, pursuant to section
3(d)(3) of Regulation T, as margin required for
short sales of securities (other than exempted secu-
rities) shall be 75 per cent of the current market
value of each such security.
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SuppLEMENT TO RicuraTion U

Issued by the Board of Governors of the Federal
Reserve System

Effective January 17, 1951

For the purpose of section 1 of Regulation U,
the maximum loan value of any stock, whether or
not registered on a national securities exchange,
shall be 25 per cent of its current market value, as
determined by any reasonable method.

Residential Real Estate Credit
Amended Regulation X

The Board of Governors of the Federal Reserve
System, with the concurrence of the Housing and
Home Finance Administrator, effective January 12,
1951, amended Regulation X, relating to residential
real estate construction credit, so as to broaden the
scope of the regulation by making it applicable to
credit in connection with three- and four-unit resi-
dences and multi-unit residential property. The
provisions of the regulation relating to one- and
two-unit residences also were amended in various
respects. The statement for the press appears on
page 13 of this issue of the BurLLETIN and the text
of the amended regulation is as follows:

REGULATION X
As amended effective January 12, 1951

RESIDENTIAL REAL ESTATE CREDIT

SECTION 1. SCOPE AND APPLICATION OF REGULATION

This regulation is issued by the Board of Gov-
ernors of the Federal Reserve System (hereinafter
called the “Board”), with the concurrence of the
Housing and Home Finance Administrator, under
authority of the “Defense Production Act of 1950,”
approved September 8, 1950 (hereinafter called the
“Act”), and Executive Order No. 10161, dated Sep-
tember 9, 1950.

This regulation applies to any person who is en-
gaged in the business of extending real estate credit
with respect to residences, residential property, or
multi-unit residential property, including any per-
son who acts as agent in arranging for such credit.
For the purposes of this regulation, a person shall
be deemed to be engaged in the business of extend-
ing such real estate credit if, in his own right or as
agent or fiduciary, he either (1) extends or has
extended such real estate credit more than three
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different times during the current calendar year or
during the preceding calendar year, or (2) extends
or has extended such real estate credit in an amount
or amounts aggregating more than $50,000 during
the current calendar year or during the preceding
calendar year. For the purposes of this section, real
estate credit with respect to residences, residential
property, or multi-unit residential property shall be
deemed to include credit with respect to any resi-
dence, residential property, or multi-unit residential
property, whether or not there is any new construc-
tion thereon, and whether or not such credit is ex-
tended, insured, or guaranteed by the Federal
Housing Administration, the Veterans’ Adminis-
tration, or any other department, independent estab-
lishment or agency of the United States, and
whether or not such credit is exempt from this
regulation.

SECTION 2. DEFINITIONS

For the purposes of this regulation, unless the
context otherwise requires:

(a) “Person” has the meaning given it in section

702(a) of the Act?

(b) “Registrant” means a person who is regis-
tered pursuant to section 3 of this regulation.

(¢) “Credit” has the meaning given it in section
602(d)(2) of the Act.?

(d) “Extending credit,” “extension of credit” and

1 Section 702(a) of the Act provides: “The word ‘person’
includes an individual, corporation, partnership, association,
or any other organized group of persons, or legal successor
or representative of the foregoing, and includes the United
States or any agency thereof, or any other government, or
any of its political subdivisions, or any agency of any of the
foregoing: Provided, That no punishment provided by this
Act shall apply to the United States, or to any such govern-
ment, political subdivision, or government agency.”

2 Section 602(d)(2) of the Act provides:  ‘Credit® means
any loan, mortgage, deed of trust, advance, or discount;
any conditional sale contract; any contract to sell or sale or
contract of sale, of property or services, either for present or
future delivery, under which part or all of the price is
payable subsequent to the making of such sale or contract;
any rental-purchase contract, or any contract for the bail-
ment, leasing, or other use of property under which the
bailee, lessee, or user has the option of becoming the owner
thereof, obligates himself to pay as compensation a sum
substantially equivalent to or in excess of the value thereof,
or has the right to have all or part of the payments required
by such contract applied to the purchase price of such prop-
erty or similar property; any option, demand, lien, pledge, or
similar claim against, or for the delivery of property or
money; any purchase, discount, or other acquisition of, or
any credit under the security of, any obligation or claim
arising out of any of the foregoing; and any transaction or
series of transactions having a similar purpose or effect.”
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“extends credit” shall include extending or main-
taining any credit, or renewing, revising, consoli-
dating, refinancing, purchasing, selling, discount-
ing, or lending or borrowing on, any obligation
arising out of any credit, or arranging as agent for
any of the foregoing, and also shall include a sale of,
or other transfer of title to, real property if the
vendee or transferee assumes, or takes such property
subject to, indebtedness secured by a mortgage or
other lien upon such property.

(€) “Real estate construction credit” means any
credit, hereafter extended, which

(1)
@

is wholly or partly secured by, or

is for the purpose of purchasing or carry-
ing, or

(3) is for the purpose of financing, or

*

new construction on real property or real property
on which there is new construction, if such new
construction is a residence or multi-unit residence
or a major addition or major improvement to a
residence or multi-unit residence, whether such
credit is extended before or after such new construc-
tion is begun; but the term “real estate construc-
tion credit” shall not include any loan or loans
made, insured, or guaranteed, in whole or in part,
by the Federal Housing Administration, the Vet-
erans’ Administration, or any other department,
independent establishment or agency in the execu-
tive branch of the United States, or by any wholly
owned Government corporation, or by any mixed-
ownership Government corporation as defined in
the Government Corporation Control Act, as
amended (including any loan evidenced by obli-
gations of any local public agency or public housing
agency which national banks may purchase pur-
suant to the provisions of section 602(a) of the
Housing Act of 1949).

(f) “New construction” means any structure, or
any major addition or major improvement to a
structure, which is or has been begun after 12
oclock meridian, August 3, 1950. Construction
will be deemed to have been “begun” when any
essential materials which are to be an integral part
of the structure have been affixed to or incorporated
on the site in a permanent form.

involves a right to acquire or use,

(g) “Major addition” or “major improvement”
means any enlargement, reconstruction, alteration,
or repair of an existing residence ® or multi-unit
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residence,® or any other addition or improvement
which becomes or is to become physically attached
to and a part of the residence or multi-unit resi-
dence, if the cost or estimated cost of such addition
or improvement exceeds $2,500 and also exceeds an
amount determined by multiplying $1,500 by the
number of family units in such residence or mult-
unit residence prior to such addition or improve-
ment. In determining whether the cost of an addi-
tion or improvement project exceeds the amounts
specified in the preceding sentence, there shall be
considered only the amount of such cost which is
incurred within any twelve consecutive months.

(%) “Real property” includes leasecholds and
other interest in such property.

(7) The “maximum loan value” of any property *
shall be the amount which is computed in the man-
ner prescribed in the Supplement to this regulation.
In making such computations:

(1) For a major addition or major improve-
ment to a residence or multi-unit residence,
“value” shall be the cost or estimated cost of
such major addition or major improvement;

(2) For residential property, other than major
additions or major improvements:

(A) In the case of an extension of credit in
connection with a bona fide sale of residential
property, “value” shall be the bona fide sale
price;

(B) In the case of any other extension of
credit with respect to residential property:

(i) If the entire cost of the property to the
borrower has been incurred by him not more
than 12 months prior to the extension of
credit or is to be incurred by him after such
extension of credit, “value” shall be the bona

® Notwithstanding this definition or any other provision
of this regulation, an addition or improvement to an existing
structure which will become a “residence” or ‘“multi-unit
residence” by reason of such addition or improvement shall
be treated as an addition or improvement to an existing
“residence” or “multi-unit residence” respectively; and, in
determining whether the cost or estimated cost of an addi-
tion or improvement of the kind mentioned in this footnote
is such that it would be a major addition or major improve-
ment within the meaning of section 2(g), and in deter-
mining what the maximum loan value is, the determination
shall be according to the number of family units which will
be in the structure after the addition or improvement has
been completed.

*As used here, “property” means residential property,
multi-unit residential property, a residence on farm prop-
erty, or a major addition or major improvement to a resi-
dence or a multi-unit residence, as the case may be.
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fide cost of the property to the borrower, in-
cluding a bona fide estimate of the cost of
completing new construction on such prop-
erty when the extension of credit is for the
purpose of financing such new construction;

(ii) If any part of the cost of the property
to the borrower has been incurred by him
more than 12 months prior to the extension
of credit, or if any part of such property has
been acquired by gift, exchange, or inherit-
ance, “value” shall be the appraised value
as determined in good faith by the Regis-
trant who extends the credit;

(3) For an extension of credit which is for the
purpose of financing the construction of a resi-
dence on farm property, “value” shall be the
total of (A) the cost or estimated cost of such
new construction, and (B) 5 per cent of such
cost or estimated cost.®

(4) For multi-unit residential property, other
than major additions or major improvements:

(A) In the case of an extension of credit in
connection with a bona fide sale of multi-unit
residential property, “value” shall be the bona
fide sale price;

(B) In the case of any other extension of
credit with respect to multi-unit residential
property, “value” shall be the appraised value
as determined in good faith by the Registrant
who extends the credit. Appraisals pursuant
to this provision and other provisions of this
regulation will be subject to inspection by the
Board and the Federal Reserve Banks in ac-
cordance with section 6(d) of this regulation,
and appraisals found to be in excess of those
dictated by sound and established practice in
the community shall be deemed sufficient
ground for the suspension of the Registrant
pursuant to section 3(c) of this regulation.

(7) “Bona fide sale price” means the amount paid
or to be paid by the vendee in money or its equiv-
alent. It includes, in addition to cash, (1) the value
of any property accepted in part payment, (2) the
unpaid principal amount of any indebtedness in-
curred or assumed by the vendee or to which the
property remains subject, (3) the amount of any

5The 5 per cent is added when the extension of credit
is for the purpose of financing the construction of a resi-
dence on farm property in order to take account of the
value of the land upon which the residence is to be con-
structed.

Feperar Reserve BuLperin

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



LAW DEPARTMENT

liens for taxes or special assessments which are in
default or currently due and payable, (4) the
amount of any mechanics’ liens or other liens which
the vendee is required to discharge, (5) the amount
which the vendee agrees to pay for any alteration or
other modification made or to be made to the
property as an incident to the sale thereof, and (6)
any amounts paid by the vendee for closing costs.
It does not include any prepaid charges, or any
accrued rents which will be paid to the vendee.

(k) “Residence” ® means any structure which is
used or designed for permanent or transient dwell-
ing purposes, and which includes at least one but
not more than four family units, if the floor space
contained in such family units comprises at least
one-half of the floor space of such structure. Houses
connected by common walls and commonly known
as “row houses” or “semidetached.houses” shall be
considered separate structures.

(8) “Multi-unit residence” ® means any structure
such as an apartment house or apartment hotel
(whether owned cooperatively or otherwise) which
is used or designed for permanent or transient
dwelling purposes, and which includes more than
four family units, if the floor space contained in
such family units comprises at least one-half of the
floor space of such structure.

(m) “Family unit” means space which is used
or designed for dwelling purposes and which in-
cludes one or more rooms together with kitchen
facilities or space designed for kitchen facilities.

(n) “Residential property” means any real prop-
erty, other than farm property, on which there is or
is to be a residence or residences.

(0) “Farm property” means any real property,
other than multi-unit residential property, located
outside of urban areas, which is principally used
for the production of crops, livestock or other agri-
cultural commodities.

(p) “Multi-unit residential property” means any
real property on which there is or is to be a multi-
unit residence or multi-unit residences.

SECTION 3. GENERAL REQUIREMENTS AND REGISTRATION
(a) General Requirements. No person engaged

® Structures commonly known as hotels, motels, rooming
houses, club houses, fraternity or sorority houses, dormi-
tories, hospitals, rest homes, and the like, in which more
than one-half of the floor space consists of units which do
not include kitchen facilities or space designed for kitchen
facilities shall not be deemed to be residences or multi-unit
residences.
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in the business of extending real estate credit with
respect to residences, residential property, or multi-
unit residential property shall extend real estate con-
struction credit unless (1) he is registered pursuant
to this section, and (2) he has no knowledge of, and
has no reason to know, any fact by reason of which
such credit fails to comply with any applicable pro-
vision of this regulation,

(&) Registration. Every person engaged in the
business of extending real estate credit with respect
to residences, residential property, or multi-unit
residential property shall be deemed to be registered
pursuant to this regulation from the effective date
hereof until such time as the Board, by public an-
nouncement, may require registration statements to
be filed by all, or any specified classes of, such per-
sons. Should the Board require such registration
statements, a person shall continue to be registered
after the time such statements are required only if
he shall have complied with the requirements of
the Board’s announcement. Every person who is
registered in accordance with the provisions of this
subsection is referred to in this regulation as a
“Registrant.”

(c) Suspension of Registration. Any Registrant
may, after reasonable notice and opportunity for a
hearing, be suspended by the Board, as to all or as
to particular activities or particular offices and for
specified or indefinite periods, because of any will-
ful or negligent failure to comply with any pro-
vision of this regulation.

A suspension for a specified period will terminate
upon the expiration of such period. A suspension
for an indefinite period may be terminated by the
Board, in its discretion, if the Board is satisfied that
its action would not lead to further violations of this
regulation by the suspended Registrant and would
not be otherwise incompatible with the public
interest.

SECTION 4. EXTENSION OF CREDIT

(g) Amount; Maturity; Amortization. Except as
otherwise permitted by this regulation, no Regis-
trant shall, either in connection with a sale or other-
wise:

(1) Extend real estate construction credit with
respect to residential property or multi-unit resi-
dential property (other than major additions or
major improvements) if the amount of credit
outstanding with respect to the property (in-
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cluding any credit exempt from, or not subject
to the prohibitions of, this regulation) exceeds,
or as a result of such extension of credit would
exceed, the applicable maximum loan value of
such property;

(2) Extend real estate construction credit for
the purpose of financing a major addition or ma-
jor improvement to a residence or multi-unit resi-
dence if the amount of credit outstanding for the
purpose of financing the major addition or ma-
jor improvement (including any credit exempt
from, or not subject to the prohibitions of, this
regulation) exceeds, or as a result of such ex-
tension of credit would exceed, the applicable
maximum loan value of such major addition or
major improvement;

(3) Extend real estate construction credit for
the purpose of financing the construction of a
residence on farm property if the amount of
credit outstanding for the purpose of financing
the construction of the residence (including any
credit exempt from, or not subject to the pro-
hibitions of, this regulation) excceds, or as a
result of such extension of credit would exceed,
the applicable maximum loan value of such
residence;

(4) Extend real estate construction credit if
such credit would have a maturity which exceeds
the applicable maximum maturity provisions, or
would be repaid in any manner which does not
conform with the applicable amortization pro-
visions, set forth in the Supplement to this regu-
lation;

(5) Purchase, discount or lend on any credit
instrument evidencing real estate construction
credit which is subject to and not exempt from
this regulation, unless the terms of such credit
conformed with the provisions of the Supplement
to this regulation when such credit was origi-
nally extended or conform with the provisions
of the Supplement at the time of such purchase,
discount or loan; but for the purposes of this
paragraph credit shall be considered to be subject
to the regulation even though extended by a
person other than a Registrant;

(6) If the Registrant is acting as principal—
sell, or transfer title to, residential property or
multi-unit residential property on which there
is new construction (which is a residence or
multi-unit residence or a major addition or major
improvement to a residence or multi-unit resi-
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dence) and with respect to which the vendee or
transferee assumes, or takes such property sub-
ject to, indebtedness secured by a mortgage or
other lien upon such property, if the amount of
outstanding credit (including any credit exempt
from, or not subject to the prohibitions of, this
regulation) which was extended after October
12, 1950, (or after January 12, 1951, if it is a sale
or transfer of multi-unit residential property)
with respect to the property exceeds, or as a result
of such sale or transfer would exceed, the appli-
cable maximum loan value of such property, or if
any outstanding real estate construction credit

(subject to and not exempt from this regulation)

with respect to such property does not conform

with the provisions of this regulation and the

Supplement thereto.”

(&) Secondary Borrowing. Except as otherwise
permitted by this regulation, no Registrant shall
extend real estate construction credit if he knows
or has reason to know that there is, or that there is
to be, any other credit extended with respect to the
property ® (1) which, when added to the credit
proposed to be extended by the Registrant, would
cause the total amount of credit outstanding with
respect to the property & (including any credit
exempt from, or not subject to the prohibitions of,
this regulation) to exceed the applicable maximum
loan value of such property, or (2) which, if it is
real estate construction credit subject to and not
exempt from this regulation, does not or would
not comply with the applicable maximum maturity
and amortization provisions set forth in the Sup-
plement to this regulation.

(¢) Ascertaining Nature of Credit. No Registrant
shall extend any credit unless he is satisfied, and
maintains records which reasonably demonstrate on
their face, whether such credit is or is not real estate
construction credit; provided, however, unless the
Registrant has actual knowledge that the credit is
real estate construction credit, the requirements of
this sentence shall not apply (1) to any extension
of credit which is made by a bank, savings and loan
association, or similar institution and which is to
be repaid within six months and is fully secured by
withdrawable shares issued by or savings accounts

7 For application to three- and four-unit residences, see
section 6(0).

8 As used here, “property” means residential property,
multi-unit residential property, a residence on farm property,
or a major addition or major improvement to a residence or
a multi-unit residence, as the case may be.
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held with the lender, or (2) to any extension of
credit in the ordinary course of business for a com-
mercial, agricultural, or business purpose where the
Registrant, because of a previous course of dealings
or correspondence between himself and the bor-
rower, has no reason to believe that the credit is or
will be real estate construction credit. The pre-
ceding sentence does not require that a Registrant
obtain a signed statement from each borrower, and
if the Registrant is satisfied that credit is not real
estate construction credit, other kinds of records
may be used to demonstrate this fact. Such records
may include, among others, (1) any correspond-
ence, memoranda, loan applications or other docu-
ments of any kind, whether or not originating in
connection with the credit in question, which on
the basis of a reasonable interpretation show that
the credit is not real estate construction credit; or
(2) a written endorsement or rubber stamp legend,
placed upon the credit instrument or upon other
papers in connection with the credit and signed by
the Registrant-or a responsible officer of the Regis-
trant, stating that he is satished that the credit in
question is not real estate construction credit. If,
however, a Registrant desires to obtain, and accepts
in good faith, a signed Statement of the Borrower
stating that the credit is not wholly or partly secured
by, or for the purpose of purchasing or carrying, or
for the purpose of financing, or one which involves
the right to acquire or use, new construction on real
property or real property on which there is new
construction (or that such new construction, if any,
is not a residence or multi-unit residence or a major
addition or major improvement to a residence or
multi-unit residence), such Statement shall be
deemed to be compliance with the requirements of
this subsection.

(d) Statement of the Borrower. No Registrant
shall extend real estate construction credit unless he
has accepted in good faith a signed Statement of
the Borrower (1) stating whether the credit is with
respect to (A) residential property, (B) a residence
on farm property, (C) a major addition or a major
improvement to a residence, (D) multi-unit resi-
dential property, or (E) a major addition or a major
improvement to a multi-unit residence; and (2)
stating, if the Registrant claims that such credit
is exempt from this regulation, the reason for such
exemption; and, if the credit is not exempt, (3)
stating the amount of credit previously extended
and outstanding, and the amount of any other
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credit to be extended, with respect to the residential
property, the residence on farm property, the major
addition or major improvement to a residence, the
mult-unit residential property, or the major addi-
tion or major improvement to a multi-unit resi-
dence, (4) stating, if the Registrant in computing
“value” relies upon cost or estimated cost to the
borrower (where such cost or estimated cost may
be used for this purpose), the bona fide amount of
such cost or estimated cost to the borrower, and
(5) stating, if the extension of credit is in con-
nection with a sale, the sale price, that the sale price
was bona fide, and the value and a brief descrip-
tion of any property accepted in part payment. If
the extension of credit is in connection with a sale,
such Statement shall state that the vendor of the
property has or will have no financial interest in
such property or in the proceeds of any subsequent
disposition thereof, except such interest as may be
fully disclosed to the Registrant. The amount of
any such financial interest of the vendor retained
in the property or any proceeds of the disposition
thereof shall be deemed to be real estate construc-
tion credit extended with respect to such property.
The Statement of the Borrower may be made, if
desired, on a form a sample of which is obtainable
at any Federal Reserve Bank or branch.

SECTION 5. EXEMPTIONS AND EXCEPTIONS

(a) Minimum Amount. The prohibitions of sub-
sections () and (4) of section 4 of this regulation
shall not apply to any extension of credit if the
total amount thereof, including all outstanding
credit which was granted after October 12, 1950,
with respect to the same property,” is not in excess
of - $2,500.

(b) Short-Term Residential Construction Credits.
The prohibitions of subsections (2) and (%) of
section 4 of this regulation shall not apply to any
credit which is for the purpose of financing the con-
struction of a residence or residences or a major
addition or major improvement to a residence, if
the maturity of such credit is not more than 18
months; provided that this exemption shall not be
construed to permit any renewal, revision, con-
solidation, or refinancing of such credit except on
terms which conform with the provisions of this

®As used here, “property” means residential property,
multi-unit residential property, a residence on farm property,
or a major addition or major improvement to a residence
or a multi-unit residence, as the case may be.
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regulation and the Supplement thereto. If (1) the
initial purpose of an extension of credit having
a maturity exceeding 18 months is the financing of
the construction of a residence or residences or a
major addition or major improvement to a resi-
dence and (2) an agreement with respect to the
credit requires that (A) within 32 days after com-
pletion of such construction or the date the Regis-
trant estimates in good faith the construction will
be completed or (B) upon the expiration of a
period of not more than 18 months after the ex-
tension of the credit, whichever shall first occur,
such action must be taken by the parties as may be
necessary to make the terms of the credit conform
thereafter with the applicable maximum loan value
and the applicable maturity and amortization pro-
visions set forth in the Supplement to this regu-
lation, then in such event the prohibitions of sub-
sections (a) and (&) of section 4 of this regulation
shall not apply to such credit until the occurrence
of one of the events specified in (A) or (B) above;
but if at any time after the date of the extension of
such credit, a Registrant sells or transfers title to
the property with respect to which the credit is
extended, such sale or transfer of title must con-
form to the provisions of this regulation and the
Supplement thereto.®

(c) Short-Term Multi-Unit Residential Construc-
tion Credits. The prohibitions of subsections ()
and (%) of section 4 of this regulation shall not
apply to any credit which is for the purpose of
financing the construction of a multi-unit resi-
dence or a major addition or major improvement
to a multi-unit residence and which is extended to
any person other than the owner of the property
and has a maturity of not more than 18 months;
provided, that this exception shall not be construed
to permit any renewal, revision, consolidation, or
refinancing of such credit except on terms which
conform with the provisions of this regulation and
the Supplement thereto.

(d) Medical Expenses, Ete. ‘The prohibitions of
subsections (2) and (&) of section 4 of this regula-
tion shall not apply to any extension of real estate
construction credit as to which the Registrant ac-
cepts in good faith a signed Statement of the Bor-
rower certifying that the proceeds thereof are to

1t should be noted that this exemption does not apply
to any credit which is for the purpose of financing the con-
struction of a multi-unit residence or a major addition or
major improvement to a multi-unit residence. However,
see section 5(c).
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be used for dona fide medical, hospital, dental, or
funeral expenses, or to pay debts incurred for such
expenses, and that the proceeds of the extension
are to be paid over in amounts specified in such
Statement to persons whose names, addresses and
occupations are stated therein.

(¢) Casualties. The prohibitions of subsections
(@) and (&) of section 4 of this regulation shall not
apply to any extension of real estate construction
credit as to which the Registrant accepts in good
faith a signed Statement of the Borrower certifying
that the proceeds thereof are to be used solely for
the replacement, reconstruction or repair of a resi-
dence or multi-unit residence destroyed or sub-
stantially damaged by flood, fire or other similar
casualty.

(f) Contracts to Sell. None of the provisions of
this regulation shall apply to a contract to sell real
property (1) which does not provide for the pay-
ment of any part of the purchase price, or of any
amount to be subsequently applied to such price,
except a deposit of earnest money, before the trans-
fer of title to such property, (2) which is to be
performed by a transfer of title to such property
within six months after the date on which the
contract was entered into, and (3) which provides
for the subsequent transfer of title to such prop-
erty on terms which conform to the provisions of
this regulation and the Supplement thereto in
effect on the date the contract was entered into.

( g) Contemplated Construction. Any builder or
other person who had made substantial commit-
ments or undertakings before August 3, 1950, with a
view to the building of new construction which is a
residence or a major addition or major improvement
to a residence and who asserts that his inability to
obtain credit to finance such new construction on
the basis contemplated by him and by the Regis-
trant prior to August 3, 1950, would cause him
substantial hardship, may apply to the Federal Re-
serve Bank of the district in which the new con-
struction is contemplated for an exemption from
this regulation for such new construction, showing
all the facts and submitting all necessary support-
ing documents with respect to his commitments or
undertakings and why compliance with the regula-
tion would cause him substantial hardship. If such
Federal Reserve Bank after consideration of the
application and supporting documents determines
that substantial commitments were made prior to
August 3, 1950, and that substantial hardship would
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result from the application of this regulation in such
case, it may issue to such builder or other person
a certificate approving such application and there-
upon any extension of credit to such builder or
other person by the Registrant named in such
certificate with respect to the new construction that
may be specified in such certificate shall be exempt
from the prohibitions of subsections () and (%) of
section 4 of this regulation. Applications under
this subsection must be sent to the Federal Reserve
Bank prior to March 15, 1951.

(%) Labor and Material. No person shall be re-
quired to register pursuant to section 3 of this regu-
lation because of the fact that he performs labor
or furnishes material for new construction on an
open account, unless he shall be otherwise engaged
in the business of extending real estate credit.

(i) Credits Secured by Life Insurance Policies.
None of the provisions of this regulation shall apply
to an extension of real estate construction credit
which is fully secured by the loan value or cash
surrender value of a life insurance policy; and, not-
withstanding any other provisions of this regula-
tion, a Registrant in determining the amount of
credit which he may extend under the provisions
of section 4 of the regulation need not take into
account any credit which is secured in the manner
specified in this paragraph.

(j) Farm Property. The prohibitions of sub-
sections (a) and (&) of section 4 of this regula-
tion shall not apply to any extension of real estate
construction credit with respect to farm property
unless the extension of credit is for the purpose of
financing the construction of a residence on farm
property or a major addition or major improvement
to a residence on farm property.'

(,l() Exemption for Certain New Construction. The
prohibitions of subsections (2) and (%) of section
4 of this regulation shall not apply to any real
estate construction credit extended prior to May 1,
1951, with respect to new construction (1) begun
prior to October 12, 1950, if such new construction
is a residence or a major addition or major improve-
ment to a residence, or (2) begun prior to January
12, 1951, if such new construction is a multi-unit

Tt is to be noted that the term “farm property” as de-
fined in section 2(o) does not include multi-unit residential
property; accordingly, the location of mult-unit residential
property does not affect the question whether extensions of
credit with respect to such property are subject to the
regulation.
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residence or a major addition or major improvement
to a multi-unit residence.? .
(l) Materials, Articles and Services Used in New
Construction. None of the provisions of this regu-
lation shall apply to an extension of credit which
is for the purpose of purchasing, or is in connection
with a sale of, materials, articles and services for
new construction if the credit is extended on terms
which provide for a minimum down payment of
10 per cent, or a maximum loan value of 90 per
cent, and for repayment within 30 months by (1)
substantially equal monthly or weekly payments
covering principal and interest or (2) substantially
equal monthly or weekly payments of principal.*

SECTION 6. MISCELLANEOUS PROVISIONS

(a) Bvasions. No extension of real estate con-
struction credit complies with the requirements of
this regulation if at the time it is made there is
any agreement, arrangement, or understanding, of
which the Registrant knows or has reason to know,
by which credit is or is to be extended in violation
of this regulation, even though such extension of
credit is or is to be made indirectly, or which would
otherwise evade or circumvent, or conceal any
evasion or circumvention of, any provision of this
regulation or the Supplement thereto. No Regis-
trant extending credit subject to this regulation
shall divide such credit into two or more parts, or
enter into any agreement or understanding with
any other person as a result of which two or more
credits are extended, when the purpose or effect of
such action is to circumvent or avoid the amortiza-
tion or maturity provisions of this regulation or
the Supplement thereto.

(%) Outstanding Contracts and Obligations. The
prohibitions of subsections (2) and () of section
4 of this regulation shall not apply to or affect (i)
any credit with respect to residential property or
a major addition or major improvement to a resi-
dence if extended prior to October 12, 1950, or
pursuant to any firm commitment to extend credit
made prior to such date, or (ii) any credit with
respect to multi-unit residential property or a
major addition or major improvement to a multi-
unit residence if extended prior to January 12, 1951,
or pursuant to any firm commitment to extend

2 For application to three- and four-unit residences, see
section 6{0).

31t should be noted that in certain circumstances more
restrictive terms would be required by Regulation W.
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credit made prior to such date. For this purpose,
a fitm commitment means either (1) a written
agreement under which the Registrant is required
without option or discretion on his part to extend
credit upon demand by the borrower or upon
compliance by the borrower with one or more con-
ditions referred to in such agreement; or (2) any
other agreement to extend credit with respect to
residential property, a residence, or a major addition
or major improvement to a residence which has
been entered into in good faith by the parties and
in reliance upon which the prospective borrower or
builder has taken specific action prior to October
12, 1950, if the Registrant prior to January 1, 1951,
shall have sent to the Federal Reserve Bank of the
district in which he does business a letter or other
statement reciting the facts with respect to such
agreement and the specific action taken by the
prospective borrower or builder prior to October 12,
1950; or (3) any other agreement to extend credit
with respect to multi-unit residential property or
a major addition or major improvement to a multi-
unit residence which has been entered into in good
faith by the parties and in reliance upon which the
prospective borrower or builder has taken specific
action prior to January 12, 1951, if the Registrant
prior to March 15, 1951, shall have sent to the
Federal Reserve Bank of the district in which he
does business a letter or other statement reciting the
facts with respect to such agreement and the spe-
cific action taken by the prospective borrower or
builder prior to January 12, 1951.*

(c) Real Property Outside the United States.
None of the prohibitions of this regulation shall
apply to any extension of real estate construction
credit with respect to real property in Alaska, the
Panama Canal Zone, or any territory or possession
outside the continental United States.

(d) Preservation of Records; Inspections; Admin-
istrative Reports. For the purpose of determining
whether or not there has been compliance with the
provisions of this regulation, every person extend-
ing real estate credit with respect to residences,
residential property, or multi-unit residential prop-
erty shall preserve for the period hereinafter spec-
ified such accounts, correspondence, memoranda,
papers, books, and other records, or photostats or
other copies thereof, as are relevant to establishing
whether such person is engaged in the business of

M For application to three- and four-unit residences, see
section 6(0).
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extending such real estate credit; whether each
credit extended is or is not real estate construction
credit with respect to residential property, a farm
residence, a major addition or major improvement
to a residence, multi-unit residential property, or a
major addition or major improvement to a multi-
unit residence; and whether each extension of real
estate construction credit conformed with the pro-
visions of this regulation and the Supplement
thereto. Every such person shall preserve such
records for three years after the extension of such
credit, or until the repayment of the credit, which-
ever period is shorter, provided, however, that if
such person sells or transfers an obligation evidenc-
ing a credit (or releases collateral held as security
for such credit) and delivers his records relevant to
such credit to the purchaser or transferee, such
person need not thereafter maintain such records
with respect to the credit but shall keep a record of
the identity of the purchaser or transferee and the
date of such sale or transfer (or such release).
Every such person shall permit the Board or a
Federal Reserve Bank, by its duly authorized repre-
sentatives, to inspect such records and business
operations as the Board or a Federal Reserve Bank
may deem necessary or appropriate; and when
ordered to do so, shall furnish, under oath or other-
wise, such reports, information, or records relevant
to extensions of credit as the Board or a Federal
Reserve Bank may deem necessary or appropriate
for the enforcement and administration of this
regulation.1®

(e) Default and Foreclosure; Serviceman's Prein-
duction Debt. Nothing in this regulation shall be
construed to prevent any Registrant from taking
such action as he shall deem necessary in good
faith (1) with respect to any extension of credit to
any member or former member of the armed forces
of the United States which was made to him prior
to his induction into such service and assignment
to active duty, or (2) for the Registrant’s own pro-
tection in connection with any credit which is in
default and is the subject of a bona fide collection
effort by the Registrant. The prohibitions of sub-
sections (a) and (&) of section 4 of this regulation
shall not apply to an extension of credit by a Regis-
trant in connection with a sale of property acquired
by him through foreclosure proceedings if such

¥ The reporting and record-keeping requirements of this
regulation have been approved by the Bureau of the Budget
in accordance with the Federal Reports Act of 1942,
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credit does not exceed the unpaid principal amount
of the foreclosed credit, the costs of acquisition
through foreclosure, and the costs incurred in the
rehabilitation and repair of the property prior to
the sale.

(f) Right of Registrant to Impose Stricter Require-
ments. Any Registrant, if he desires, may refuse
to extend credit, extend less credit than the amount
permitted by this regulation, or require that repay-
ment be made within a shorter period or in larger
instalments than prescribed in the Supplement to
this regulation.

(g) Reliance upon Statement of the Borrower. The
facts set forth in any signed Statement of the Bor-
rower which a Registrant accepts and relies upon
in good faith shall be deemed to be correct for the
purposes of the Registrant.

(4) False Statements. The making or submission
by any person of any false, fictitious or fraudulent
statement or representation pursuant to, or which
is intended to conform to, or show compliance
with, any requirement or provision of this regula-
tion, shall be a violation of this regulation.

(7) Statutory Penalties. The Act provides that
“Any person who willfully violates any provision
of section * * * 602 (relating to real estate con-
struction credit) or any regulation or order issued
thereunder, upon conviction thereof, shall be fined
not more than $5,000 or imprisoned not more than
one year, or both.”

(7) Enforceability of Contracts. Nothing in this
regulation shall affect the enforceability of any
contract.

(k) Veterans Programs under State Law. Nothing
in this regulation shall be construed as prohibiting
a State (as distinguished from any other person
affected by this regulation) from according rights
and preferences to eligible veterans by extending,
guaranteeing or insuring, in whole or in part, real
estate construction credit pursuant to State legis-
lation similar in purpose or effect to Title III of
the Servicemen’s Readjustment Act of 1944, as
amended, provided that the terms of the credit
are no more liberal than are currently permitted
in the case of comparable loans insured or guar-
anteed under that Act.

(l) State Housing Programs. Nothing in this reg-
ulation shall prohibit extensions of credit to public
corporations created pursuant to a public housing
program of a State or municipality where such
credit is extended, insured, or guaranteed by the
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State or municipality or the State or municipality
has made commitments to furnish funds to assure
repayment.

(m) Extension of Credit for Mixed Purposes. [pn
the case of an extension of credit which is partly
subject to this regulation and partly not subject
to (or exempt from) the regulation, the amount
and terms of the extension of credit will comply
with this regulation if they satisfy the requirements
of this regulation applicable to the subject portion.

(n) Calculation of Maximum Maturity. In calcu-
lating the maximum maturity of credit subject to
this regulation, a Registrant may use, at his option,
as “the date such credit is extended,” any date not
more than 32 days subsequent to the actual date
such credit is extended.

(o) Three- and Four-Unit Residences. Notwith-
standing any other provision of this regulation, the
provisions of sections 4(2)(6), 5(k), and 6(5)
of this regulation which are applicable to multi-
unit residences shall be applicable to residences con-
taining three or four family units.

SUPPLEMENT TO REGULATION X
As amended effective January 12, 1951

SCHEDULE I. ONE- TO FOUR-UNIT RESIDENTIAL
PROPERTY AND FARM RESIDENCES

Maximum Loan Value. For the purposes of Reg-
ulation X, maximum loan values for all residential
property, farm residences, and major additions and
major improvements to residences are prescribed as
set forth in the following table. In the table, (1)
the term “value” means the value of the residential
property, farm residence, or major addition or
major improvement, as the case may be, determined
in accordance with section 2(7) of the regulation,
and (2) the term “value per family unit” means an
amount computed by dividing ‘“value” by the
number of family units in the structure or pro-
posed structure to which the credit relates. Where
a major addition or major improvement will change
the number of family units, the value per family
units shall be computed on the basis of the number
of family units which the residence will contain
after the addition or improvement has been com-
pleted. In the case of credit extended with respect
to residential property or farm residences involving
more than one structure, the maximum loan value
may be applied separately with respect to each such
structure or with respect to the entire property or
all such residences, at the election of the Registrant.
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LAW DEPARTMENT

The maximum loan
value 1s

If the value per family
unit is

Not more than $5,000
More than $5,000 but
not more than $9,000

909, of value

$4500 plus 659 of
excess of value over
$5,000

$7,100 plus 60% of
excess of value over
$9,000

$10,700 plus 209 of
excess of value over
$15,000

$11,700 plus 103, of

More than $9,000 but
not more than $15,000

More than $15,000 but
not more than $20,000

More than $20,000 but

not more than $24,250 excess of value over
$20,000
Over $24,250 50%, of value

Maturity. For the purposes of Regulation X, the
following maturity requirements are prescribed for
credit with respect to residential property, farm
residences, and major additions and major im-
provements to residences: No such credit subject
to the regulation shall have a maturity of more than
20 years from the date such credit is extended
except that a credit extended with respect to prop-
erty having a value (determined as provided in
section 2(7) of the regulation) of $7,000 or less
may have a maturity of not more than 25 years
if it is to be fully repaid at or before the date of
maturity through amortization on the basis pre-
scribed in clause (2) of the following paragraph
relating to amortization:

Amortization. For the purposes of Regulation X,
the following amortization requirements are pre-
scribed for credit with respect to residential prop-
erty, farm residences, and major additions and
major improvements to residences: With respect
to every such credit subject to the regulation,
amortization payments shall be required which
either (1) will annually reduce the original prin-
cipal amount of such credit by not less than 5 per
cent until the outstanding balance of such credit
has been reduced to an amount equal to or less than
50 per cent of the value of the property with
respect to which such credit was extended or (2)
will fully liquidate the original principal amount
of such credit not later than the date of the
maturity of the credit through substantially equal
monthly, quarterly, semiannual, or annual pay-
ments covering principal and interest or through
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substantially equal monthly, quarterly, semiannual,
or annual payments of principal. The value re-
ferred to in the preceding sentence shall be deter-
mined as of the date the credit was extended in
the manner provided in section 2(7) of the regu-
lation. If the amount of the credit when extended
is not more than 50 per cent of such value, such
credit shall not be subject to the amortization pro-
visions of this paragraph.

SCHEDULE II. MULTI-UNIT RESIDENTIAL PROPERTY

Maximum Loan Value. For the purposes of Reg_
ulation X, maximum loan values for all multi-unit
residential property and major additions and major
improvements to multi-unit residences are pre-
scribed as set forth in the following table. In the
table, (1) the term “value” means the value of the
multi-unit residential property, or major addition
or major improvement, as the case may be, deter-
mined in accordance with section 2(7) of the regu-
lation, and (2) the term “value per family unit”
means an amount computed by dividing “value”
by the number of family units in the structure or
proposed structure to which the credit relates.
Where a major addition or major improvement
will change the number of family units, the value
per family unit shall be computed on the basis of
the number of family units which the multi-unit
residence will contain after the addition or im-
provement has been completed. In the case of
credit extended with respect to multi-unit resi-
dential property involving more than one such
multi-unit residence, the maximum loan value
shall be applied separately with respect to each such
multi-unit residence or with respect to the entire
property, at the election of the Registrant.

The maximum loan
value is

If the value per family
unit is

Not more than $7,000
More than $7,000 but
not more than $15,000

83% of value

$5,810 plus 53% of
excess of value over
$7,000

$10,050 plus 20%, of
excess of value over
$15,000

509, of value

More than $15,000 but
not more than $23,500

Over $23,500

Feperal Reserve Burierin



LAW DEPARTMENT

Loan Values Computed on Family Unit Basis

The maximum loan values set out in the right
hand column in each of the two tables in the Sup-
plement to Regulation X, as amended January 12,
1951, are maximum loan values per family unit and
should be computed on the basis of value per family
unit. In the case of a property containing more
than one family unit the maximum loan value for
the entire property should be computed by multi-
plying the maximum loan value per family unit
by the number of family units.

January 1951

Commodity Credit Corporation Loans

An inquiry has been received concerning the
application of Regulation X to loans which are
made by banks and other lending agencies pursuant
to commodity loan programs of the Commodity
Credit Corporation and which the Commodity
Credit Corporation is committed to purchase. It
is the Board’s view that such loans should be
regarded for this purpose as loans guaranteed by
a wholly owned Government corporation and that,
therefore, they do not constitute real estate construc-
tion credit as defined in section 2(¢) of Regulation
X and are not subject to Regulation X,
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CURRENT EVENTS AND ANNOUNCEMENTS

Changes in Board’s Organization

The Board of Governors on December 20, 1950,
announced that it had created a new Division of
Selective Credit Regulation for the purpose of con-
solidating staff work on consumer credit (Regu-
lation W), real estate credit (Regulation X), and
defense production loans (Regulation V). The
new Division assumed the functions previously per-
formed by the Division of Bank Operations in the
field of consumer credit, by the Office of Real Estate
Credit which has been discontinued, and by staff
members in connection with defense production
loans.

Mr. Arthur Phelan, Vice President of the Federal
Reserve Bank of New York, was appointed Acting
Director of the Division of Selective Credit Regula-
tion. Mr. Phelan, who has been an officer of the
Federal Reserve Bank of New York for many years,
has had the responsibility in that Bank for the
administration of Regulatdons V, W, and X.

Mr. Guy E. Noyes, who has been serving as
Assistant Administrator of the Office of Real Estate
Credit, was appointed an Assistant Director of the
new Division. Mr. Gardner L. Boothe, II, formerly
Assistant Director of the Division of Administra-
tive Services, was appointed also as an Assistant
Director of the new Division.

Last summer, in anticipation of the passage of the
Defense Production Act, the Board of Governors
obtained on a temporary basis the services of Mr.
Charles T. Fisher, Jr., President of the National
Bank of Detroit. As Administrator of the Office
of Real Estate Credit and Administrator of the V
loan program he directed the staff and liaison work
in the development and administration of these
activities. Mr. Fisher continues as a Special Con-
sultant with respect to financial and credit matters
including all three of the activities consolidated in
the new Division. Mr. W. A. Clarke, President of
W. A. Clarke Mortgage Company, Philadelphia,
and Dr. Raymond J. Saulnier of Columbia Univer-
sity, who have been serving as consultants on real
estate credit, continue to serve in that capacity.

Changes in Board’s Staff

Ch