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Margin requirements

Introduction commonly reported sairs merely represent the

Monetarycontrolsare of two types,generaland transferof stock from oneowner otherthan the
selective. Generalmonetarycontrols are designed issuing corporation— to another owner. Conse’
to regulate the total supply of credit within the quently, theydo not result in a flow of funds into
economy while not determininghow that total is corporate treasuries. They are referred to as
to be allocatedamong the many alternativeuses. secondarysales. Pricesandvolumesof secondary
General monetarycontrols leave the questionof sales are reported for each stock, and are .sum-
who gets how much for what purposes for the marizedfor industrialgroups,by suchwell-known
market to decide. Selectivemonetarycontrols are indices as the Dow Jones IndustrialAverage and
designedto influencethe volume of credit to be the Standard& Poor’s500 StockIndex. Secondary
used in particular sectors of the economy. The marketscontribute nothing to the treasuriesof
impositionof margin requirements(the maximum corporationsdirectly, but by facilitating resale
percentageof stock purchaseswhichcanbe trans~ secondarymarkets contribute to the ease with
acted on borrowedmoney) is a selectivecontrol which primarysalesare madeandreducethecosts
influencingthe flow of creditinto thestockmarket, of equity financing. A secondarymarketendows
When the margin requirementis set at 40 percent, a new issue with a higher level of liquidity; that
60 percentof the dollar amountof stock purchases is, the existenceof a secondarymarketmeansthat
can be transactedon borrowedmoney.When the any existing equity claim may, with greater fa.
margin requirementis set at 90 percent,10 per. cility, be eliminated from investment portfolios.
cent of the dollar amount of stock purchasescan Thus,the existenceof a secondarymarkettendsto
be transactedon borrowedmoney. The implica. result in a smallerrisk premiumbeing levied upon
tions of this ability to vary theproportionof stock primary sales of equity claims and accordingly
purchasestransactedwith borrowedmoney is what lowers the relative cost of this method of cor-
this articleexamines. porate financing.

Securityprices— The pricea securitywill sell
Stock market functions for is determinedby the market interaction of

Providing a secondarymarket — A stock those offering to sell and those desiring to buy.
exchangeis a marketplacewherecorporatestocks The price thusresulting is determinedby the sale
are bought and sold. At a stock exchangesecuri- of only a small percentof the total equity claims
ties canbe boughtand sold or tradedone for an~ of a particular corporation.Two exampleswill
other. The motives to purchasecorporatestock suffice. On December31, 1962, American Tele-
are many,includingdividends,hedging,and spec. phoneand Telegraphcompanyhad 243,101,133
ulation, to list a few. sharesof commonstock outstanding,79,100shares

One of the ways in which a corporation may of which weresoldon a daily averagebasisduring
obtain additionalcapital is to issue equity claims, the last week of 1962, or threehundredthsof 1
The salesof thesesecuritiesbrings into corpora. percent.MunsingwearIncorporatedhad outstand-
tions new funds for capital expansion and are ing 792,798sharesof common .to(k on December
calledprimary sales. 31, 1962,575 sharesof which weresold on a daily

The salesof corporatesecuritieswe hearabout averagebasis during the last week of December
eachday areusuallynotprimarysales.Thesemost 1962,or sevenhundredthsof 1 percent.The daily



saleoX only a small percentageoX the total capital correctly the discounted value 01 the expected
stock in a given corporationcreatespotentialprice streamof dividendsand capital changes).
instability, for the offers to sell can shift widely.

Ideally, the price determinedby the market in- Stock margin regulation—historical sketch
teraction betweenbuyersand sellersrepresentsa During themoneypanicswhich occurredbefore
consensusview about the expectedvaluetoday of theestablishmentof theFederalReserveSystemin
thecumulatedfuturedividendsandcapitalgainsor 1913,securitymarketsregulationwassuggested.In
lossesaccruingto theholderof a particularcorpo- 1913. the New York Stock Exchangeestablished
ration’s stock.If the discountedvalue today of the margin requirementsto provide a “proper and
expectedstreamof future dividends and capital adequate”margin on customeraccounts.Brokers
changesflowing througha corporationis lessthan violating the margin requirementcould be sus-
the price of the stock,the price will tend to fall. pendedfrom the exchangefor oneyear. The Fed-
By contrast,if the discountedvaluetoday of the era! ReserveAct, which becamelaw later that
expectedstreamof future dividends and capital year,soughtto further limit the flow of creditinto
changesis greaterthan the priceof the stock the the stockmarketby denyingcommercialbanksthe
price will tendto rise.The ideais that in the long privilege of borrowing at the FederalReserveon
run the price of a security convergesupon that notes usingsecuritiesas collateral.During World
pricewhich thefutureearningsandcapitalchanges War I, thestock marketwas regulateddirectly by
of a particular corporationwould warrant, a committeeof bankersto facilitatewarfinancing.

In the short run securitypricescanand do rep. The entranceof the U.S. into World War I was
resentmorethan an estimationof discountedex- followed by withdrawals of funds from the call
pectedearningsandcapitalchanges.For example, loan marketby banks to buy Governmentsecuri~
securitiesbecomemechanismsfor hedging,specu. ties amid to makeloans on Go~rnmentsecurities
lation, andproxy fights. Apart from theimmediate for their customers.It wasthoughtthat the result-
economicactivities and prospectsof the corpora- ing shortageof funds in the call loan marketmight
tion, such activities can distort prices, createor disrupt stock prices, and that falling stock prices
destroywealth, alter risks, and so forth. For ex- would disrupt the marketing of Governmentse-
ample, take the caseof a corporation with an curities.Thecommitteeof bankerswascreatedto
apparentlystablefuture.For somereasontheprice insurethat the $450million loanedon call at that
of the stock of this corporation starts falling, time by New York bankswould continue to be
Since individuals holding this security during its available for security loans on non-Government
pricedeclinecannotsell the securityfor as mmli stocks and bonds. This control endedsoonafter
money as they formerly could, they have lost the war ceased.Its importance,beyond its contri-
wealth.Economictheory suggeststhat this loss of bution to war financing,was to establishthe fact
wealth may have implicationsfor the rest of the that selectivecontrol of credit transactionson the
economy.Thestockholders,consideringthemselves stock marketwas possible.During the 1920sthe
less wealthy than before, might reduce consump- provision denying banks the privilege of borrow.
tion or take otherpossibleactions in consequence ing at the FederalReserveon notesusingsecurities
of their lossof assetvalue. The stock loss hasre- as collateral was tested.Stock priceswere rising
ducedwealth,changedtherisk involved in owning rapidly and banksdiscountedothereligible paper,
this security, andestablisheda differencebetween effectively circumventing the provision.
the price of this securityand tile price that future The country and the stock marketwere riding
prospectsof our examplecorporationwould war- high in the I 920s. Stockpriceswere rising on the
rant (assumingthe original priceto haveevaluated wings of exeessivespeculationfinancedwith bor-

OCTOBER 1963 3



rowedmoney.Althoughawareof thesituation,the example corporateprofit dataare probably not
Federal Reserve could do little. As indicated an adequatemeasureof this cashflow. Thus,cor-
earlier, the provisionthat bankscould not borrow poratesavings— the excessof current receipts
from the FederalReserveon notesusingsecurities over currentdisbursements— are usedto measure
as collateral was inadequateto curb the flow of this cashflow more adequatelyand to stressfur.
credit to thestock market.Generalmonetarytools ther the cashflow concept in stock price deter.
could not be tightened sufficiently to curb stock mination.)
market credit increaseswithout risking curbing Such mis-evaluationsby the stock market tend
growth of the economy. The economyhad cx- to createinstability. In October,1929, the market
periencedthree recessionsduring the decadeof collapsed.It cannotbe saidthat the collapseof the
the 1920s along with an averageunemployment stockmarketcausedthedepressionwhich followed;
rate of 5.1 percent.Thus, the feasibility of tight- however,it wasundoubtedlya contributingfactor.
ening monetarypolicy was questioned.The Fed. The time hadcomefor whathitherto hadbeen
eralReservewassaddledwith an inadequateregu. suggestionsfor stock market regulation, private
latory device. Stockpricesroserapidly from 1922- efforts to establishmargin requirementsand tern-
1929, increasing181 percentwhile corporatesay- porary regulation of security credit to facilitate
ings increasedby 33 percent,as shown in table1. war financing, to assumeconcreteform in law.

The rapid fall in stock priceswhich waspart of
theseveredepressionof the 1930snecessitatedthat

TABLE 1—STOCK PRICES AND CORPORATE security loans by banks be liquidated. Forced
SAVINGS, FOR SELECTED YEARS 19221933* sellingto meetmargin callsfurther intensifiedthe

Stock Corporate decline in stock prices. A cycle of margin calls,
Year pric.s** sevings*** -

1922 71 5 $1 747 forced sales,price declinesandnew margincalls,
1924 76:9 1:575 occurred from October, 1929 to the middle of
1926 105.6 2335 1930. Realization came that rapidly rising stock
1927 124.9 II IS prices financedwith borrowedmoneysowtheseeds
1928 158.3 2,429 of stock marketlosses,and that the lossesare en-
1929 200.9 2,320
1930 158.2 — 4,255 dured by both the speculatoramid the saver.Con-
1931 99.5 — 7,327 trols were thereforedevised,which would at least
1933 67.0 — 4.481 dampen the severe security price fluctuations

*Source: The Economic Almanac, 1943-1944. broughtaboutby thepurchaseof stockson credit,
•*Standard & Poor’s Composite Index of 500 common thus permitting earningsand capital changecx-

stock prices, 1935-1939 = 100. pectationsto perform an expandedrole in price
**~Ex~:~iof current receipts over current disbursements in £ -

millions of dollars. lormaLion.
On May 27, 1933, the SecuritiesAct of 1933

was passed.It wasto becomethe first of our two
(The readerwill recallhow stockpricesin thelong major securities acts. President Roosevelt was
run tend to convergeupon that price which a quoted as saying, “This proposal adds to the
corporation’sfutureearningsand capital changes ancientrule of caveat emptor [let the buyer be-
would warrant. The conceptualschemeis that of ware] thefurther doctrine ‘let the sellerbeware’,”
giving a presentvalue to an expectedstreamof and “It putsthe whole burdenof telling the truth
cashflows through a corporation.Becauseof the on the seller.” This act was aimedat the proper
non-cashchargesincludedin corporatecostswhich disclosure of information when new securities
reducestatedcorporateprofits—depreciationis an were issued.It was to insurea readily available
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body of sufficient information whenprimary sales
of a security were to be conducted.Out of the
SenateInvestigation of Stock Market Practices,
popularly known as the Pecora Investigation,
emergedthe Securities ExchangeAct of 1934—

the secondof the U.S.’s two major security acts.
This act regulatespracticeson the securitiesex-
changesand in over.’the-countermarkets.Someof
theabusesthis act soughtto correctweremisrepre-
sentation,washsales,andunfair useof “inside in.
formation” by corporateofficers. Among its many
provisions, this law gave the Federal Reserve
System selectivecontrol over security credit. It
was to betheU. S. Government’sfirst directexperi-
ence with a selective control aimed at security
creditregulationnotfor thepurposeof facilitating
war financing. On February 9, 1934, President
Roosevelt sent a special messageto Congress
urging stock exchangeregulation “for the pro-
tection of investors, for the safe-guardingof
values, and,so far as it may he possible,for the
elimination of unnecessary,unwise, and destruc-
tive speculation.”RegulationT issued in 1934
and RegulationU issuedin 1936 implementthe
basic powers given by Congressto the Federal
ReserveSystem.RegulationT appliesto security
credit extendedby brokers, while RegulationU
appliesto securitycredit extendedby banks.It was
found necessaryto control both loans by banks
and by brokersfor effective margin requirement
regulation. For example, if only brokers’ loans
are controlled, then banks can make loans for
stock purchases,and if only loans by banksare
controlled, then brokerscan loan moneyfor stock
purchases.Thus, effective regulation of stock
credit requiredthat bothpotentialsourcesof stock
credit be controlled. RegulationsT and U enable
the FederalReserveSystem to alter the volume
of securitycredit throughvarying margin require.
ments. Congress,by giving the FederalReserve
System the power to regulatemargins,indicated
its intent to establishmarginsas a selectivetool
of the FederalReserveSystem to be used in ful-
filling their responsibility of regulating credit

conditions. Margin requirementshavebeenvaried
vigorouslyby theFederalReserveSystem,ranging

TABLE 2*_EFFECT OF CHANGES IN MARGIN
REQU1REMENTSON CUSTOMERS1 NET DEBIT
BALANCES, FEBRUARY 1, 1947-JULY 28, 1960**

Av. monthly change In net customersEffective —-

date Margin debit balances debit balances
of margin requir.m.nt in preceding in following

changes chang. six months six months
(in millions) (in millions)

1/11/51 +25% $ 16.667 $—24,l67
1/04/55 +10 95,000 36,667
4/23/55 +10 103,167 6,167

8/05/58 +20 92,833 42,833
10/16/58 +20 75,833 42.667
2/01/47 —25 —35,333 — 3,833
3/30/49 —25 — 7,667 35,000
2/20/53 —25 — 7,000 55,333
1/16/58 —20 —61,333 92,833
7/28/60 —20 —40,333 36,000

aSource: Federal Reserve Bulletins.

~‘FHudina balances with reporting firms (I) of member
{rms of ~e New York Stock Exchangeand other national
exchangesand (2) of firms’ own partners.

from a low of 40 percentfrom November1, 1937
to February 4, 1945, to a high of 100 percent
from January21, 1946 to January31, 1947. Mar-
gin requirementswere changed 16 times from
1936 through 1962.

Margin regulation effectiveness

This section examinestheeffectivenessof mar-
gin requirementvariation as a selectiveinstru-
mentof credit policy andalso assessesits probable
impact on stock prices.The effect of varying mar-
gin requirementson stockcredit canbestudiedby
measuringchangesin customers’netdebit balances
cre.dit extendedby brokersto their customers).

Table2 showsthe averagemonthly changein dol-
lars in suchbalancesfor the six monthsbeforeand
the six months after the monthin which the ten

((~.‘;ntinuedon page 1(1)

OCTOBER 1963 5



conditions...

Tile economyof the Ninth district seemsto have consistently higher in the Ninth district during
endedthe summerperiod on a moderateup-note, this summerperiod. Oneof the seriousproblems
Farmershave producedlarger crops than were in the economy is keepingemploymentaheadof
expectedat midyearwith final output abovethe the expansion in the number of young people
five-year averageand at near record proportions. coming into the labor force.
Pricesreceivedby farmersimproved someduring in contrast to only a moderate expansionin
the third quarterfollowing a sharpslump in live- employment,trendsin suchbusinessindicatorsas
stock prices in the spring period. Admittedly, bank debits,retail trade,industrial useof electric
however, the farmer continuesto experiencean power,andpersonalincomeshavebeenstrong in
excruciating price-cost squeezewhich precludes recentweeks. For example,total district personal
much if any improvementin his net incomeposi- incomesin July and August wereup 5.4 and3.9
tion. Nevertheless,the farmer’s grossincome may percentfrom thesamemonthsa yearearlier. Since
have expandedmore seasonallyduring the third Januarythis year,personalincomeshaveaveraged
quarter than it usuallydoes.This, of course,is of abovethe first eight months of 1962 by better
considerablesignificance to the merchantsand than 6 percent.This is a betterperformancerecord
businessmenwho service the farmer. Current re- than for the U. S. whereimprovementwasbelow
ports indicatefavorablemachineryand equipment 5 percent.
salesin the rural areas.Furthermore,much of the Activity in the district’s mining andoil indus-
district has recently beencoveredwith generous tries during recentmonthshas not quite matched
rain which hasinsuredgood fall pastureand feed year earlier performancein terms of output and
conditions. It also has permitted good seeding employment.
conditionsfor the importantwinter wheatcrop. In district banking,both time and demandde-

Total nonagricultural employment increased posits increasedduring the summer period with
only moderatelyduring the summerperiod. How- time and savingsdepositscontinuingto exhibit a
ever, employmentgains in manufacturingand in strong upwardthrust. Bank loans,seasonallyad.
Constructionwork weregood. In general,district justed,alsoadvancedmoderatelyby the endof the
employmenttrendsseemto be following approxi. summerperiod in late September.Total bank in.
mately the samepatternas in the U. S., although vestments,on the otherhand,havedeclinedslight.
weekly hoursworked in manufacturinghavebeen ly - Bank borrowingsat the FederalReservebank
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andthe useof federalfundsat district commercial percentcomparedto 13.6 percentin August. The
banksshoweda declining trendfrom late Juneto Minnesotawheatcrop is now expectedto be only
late september,indicating a moderate liquidity 20.7percenthigherthan1962 ratherthanthe 33.9
improvement. percentincreaseexpectedearlier.

Mostof thecropdeteriorationoccurredin spring

The following selectedtopics describeparticuiar grown wheat. Durum wheat estimateswere re-
aspectsof the di,ctrict’s current economicscene: vised downward 3 percentagepoints,while other

spring wheat is now expectedto fall 5.4 percent
short of last year rather than the earlier antici-CROP PRODUCTION DOWN
patedincreaseof 2.3 percent.Downwardrevisions

The estimated output of wheat in the Ninth were also reported for the district oats and flax
district is expectedto be just over 275 million output while a modestincreasewas reported in
bushels,accordingto the Septembercrop report the barleyproduction estimates.
of the U. S. Departmentof Agriculture.This fig- Considerably better weather conditions pre-
ure representsa 3.3 percent decline from last vailed in the district corn and soybeanareas.

Estimatedcornproductionat475.5million bushels
is an increaseof 20.8percentover last year’sout-

NINTH DISTRiCT CROP PRODUCTION ESTiMATES
AS A PERCENT OF 1962 CROP put. In early August it was anticipatedthat the

outputwould exceedthat of lastyearby 14.7 per-
July estimateAug.estimate Sepf.estimafe cent. An expectedoutput of 62 million bushelsof

All wheat 94.4 102,0 96.7
Corn 111.4 I 14.7 120.8 soybeansreflectsa 29.3 percentimprovementover
Oats 91.8 93.2 91.0 last year and also a considerableimprovement
Barley 86.0 94.3 95.4 over the August estimate.
Flax 96.5 98.5 95.6
Soybeans —* 125.9 129.3
Rye 58.8 60.3 60.3 FARM LAND VALUES
*Nof estimated. CONTINUE UPWARD

Farm land valuesin the district continuedthe

year’s output and also a significant changefrom upwardtrendduring the pastyear. BetweenJuly
earlier expectationsabout the 1963 crop. In Au- 1962 and July 1963, land valuesincreased7 per-
gust it wasestimatedthat this year’s crop would cent in South Dakota, 6 percentin North Dakota
exceedthat of 1962 by 2.0 percent.SinceAugust, and 5 percent in Montana and Minnesota. The
however, high temperaturesand short moisture following shows the growth in per acrevalueof
conditionsin someareasof the district havead- farmsfor selectedyears:
versely affected anticipations about yields. The 1953 1958 1963

sharpestrevision in the estimatesoccurred in Minnesota $109 $143 $162
Montana 24 30 40SouthDakotawherethe wheatcrop is now placed North Dakota 37 46 59

at 1.6 percentunderlastyear ratherthan the 8.0 South Dakota 39 46 58

percent increaseexpected in August. The only
stateto escapea downwardrevision in the wheat Farm landreal estatepricesfor the entire U.S.
crop was Montanawhere the estimatesremained increased6 percentbetween the July 1962 and
unchangedat 23.3 percent over 1962. The North July 1963 reporting dates.This moved the index
Dakota estimate in Septemberindicated an in- of valueperacreto therecordlevel of 127 percent
creasedreduction in wheatproduction of 19.5 of the 1957-1959averageon July 1.

OCTOBER 1963 7



RETAIL SALES EXPAND However, the rise in sales in this district has not
Consumerspending,as reflectedin retail sales, beenassteadyasin theU.S. dueto greaterfluctua-

has been a prime factor contributing to the eco- tions in the income individuals haveat their dis.
nomic growth in the district and in the nation. posal.

Chart 1—United States and district retail sales, 1960-1963” (seasonaUy adjusted—three months
moving average)

Chart 2—United States and district department store sales, 1960-1963 (seasonally adlusted—
three months moving average)
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Since this district economyis heavily weighted in theU.S., therise in totalretail saleshasbeen
by agriculture, the income pattern varies more very steady.Sincethe beginning of 1957, the sea-
than in highly industrialized regions during pe- sonallyadjustedvolume hasrisen in 20 of the 26
nods of economic expansion.The record farm quanl ‘r’~.During this periodtheper capitaincome
cropsof 1962addedgreatlyto the incomein rural of the American consumerrose from $2,048 to
areas.This resulted in an increasein personalin- $2,366,andthe amounthe spentfor merchandise
comes and in an exceptionallyhigh volume of and services has remainedwithin a range from
retail salesin the latter half of the year. 92.2 percent to 93.8 percent of his annual die-

For the first six monthsof this year, district posableincome,indicating that current consump.
sales in the Bureau of Census’ sample of retail tion tends to parallel the rise in income.
stores’ were up 5 percentfrom the comparable Nationally, total retail salesadvancedin recent
periodof lastyear.However, in thesestoressales months from an earlierplateau.Seasonallyadjust-
fell markedly during the first half of this year ed salesrose in bothJuneandJuly to a newhigh
comparedwith the peak reachedlast November. level of $20.6billion and$20.7billion respectively.
Sales expandedsharply in 1962; the seasonally The adjustedAugustsalesdid not exceedthe July
adjustedindex rose from 102 percent in January level becauseof the slump in salesat automotive
to 113 percentin November (1957.1959= 100 stores, due in part to the depletion of dealers’
percent).Then, in the first half of this year,they inventory of most 1963modelsand to the factthat
declined quite consistentlythrough June. In fact, 1964 modelswerenot scheduledfor delivery until
Junesaleswerebelow thoseof a yearearlier, but September.The Bureau of Census’ estimate of
July sales again were up substantially. weekly salesof retail storesindicatesthat thevol.

The declinein district seasonallyadjustedsales ume held up well during the first half of Sep-
occurredamonga wide rangeof merchandise.The tember.
saleof newcarsrosesharplywith theintroduction

when sales are generally~ TIME DEPOSITS IN THE DISTRICT
flccting a slowdownin building activity last winter Time and savings depositsat district member
due to the severecold weather,lumber, building banksexpandedby $25 million during the month
materialsandhardwaresalesbeganto dip asearly of August.This gain is the largestfor anyAugust
asFebruary.After heavypurchasesof farm equip. on record and exceedsby a sizable margin the
ment last fall, they too declined.The samedown- previousrecord increaseof $21 million in August
ward trend was apparent in apparel, furniture, of 1962. Information for the earlyweeksof Sep-
appliancesandeven food. tember indicates that the advanceis continuing,

Purchases of other merchandise continued thoughnot at the samenoteworthypace.
strong, so total departmentstoresales,seasonally At city memberbanksthe Augustexpansionof
adjusted,increasedin the first half of the year. timeandsavingsdepositsamountedto $12 million,
The index in August rose to a new high of 121 an increasethat was more than double any pre-
percentof the 1957-1959 baseperiod. However, vious Augustexpansionandone that substantially
thesesales in the current economicrecoverype. accountsfor thedistrict record. At country mem-
nod,which beganin February1961,haveexpand- berbanks the rise in depositstotaled $13 million
ed consistentlyat a slowerratethan in the nation but was not enoughto snatch some of the gains

(see charts). that have been registeredin past years for the
month under review.Thesample excludes larqe retail chains but is the broad-

est coverage available in the district. A wmder perspectiveon the August figures can
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be obtained by consideringthe increasein time The impressivegainsof 1962 and 1963 are par-
and savingsdepositsover a longer spanof time. tially the result of changesin RegulationQ by the
During the first eight months of 1963, deposits Board of Governorsof the FederalReserveSys-
grew by $203 million. This representsa 9.1 per- tern. Early in 1962 and againin July of 1963 the
cent gain that is only exceededby the percentage Board revisedthe regulationto permit banks, if
gains of 1957, 1958, and 1962 (seetable). they so desired, to offer higher interest rateson

variousclassesof timeand savingsdeposits.Many

TIME DEPOSITSOF DISTRICT MEMBER BANKS, member banks respondedto the 1962 administra-
FIRST EIGHT MONTHS, 1956-1968 tive changeand increasedthe ratesthey would pay

- . . to depositorsin order to competemoreeffectivelyChange in deposits during first eight months -

with othersavingsinstitutions.The depositgains
Year Absolute imillions, Percent
1963 $203 9.1 noted aboveresultedin part from this heightened
1962 328 18.3 competition.TherecentJuly changein Regulation
1961 115 6.9 Q promisesto bring further depositincreasesin
1960 33 2.1 the months aheadas memberbanksagainadjust
1959 50 3.2 - -

1958 138 10.1 their interest rates. Indeed, the remarkablead-
1957 135 11.3 vanceof Augustmay be a reflection of the July
1956 26 2.3 changein regulation. —END

(Margin requirements: continuedfrom page5)

margin increasesor decreasesfrom 1947-1960be- decreasedthe paceof this contractionin one in-
came effective.* It should be statedthat increases stancewhile changingthe direction of the con-
in customers’net debit balancesprecededa rise traction in four instances.
and decreasesprecededa fall in margin require- Statisticalevidencesuggeststhatmargin require.
mentsin eachof the ten observations.Changesin mentsdo influencethetrendof stock prices.Table
margin requirementssvcrefollowed in eachcaseby 3 showsthechangein the Standard& Poor’s Corn-
a changein pace,if not in direction, of the dollar posite Index of 500 common stock pricesfor the
amount of customers’net debit balances.Increas- six months before and the si~months after the
ing margin requirementsduring a period of cus- month in which the ten margin increasesor de-
tomers’ net debit balancesexpansionslowed the creasesfrom 1947-1960becameeffective. Stock
paceof this expansionin four instanceswhile re- pricesrose during the six months precedingeach
versing the direction of the expansionin one in- increasein margin requirementsbetween1947 and
stance.Decreasingmargin requirementsduring a 1960.Pricesdeclinedin thesix monthspreceding
periodof customers’net debit balancescontraction eachreductionin margin requirementsexcept in

two cases,thatof February20, 1953 andJuly 28,
- 1960, and the rise in stock priceswas not tooThe choice of six months is arbitrary. A period of time long

enough for the effects of margin requirement changes to large in those instances.In the six months fol.
be seen, while short enough so that other economic ~ lowing eachmargin increase,the trend of stock
fluences would not tend to dominate the effect of margin
changes, was desired, prices continued to advance.In three of the five
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instancesthe rateof increasein stock priceswas TABLE 3—MARGIN CHANGES AND THE TREND
reducedaftermargin requirementswereincreased. OF STOCK PRICES
In the six months following eachof the five re- Effective Av. monthly change In stock

ductionsin margin requirements,stockpricesrose date Margin price index price index

in threeinstancesanddeclinedin two. The diree- of margin requirement In preceding in following
change change six months six months

tion of changein stockpriceswasaltered in three iiiiisi +25% 1.69 1.20

instanceswhile the rate of changein stock prices 1/04/55 + tO 10.02 11.82

wasacceleratedin two instances. 4/23/55 +10 8.42 7.25
8/05/58 +20 8.10 11.78

Summary 10/16/58 +20 11.42 10.25

A partial listing of the functions that second. 2/01/41 —25 — 4.73 — 5.71
ary securitymarketsperform includes: estimating 3/30/49 —25 — 1.95 .97

2/20/53 —25 1.83 — 2.45
thediscountedvalueof an expectedstreamof cash 1/16/58 —20 —12.03 8.10

flows through a corporation,facilitating the sale 7/28/60 —20 1.22 15.52

of primary issuesof corporatesecuritiesby pro.
viding a market in which thesesecuritiescan be
resold,providinga placewherehedgingand spec- regulatedby the FederalReserveBoard of Coy-
ulation can occur, and— by such activities — ernors by authority given in the Securitiesand
creatinganddestroyingwealth. There is evidence ExchangeAct; the Act was implementedby Regu-
which seemsto suggestthat at times speculation lationsT and U of the Boardof Governors.
financed with borrowed money has established It is difficult to evaluatethe effects of regula-
corporatestock prices at a level different from tory devices,for it is not known what would have
that which the expectedstreamof futureearnings beenthe behaviorof the variablebeing evaluated
and capitalchangesof corporateenterprisewould had not regulation existed. The method used in
warrant, this article to evaluatethe effects of margin re-

Prior to the Securitiesand ExchangeAct of quirements suggestedthat margin regulation is
1934, margin requirements were proposed to effectivein changingthepace,if not the direction,
hold in check speculativeexcesses— particularly of the dollar amount of stock credit extendedby
in timesof monetarypanic. In 1913,theNew York brokersto customersfor the purchaseor carrying
StockExchangeestablishedmargins to provide a of securities.Margin requirementsalso appearto
“proper and adequate”margin on customerac- influence the trend of stock prices. The influence
counts.During World War I, call loansto finance of margin requirementson stock priceswas not
the purchaseof non-governmentalsecuritieswere as direct, and did not appearas significant, as
regulatedby a committeeof bankersto facilitate their influenceupon stock credit.
war financing. Today margin requirementsare —RICHARD BUDOLFSON
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