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Federal Regulation of Bank Holding

Traditionally, the banking structure of the United 
States has been characterized by the existence of 
large numbers of single-office (unit) banks. Be
ginning about 1900, however, branch banking became 
increasingly important, and bank “ chains” emerged 
in many areas where branching was prohibited or 
limited by state law. In that period, the term “ chain” 
was used in a broad sense to describe two different 
ownership patterns for bringing two or more banks 
under common ownership or control— ownership of 
stock in two or more banks by an individual or a 
small group of individuals, on the one hand, and 
ownership by a corporation on the other. Later, 
corporations owning the stock of one or more banks 
came to be known as “ bank holding companies,”  and 
the affiliated banks owned by such a company were 
sometimes referred to as a bank group. Hence, to
day a distinction is made between “ chain banking” 
and “ group banking.”

Although branch banking has from its inception 
been closely regulated, Federal regulation of bank 
holding companies came about as a by-product of the 
major bank reform and regulatory legislation of 
1933. The present restrictions on expansion of bank 
holding company systems were not imposed until 
1956. There are still no Federal laws restricting 
the growth of bank chains through stock acquisitions 
by individuals.

Notwithstanding the constraints on bank holding 
company acquisitions resulting from the Bank Hold
ing Company Act of 1956, regulated bank holding 
companies have grown rapidly in recent years, as re
gards both numbers of such companies and numbers 
of banks in holding company groups. Moreover, 
recent months have witnessed a new development 
which is receiving much attention in the banking 
press— the creation of large numbers of so-called 
“ one-bank holding companies.”  These are holding 
companies which own only one commercial bank and 
which may or may not be engaged in other financial 
and nonfinancial activities, either directly or through 
subsidiaries. Under present law, one-bank holding 
companies are not subject to regulation by Federal 
banking agencies.

Against this background of growth and change, 
Part I of this article reviews the events which led 
to the Bank Holding Company Act of 1956. Part II, 
to appear in the November Monthly Review, dis
cusses the principal provisions of that Act (including 
the significant 1966 amendments) and analyzes some 
of the more important recent trends in bank holding 
company growth.

Holding Company Growth in the 1920-1933 Period
The bank holding company first became a significant 
factor in United States banking in the 1920’s, a 
decade characterized by numerous important changes 
both in banking structure and in bank operations. 
LTp to 1921 the number of banks steadily increased 
until in that year there were some 31,000 institutions, 
the highest number ever reached in the history of the 
nation’s banking. Many of these banks were small, 
undercapitalized institutions that were ill-equipped 
to adjust to a rapidly changing economic environ
ment. Over the remainder of the decade, large num
bers, especially those serving rural areas of the South 
and the Midwest, were severely affected by the pro
longed agricultural depression of the period and 
were forced to suspend operations. Total bank 
failures in the eight-year period between January 1, 
1921 and January 1, 1929 numbered more than 5,000.

In the dynamic business context of the 1920’s, the 
existence of numerous banks of doubtful strength 
and stability provided fertile ground for a consolida
tion movement in banking to take root. The Comp
troller of the Currency in particular found the move
ment desirable and publicly advocated liberalization 
of banking laws to permit growth of larger, stronger, 
and more diversified banks. In any event, by the 
middle of the decade the movement toward branch 
banking and chain banking was gaining momentum. 
Then, starting about 1926, holding company banking 
began to expand rapidly, especially in some of the 
Midwestern states which had experienced large num
bers of bank failures.

The several uses of the holding company device as 
applied to banking in this period, as well as the ex
pansion of holding company groups, was detailed in
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Companies-I
N O N B A N K IN G  AFFILIATES 

OF N A T IO N A L  BANKS, 1932

Types o f A f f i l ia te d
C o rp o ra tio n s  N u m b e r

S ecurities 192
R ealty 155
B ank b u ild in g 51
Safe d e p o s it 44
M o rtg a g e  le n d in g 37
L iq u id a tin g 35
A g r ic u ltu ra l lo an 35
Persona l loan 27
Inve s tm e n t trusts 17
B u ild in g  a n d  loan 16
Insu rance  agenc ies 15
F inance a n d  accep tance 7
T itle  com p an ies 7
F ore ign  banks 6
J o in t stock la n d  banks 6
T itle  a n d  m o rtg a g e  com p an ies 3
Inve s tm e n t houses 1
Life  o r c a s u a lty  in su ra nce 1
M isce lla ne ous 45

Tota l 700

the 1927 Annual Report of the Federal Reserve 
Board, which noted:

. . . [bank holding] companies have been organized 
in increasing numbers to operate extensively in the 
field of banking, not simply as investment agencies 
but specifically in individual instances to acquire con
trol of corporately independent banking institutions, 
through stock ownership, and to exercise this cen
tralized control in effecting bank mergers; in ex
tending identical or virtually single corporate control 
over companies operating as subsidiaries in special 
fields of banking; in building up branch systems in 
States which permit branch banking; and in build
ing up . . . chain systems embracing in individual 
instances banking institutions operating under na
tional and State charters in several States.

But between the Board’s 1927 report and enact
ment of the first holding company legislation in 1933, 
largely as a result of the general economic collapse 
which began in 1929, concern over bank groups 
shifted from the branch and chain banking aspects 
of their activities to their diversification into non
banking businesses. By 1932, according to a Fed
eral Reserve study, almost one half of the known 
holding companies had corporate affiliates engaged 
in various types of nonbanking activities. Some had 
as many as 14. Among the principal types of af
filiates were securities and investment companies, 
insurance companies, and real estate companies. 
Among the numerous other types of affiliates were 
building and loan associations, land banks, restau
rants, and even a municipal heating plant.

However, entry by bank holding companies into 
the securities business, either directly or through af
filiated corporations, was brought to an abrupt halt 
by the crisis of 1929-1933 and by the accompanying 
wave of sentiment for banking reform. In January 
1931, a subcommittee of the Senate Banking and 
Currency Committee began an extensive investigation 
into the extent to which stock market loans by banks, 
for their own account or as agents for nonbank 
lenders, and the stock and securities operations of 
bank affiliates had fueled the inflation of securities 
prices which culminated in the 1929 collapse. After 
lengthy proceedings this subcommittee concluded that

such activities had played a major part in the 
speculative excesses of the 1920’s.

In the course of the subcommittee’s hearings, 
Governor Eugene Meyer of the Federal Reserve 
Board introduced the accompanying table showing 
the number of nonbanking affiliates of national banks 
as of 1932. Data for state banks were apparently 
not available although it appears likely that state 
bank affiliates exceeded national bank affiliates by 
a wide margin.

In 1932, the Federal Reserve Board submitted to 
the Senate Banking and Currency Committee the 
following recommendations for remedial legislation:

W ith respect to affiliates the Board believes that 
important reforms to be accomplished at the present 
time are the granting of power to the supervisory 
authorities to obtain reports and to make examina
tions of all affiliates of member banks and the 
prescribing of limitations on the loans that a mem
ber bank may make to its affiliates. The Board 
realizes that many evils have developed through the 
operation of affiliates connected with member banks, 
particularly affiliates dealing in securities. The at
tached memorandum contains a draft of a provision 
for the separation of such affiliates after a lapse of 

three years.

3
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

October 1968



The 1933 Legislation As an outgrowth of the 
extensive Congressional investigations and hearings 
from 1931 through the first part of 1933, the Bank
ing Act of 1933 was passed. The Senate Report on 
the bill made the following comparisons between bank 
holding companies and bank affiliates generally:

There seems to be no doubt anywhere that a large 
factor in the overdevelopment of security loans, and 
in the dangerous use of the resources of bank de
positors for the purpose of making speculative profits 
and incurring the danger of hazardous losses, has 
been furnished by perversions of the national bank
ing and State banking laws. . . .

(a) The greatest of such dangers is seen in the 
growth of “bank affiliates” which devote themselves 
in many cases to perilous underwriting operations, 
stock speculation, and maintaining a market for the 
banks’ own stock often largely with the resources of 
the parent bank. . . .

* * *
Closely allied in many points of similarity with the 
affiliate system is the plan of group banking in 
operation in some parts of the United States, work
ing, in a few cases, on a large scale. In  this system 
a holding company is organized under State law and 
proceeds to buy a majority of the stock of a series 
of banks, operating them thereafter through the hold
ing company. . . . The difference between this plan 
and the affiliate system itself is that in the one banks 
are owned by a State-organized holding company, 
while in the other State-organized companies (af
filiates) are owned by a national bank’s stockholders, 
or in some cases directly by trust companies, under 
some form of law which amounts to ownership by 
the parent bank itself. The evils of indirect control 
are similar in the two cases, and they may lead 
to similar abuses, as is seen when it is noted that 
holding companies also usually control companies or
ganized for security financing. However, such com
panies have in some parts of the United States be
come well rooted, and the difficulty of eliminating 
or abolishing them in any effective way is similar 
to the difficulty of eliminating or abolishing the af
filiates of city banks. . . .

The Banking Act of 1933 provided for complete 
separation of ownership and control of member banks 
on the one hand and securities affiliates on the other. 
Except for the securities business, however, the Act 
stopped short of requiring separation of ownership 
and control of banks and nonbank businesses. Rather, 
control over bank holding company activities was 
sought through requiring holding companies to obtain 
permits from the Federal Reserve Board before 
voting the stock of any Federal Reserve member 
bank that they controlled. Before granting such a 
permit the Board was required to consider the fi
nancial condition of the applicant holding company, 
the general character of its management, and the 
probable effect of granting the permit on the affairs 
of the member bank or banks concerned. In apply

ing for a permit, holding companies were required 
to agree to a number of conditions including (1 ) main
taining reserves of marketable assets of specified 
amounts, (2 ) permitting examinations of their own 
affairs and those of all other banks and other or
ganizations controlled by them, (3 ) terminating all 
connections with all securities companies, and (4 ) 
declaring dividends only out of actual net earnings. 
Furthermore, the Federal Reserve Act was amended 
to restrict extensions of credit by national and state 
member banks to their affiliates, including bank hold
ing companies, and investments in, or advances 
against, stocks and obligations of their affiliates.

Separation of the securities business from banking 
was accomplished by three sections of the 1933 legis
lation which provided, respectively, that no member 
bank could be affiliated with any organization 
principally engaged in the sale or distribution of se
curities, that no securities company and no other 
organization except an institution subject to examina
tion and regulation under state or Federal law could 
receive deposits subject to check, and that no of
ficer or director of any member bank could be at 
the same time an officer, director, or manager of any 
securities company.

Thus, the regulatory approach to bank holding 
companies adopted in 1933 left holding companies 
free to acquire banks both within and beyond the 
borders of the states where their principal banking 
operations were located without any requirement of 
prior approval by Federal bank supervisory au
thorities, and to combine the management of these 
banks with any nonbank business activities except 
the securities business.

Events Leading to 1956 Legislation A fter 1933 
the unregulated expansion of certain powerful bank 
holding companies by both methods described above 
led directly to enactment of the Bank Holding Com
pany Act of 1956. Growth was particularly notable 
in the West and in a few Midwestern states where 
branch banking was prohibited or sharply limited.

An outstanding example in this period was Trans- 
america Corporation, which by the end of 1946 had 
acquired 41 banks operating a total of 619 banking 
offices in Arizona, California, Nevada, Oregon, and 
Washington. By that date, Transamerica banks ac
counted for more than 40% of all banking offices 
and over 38% of all commercial bank deposits in 
the five states. Between December 31, 1933 and 
December 31, 1946 the Transamerica group acquired 
126 banks and established 74 new branches in the 
five-state area. Moreover, it owned and operated 
a wide variety of nonbank businesses with aggregate
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resources of over $275 million. These businesses 
included real estate, insurance, the manufacture of 
diesel engines, and the buying, processing, and sell
ing of fish and seafood.

Largely as a consequence of the rapid expansion 
of bank ownership by holding companies within non
branching or limited branching states as well as 
across state lines, and the large-scale diversification 
into nonbank business activities by Transamerica and 
certain other holding companies after 1933, legisla
tion calling for closer regulation of bank holding 
companies was introduced in every Congress from 
1946 through 1956. In 1952 the Board of Gov
ernors of the Federal Reserve System submitted to 
the House Committee on Banking and Currency a 
letter setting forth the following conclusions based on 
the Board’s experience administering the holding 
company provisions of the Banking Act of 1933:

The Board believes that the principal problems in 
the bank holding company field arise from two 
circumstances: (1) the unrestricted ability of a bank 
holding company corporation to add to the number 
of its banking units, thus making possible the con
centration of a large portion of the commercial 
banking facilities in a particular area under single 
control and management; and (2) the combination 
under single control of both banks and nonbanking 
enterprises, thus permitting departure from the 
principle that banking institutions should not engage 
in business wholly unrelated to banking because of 
the incompatibility between the business of banking 
which involves the lending of other people’s money 
and other types of business enterprises.

The Board also submitted data indicating that as 
of December 31, 1950 there were 28 nonbank hold
ing company groups owning 367 banks located in 28 
states and the District of Columbia with aggregate 
deposits of $13.6 billion. Among the nonbanking 
activities of 20 of these 28 groups were life insurance, 
home financing, automobile insurance, fire and 
marine insurance, real estate, commercial fishing and 
fish processing, manufacturing, and investment func
tions of various kinds. Total resources reported for 
nonbanking activities by the 20 holding company 
groups amounted to almost $500 million.

Extensive Congressional hearings on proposed 
holding company bills were held in 1952, 1953, 1955, 
and 1956. In the course of Senate hearings in 1953, 
Governor Robertson of the Board of Governors made 
the following statement:

For many years, as you know, almost from the 
beginning of banking in this country, banks have 
been prohibited from engaging in other business.

Banks are using depositors’ funds and not their 
own funds. Consequently, the risks in which they 
invest funds are different from the risks which are 
undertaken by any other business. The types of 
management called for in the two institutions— that

is, a banking and a nonbanking institution— are 
very different.

A different type of attitude is required. In  one 
you are safeguarding depositors’ funds, and so in 
the other you are justified taking greater calculated 
risks.

Therefore, we think the two ought to be separated.
In  addition, there is always the possibility that if 
a company controls both, it can use the bank for 
the indirect benefit of the nonbanking business.

Then in 1955, the most comprehensive set of data 
on bank holding companies assembled up to that 
time was compiled by the House Banking and Cur
rency Committee. This information revealed that if 
a definition of “ bank holding company”  were adopted 
based on control of 25% or more of the stock of 
each of two or more banks by a single corporation, 
business trust, association, or similar organization, 
such a definition would cover 46 holding companies 
located in 32 states and the District of Columbia. 
Collectively, these embraced 391 banks with 627 
branches and $14.3 billion in deposits. Further, 
however, if the definition were expanded to include 
all corporations, business trusts, associations, or 
similar organizations controlling 25%  or more of the 
stock of a single bank, then the total would have 
risen to 163 companies located in 42 states and the 
District of Columbia, owning 541 banks with 899 
branches and $25.9 billion in deposits.

Meanwhile, on June 24, 1948 a proceeding under 
the Federal antitrust laws had been instituted against 
Transamerica Corporation, charging systematic and 
continuous acquisitions of stocks of independent 
banks in five Western states, with effects that might 
be anticompetitive or monopolistic. After lengthy 
hearings, divestiture of 46 acquired banks located in 
four states was ordered. However, on appeal, the 
order was set aside on the ground of failure of 
proof, and the Supreme Court declined to review the 
case. The Court did rule, nevertheless, that ac
quisitions of commercial bank stocks by holding 
companies are subject to attack on antitrust grounds.

Moreover, Transamerica’s 1953 victory in the 
courts contributed to the drive to bring bank holding 
company expansion under Federal regulation. Just 
three years later, after two decades of controversy, 
the Bank Holding Company Act of 1956 was passed, 
requiring all bank holding companies meeting the 
statutory definition to register with the Board of 
Governors. This legislation, to be discussed in the 
next issue of the Monthly Review, placed new re
strictions on registered companies and invested the 
Board of Governors with extensive regulatory and 
supervisory authority over such companies.

William F. Upshaiv
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