
STATEMENT OB' J. L. ROBERTSCii, ¡¿EMBER OF 
THE BOARD OF GOVERNORS 0? THE FEDERAL RESERVE STSIEii 

BEFORE THE HOUSE BANKING AND CURRENCY CDLiilTTEE 
ON H.R. 6$0h ON JUNE 2bt 1952

t!r. Chairman and iienbers of the Conunittee:
The subject of bank holding company legislation has had a 

long history. In 1933* Congress enacted provisions for the purpose of 
regulating bank holding companies; but it soon became apparent that 
those provisions did not adequately and effectively deal with certain 
problems in this field, and it has been generally recognized that some 
additional legislation is necessary.

Over the pact 15 years Congress has considered numerous bills 
cn this subject, ranging all the way from so-called "death sentence» 
legislation to "freeze" bills and bills designed only to regulate and 
restrict the operations of bank holding companies. One bill of a 
regulatory nature, S. 829, was favorably reported by the Senate Banking 
and Currency Ooianittee in the 80th Congress0 A sume'.yhat similar bill,
S. 2318, was recommended by the Board of Governors two years ago. The 
Senate Banking and Currency Oouunittee held hearings on that bill and 
also on a shorter substitute bill, S. 35U7, proposed by Senator Robert­
son. The bill which is new under consideration by your Committee,
H* R. 650U, is in many respects similar to S. 2318, although there are 
some important differences.

’Tien the Board of Governors was requested by your Committee 
to express its views regarding the current bill, the Board felt that 
the time was opportune to undertake a complete re-examination of the 
bank holding company situation and to determine exactly what the 
problems are and what legislation is necessary to meet these problems. 
After intensive study of the matter, the Board reached conclusions 
v.hich were set forth in the letter which the Board's (hairman addressed 
to your Committee on April 11, 1952, and in the memorandum which was 
enclosed with that letter. I hope that letter and its enclosures 
will be made a part of the record, since what I have to say here 
toaay will, be for the most part simply an elaboration and expan­
sion of the approach there outlined.
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Before proceeding to a discussion of the Board's proposal#
I should like to make it clear that the Board <\ozv- not consider bank 
holding companies to be necessarily undesirable. On the contraly, we 
are fully aware that in many instances they have performed a valuable 
service in improving the management and condition of the banks con­
trolled by them and in providing adequate banking facilities in the 
areas in which they operate. However, the fact remains that the very 
nature of the holding company mechanism makes cerhain abuses possible 
and gives rise to certain problems which, ve bel ieve, should be con— 
sidered and dealt nith by Congress. The key to our approach to this 
matter has been a desire to determine what near legislation is necossary 
not as a maximum, but as a minimum, in order to meet these problems.

NATURE OF THE PROBLEM
For a clear picture of the situation with which we are 

dealing, it should be recognized at the outset that bank holding 
companies represent but one of three types of multiple-office banking.
One of these is branch banking, which needs no description and which 
is already covered by both Federal and State legislation. Another is 
chain banking, through which a number of independently incorporated 
banks are controlled by the same individual or individuals. The third, 
of course* is holding company banking; and, briefly stated, a bank 
holding company is a corporation or similar organization which owns or 
controls one or more independently incorporated banks.

Hie Board's proposals do not include regulation of chain 
banking; and question mî ht be raised as to rhv chain banking should 
not be restricted as well as holding company banking, since both may 
involve the bringing together of several banks under single management 
and control. The answer lies in the fact that in chain banking there 
are certain inherent limitations upon the extent to vhich expansion is 
possible. In the first place, expansion is limited by the personal 
financial means of a single individual or a relatively small proup of 
individuals. In the second place, control by individuals either ceases 
automatically upon the death of those individuals or else control is 
ultimately diffused among bheir heirs.

These inherent limitations do not exist in the case of bank 
holding companies. Through the corporate device, control of banks may 
be acquired either with funds derived from sale of capital to the public 
or by exchange of the holding company shares for the stock of individual 
banks; and the corporate device also makes possible a perpetuation of 
control. In the circumstances, the Board has concluded that, on the 
basis of present facts, there is no pressing need for legislation dealing 
with chain banking.

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



’./hat, then, are the reasons for which v.e believe bank holding 
companies should be subjected to regulations and restrictions in addi­
tion to those provided by existing la-w?

A table showing figures for 28 bank holding company groups as 
of the end of 1950 was submitted with the Board's letter of April 11 to 
your Committee, Since the date of the Board's letter, T-re have? been able 
to obtain figures as of the end of 1951* and I am submitting herewith 
for the Committee's information a copy of the revised table. The revised 
table indicates that there are in the United States today 31 groups cf 
banks •■'ihich are of the type generally regarded as involving holding 
company banking. These 31 groups, as of December 31* 1951* included 
338 banks located in 29 States and the District of Columbia, r?ith 1*070 
branches and deposits aggregating $20-1/2 billion. In some of these 
bank holding company groups there has been considerable expansion in 
the number of their banking offices since 1V33» Also, in soma of the 
groups, the bank holding companies controlled not only banks out other 
types of businesses such as life insurance, automobile .financing, 
instalment financing* real estate, and manufacturing.

The mere statement of these facts immediately suggests the 
two major problems, actual or potential, which ariss from the existence 
of bank holding companies. One of these is the unlimited ability of 
such a company to expand its banking operations by acquiring additional 
banking offices. Obviously, this means that a large part of the comr* 
mercial banking facilities in a particular area, -hich may cover several 
States, can be concentrated under the management and control of a single 
corporation»

The other problem arises from the fact that a bank holding 
company may, without restriction under present la~, control r.ct only 
banks but also various other types of enterprises '.wholly unrelated to 
the banking business. Our banking laws have long recognized the de­
sirability of prohibiting banks from engaging in extraneous business.
The usual type of nonbanking business enterprise requires a managerial 
attitude and involves business risks of a kind entirely different from 
those involved in the banking business. Banks, which operate to such 
a great extent with their depositors’ funds, should finance other busi­
nesses rather than operate them. Moreover, it is not difficult to visualize 
the danger which would result from the improper use of the credit facilities 
of banks for the benefit of nonbanking enterprises where both the banks and 
such enterprises are controlled by the same corporation.
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These two possibilities of abase are in o\ir judgment the only 
serious problems in the bank holdinr company field. existing provisions 
of law relating to bank holding companies do not cover these problems.

Under present law, a bank holding c moany is subject to repu- 
lation only if it controls a member bank and only if it desires to vote 
the stock of such bank. If the holding company \/ishes to vote such 
stock, it must apply to the Board of Governors for a voting permit and, 
as a condition to obtaining such permit, it must agree to submit itself 
and its controlled banks to examination, to establish reserves of readily 
marketable assets, to dispose of all interests in securities companies, 
and to declare dividends only out of actual net earainps. Essentially, 
that is all that present law requires. In eiiect, it uiakes regulation 
entirely voluntary on the part of bank holding companies; they are free 
from all restriction if they do net choose to vote the stock of the member 
banks controlled by them. Even if they apply for voting permits - and 
20 bank holding company groups now hold such permits - the restrictions 
to which they are subject are largely supervisory in nature and are aimed 
primarily at protecting the meiuber banks in the groups. There are other 
provisions of existing law which provide for examinations and reports of 
affiliates of member banks and which lirr't loans i;;ade by member banks to 
their affiliates and holding company affiliates. Nov.here in existing law, 
however^ is there any provision which prohibits bank holding companies 
from adding to the number of their banks or which precludes their having 
extensive interests in enterprises not related to tiie banking business.

If these facts are recognised, the extent oi the need for 
legislation on this subject becomes clear. All that appeal's necessary 
is legislation which, without changing existing law, would directly and 
effectively provide means for limiting or regulating the acquisition of 
additional banking offices by bank holding compai.it.s and would require 
such companies, with reasonable exceptions, to divest themselves of 
nonbanking interests.

The Board's letter to the Committee outlined six principles 
or points which, in its opinion, should be embodied in minimum legisla­
tion of this kind. Briefly, those principles relate to coverage, limita­
tion on expansion, divestment of nonbanking interests, supervision, 
enforcement, and the administering agency. I should like to elaborate 
a little on each of these points in an effort to luake entirely clear 
the approach which we have in mind.
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OOV^GE

One of the principal stumbling blocks in the past has been the 
matter of coverage or definition, Uncer present law, a company is a 
"holding company affiliate" (1) if it ovms or controls a majority of 
the shares of stock of a member bank, or (2) if it owns or controls 
more than 550 per cent of the number of shares voted in the last elec­
tion of directors of a member bank, or (3) if it controls in any manner 
the election of a majority of the directors of a member bank, or (U) if 
all or substantially all of the stock of a meicber bank is held by 
trustees for the benefit of the shareholders or me utters of the company.
The board of Governors is specifically authorized to exempt from regu­
lation any company which it determines is not engaged, uii’ectly or 
indirectly, as a business in holding the stock of, or managing or 
controlling banks.

This definition has been in the law for nearly 19 years.
For purposes of the proposed new legislation, we believe that the 
same definition should be applied except to sucn e:rbent as it may 
need to be broadened in order to cover all companies which ought to 
be subjected to the new legislation. Our study of the bank holding 
company situation has led us to the conclusion that a definition of 
"bank holding company" similar to that in existing law would, with 
but a few changes, be entirely adequate.

In the first place, it seems clear to us that the definition 
should not be limited to companies which control member banks. The 
problem raised by the unlimited ability of bank holding companies to 
expand in the banking field with resulting concentration of economic 
power exists whether or not the banks controlled are member or nonmember 
banks. There are today certain holding companies which control only 
nonmember banks and are therefore not covered by the definition in the 
present law. As a matter of fact, there have been instances in which 
a member bank acauired by such a holding company has immediately with­
drawn from membership in the §ystem and consequently the holding company 
did not become subject to existing bank holding company law. Me would 
propose, therefore, that, for purposes of the new legislation, the 
definition of bank holding company be expanded to cover a company which 
owns or controls any bank, whether or not a member of the Feaeral Reserve 
fystem*

Insofar as the definition in present law applies a majority 
ownership test, we believe that that test would be adequate to cover 
all companies which now need to be regulated. At the present tome, so
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fst as we know, ever;v ccrnpanj'- which normally shovld be con­
sidered to be a ban!: holding company owns or controls a najori«:/ of 
the stock of at lea;=t one bank# If it should lrter develop that there 
are some companies which do not own more than ¡?0 per cent of the stock 
of any one bank, but which should be subjected to regulation, amend­
ments to the law for that purpose would, of course, be possible. How­
ever, on the basis of presently known facts, we believe that the majority 
ownerip test would be sufficient to meet the minimum requirements of* 
legislation dealing with the two major problems wmch I have mentioned,

If the definition were based primarily on ownership of 
15 per cent of stock, as proposed by H. R. 6 0̂)4, it would include 
companies which would not need to be subjected to regulation m  order 
to achieve the basic purposes of the legislation. Its effect would be 
to cover an unknown number of concerns 111 order to catch a very few, if 
any, so-called fringe organizations or organizations which only po­
tentially and theoretically might be expected to eiabnrk upon a program 
of controlling banks.

In two respects, a definition based on .'..ajority stock ov-ner- 
ship world have to be qualified in order to prevent possible evasions«
First, we would propose that any company which falls within the definition 
as of a specified $&tc prior to passage of the new lav; v/oulci continue 
to be regarded as a bank holding company as long as it continues to own 
any bank stock whatsoever. In other words, a company which owns 50 per 
cent or »tore of the stock of a single bank at the time specified in the 
legislation would be a bank holding company within the proposed defini­
tion; and it could not escape regulation by subsequently reducing its 
stock ovmership to less than a majority. In the second place, the 
definition should cover any successor organization so that there could 
be no escape from regulation merely by transferring the holding company's 
ownership of bank stocks to seme other organization which would not itself 
technically fall within the definition.

Hi addition to the majority ownership test, we would also suggest 
retention of that feature of the definition in present law wnich limits the 
coverage of bank holding companies to corporations, business trusts, asso­
ciations, or similar organizations. Again, if it should subsequently 
develop that there are other forms of organizations, such as, for 
example, partnerships or nonbusiness trusts, which ought to be covered 
by the legislation, an appropriate amendment to cover such organiza­
tions could, of course, be enacted by Congress,
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As an administrative matter, it vro\,ld be desirable for the 

administering apency to have a severely lirdted authority to ê e.apt from 
the definition of ’’bank holding company” any company wnich is determined 
not to be engaged as a business in holding tank stocks or in managing 
or ccntrolling banks and which need not be covered in order to ac­
complish the purpor.es of the legislation« If such authority is given, 
the administering ppency should be permitted to exercise it only in 
accordance with standards prescribed in the law itself arid it should 
be made clear that any such exemption would be subject to revocation*

As distinguished from authority to make exemptions from tile 
definition, vre feel that the administering agency would not need to 
have any discretion in bringing under coverage of the legislation 
companies xhich may exercise seme measure of controlling influence over 
banks even though they do not meet the majority owner di ip test» hi the 
first place, it should be borne in mind that the definition in present 
law whicn we would retain, with the modifications auove mentioned, 
would cover any company which controls "in any manner" the election 
of the majority of directors of a bank; and, if it should becane 
important, the exercise of such control would be a question of fact 
for determination by the courts in criminal proceedings for the 
enforcement of the legislation. Furthermore, as previously irdicatea, 
vie believe that the majority ownership test would cover all companies 
normally regarded as bank holding companies; if that should be found 
not to be the case, the law would of course be subject to further amendment,

LIlilTATICW CE EXPANSION
The second principle of the approach recommended by the Board 

is that there should be authority in some agency of the Federal Govern­
ment to regulate and restrict the acquisition of additional banks by 
bank holding companies. For this purpof-e, we would propose that bank 
holding companies be required to obtain the pr.'.or consent of the administer­
ing agency before acauiring stock of any bank.

In determining whether to give the t consent, the administering 
agency should be re mired to take into consideration certain standards 
or factors. These standards, which should be specified in the law, 
would be: (1 ) the financial history and condition of the bank holding 
company applying for such consent and of the banks controlled by that 
company; (2) the prospects of the holding company and its controlled 
banks; (3) the character of the management of the uank holding company 
and of its controlled banks; (It) the convenience, needs, ana welfare 
of the communities and of the area concerned; and, finally, (5) whether
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or not the proposed acquisition rould have the eifoct of expanding the 
bank holding company system beyond limits consistent with the policy 
of Congress, which would be stated in the law, in i'avor of local owner- 
ship and control of banks and competition in the banking field or with 
adequate aixl sound banking or the public interest*

Once the administering agency grants cordent to any such 
acquisition of bank stocks on the basis of these factors, there should 
be some assurance that the financial and management factors which in­
duced such cor.sent will continue in the future. Accordingly, in grant­
ing its consent, the administering agency should be authorized to pre­
scribe such conditions as it deen*-s necessary in order to assure the main­
tenance of the relative financial status and character of management of 
the bank holding company and of its controlled banks - conditions, for 
example, such as the maintenance of adequate capital and reserve funds t

It will be observed that we do not propose that the legislation 
cover acquisitions of bank assets, as distinguished from bank stocks#
Our reasons for this should be explained. If a bank acquires the assets 
of another bank, ordinarily it is for the purpose of converting such 
other bank into a branch of the acquiring bank» In such cases, of course, 
the consent of one of the bank supervisory agencies generally wuuld be 
required under existing law. In those few cases in ifhich the acquisi­
tion of assets would not result in the establishment of a branch but 
would have the effect of eliminating the bank whote assets are acquired, 
the matter should be covered, not by bank holding company legislation, 
but by provisions of Federal law already on the books v.hich make acqui­
sitions of bank assets by banks subject to approval by the appropriate 
supervisory agency, that is, the Comptroller of the Currency, the Federal 
Deposit Insurance Corporation, or the Board of Governors. Those provi­
sions are contained in the Federal Deposit Insurance Act which was 
enacted in 1950.

\'e would suggest, therefore, that any further restrictions 
on the acquisition of bank assets, as distinguished from bank stocks, 
should be made in the form of amendments to section 18(c) of the Federal 
Deposit Insurance Act rather than in legislation directed at the ex­
pansion of bank holding companies. In this connection, I believe that 
that section would provide adequate authority for restricting the ex­
pansion of bank holding company groups through acquisitions of bank 
assets if the section were amended to require the consent of the ap­
propriate supervisory agency where the total capital structure 
of the acquiring bank would not be equal to the combined' amounts of
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the capital structures of the baiJ-’s concerned; and by "capital structure"
I mean not only capital and surplus but also unuivir'ed profits and other 
capital accounts. Present law requires such consent only whore the 
capital and surplus oi the acquiring batik would be less than the aggregate 
amounts of the capital and surplus, respectively, oi‘ the banks involved; 
and this makes it possible for a large bank to take over a snail bank, 
without obtaining the consent of the supervisory apency, rterely by trans­
ferring undivided proiits to capital and surplus.

’while such an amendment to section 18(c) of the Federal Deposit 
Insurance *\ct would take care of the situation I have just mentionee, 
it may be that your Comiaittee woulc wish to consider an amendiwsnt of 
somewhat broader scope which would make the section applicable to all 
mergers and consolidations of banks and acquisitions of bank assots, 
irrespective of the capital structure of tlie resulting bank. Your 
Comrr.ittee mr'ght also i.ish to consider the addition of a provision ,/bich 
would require the appropriate supervisory agencies, in determining 
v.'hetter to fDive their consent, to take into consideration certain 
specific standards, including, not only capital adequacy, but also 
whether the transaction would tend unduly to losr;«n competition or to 
create a monopoly.

To return now to our proposals for regulation of bank holding 
companies, we feel that the administering agency, before giving its 
consent to any acquisition of bank stocks by a bank holding, company, 
should be required to consult all interested bank supervisory authori­
ties, State and Federal, and obtain the benefit of their views. This 
brings me to an important point on which I should like to expand, 
namely, the question of States’ rights insofar as bank holding company 
legislation is concerned.

H. R. 6$0k would prohibit any bank holdirg company or any of 
its subsidiaries from acquiring bank shares or bank assets across 
State lines or in any dtate in which the operation of branch banks is 
not authorized by the State law. Presumably, the intent of these "freeze1' 
provisions is to protect the rights of the States. =e believe, however, 
that such provisions are not only unnecessary to accomplish the pur­
poses of the legislation but also that they would in effect constitute 
an interference with the rights of the States.

By prohibiting a bank holding company from acquiring bank 
shares or assets in a State which prohibits branch banking, these pro­
visions Tiould compel a State to apply to bank holding companies rules
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at least as restrictive as those which it has seen fit to apply to 
branch bankii.f. This would seen- neithor lories! nor desirable. The 
policy of a State embodied in its branch banking lavrs may not at all 
be the same as it would widi to apply to bank hoicing company groups.
As a matter of fact, there are now certain States in which branch 
banking: is prohibited, but in which bank holding companies have freely 
operated for nany years.

Likewise, the proldbition against expaiisj on across State lines 
would mean that a State would be deprived of any right to express its 
policy as to the operation within its borders of a bank holding company 
having its principal office in another State. Under the Board’s ap­
proach to this matter, the administering agency, in passing 011 the pro­
posed acquisition of bank shares in such a case, would be required to 
obtain and five consideration to the vievrs of the State authorities of 
the ^tote in which the holding company proposes to operate, ''nder the 
freeze provisions of H. R. 650h, hoc/ever, the bank holdinr company 
could net operate in such a State even though both the admirisitering 
agency and the ftate authorities r̂ould be disposed to raise no objection 
and, as a matter of fact, even though the State might welcome the assis­
tance '.rhich could be rendered to its banks 'ey the oat-of-o tote holding 
company.

In our opinion, the States should be left entirely free to 
deal with bank holding company operations on a basis dii'ierent from 
that 011 which they deal with branch banking operations and to express 
their policy as to the operation of out-of-State holding companies 
within their borders. Consequently, it would be cur recommendation 
that, in lieu of the "freeze" provisions of li. R. 63>OU, the legislation 
should specifically reserve to the .Spates the rirht to impose such 
further restrictions and limitations upon bank holding companies as 
they may deem necessary. This would mean, of course, thvt if a State 
wishes to prohibit the operations of bank holding companies, it would 
be free to do so as it is today; and the administering agency under 
this legislation could not, therefore, grant effective consent to the 
acqxiisition by a bank holding company of any offices in that Jtate.

NOMBANKIKG IBT\RE5TS OF BAKU IlOLDIilG (Xij.IPx.NIES
The third point in our approach is th.vt all bank holding 

companies should be required, after a reasonable time and with such 
exceptions as may be appropriate, to divest themselves of ownership of 
shares of stock and other equity interests in nonbanking enterprises.
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As far as the exceptions are concerned, it vrould seem 
reasonable to pera.it bank holding companies to hold stocks of com­
panies whose basinesses are closely related or incidental to the 
business of banking, such as safe deposit companies or companies 
engaged solely in a fiduciary business. They should De permitted to 
retain shares acquired in a fiduciary capacity, and also, at least for 
a limited period, shares or securities acquired in the process of 
collecting debts previously contracted in pood faith. Aside from 
specific exceptions such as these, it would not seem desirable to 
complicate legislation on this subject with numerous exceptions.

As in previous bills and as in H« R. 6$0h, it v;ould be 
desirable to give appropriate tax relief to bank boldin': comv onies 
•which rrould be required to divest themselves oi their nonbanking assets 
under the legislation.

SUPERVISION Aii) ..•.irj OHCF.iTFT
Once provision is made for meeting the two major problems 

in this field - restrictions on expansion and divestment oi nonbanking 
interests - it is our view that provisions >*ith respect to supervision 
of bank holding companies should be kept to a minimum. Tfe rould 
recommend the inclusion of only two provisions of tlds kind.

First, it would seen desirable to require all bank holding 
companies to register with the administering agency within a certain 
time. Secondly, in order to enable the administering agency to exercise 
its best judgment in determining whether to consent to proposed acqui­
sitions of bank shares by a bank holding company, the administering 
agency should be authorized to obtain whatever information it may need 
for this purpose by means of reports and, if deemed necessary, by 
examinations of bank holding companies. Such reports and examinations 
should also contain information sufficient to eui'oie the administering 
agency to determine whether the law is being complied with and to keep 
Congress informed with respect to the administration and effective­
ness of the legislation*

In the past, proposals with respect to lefislation on this 
subject have sometimes included so-called "sanctions" or enforcement 
measures under which the administering agency would have been authorized, 
in the event of violations of the statute, to prohibit the payment 
of salaries to holding company oiiicers, to prohibit dividends by 
the holding company or the payment of fees by subsidiary
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banks to the holding company, or to prohibit the holding companies 
from voting their stock in the banks cox trolled t:y the«a. We doubt, 
however, that sanctions of this kind vroulci be either desirable or 
effective.

Bearing always in mind the desirability of keeping the 
legislation to a minimum, it is our feeling that tixe only essential 
measure of enforcement, and the most effective one, would be a provision 
for criminal penalties for violation of the statute or of conditions 
prescribed b;/ the administering agency in granting consent to acquisi­
tions of bank ¡stocks. This would place complete responsibility for 
enforcement of the law in the Department of Justice. The adminis­
tering agency would not be placed in a position in which it would 
be required to institute proceedings for enforcement.

ADJIi!IbT£RIiIG AGEaiCY
As was stated emphatically in the Board's letter to this 

Committee, the Board makes no suggestion as to what agency of the 
Government should be vested with the responsibility for administering 
the legislation. Vie feel that this is a matter solely for determination 
by Congress,

At the same tide, we feel strongly that the administration of 
the legislation should be vented in a single agency of the Government.
The reasons for this belief are twofold.

In the first place, under the simplified approach which the 
Board is recommending, the authority of the administering agency would 
be a very limited authority which would not ccnf]ict or interfere 
with any authority now exercised by the three bank supervisory agencies. 
Its only purely regulatory function would be to give or withhold its 
consent to the acquisition of bank stocks directly or indirectly by a 
bank holding company. If the bank holding company is a bank, it and 
its subsidiary barics would normally be prohibited by existing laws from 
acquiring bank stocks in any event.

In the second place, distribution of authority would mean 
that a bank holding company frequently woulu be obliged to file 
applications for consent to the acquisition of brnk stocks with two 
or more different agencies of the Government, thereby resulting not 
only in a certain amount of duplication but in possible conflicts 
in policies between the several agencies in acting on such applica­
tions, It would also mean that each of the agencies involved would
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be called upon to obtain substantially the same information from bank 
holding companies; and obviously it vrculd be preferable for all such 
information to be centralised in a single agency« ’Ve believe, there­
fore, that any arguments that might be advanced I'or a distribution of 
authority between the several bank supervisory agencies would be far 
outweighed by the desirability of unifor»a police es and procedures and 
by the economy and efficiency resulting from administration by a 
single agency*

RETATION TO EXISTING LAV/
An important feature of the Board's approach is that it 

would add to, but make no specific change in, provisions of existing 
law on this subject* It would leave on the books those provisions 
enacted in the Banking Act of 1933 ^hich define holding company af­
filiates and require them to obtain voting permits from the Board of 
Governors if they desire to vote the stock of member banks owned by 
them. It would also leave untouched the provisions of the Federal Re­
serve Act which place certain limitations upon the amount, which may be 
loaned by member banks to their affiliates f.nd holding company affiliates 
and upon the collateral for such loans. Ihese provisions of the present 
law are of value in protecting the soundness of member banks in holding 
company groups, even though they do not, as I have pointed out, meet 
the problems which we are now discussing.

Under our proposed definition of "bank holding company", all 
companies which are now holding company affiliates under existing law 
would also be bank holding companies subject to the provisions as to 
expansion and divestment of nonbanking interests v.hicb .jould be conr- 
tained in the new legislation. The converse vrould not, however, 
necessarily be the case, since there would oe seme companies which 
would fall within the definition of "bank holding company" but ’4iich 
would not be "holding company affiliates" under present lar. In other 
words, some companies would be subject to both tne old and the new law 
while others would be subject only to the new.

such circumstances, it would be possible that a company 
covered by both laws vrould be required to obtain the consent of the 
administering agency before acquiring the stock of a bank and would 
then be obliged, if the bank is a member bank, to obtain a voting permit 
under provisions of present law if it should desire to vote such stock. 
Theoretic ally, this could result in some possibility of conflict of 
policies and duplication of functions, but I firmly believe that in 
practice it would not present a serious problem*

The important point to bear in mind is that the legislation 
now being considered is aimed at matters vhich are not covered by present 
law and would not, therefore, require any revision of existing law. In 
the interest of simplicity, we believe that the legislation should not 
be complicated and confused by detailed modifications of the present law 
which, after all, is designed primarily for safeguarding the soundness of 
member banks rather than the restriction or regulation of bank holding 
companies* Of course, if it should later develop that present law requires 
amendments or that it might properly be repealed, legislation for that 
pirpose could then be considered*.
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CONCLUSION
By way of summary and emphasis, let me repeat th’it, after 

very careful consideration, the Board be^ie^ts thnt tlie major problems 
in the bank holding company field vrould be satisfactorily met by legis­
lation limited to the following provisions:

(1) A definition of "bank holding company" similar to 
the definition of "holding company affiliate" in present law, 
but expanded, to cover companies controlling only nonmembor 
banks as well as companies controlling member bonks and 
phrased to include continued coverage of companies ’Mch may 
reduce their holdings of bank stocks after a date specified 
in the law;

(2) Requirement for the consent of the administering 
agency to acquisitions of additional bank stocks by bank 
holding companies, with the right reserved to the S totes to 
impose further restrictions if they desire;

(3) Requirement for divestment of nonbanking interests 
by bank holding companies, with reasonsble e.rcejtions and 
appropriate tax relief;

(A) Requirement for registration of all bank holding 
companies and authority in the administering agency to obtain 
such information as may be necessary through reports and 
examinations;

(5) Criminal penalties for violation of the law; and
(6) Administration by a single agency of the Government 

selected by Congress*
vie have been advised by the Bureau of the Budget that enactment 

of legislation incorporating the principles above outlined would be in 
accord with the program of the President*

Si the past, as the Committee knows, proposals for legislation 
relating to bank holding companies have usually failed of enactment be­
cause of differences of viewpoint with respect to matters of detail*
”.e believe that this difficulty can be largely eliminated if agreement 
can be reached by all concerned as to the fundamental objectives and 
if legislation can be confined to the few matters outlined above in 
order to accomplish those objectives. By the same token, it should be 
possible to make the legislation relatively simple, brief, and un­
complicated«.

In conclusion, I should like to thank the Committee on behalf 
of the Board for this opportunity to present the Board’s views with 
respect to a matter which it considers important.
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