STATE/ENT OF J. L. ROBERTSN, LEMEBER OF
THE BOARD OF GOVERIIORS OF THE FEDERAL RESERVE &Y STEd
EEFORE THE HOUSE BANKING AND CURRENCY (0ii<ITTEE
0N H.R. 6504 ON JUNE 24, 1952

ifrs Chairman and lenbers of the Committee:

The subject of bank holding company legislation has had a
leng history, In 1933, Congress enacted provisions for the purpose of
regulating bank holding corpenies; but it soon became apparent that
ihose provisions did not adequately and effectively deal with certein
problems in this field, and it has been gencrally recognized that soume
additioral legislation is necessary,

Over the past 15 years Congress has considered numerous bills
o this subject, ranging all tae way from so~called "death sentence"
legislation to "freeze™ Lills 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 Committee in the 80th Congress, A somewhat similar bill,
S, 2318, was recommended by the Board of Governors two years ago. The
Sencte BRarnking and Curreicy Committee held hearings on that bill and
also on a shorter substitute bill, S. 3547, proposed by Senator Ribert-
scn, The bill which is ncw under consideration by youwr Committee,
H, Re 650L, is in many respects similar to S. 2318, although there are
some important dif ferences,

Vhen the Board of Governors was requested by your Committee
to express ite views regarding the current bill, the Board felt that
the time was opportune to undertaike a complete re-examination of the
bank holding company situation and to deternine exactly what the
problems are and what legislation is necessary to meet these problems.
After intensive study of the matcer, the Board reached conclusions
vhich were set forth in the letter which the Board'!'s (hairman addresced
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 siuply an elaboration and expan-
eion of the approach there outlined,
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Before proceeding to a discussicn of the Bourd's propesal,
I shoald like to make it clear that the Doaird dozz not consicer bank
holding companies to be necessarily undesirables On the contrarvy, 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 mekes certain abuses possible
and gives rise to certain problems which, we believe, should be con~
sidered and dealt with by Congress. The key to our approach to this
matter has been a desire to determine what new legisletion is neccssary
not as a maximum, but as a minimum, in orcer to meet these problems.

NATURE OF THE PROBLEM

For a clear picture of the situation with vhich 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 brarch banking, which needs no description and which
is already covered by both Federal anc State legislation. Another is
chain banking, through which a number of independently incorporated
banks a»e controlled by the same individual or individuals. The third,
of course, is holding company banking; and, brieflv stated, a bank
holding company is a corporation or similar organization which owns or
controls one or more independently incorporated banks,

The Board!'s proposals do not include regulation of chain
banking; and question mizht be raised as to vhy chain banking should
not be restricted as well as holding company banking, since both may
involve the bringing together of several banks uncer single menagement
and control. The answer lies in the fact that in chain banking there
are certain inherent limitations upon the extent ‘o vhich evpansion is
possible, In the first place, exvansion is limited by the personal
financial means of a single individual or a relatively small group of
individuals. In the second place, control bty individuals either ceases
automat ically upon the death of those individuals or else control is
ultimately diffused among their 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.s 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.
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“ihat, then, are the reasons for which :e believe banl. holding
companies should be subjected to regulations and restrictions in zddi-
tion to those provided by existing law?

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 Bosrd's letter, we 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., ‘he revised
table indicates that there are in the United States today 31 groups cf
banks which are of the type generally regavded as involving holding
compaay banxinge. These 31 groups, as of lecember 31, 1951, included
388 banks located in 29 States and the District of Columbia, with 1,070
branches and deposits agyregating $20-1/2 billion. In some of these
bank holding company groups there has been considerable expausion in
the muber of their banxing offices since 1933, Also, in som: of the
groups, the bank holding companies controlled not only btenks cut other
ivpes of husinesses such as life insurance, autowmovile financing,
instalment financing, real estate, and msnufacturing.

The mere statement of these facts immediately suggests the
two major vroblems, actual or potential, which aris= from the existence
of baunk holding companies. One of these is the unlimited ability of
such a compzany to expand its banking operations by acquiring acditiornal
banking offices. Obviously, this means that a lerge part of the com—
mercial banking facilities in a particuler area, ~hich may cover several
States, can be concentrated under the manarement and control of a single
corporation.,

The other problem arises from the fact tiiat a bank holding
company may, without restriction under present law, control rct only
banks but also various other types of enterprises wholly unreiated 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 diffcrent from
those involved in the banking business. BRanks, which operate to such
a great extent with their depositors' funds, should finance other busi-
nesses rather than operate them, MNoreover, it is not difficult to visualize
the danger wvhich would result from the improper use of the credit facilities
of banks for the benefit of nonbanking enterprises vhere both the banks and
such enterprises are controlled by the same corporation,
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These two possibilities of abuse are in our judgrent the only
serious problems in the bank holding cowpany field. =zxisting provisions
of law relating to bank holding comparnies do not cover these problems.

Under present law, a bank holding c¢‘mspany is subject to regu-
lation only if it controls a membcr btank and only if it desires to vote
the stock of such bank. If the holding coipany ishes to vote such
stock, it must apply to the Roard of Governors for a voting perwit and,
as a conc¢ition to obtaining such permit, it must agree to submit itself
and its controlled banks to examinaticn, to establish reserves of readily
marketable assets, to dispose of 2ll interests in securities comganies,
and to declare dividends only out of actual net earnirgs. Fssentially,
that is all that present law requires. In efiect, it wakes regulation
entirely voluntary on the part of bauk liolding companies; tliey are free
from all restriction if they do nct chioose to wvote the stock of the member
banks controlled by them. Even if they apply for voting permits - and
20 bark holding company groups now hold such rermits - the restrictions
to which they are subject are largely supervisory ia nature and are aimed
primarily at protecting the menbter barks in the grougs. There are other
provisions of existing law which provide for examinations and reports of
affiliates of member banks and which lim't loans niade by member banks to
their effiliates and holding company affiliates. WNouhere in existing law,
however, is there any provision witich prohibits bank rolding companies
from acding to the number of tleir banxs or whicli precludes their having
extensive interests in enterprises not reluted to tie banking lLusiness.

If these facts are recognized, the extent oi the need for
legislation on this subjezct becomes clear. All that ajpecais lecessary
is legislation which, without changing existing law, would cdirectly and
effectively provide means for limiting or regulating the acquisition of
additional bankirg offices by bank holding comparies and would require
such companies, with reazonable exceptions, to divest tizinselves of
nonbaiking interestis.

The Board!s letter to the Committee outlined six principles
or points which, in its opinion, should be erbodied in minimum legisla-
tion of this kind. Briefly, those princirles relate to coverage, limita-
tion on expansion, divestment of nonbanking inter:.sts, supervision,
enforcement, and the administering agency. I chould like to elaborate
a little on each of these poirnts in an etfort i{o make entirely clear
the approach which we have in mind.
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One of the orincipal stumbling blocks in the past has been the
matter of coverage or definition, Uncer present law, a company is a
*hclding ccmpany affiliate® (1) if it owns or controls a majority of
the shares of stock of a member bank, or (2) if it owns or controls
more than 50 per cent of the number of shares voted in the last elec-
tion of directors of a member bark, or (3) if it controls in any manner
the election of a majority of the directors of a member bank, or (L) if
all or substantially all of the stock of a meuber bank is held by
trusteées for the benefit of the shareholders or members of the cumpany.,
The Eeard of Governors is specifically authorized to exempt from regu-
lation any company whach it determines is not engaged, uirectly 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 such e:tent as it may
need to Le broadened in order to cover 21l coupanies which ought to
be subjected to the new legislation., Our study of the bank holding
company situation has led us to the canclusion that a cefirnition 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 defiaition
chould not be limited to companies which control menber banks. The
problem raised by the unlimited ability of bank holding companies to
expand in the banking field with resulting concentr:tion of econonic
power exists whether or not the banks controlled are member or ronmember
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 acouired by such a holding company has immediately with-
drawn from membership in the System and consequently the holding company
did not become subject to existing bank holding company law, iie would
propose, therefore, that, for purposes of the new legislation, the
cdefinition 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
System.

Insofar as the definition in present law gpplies a majority
ownership test, we believe that that test woula be adequate to cover
all companies which now need to be regulated, At the present time, so
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far as we know, every ccmpany which normally shovld be cuone

sidered to be a ban!: holding couvany owns or cantrols a majorily of

the stock of at lea:t onme bank, If it should loter develop thuot there
are some ccmpanies which do not own more than 5 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
ovnership test would be sufficient to meet the minimun requirercuts of
legislation dealing with the two major problems wnich I have mentioued,

If the definition were based primarily on ovuership of
15 per cent of stock, as proposed by H. R, 650}, it would include
companie s which would not need to be subjected to regulation in order
to achieve the basic purposes of the legislation., Ite effect would be
to cover an unknown number of concerns in order to catch a very few, if
any, so-called fringe organizations or organizations vhich only pec-
tentially and theoretically might be expected to eubark upon a program
of controlling btanks,

In two respects, a definition based on :rajority stock ovrer-
ship world have to be qualified in oruer to prevent possible evasions.
First, we would propose that any campany whicii falls within the definition
as of a specified gste prior to passage of the new law woulc ccntinue
to be regarded as a bank holding company as lcng as it continues to own
any bank stock whatsoever, In other words, a company which ovns 50 per
cent or nore of the stock of a single vbank at the tiue specified in the
legiclation would be a bank holding company within the proposed defini-
tiony and it could not escape regulation by subseouently reducing its
stock ovmership to less than a majority, In the second place, the
definition should cover any successor organization so that thers could
be no escape from regulation merely by transferring the holding companyts
ownership of bank stocks to scme other organization vhich would not itself
technically fall within the definition,

In addition to the majority ownership test, we would also suggest
retention of that feature of the definition in present law vmich limits the
coverage of bank holding companies to corporations, business trusts, asso-
ciations, or similar orgaizaticns. Again, if it should subseqguently
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 wo.ld be desirable for the
adninistering agrency to have a severely li:iiited autiority to escipt from
the definition of "bank holding company® aiy compauy wuich is determined
not to be engared as a business in holding tank stocks or in managing
or cantrolling banks and which need not be covered in order to ac-
complish the purposes of the legislation, If such authority is given,
the administering sgency should be permitted to exercise it only in
accordance with standards prescribed in the law itself and it should
be made clear that any such ecemption would be subject to revocation.

As distinguished from authority to make execptions from the
definition, we feel that the administering agency would not need to
have any discreticn in bringing under coverage of the legislation
companies which may exsrcise scme measure of ccntrolling influence over
banks even though they do not meet the majority ownership test. In the
first place, it should be borne in mind that the cefinition in present
law whicn we would retain, with the modifications avove mentioned,
would cover any company which controls "“in any manner" the election
of the majority of directors of a bank; and, if it should become
important, the exercise of such control would be a quextion of fact
for determination by the courts in criminal proceedin:s for the
enforcenent of the legislation., Furthermore, as previousiy irdicatea,
we believe that the majority ownership test would cover all comp:nies
normally regarded as bank holding companies; if that should be found
not to be the case, the law would of course te subject to further amendment,

LLJTTATICH O EXPANSION

The second principle of the approach recommended by the Board
is that there should be authority in some agency ol the Pederal Covern-
ment to regulate and restrict the acquisition of additional banks by
bank holding ccmnanies, Tor this purpose, we would propose that bank
holding companies be required to obtain the pr.or consent of the administer-
ing agency before acouiring stock of any bank,

In determining vhether to give th:t cinsent, the administering

agency should be reouired te 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 wanagement of the vank holding company
and of its catrolled banks; (L) the convenience, needs, and welfare

of the communities and of the area concerned; and, finally, (5) whether
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or not the prorosed acquisition would have the eifect of exparding the

bank holding company system beyond limits cousisteut with the policy

of Congress, which would be stated in the law, in iavor of loczl ovmer=-
ship and control of banks and corpetition in the barking field or with

adequate anrd sound banking or the public interest.

Once the administering agency grants coruent to any such

acquisition of bank stocks on the basis of tl.ese factors, there should

be scme assurance that the financial and menageuwent factors which in-
duced such co:sent will continue in the future., Accordingly, in gran’-
ing its consent, the administering agency should be authorized to pre-
scribe such conditions as it deers necessary in order to assure the main-
tenance of the relative financial status and character of management of
the bank holdiug company and of its coutrolled banks - conditions, fer
example, such as the maintenance of adequate capital and rescrve furds.

It will be observed that we do not propose thiat the legislation
cover acquisitions of bank assets, as distinguisled 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 gecerilly wouuld be
required under existing law, In those few cases in which the acquisi-
tion of assets would not result in the establishment of a branch but
would have the effect of eliminating the bank whose assets are acquired,
the matter should be covered, not by bank holding congany legislation,
but by provisions of Federal law already on the books vhich make acqui-
sitions of bank assets by banks subject to arproval by the aprropriate
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 sct which was
enacted in 1950,

“'e would suggest, therefore, that any f.rther 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
NDeposit Insurance Act rather than in legislation directed at the ex-
pansion of bank holding companies. 1In 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
assots if the section were amended to require the consent of the ap-
propriate supervisory agency wh.re the total capital structure
of the acquiring bank would not be equal to the ccmbined amounts of
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the capital structures of the bailrs concerned; and by "capitzl structure"
I mean not only capital and surplus but also wnuiviced profits aid other
capital accounts. Preseut law requires such corsent only where the
carital and surplus of the acquiring bauk 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 smail bank,
without obtaining the consent of the supervisory agency, rerely by trans-
ferring uncivided proiits to capital and surglus.

while such an amendment to section 18(c) of tiie Federal Deposit
Inswrance cct would take care of the situstion I Lave just mentionec,
it may be thiat your Comaittee woulc wish to consider an amenorent of
someviiat broader sccpe vhich would make the section applicable to all
mergers and consoiidations of banks and acquisitions of bank asscis,
irrespective of the capital structure of the resulting bank. Your
Comnittee might also wish to consider the addition of a provision .hich
would require the arpropriate supervisory agencies, in determining
“hether to give their consent, to take into consideration certain
specific standards, including, not only caritu:l adequacy, but also
vhether the transaction would tend unduly to leaszen competition or to
create a monopoly.

To return now to our prorosals for regulation of bank holding
conipanies, e feel that the administering agency, before giviug its
consent to any acquisition of bank stocks by a bank holding company,
should be required to consult all interested bank sup.ervisory authori-
ties, State amd Federal, and obtain the benefit of their views. This
trings me to an irportant point én which I should like to expand,
namely, the question of States! rights insofar as bank holding company
legislation is concerned.

H. R. 6504 would prohibit any bank holdirg company or any of
its subsidiaries from acquiring bank shures or bank assets across
State lines or in any state in which the operation of branch tanks is
not authorized by the State law. Presumably, the intent of these "freeze"
provisions is to protect the rights of the States. :‘e believe, however,
that such provisions are not only unnecessary to accouplish the pur-
poses of the legislation but also that they vould 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 vould compel a State to apply to bank holding corpanies rules
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at least as restrictive s those which it has seen fit to apnly to
branch barxiig. This would seer neitvher logical ror aesirable. The
policy of a State embodied in its branch banking lairs wiay not at all
be the sanie as it would wich to aprly to bank holcing company grougs.
As a matter of fact, there are row certain States in which branch
banking is prohibited, but in vhich bank holding companies have freely
operated for many years.

Likewise, the prolibition against expausion across Stute lines
would mean that a State would be deprived of any right to express its
policy as to thie operation within its borders of a bank holding cowypany
having its principal office in another State. Under the Roara's ap-
proach to this matter, the administering arency, in passing on the pro-
posed acquisition of bank shares in such a case, would be required to
cbtain and give consideration to the views of the State authorities cf
the State ia which the holding company proposes to operate. “nder the
freezs provisions of H. R. 6504, however, the Uanik holdins co:pany
could nct operate in such a State even though Loth the admiristering
agency a2nd the Ttate authorities would be disgosed to raise no objection
and, as a matter of fact, even thuugh the Gtate nigiit welcome the assis-
tance which could be rendered to its banks try tie out-oi-stute holding
company.

In our opinion, the $tates should be left eniirely free to
deal with bank holding company operations on a basis ditferent irom
that on which they deal with branch vaniking operations ard to express
their policy as to the operation of out-of-State holding companies
within tkeir borders. Consequently, it would be eur recoumendation
that, in lieu of the "freceze" provisions of . R. 652, tre legislation
should specifically reserve to the Svates the rictt to impose such
further restrictions and limitatiors upon bank Lolding conjanies as
they may deem necessary. This would mean, of course, th:t if a State
wishes to prohibit the operations of bank holding conpanies, it would
be free to do so as it is today; and the adi.inisticring agency under
this legislation could not, therefore, grant effcctive consent to the
acquisition by a bank holding company of any oifices in that JState.

NOMBAMKIEG IHTTRESTS OF BAnI NOLDIHIG (CiiP.NILS

The third point in our arproach is thut all bank holding
coupanies should be required, aiter a reascnable time and with such
exceptions as may be appropriate, to divest themsclves of ovmership of
shares of stock and other equity interests in nonbankirg enterrrices.
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As far as the excepticns are concerned, it would seem
reasonable to perrit bank holding coml.anies to hold steccks of cow-
panies whose businesses are closely related or incideatal to the
business of banking, such as safe dejjosit comj.aniss or companies
engaged solely in a tiduciary business. They should be pernitted 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 gooc faith. Aside frow
specific exceptious such as these, it would not seem desirabie to
complicate legislation on this subject writh numerous exceptions.

As in previous bills and as in H. R. 6504, it would be
desirable to give aupropriate tax relief to bank holdin: com anies
which would be required to divest themselves oi their nonbanking assets
under the legislation,

SUPTRVISION £iiv AT 0RCETEHT

Once provision is made for meeting the two major problems
in this field - restrictions on expansion and divestment of{ nonbanking
interests - it is cur view that provisions witi respect to supcrvision
of bank holding companies should be kept to a minimum. We ~ould
recommnend the inclusion of only two provisions of this kind.

First, it would seem 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 com:any, the administering
agency should be authorized to obtain whatever information it may need
for this purpose by means of reports and, if cdeencd necescary, by
examinations of bank holding companies. Such rerorts and exaiinations
should also contain information sufficient to cuablie¢ 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 legislation on this
subject have sometimes included so~-called "sanctions" or eniorcement
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 ofticers, to prohibit dividends by
the holding company or the payment of fees by subsidiary
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banks tn the holding coupany, or to prohibit the hulding coupanies
from voting their stock in the banks centrolled bty thea, We douvbt,
however, that senctions of this kind would be either desirabie or
effective, '

Bearing always in mind the desirability of keeping the
legislation to a minimum, it is our feeling that tue only essential
measure of enforcement, and the most effective one, would be a provision
for criminal penalties for violation of the statute or of couditions
prescrited b; the administering agency in granting consent to acquisi-
tions of bank ctocks, This would place complete responsibilaty for
enforcement of the law in the Departmeut of Justice, The admunis-
tering agency would not be placed in a position in which it would
be required to institute proceedings for enforcenent,

AD.i[MISTSRING AGEWCY

As was stated emphatically in the Board!s letter to this
Committee, the Board makes no suzgestion as to what ajency of the
Government should be vested with the res,onsitility for adwinistering
the legislation., ‘e feel that this is a matter solely for determination
by Congress,

At the same tine, we feel strungly that the administration of
the legislation should be vested in a single agency of the Govermment,
The reasons for this belief are twofold.

In the first place, under the simplified approach which the
Board is recommending, the authority of the adminiutering agency would
be a very limited authority which would not cenflict or interfere
with any authority now exercised by the three bank supervisory ngencies,
Its only purely regulatory function wovld be to give or withhold its
cansent to the acquisition of bank stocks directly cr andirectly by a
bank holding ccmpany. If the bank holding company is a bank, it ard
its subsidiary barks would normaily be prohibited by existing laws from
acquiring bank stocks in any event.,

In the second place, distributicn of authority would mean
that a bank holding company frequently woulu be obliged to file
applicatims for consent to the acquisition of bmk 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 wculd be proferable for all snuch
information to be centralized in a single arency. ‘e believe, there-
fore, that any arguments that might be advanced for a distribation of
authority between the several bank supervisory agencies wonld be far
outweighed by the desirability of unifora policies and procecures and
by the economy and efficiency resulting from adminjistration by a
single agency.

RELATION TO EXTSTING LA™

An important feature of the Board!s approach is that it
vould 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 which 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 fct which place certain limitetions upon the amount wlich may be
loaned by menmber banks to their affiliates #nd holding company affiliates
and upon the collateral for such loans. These provisions oi the present
law are of value in protecting the soundness of member vanks 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 vhich would e con-
tained in the new legislation. The converse would not, hovever,
necessarily be the case, since there would ~e scme companies which
would fall within the definition of ®bank holding comiany" but which
would not be "holding company affiliates" under present law. 1In other
words, some companies would be subject to both tne old and the new law
while others would be subject only to the new,

In such circumstances, it would be possible that a company
covered by both laws would 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,

Theoretically, this could result in some possibilits 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 which 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
vhich, 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 dewvelop that present law requires
amendments or that it might properly be repealed, legislation for that
purpose could then be considered,.
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By way of summary and emphasis, lel me repeat that, after
very careful consideration, the Eoard beliewes that the major problems
in the bank holding company {ield irould be satisfactorily met by legis—
lation limited to the following provisiouss

(1) A definition of "bank holding company" similar to
the definition of "holding company affiliate® in present law,
but erpanded to cover companies controlling only nonmembor
banks as well as companies controlling me.ber banks and
phrased to include continued coverage of compenies ~hich 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 Ly bank
ii0lding companies, with the right reservedto the Sistes to
impose further restrictions if they cdesire;

(3) Requirement for divestment of nonbanking interests
by bank holding companies, vith reasonzble e:ce.tions ard
appropriate tax relief;

(4) Requirement for registration of all Lank holding
comoanies and authority in the administering agency to ohtain
such information as may be necessary throagh reporis and
exaninationss

(5) Criminal penalties for violation of the law; and

(6) Administration by a single a.ency of the Government
selected by Congress.

We 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.

In 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 witih 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 mstter which it considers important.
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