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T Mr. Eccles Subject:

From Mr. Clzyton

I think George Harrison's letter to Senator Glass is very
helpful. First, by way of introduction, he stetes that although he
opposed the organization of bank holding companies on principle, he
believes that in many instances they have been beneficiszl to the bank-
ing system and states further that since they are nov in existence he
thinks it is in=zdvisable from the standpoint of the present banking
and cresdit situation to enact gny legislation of such broad character
at this time.

He then mekes three general suggestions for revision of the
pending bill.

1. He thinks the definitions contained in Section £ should
not be superimposed upon the existing definitions in the Banking Act
of 1933. 1In other words, that the existing definitions should be
clearified but not confused. Also, thzt the provisions respecting the
RN extension of credit to affiliates contained in Section 3 should conform
more closely to the existing law (Section 23a of the Feder=zl Reserve Act)
having due regard to their extension to cover insured nonmember banks.

£. Those various sections conferring powers: upon the FDIC con-
cerning matters which are already in some measure under the jurisdiction
of the Board are inadvisable. He feels that until "we have decided where
euthority is finally to lie and how far umnecessary duplication of responsi-
bility can be avoided, it would be better to preserve existing boundaries
(Comptroller of the Currency - nationzl banks; Federal Reserve System -
state member banks; Federal Deposit Insurance Corporation - insured non-
member state banks) that to confuse the situation further by extending
the authority of one agency into the jurisdictions of the others as this

. bill appears to do.

3. He thinks that the criminzal penalties of Section 14 should
be eliminated, believing thet the existence of criminal penalties hampers
rather than facilitates the administration of legislation of this kind by
the supervisory authorities.

Foitowing these three general criticisms and suggestions, Mir.
Harrison makes a number of suggested changes in phraseology which he has
indicated on his attached copy of the bill. Some of these are important,
including the suggestion that the percentage of ownership be increased
from 10 percent to 20 percent. Another important suggestion is that if
a holding company has more than 50 percent of ths stock of a bank it
23 should be permitted to increase its holdings in such bank and also that.
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where & bank needs to acguire more capital that all stockholders should
he permitted to subscribe in proportion to their existing holdings.

I have not commented on several suggested changes which are rather minor
in character.,

On the whole the Harrison letter is very temperate but I think
will have an effect upon the Senator, making him realize that the bill
as drawn is full of provisions which would confuse the existing situation.
In other words, it is not a vigorous criticism, but considering the person
addressed, it is probably more effective.
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»1SC. 140A 15M 8.37

FEDERAL RESERVE BANK OF NEW YORK

April 18, 1988,
BERSONAL

Dear Senator 0lass:

I am sending this letter because when I last saw you, you
said that I aight reduce to writing some of the comments which I
have made to you orally with reference to 8. 2575 (7s5th Congress,
8rd Session), & bill which you introdﬁfod to provide for the regula-
tion of bank holding companies and arfi%iutas.

First, I think I shou}é—;;§ii£\gpat I told you orszlly,

r % 4
that while I consistently oppo thojprlaniintioa of bsnk holding

companies a8 a2 matter of priseip ’;v-rtholola, now that they are
in existence, it aooaa/;AggL tnadvi \:ib, solely from the standpoint
of the banking and eor . to enaet any legislation of this
brozé charescter just at 8. The genarsl subject of the owner-
ship of bank stogk by other porations {8 a very lerge one, and it
is probably impossible to predict what the broad effect may dbe of
legislation such a3 this just now, A4is a metter of fact, in spite of
my original opposition, I believe thst in msny instences holding
company ownership of bank stock has been denefiecizl in some ways,
such as in improved mansgemant, in the restorstion of the ecapital po-
sition of many bsnks and thus in the proteetion of their depositors.
That being so, might it not be better to postpone genersl legisletion

with reference to bank holding compsnies or affilistes until we have
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MIEC, 140-8 15M 2-3) 2. Hon. Cartsr Glass, April 15, 1938,

ing system, which should include some decision on the unification of
the system, snd particulsrly on the question of branch banking?
Assuming, however, that some legislation such as your bill is to be
enacted now, there are, I think, some modifications or elarificsztions
in the present draft which would be sdvisable. Apart from some sug-
gestions as to changes in phreseology of the bill to which I shall
refer later in this letter, there are three generz] comments which I
think should be made.

Pirst: In so far ss it 1s consistent with the purposes of
the bill, it might be detter to build upon existing provisions of law
in the administration of which we have already had some expsrience., I
heve in mind specifiecally that the definjtions contained in Section 2
of the d11l, as it now stands, shoul erhaps be designed to inprove
vhere necessary, but should not eririgosed upon the definitions
of 2 holding company and an sffil{s€e contained in the Banking iet of
1983, and that the provi ionis Xith pespect to the extension of credit
to affilistes, contained 8eqtion Z of the bill, should conform more
closely to the provisions of Section 28a of the Federal Reserve Act,
&s smended, having due regard to their extension to cover insured non-
member banks.

S8econds Sections 7, 8, 9, 11, 12 and 15 of the proposed bill,
confer certain powers upon the Federal Deposit Insurz-ce Corporstion
having to do with matters which are sliready in some measure under the
jurisdiction of the Board of Governors of the Federal Reserve System.
I cannot, of course, speak for the Federal Reserve System snd I
realize that, in any case, it iz & subject for considerztion by the

several Federal supervisory sgencies, and not for just one of them.
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MISC.140-B 8M 2-37 3. Hon. Carter Glass, April 15, 1828.

Kevertheless, I do feel th:t until we have decided where authority
is finally to lie and how far unnecessary dupliestion of responsi-
bility can be avoidsd, it would be better to preserve existing
boundaries (Comptroller of the Currency - national banks; Federal
Reserve System - state member benksy Federal Deposit Insursnce
Corporation - insured nonmember state banks) than to confuse the
situstion further by extsnding the authority of one ageney into the
Jurizdictionsof the others as this bill appears to do. Imn the st-
teched draft of bill I have not sttempted to note the changes thsat
would be neceasary to respond to these general comments on the gues-
tion of Jjurisdiction.

Third: There i3 much to de said in favor of eliminating
the eriminal penalties of Bection 14 e bill., Experience has
demonstrated, I think, that the & nee eriminal penzlties
hampers rather than facilitatps t dwinistration of legislation of
this kind by the supervigory suthorjties. It tends to rut s brake
upon corrective sction by reasonr of 2 natursl unwillingness to invoke
the penzlties of fine and imprisonment in metters of this sort, un-
less the evidence ot. violstion i3 sbundantly clear. It seems to ne
that such powers as terminstion of insurance, removal of officers,
end prevention of payment of dividends, are sufficient deterrents with-
out the addition of criminsl penalties.

I now come to a number o#uuomd changes in phraseology,
vhich have been indic:ted upon the enclosed copy of the bill, snd whieh
L2 are designed, in general, to preserve its effectivenss:s, wvhile prevent-
ing it from hitting & lot of innocent bystanders. The references

e £iven below are to the sections, sub-sections, peges and lines as
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MISC.140-B 15M 2-37 & Hon, Carter GlCll, April 15' 1928,

numbered in the copy of the bill 8, 38575, doted Januasry 5 (ecslendar
day, Harch £) 1928,
Section 2 (5) page £, line 7:

I suggeat the elimination of the words "drafts snd accept-
snces.® It {5 not delieved thzt they sroperly bdelong in = definition
of securitiss, and 1t 13 feared that thelr inclusion might eonesive
ably interfere with normal and desireble banking transactions of
kind which {t i3 not the purpose of the dill to probibit,

I suggest thet percentage of osnarship of capltel stock op
of holding of voting rights whieh constitutes contral be incrsssed
from 108 to 20f. 4 holding company mey retsin sctusl sontrol shile

(T reducing 1ts ownership or holdings below| 501, but to eover this
poasibility, I think it is not r
te 108, To do so would brin 150 the seope of the b1l reistion-
shipes which are not of nst shich I understand the b11ll

is direeted. In sy sugregted yodification of this seotion, the words

®or holding® have been moved down from line 14 to line 1%s, where

they are directly connected with the phrsse “total aunber of veting

rights® to which I assume they refer. Otherwise, it might be cone

tended that securities held as cellatersl, or in safekeeping, should
be included in determining the existence or non-existence of "control?

8 defined, This would result in wholly unnecessery limitations of

& kind clearly not intended dy the ¥ill., For instance, as now drafted,

the bill might be construed to prohibit 2 bsnk from lending to »

eorparation if, by charnce, 2 stockholder of thst esrporation has

pledged 10% of {ts stock &3 collateral for a personal loam.
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MISC.140-B 1SM 2-37 5. Hon, Carter Glass, April 18, 1923,
The =ords "doemination, direetly or indirectiy® have been
eliminsted, as by thelr vazueness they pose asn impossible asdmini-
strative task, and the word "control® has been substituted,
Section 2 (9) cage &, line 18
I suggzest the addition of ®*Eider A® for tso purposess
(1) To exempt companies primerily engaged in internstionsl or foreign
ap sinilsy finencial operaticons as desceribed in Seetions 95 and 28s
of the Fsderzl Eeserve iAct, as smended, which I sssume 1t was not
the intention to izclude within the bL11's prohibitions; and (%)
To exempt such institutions ss the Discount Corporstion of New Yorw,
which, as you know, wes orgsnized by some of the banks in ¥ee York

s City primarily to faclilitate the establighw sf sn scceptance
market in this country, and whioh itj: denls laportantly in
governmaent securities, Instisy fgzzg?f this kind sre an important
part of & money market snd do\much\1a maintsin & free msrket in hoth
sgceptances and gove t secu 8. They do not tske deposits or
zzke losns, In substance, sre simply “retail merchanta of neo-
ceptences and government securities and I belisve should be excepted
from the definition »f an sffiliste. In the event thet the 107 1imit
in sub-division 7 of Section 2 should bde ineressed to 20%, as I have
suggested, then so for ss I can see, there wmould probsbly be no
necessity, us & practical matter, of =making a speeifiec exception in
faver of these particular institutions. However, in principle, 1t
aight be Just as well to execept them in any event.
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MISC.140-B 15M 2-37 ‘g Iﬁl. ertlr GI&!S, *:fil 1‘. lm.

Section 3. page ¥, lins f4:

The purposs of this suggested change 18 to exelude funds
held in & fiduclary espacity, the investment of which is not cone-
trolled by the insured bank, from the prohibitions of the bill;
ethervise, the bill might unintentionally interfere vith the execu-
tiom of trusts In cases whare the insured bank is bound by the
trust and has no initiative in the matter.
Section 4, puge 5, line 2

"Rider B" 13 added in order: (1) To perm!t an affiliste to
provide new capital for an insured bank, 1f such affilfate holds more
than 50% of the totsl capital stock or voting rights, on the theory
thet the degree of control is not theredy changed; asnd (2) To pro-

£ vide for those cases wvhere an insured ¥ fssues sdditional stoek

be desirable to permit sll i stoekholders to take up sueh
new stook or rights in » N p thelr existing holdings,

"R1derC® mekes provision for the possible exelusisn from

the prohibitions of the act, in the discretion of the sppropriste
supervisory suthority, of compsnies whose affiliate relatisnships
arise sut of fiduelary traussetisns. BSuch peruissive exclvsion seems
desirable to svold unnecessary interference with zppropriste flduclary
relationships and the proper participstion of benks and trust com-
panies in fidueisary business.

o I hope that these suggestions may be helpful o you im your
further conslderstion of the b“ill. This letter does not, of course,
purport to cover all the matters which might warrsnt comsent,
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MiSC.140-8 15M 2-37 . Bon, Carter Glass, April 15, 1938,

‘Those who have made & more thorough study of the bill itself, ss-
pecislly in itas relation to other provisions of lew, undoubtedly have
other suggestions to mske, and I presume they will be given an op-
portunity to present thes whensver hesrings are neld. Ny purpose
haz been meraely to write to you szhout some of the mors obvious points
which have neccurred to me or been ealled to my sttemtion., If you
would 1ike to discuss thes with me 2t any time, I should, of eourss,
be glad to ezll upon you 5% any time you eare to have me do so.

Faithfully yours,

GEORGE L. HARRISON

Honorable Carter Glass, Q
Onited States Senate,
'lmm' B. €.
Enec.
‘\
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