January 28, 1947,
Chairman Eccles Proposed bank holding company
Mr. Townsend bill

It hes been well over a yeer since our meetings with the

Attorney Gensral and the representatives of Tressury and FDIC com~
cerning proposed benk holding company legislation. Following those
meetings a number of confersences were held between attorneys of
Justice, Tressury, FUIC and the Board in sn effort to agree on s draft
of such proposed legisletion. These meetings were discontinued ap-

tely a year ago. To the best of my recoliection the omnly eig-
nificent differences of opiniom between Treasury representatives and
ocurselves reluted to (1) the definition of & bank holding company,
{2) the statutory formulas for limiting expansion of bazk holding com~
panies, and (3) dealings between & bank holding company end 1ts sub-
sidisry banks. One of the Tressury propossls releting to reserve re-
quirements was incorporsted in the Board's bill of lsst October, but
the Board heas since chenged its position on $his.. This subject should,
therefore, be added to those itemized above. -

1. LABLGION Ol Dans ROLGLY ompanys--0ne Treasury pro-
posal was to lemve the present definition of & benk holding company
basically unchanged. This definition in substance defines a holding
company &8 any company which holds or controls s majority of either the
voting shares of a bank or of the shares voted at the preceding elec~
tion of directors of a bamk, or which controls in any menner the eleec-
tion of & majority of the directors of a bank. The Board bill chenges
this definition by establishing & legislative presumption of comtrol
from the faet of ownsrship of 10 per cent or more of the voting securi-
ties of & bank, reserving however s statutory right to the putative
holding company to demonstrate thet, notwithstending ite ownership of
more than 10 per cent of the shares of & bagk, it does not in faet con~
trol such bank., (This definition end exemption procedure is patterned
upon ;n-uu provisicns in the Public Utility Holding Company Aet of
1938,

The Board's position on this metter is simply that the old
definition {8 archeic -~ it does not give recognition to actusiities
in intercorporate relations. It long since he® been demonstrated that
working control of a corporation can be effectively maitteined without
the ownership of = mejority of its voting sheres. Congress expressly
recognized this fect in the Publie Utility Holding Company Aet. Nor
will such a definition work eny unnecessary hardships. All companies
owning the critical number of bank sheres are similsrly situsted. Each
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has & ready procedure st band for eecaping regulation by demonstreting
that it does not comtrol the management or policles of two or more
benks. In the clear czses {such ss insurence companies whose ownership
of benk shares may be purely for investment purposes) lack of such eon-
trol is easily demonstrated. In the close csses the durden of proof is
put where in the public interest it belongs, namely, upon the putative
holding company to demonstrste leck of control and not upon the Board
affirmetively to demonstrate the existence of control.

2. Sts £ g expansion.--On this sube
ject the Treasury mruunum took tho Mum that & fixed mathe~
matical formula should be employed for limiting beank bolding company
expansion. Thus, it was suggested that 2 holding compeny sbould not be
permitted to acguire the stock or assets of sny benk where the effect of
such seguisitior would be to result in such compeny controlling either
25 per cent of the benking offices, including branch offices, in any
state, or 25 per cent of the bank deposits iz sny state. Under the
Board's bill the bank holding compeny can expand only with the consent
of the Board if the sequiring company be the bolding company itself or
& State member bsnk, the Comptroller of the Currency if the asequiring
company be & mational or distriet bank, or the FDIC if the acquiring com-
pany be & nonmember insured bank. Before such approval may be granted,
however, the agency to which spplicstion is made must give comsideration
to0, among other things, "the nationsl poliey sgainst restraint of trade
and undue concentration of ecomomic power and in favor of the maintensnce
of competition in the field of banking".

It ia felt that the Board's propossel iz more in harmony with
traditional comcepts of beanking legisletion gemerally. Thus, the

Comptroller of the Currenecy is suthorized in his discretion to approve
the charter of a mew bank without sny fixed or rigid standards to
measure the exercise of thet power. Again (and which may be more o the
point), there is wmoh rigid limitation upon the Comptroller's power
to suthorize the establisiment of branches of a nationsl bemk. (As of
June 30, 1944, the total banking offices controllied by Transsmeries in
Californie totaled about 60 per cent of ell the banking offices in that
State. Most ;:f these offices were branch offices of the Bank of Ameriecs
N. T. & 8, A.

Furthersore, while such a rigid formula might be appropriate
for one section or community, it might be wholly imappropriete for
another. Thus, control of 25 per ecent of sll of the deposits or bank-
ing offices of the State of Montama might in nowise jeopardize the bank-
ing strdeture ‘of thét érea, through monopolistie effects or otherwise,
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wherees as little as 10 per cent ownership of such deposits snd bunking
offices in the State of Hew York might very well constitute such a
hazerd. The Bosrd's formuls affords & flexible but effective standerd
for the guidance of the banking sgencies in meeting individusl csses.

Finally, it is believed that the Justice Department would
oppose the fixing of any fixed statutory percentage relating to the
potential size of bank holding company organizations. BSueh a provision
uwight effectively tie its hands in attempting to proceed undor the anti-
trust laws in given situstions.

Another l'rmury prcpoul would pmit a b-nk mmnm to inmt n,
or loam upon, the stock or other obligations of the parent compeny, pro-
vided the aggregate of such loans or investments do nt_.o:ud 10 per
cent of the capital stock and surplus of such bank. AS now drafted, the
Board's bill prohibits & bank subsidiery from i pg eny of its funds
either in the capital stock of the parent compeny or eny of the sub-
sidiaries of the parent company; it also prohibits the subsidiary bank
from accepting the gapital stogk of the parent compsny or any of its sub-
sidisries as securities for loans made to snyone.

On this subjeect the Board takes the posision that to allow
investments in or louns upon the equity securities of the parest company
or any of its affilisated companies would be to encourage the holding
company to exert its influence over the banking subsidiaries to finanee
risk ventures which the holding compeny may otherwise be unable to fi-
nance. Here again the exsmples furnished in the past by the Trans-
americe organization are sufficiently cogent to require such a prohibition.
In addition, it may well be argued that to permit a banking subsidiary
to loam upon the stoek of the parent is in effect to allow it to loanm on
its own stock. After all, the velue of the holding company stock reflects
in verying degrees the success cr lack of it of the bank itself. This
observation is especially true in the situstion where the stock of the
bank involved constitutes the principsl asset of the holding company.

4. Reserve requiresents.--Another Treasury proposel (whieh
was incorporated in the Board's bill ss introduced at the last sesaion)
was to require that & holding company meintein & reserve fund of 12 per
cent of the book value of the bank sheres owned by the corporation, sueh
fund to consist of cash or United States obligetions. Since the bill
was introduced, however, the Board has concluded that to change the
basis for computing the reserve requirements from per veluwe, as now pro-
vided in the law, to book velue would be to diminish rether then incresse
the possibility of stremgthening the cspital structures of the verious
banks in the bank holding colpany groups. Officisls of several of the
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companies have pointed -ut that to meet sueh an increase in reserve
requirements would require thelr compsnies to drain off more and more

of the essrmings of the banks in such groups. In one case alons the
incresse in such reserve requirements would smount to more tham $5,000,000.

The Board slso feels that the holding company should be per-
mitted to invest its reserve fund in as productive & manner as is possi-

ble, consistent with the requirement now imposed that the fund should
consist of resdily marketzble assets.

JLT: fee
1/28/47
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