
Cfc&iman Eccles Proposed bank holding

Mr. Townaead b i l l

I t has b@sn well over • yeer sine© our meeting© with the
Gensml and the representatives of treasury and FDIC con-

cerning proposed bank holding company legislation. Following those
meetings a ny»ber of conferences were held between attorney* of
Justice, Treasury, FDIC and the Board In en effort to agree on a draft
of such proposed legislation* These meet!tig* were discontinued ap-
proximately a year ago, To the best of »y recollection the only sig-
nificant differences of opinion between Treasury representatives and
ourselves related to (1) the definition of & bank holding oomp«ayt
(2) tbe statutory foraul» for linitixui expanaioa of bask koMing COB-
pasl«s, and (3) dealings between a bask holding eompaay end i t s sub-
sidiary basks* One of the Treasury proposals rel&tlag to reserve r#~
q.\jiremeiit« was incorporated in the Board1® bi l l of J.«.ut 0etob@rt but
the Board has since changed i t s position on this This subject should,
therefore, be added to those i tmized above*

1* Deflation of bsi&k feojidaUig coRpasy#~~Qm fra^sury pro-
posal was to leave tfc® present defisitioa of « bank holding company
basically unchanged* This definition in substsne* defines a holding
co»jmny as ssy company which fcolds or oontrols & majority of s i t t e r the
TOting shares of a bank or of the shares TOted at tbe preceding elec-
tion of director© of a bank, or which controls in any manner the elec-
tion of a isajority of the directors of a bank. The Boerd b i l l elaanges

definltioB by establishing a legislat ive presuaptios of oomtrol
the faet of omerfttdp of 10 per eest or more of the voting ®#«suri~

t ies of a bank, referring however a ©tatytory rigbt to the putative
holding company to demonstrate thst t notwithstanding i t s ont^rsbip of
Bore than 10 p#r cent of the afeares of a bank, i t does not In faet con-
trol mxch bank. (This definition and exoeptlon procedure i s patterned
upon slol lar provisions in the Public Ut i l i ty Holding Company Aet of
1S35.)

The Board1 s position on tfeis matter is siiaply that tfee old
d#flnitlo£t Is arohaio ~~ i t does sot give recognition to actuali t ies
in intercorporate relations. I t long sines has been demonstrated that
wrklcg contrt^l of s eorpormtioa eun b© effectively maintained without
the ownership of a majority of i t s voting shares. Congress expresaly
reaogniaed thi« faet in the Public Uti l i ty Boldisg Gompmy Aet* Hor
will sueh a definition ?«orK any unnecessary hardships. All oosapanies
owning the cr i t ica l number of bank shares are similarly s i tus te i . Each

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



fo: Chairmen Iceles -£-

haa a ready procedure at hand for escaping r©gulsilon by demonstrating
th&t i t does not control the isnnagement or policies of t«o or ®ore
banks. In the clear cases (such @s insure nee companies «ho*e ownership
of bank sbares say b© purely for investment purposes) lack of sues eon*
trol la easily demonstrated* Is the close cas«s the burden of proof i s
put where in the public interest i t belongs, namely, upon the put&tire
holding company to demonstrate lack of control smd sot upon the Board
afflrss&tiTely to detBosstrfct© the ©xi&teisee of control*

*• Statutory formula for limiting expansion*-—On this sub-
ject the Treasury represent at ires took the position that a fixed siithe*
matieal foxnula should be employed for llmitlag bank holding oospany
expansion. ¥hust i t was suggested that & holding company should not be
permitted to acquire the stock or assets of any fe-aak where the effect of
such acquisition would be to result in such company eontrolliag @ith«r
25 per cent of the banking offices, including breseh tffiee*, in ainy
state, or %b per cent of the bank deposits in any state* Gnder the
Board* 8 bill the )>mk Elding company can ex^nd only with th» consent
of the Board if the acquiring company be the holding company Itself or
a State member bank, th© Comptroller of the Currency if the acquiring
company be a national or district bank, or the FDIC if the acquiring com*
pany be a nomembsr injured bank* Befor© such «pproT«l m®y b® granted,
however, the agency to which application is made sntet give consideration
to t among other things, *th© national policy against restraint of trade
and undue concentratIon of economic power and in favor of the maintenance
of competition in th© fi©ld of banking"*

I t is felt that the Board's propose! is more in h&raony with
traditional concepts of bankiiig legislation generally. Thus, the

Comptroller of the Currency is authorized In Ms discretion to approve
the charter of a new bank without any fixed or rigid standards to
measure the exercise of th&t po^er* Agais (and which may b# acre to tJae
point), there is no such rigid limitation upon the Comptroller*s power
to authorise th© establistestfct of branches of a national bank* {As of
June SO, 1944, tbt total banking offices controlled hy fr&sisajaeriea in
California totaled about SO per cent of al l the b&nkl&g offices in that
State. Most of these offices were branch offices of the Bank of i&eriea
N, f* h S. A*)

^hile such & rigid foimula might be appropriate
one section or coanuaity, i t might be wholly inappropriate for

another* Thus, control of S5 per cent of all of the deposits or bank*
ing offices of the State of Montana might la nowise jeopardize the bank-
ing structure'"of" that Area, through monopolistic effects or otherwise,
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whereas as litti® as 10 per cent osmarshlp of mioh deposits sind
office* in the State of Sew York sight very well constitute such ®
hazard, the Board* ft formula affords a flexible but effective standard
for the guidance of the basking agencies ia meeting individual cases.

Finally, i t is believed thst the Justice Department would
oppose the fixing of any fixed statutory percentage relating to the
potential size of bank holding company organizations* Such a provision
might effectively t ie i ts bend* in attoBpttng to proceed under the anti-
trust laws in given situations.

3* Dealings between bank holding co&p&nies and their banks*--»
Another Treasury proposal would permit © bank subsidiary to invest in,
or loam upon, the stock or other obligation* of the parent company, pro-
vided the aggregate of such loans or investments do not exceed 10 per
cent of the capital stock and surplus of such bank* As now drafted, the
Board's bill prohibits a bank subsidiary from investing any of i t s funds
either in the capital stock of tb© pare»t company or eny of th© sub-
sidiaries of the parent company; i t also prohibits tbe subsidiary bank
from accepting the capital atook of the parent ooatpaay or any of i t s sub-
sidiaries as securities for lo«U vm&e to anyone.

On this subject tbe Board takes the position that to allow
investments in or loans upon the equity securities of the p&r&st ^>sipany
or say of i t s *frill&t«d eoBj>&nie@ woiild be to eneourage the holding
company to exert i t s influence over tb© banking subsidiaries to fimines
risk ventures which the holding company say otherwise be unable to f i -
nance. fi@re again the examples furnished in the past by the Trans*
weriea organisation are sufficiently eogent to require suefo a prohibition.
In addition, i t may well be argued that to pensit a banking subsidiary
to loan upon the stock of the parent is in effect to allow It to ioes on
i t s own sto«k* After a l l , the value of the holding company stock reflects
in varying degrees the success or lack of i t of the bank itself* fhis
observation is especially true is the situation where the stoek of the
bank involved constitutes the principal asset of the holding company,

4* Eeserve requirements*--Another Treasury proposal {which
was incorporated Is the Board1 s bil l as Introduced at the last session)
was to require that a holding company maintain a reserve fund of IB per
cent of the book value of the bank shmres owned by the corporation, such
fund to consist of cash or United States obligations. Sine© the bil l
was introduced, however, the Board has concluded that to change the
basis for etsa|tutiBg th© reserve re^ttireasnts from pâ r, value, as now pro-
vided in the law, to book value would be to diminish rather than increase
the possibility of strengthening the capital structures of the various
banks in the bank holding cofepany groups* Officials of several of the
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companies have pointed ?ut that to meet 0ue3i aa incre&a© in reserve
requirements would require their companies to drain off sore and more
of the earnings of the b&nk® in such groups. In one ease alone th«

in such reserve requir^seuts urould amount to more than $5,000,000,

The Board also fe»le tfefti tb© holdiiig compaay «too\ild be per*
si t ted to iavest i t s ftiMHNi fusd ia as productive * mimer as i s possi-
ble, consistent with the re%uir®Eeiit now imix>s@<l th&t the fund should
consist of readily marketsbi© assets.

JLT: fee
1/28/47
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