
BANK AFFILIATES AND THEIR REGULATION:
PART I

Until 1933, there were no Federal laws specifically 
designed to limit and regulate relationships among 
banks and other business organizations under com 
mon ownership or control. Today, as a consequence 
of the Banking A ct of 1933 and the Bank H olding 
Company A ct of 1956, banks and other companies 
related by common ownership or control are known 
as “ affiliates,”  and a statutory framework has come 
into existence that governs not only the extent of 
permissible affiliation but also many important 
aspects of the affiliate relationship. The background, 
rationale, and current status of Federal regulation of 
banks and their affiliates are reviewed in this article, 
with particular emphasis upon affiliation by means of 
bank holding company ownership.

INTRODUCTION

From  very early in the history of the United 
States, commercial banks have been confined by stat
utes, court decisions, public opinion, and their char
ters to the performance of a relatively few specified 
activities at certain authorized locations. Permis
sible activities consist primarily of receiving deposits, 
making loans and investments, furnishing trust serv
ices, and performing a number of functions inci
dental to authorized activities. The locations of bank 
offices are controlled by Federal and state laws regu
lating the establishment of branches.

The activities of commercial banks are restricted 
because they operate to a very large extent with funds 
owned by the public. W hen people deposit money 
with a bank, they do not expect it to be endangered 
because the institution is engaged in speculative ven
tures. People also expect to be able to withdraw 
their funds on demand or on relatively short notice. 
N ot only the liquidity but even the solvency of banks 
could be affected if they were permitted to engage in 
general business and financial enterprises or to tie up 
their funds in manufacturing, distributing, or retail
ing operations.

The policy limiting the establishment of branches 
stems from  other considerations. One of the most 
important of these involves the preservation of the 
dual banking system in the United States, a system 
based upon the existence of national banks and state- 
chartered banks competing, side-by-side, within each 
state throughout the country. Maintaining the uneasy

balance of power between these two banking systems 
has required that branching by national banks be 
permitted only within the boundaries of the particular 
state where the head office of the national bank is 
located, and then only to the geographical extent that 
state-chartered banks may establish branches within 
the state.

But even though no restrictions were imposed prior 
to 1933 on the extent to which individuals, corpora
tions, and other organizations owning banks could 
diversify their operations by acquiring other banks 
or by engaging in nonbanking activities, experiences 
with uncontrolled affiliation during the speculative 
boom of the 1920’s led to public demand for the 
regulation of relationships among banks and their 
affiliates. During this period, bank funds belonging 
to depositors were used to finance the operations of 
affiliated corporations, often with large losses. The 
problem was summarized in these words by a Senate 
Subcommittee in 1931:

Basically, there can be no objection to the stock
holders of a bank engaging in any other business 
they prefer with their own funds. However, if 
such activities tend to affect directly the position 
and soundness of the bank itself, they then become 
of prime importance in the regulation of banking.1

Less than two years later, the Banking A ct of 
1933 entirely separated common ownership and con 
trol of member banks of the Federal Reserve System 
from securities companies. Other statutory p ro
visions enacted in that year imposed strict limitations 
on financial dealings between member banks and their 
affiliates and subjected affiliates to examination and 
reporting requirements o f Federal bank supervisory 
authorities.

The first statutes designed to regulate bank hold
ing companies were also enacted in 1933. However, 
except for securities companies, the law did not 
require separation of control over banks and nonbank 
businesses, nor did it require prior approval by any 
Federal authority for acquisitions of voting shares of 
banks. The only control over bank holding com 
panies was through the voting permit mechanism. In 
order to vote shares of member banks, bank holding 
companies were required to obtain voting perm its; 
by this means some measure of control was exercised

1 "Operation of the National and Federal Reserve Banking Systems,”  
Hearings pursuant to S. Res. 71, 71st Cong., 3rd Sess. (1931), p. 
1063.
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even over bank affiliates that were not members of 
the Federal Reserve System.

M ajor changes in the regulation of bank holding 
companies were made with enactment of the Bank 
Holding Company A ct of 1956 and its amendments 
in 1966 and 1970. These statutes completely re
placed the 1933 provisions applicable to bank holding 
company affiliates. Today, the extent of permissible 
affiliation with banks by means of bank holding 
company ownership or control is closely regulated, 
although affiliation through ownership or control 
other than by bank holding companies remains sub
ject only to the 1933 restrictions that prohibit affili
ation of member banks with securities companies. In 
addition, all banks insured by the Federal Deposit 
Insurance Corporation must now comply with certain 
affiliate provisions, regardless of their membership 
in the Federal Reserve System or their ownership 
by bank holding companies.2

Present law relating to banks and their affiliates is 
thus a product of two different but not entirely un
related events. The first of these was the attempt 
by a number of banks, commencing about 1908, to 
expand into the investment banking business by or
ganizing affiliate corporations. The second was the 
growth of bank holding companies. The result of 
these events was enactment of two different sets of 
statutory provisions governing affiliate relationships. 
The first of these, which came into being in 1933, 
applies to all types of affiliates. The second set of 
laws, enacted in 1956 and amended significantly in 
1966 and 1970, is applicable to bank holding com 
panies and their subsidiaries.

This complex and not altogether logical regula
tory structure can best be understood by tracing its 
growth and development from the inception of the 
affiliate movement.

ORIGIN OF BANK AFFILIATE REGULATION

The formation of bank affiliates began in 1908 
when the president of the First National Bank of 
New Y ork  sent a letter to the bank’s stockholders 
explaining why an affiliated corporation was to be 
organized. The letter stated, in part:

Dear Sir:
It is deemed to be for the best interests of the 

stockholders of this bank that a security company, 
such as has proved advantageous in the case of 
several other banks, should be organized for the 
purpose in part of transacting for its patrons

2 As more fully discussed later in this article, since July 1, 1966, the 
provisions of Section 23A of the Federal Reserve Act (80 Stat. 242), 
dealing with loans and other financial relationships between a 
member bank and its affiliates, apply to every nonmember insured 
bank just as if it were a member bank. Similarly, affiliates of non
member insured banks are subject to examination by the Federal 
Deposit Insurance Corporation (80 Stat. 1053).

certain lines of profitable business, which, though 
often transacted by bankers, are not expressly 
included within the corporate powers of national 
banks. Among these are the acquiring and holding 
of real estate, securities, stocks and other property.3

Shortly afterward, the National City Bank of New 
Y ork  also established an affiliate. By 1920 a number 
of other national and state-chartered banks had affili
ates, organized like those of First National and Na
tional City under the general business corporation 
laws of the states to engage in nonbanking activities 
that were prohibited to banks themselves under the 
banking laws.

In the beginning, some banks used their affiliates as 
vehicles to acquire stock interests in other commercial 
banks. For example, soon after its organization the 
affiliate of First National Bank acquired over 50 
percent of the stock of Chase National Bank. It also 
held substantial stock in the First National Bank of 
Minneapolis, the Minneapolis Trust Company, the 
A stor Trust Company, the Bankers Trust Company, 
the Brooklyn Trust Company, the Liberty National 
Bank, the National Bank of Commerce, and the New 
Y ork  Trust Company. A s a consequence of similar 
acquisitions, a controversy developed between the D e
partment of Justice and National City Bank’s affili
ate, the National City Company, over its ownership 
of stock in 16 banks, reportedly the largest concen
trated holding of bank stock in the United States at 
that time.4 However, this activity came to an end 
in 1911 when the Solicitor General of the United 
States issued an opinion (concurred in by the A ttor
ney General) holding that national banks could not 
legally acquire and hold the stock of other national 
banks by means of affiliated corporations. There
after, the question of unregulated acquisitions of bank 
stocks by banks and bank holding companies did not 
recur until late in the 1920’s.

The Growth of Securities Affiliates In contrast, 
nothing was done prior to 1933 to impede the use of 
bank affiliates to engage in nonbanking activities or 
to acquire nonbanking companies. Particularly rapid 
growth occurred among securities affiliates in re
sponse to the enormous financing requirements of the 
United States and allied governments during W orld  
W ar I. In August 1916, the National City Com 
pany took over the bond department of its affiliated 
bank, at the same time purchasing the entire business 
of a large investment banking company with over 200 
employees and offices in Philadelphia, Boston, Balti

3 “ Operation of the National and Federal Reserve Banking Systems,” 
Hearings pursuant to S. Res. 71, 71st Cong., 3rd Sess. (1931), p. 
1053.
‘ Peach, The Security Affiliates of National Banka (1941), p. 144.
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more, Washington, D. C., Cleveland, Detroit, Buffalo, 
Albany, San Francisco, and Pittsburgh. By 1929, 
there were at least 132 securities affiliates o f national 
and state-chartered banks, and at least 459 banks 
were themselves engaged in the securities business.5 
According to information presented to a Senate Sub
committee in 1931, commercial banks and their affili
ates accounted for almost 45 percent of the total orig
inations of bonds in 1930, compared with only about 
22 percent in 1927.6 The same group of banks and 
securities affiliates participated in 61.2 percent, by 
dollar value, of the total volume of bond distributions 
in 1930, compared with only 36.8 percent three years 
earlier.7 Commercial banks and their affiliates were 
thus in process of taking over the bulk o f the invest
ment banking business in the United States when the 
stock market collapsed in October 1929.

Apart from their position as underwriters and dis
tributors, securities affiliates engaged in numerous 
other activities in the 1920’s, among them the follow 
ing:

(1) Retailing securities, including maintaining 
corps of salesmen and branches in states other than 
that in which the affiliated bank operated;

(2) Acting as holding companies to carry blocks 
of securities for control that the affiliated banks 
could not (or preferred not to) list among their 
investments;

(3) Acting as investment trusts, buying and 
selling securities acquired purely for investment 
or speculative purposes;

(4) Functioning as assets realization com
panies to take over from affiliated banks doubtful 
or nonliquid assets, financing these acquisitions in 
some cases by obtaining loans from the affiliated 
banks from whom the assets were purchased;

(5) Providing a medium for supporting the 
stock of affiliated banks; and

(6) Operating as a real-estate holding com
pany.8

The report of a Senate Subcommittee that investi
gated securities affiliates in 1931 pointed out that 
most of the above activities could involve risks of 
substantial loss to affiliated banks. A ccording to the 
report, affiliates acting as security holding companies 
or as investment trusts showed a much greater ten

5 Ibid., p. 83. Although other sources indicate somewhat different 
totals for the number of banks engaged in the securities business, it 
appears likely that the tabulations by Mr. Peach are the most 
reliable.
6 “ Operation of the National and Federal Reserve Banking Systems,” 
Hearings pursuant to S. Res. 71, 71st Cong., 3rd Sess. (1931), p. 
299.
7 Id. The total dollar volume of originations by all companies, in
cluding both commercial banks and their securities affiliates and 
private investment bankers, was $5.9 billion in 1927 and $4.6 billion 
in 1930. The total dollar volume of bond distributions by the same 
groups was $13.2 billion in 1927 and $12.8 billion in 1930. The 
“originating” investment banker is the one that first discusses 
the particular bond issue with the corporation or governmental unit 
in need of funds. The “participants” are other investment bankers 
that agree to share in the risks and benefits of underwriting and 
distributing an issue of securities. Shultz and Squier, The Securities 
Market (1963)., p. 67, fn. 1.
8 “ Operation of the National and Federal Reserve Banking Systems,”
Hearings pursuant to S. Res. 71, 71st Cong., 3rd Sess. (1931), p.
1057.

dency to operate with borrowed funds than similar 
organizations that were independent of banks. The 
reason given for this conclusion was that “ . . . the 
identity of control and management which prevails 
between the bank and its affiliate tends to encourage 
reliance upon the lending facilities of the form er.” 9 
Similarly, the Subcommittee found that activities of 
affiliates in receiving doubtful assets, in supporting 
the affiliated bank’s stock, and in holding real estate 
caused substantial losses in certain instances.10 This 
conclusion was supported by the testimony of a num
ber of bankers who conceded in the course o f testify
ing before the Subcommittee that serious abuses 
developed in the 1920’s as a consequence of financial 
relationships between banks and their securities affili
ates.11 The Chairman of the Board of National City 
Bank gave the following testim ony:

Senator Norbeck: You said that affiliates were 
abused by the parent companies?

Mr. Mitchell: No. I meant that the development 
of affiliates as a principle was something that had 
been abused. We saw it in the case of the Bank of 
the United States where there was the custom of 
forming an affiliate to take over any bad loan. I 
think that the number of their affiliates ran to 50 
or 60. They were incorporated in New York and 
were in truth affiliates. Those corporations took 
over faulty assets and immediately borrowed from 
the bank— a very dangerous practice.12

The failure of the Bank of the United States in 
New Y ork  City in December 1930 focused national 
attention upon the possibilities of abuse inherent in 
the relationship between banks and their affiliates, 
especially securities affiliates. Although bank fail
ures had been at a high rate throughout the 1920’s, 
the failed banks were typically small, undercapitalized 
institutions in rural areas of the South and Midwest. 
These banks were regarded as organizations whose 
time had passed with the rise of the automobile and 
the shift of population toward fewer, larger urban 
areas— banks whose survival was already in jeopardy 
as a consequence of the agricultural depression that 
began in 1920 and continued throughout the decade. 
While a matter of concern to Congress and the 
supervisory authorities, the bank failures of the 
1920’s were viewed as symptoms of adjustment to 
fundamental economic and technological change.

Entirely different questions were raised by the 
failure of the Bank of the United States. Here wras 
an institution with deposits in excess of $200 million, 
more than the combined deposits of the 551 banks

8 Ibid., p. 1058.

10 Id.

n Ibid., pp. 307, 342, 404.

12 Ibid., pp. 306-7.
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that had failed in the entire United States during the 
year ending June 30, 1929, more than the aggregate 
deposits of all 484 banks that failed throughout the 
country during the previous 12-month period ending 
June 30, 1928. Together, the failure of the Bank of 
the United States in 1930 and Bankers Trust Co. in 
Philadelphia at about the same time involved de
posits in excess of $650 million, an amount greater 
than the deposits of all 1,035 banks that failed in the 
nation in the two years ending June 30, 1929.

N o doubt some of the bank failures that occurred 
in the wake of the stock market panic in October 
1929 were traceable to abuses involving securities 
affiliates of banks. Yet failures due to this cause 
could not have accounted for more than a handful of 
total bank failures. There were a total of 9,096 bank 
failures in the years 1930-1934, involving depositor 
losses of $1.3 billion,13 but relatively few banks had 
securities affiliates— probably less than 200.14

In reality, most banks that had securities affiliates 
survived the holocaust of bank failures from  1930 
through 1933, although the affiliates sustained sub
stantial losses in a number of cases. A fter an exten
sive investigation by the Senate Subcommittee, only 
the Bank of the United States was singled out as an 
example of failure caused by the relationship of the 
bank and its securities affiliate. A  report by the 
Subcommittee had the following comments summar
izing operations of 14 bank securities affiliates in 
1930:

13 BANK FAILURES AND DEPOSITOR LOSSES, 1921-1970

Total Depositor
Bank Losses

Failures (in thousands)

1921-1929 5,711 $ 564,731
1930-1934 9,096 1,336,533
1935-1940 445 9,166
1941-1950 52 139
1951-1960 40 1,926
1961-1970 44 33,497

Source: Federal Deposit Insurance Corporation.

14 According to Peach, The Security Affiliates of National Banks 
(1941), p. 83, the number of national and state-chartered banks 
operating securities affiliates were as follows in the years shown 
below:

BANKS W ITH SECURITY AFFILIATES

National State Total

1927 60 22 82
1928 69 32 101
1929 84 48 132
1930 107 75 182
1931 114 58 172
1932 104 53 157

As the table indicates, even before legislation was passed in 1933 
requiring the divorcement of securities affiliates, many banks had 
begun dismantling them. The high tide of securities affiliates was 
in 1930, with 182; but by 1932 the number was down to 157. This 
decline does not appear to have been due to failures of affiliated 
banks. Peach states at p. 158, with reference to May 1933, that 
“ (m)any other affiliates were already in process of liquidation, or 
had been previously dissolved, either because final passage of (The 
Banking Act of 1933) was anticipated or because banks welcomed 
the opportunity to rid themselves of affiliates which they had 
thought necessary or highly desirable during the twenties.”

Results of security affiliate operations:
The financial results of the operation of security 

affiliates during the period following the stock 
market collapse were on the whole unfavorable. 
Losses of any substantial size were not reported 
in every case, the chief exceptions being those 
organizations which restricted themselves to the 
distribution of high-grade bonds.15

The Subcommittee did, however, list a number of 
different ways in which the operations of a securities 
affiliate could affect the position of the affiliated bank, 
stating that “ ( i ) n actual practice, the operations o f a 
number of securities affiliates have affected the parent 
institutions to a greater or lesser degree in several of 
the ways outlined.” 16 These were summarized as 
fo llow s:

(1) “Very prevalent” borrowing by the affiliate 
from the bank;

(2) The selling of securities by an affiliate to 
its bank or other affiliates under repurchase agree
ments, or their purchase by the affiliate from the 
bank in the same manner;

(3) The purchase of securities by the bank to 
relieve the affiliate of excess holdings;

(4) More liberal lending by the bank to cus
tomers on issues sponsored by the securities affili
ate in order to support their distribution. The 
Subcommittee report stated . . it may prove 
more difficult to insist upon the maintenance of 
adequate margins on these security loans than on 
other such advances, in view of the fact that cus
tomers are encouraged to make the loans by the 
bank’s own affiliate;”17

(5) Injury to the good will of the bank if de
positors suffered substantial losses on securities 
purchased from the bank;

(6) Causing of undesirably wide fluctuations 
in the price of the affiliated bank’s stock as a 
result of purchases and sales of the stock by the 
securities affiliate. The report noted that . . 
efforts made in some cases to push the sale of the 
bank’s stock through the affiliate to depositors of 
the institution hurts the position of the bank when 
its shares suffer a major market decline subse
quently;”18

(7) Making of unwise commitments by the 
bank, in the knowledge that in case of need they 
could be shifted to affiliates and thus removed 
from the bank’s condition statement;

(8) In reliance upon the resources of the parent 
bank in case of need, the tendency of securities 
affiliates to assume commitments less cautiously 
than private investment bankers; and

(9) In the case of banks with both a trust 
department and a securities affiliate, adverse 
effects upon the independence with which fiduciary 
activities were exercised.

Relations between banks and their securities affili
ates were thus a source of m ajor Congressional con
cern by 1931. Meanwhile, especially in the upper 
Midwest and on the W est Coast, affiliated bank

15 “ Operation of National and Federal Reserve Banking Systems,” 
Hearings pursuant to S. Res. 71, 71st Cong., 3rd Sess. (1931), p. 
1061.
18 Ibid., p. 1064.
17 Id.
18 Ibid., pp. 1063-64. The existence of these and other abuses by
certain banks and their securities affiliates was also shown in the
course of extensive hearings before the Senate Banking and Cur
rency Committee in 1933 and 1934. Hearings on S. Res. 84, 72nd 
Cong., 2nd Sess. (1933); Hearings on S. Res. 56 and S. Res. 97, 
73rd Cong., 1st Sess. (1933-1934).
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holding companies were being used to combine ow n
ership of a variety of nonbanking enterprises with 
control over extensive regional banking organizations.

Bank Holding Companies and Their Affiliates
Contemporaneously with the growth of securities 
affiliates, bank holding companies began to form. 
Although there were several reasons for the growth 
of bank holding companies between 1927 and 1929, 
a particularly important factor was the desire of 
leading bankers in different parts of the country to 
expand geographically in ways that were prohibited 
to banks themselves under existing branch banking 
legislation.

One of the most ambitious plans centered around 
the announced objective of the Transamerica group 
in California to establish a nationwide system of 
branch banks and operate these banks in conjunction 
with nonbank enterprises. The vehicle to achieve 
this goal was to be Transamerica Corporation, formed 
in October 1928, to bring under common ownership 
several large banks in California and New York, in
cluding Bank of Italy, with 294 offices in California; 
Bank of Am erica of California, with 148 banking 
offices in the same state; and The Bank of America 
National Corporation, New Y ork, with 34 banking 
offices in that state.19 Other subsidiaries o f the 
holding company included a securities and realty 
corporation that reportedly owned stock in at least 
70 domestic and 59 foreign banks, a security under
writing firm, a mortgage company, a fire insurance 
company, and two farm loan companies. A  report 
compiled in 1929 by the Research Department o f the 
Los Angeles Stock Exhange included the following 
glowing appraisal of Transamerica’s prospects:

This great combination is in a position to assure 
itself profits in many fields. Its banks provide the 
funds necessary for any desirable deal; its own 
investment houses underwrite stocks and bonds, 
which may be marketed and protected by its wide- 
flung bond houses and securities companies; its 
banking and investment houses can divert tre
mendous business to its insurance company; its 
banking offices may act as agents for the farm 
loan and real estate mortgage companies; its real 
estate companies can help to liquidate foreclosed 
real estate of other departments; its stock trading 
and brokerage companies have tremendous sources 
of information and almost unlimited financial sup
port.20
T w o other leading bank holding companies of this 

period (ones that were soon to meet with disaster)

19 “ Branch, Chain and Group Banking,” Hearings before the Senate 
Committee on Banking and Currency, 71st Cong., 2nd Sess. (1930), 
p. 247. Except for Transamerica, other holding company groups 
apparently were interested only in expansion within certain regions 
of the country or within a particular trade area. One writer de
scribed the bank holding companies of the late 1920’s as “separate 
and isolated growths arising out of the economic life of different 
and widely separated communities.” Collins, Rural Banking Reform, 
pp. 97-8, quoted in Fischer, Bank Holding Companies (1961), p. 
35. At least some of these local or regional holding companies 
opposed the Transamerica plan for a national banking organization.
20 Supra, note 19, p. 246.

were the Guardian Detroit U nion Group (In c .) and 
Detroit Bankers Co. A t the end of 1931, these two 
holding companies controlled more than 55 percent of 
the aggregate banking resources in Michigan and 
over 80 percent of all national bank resources in the 
state.21 A ll told, by 1931 there were 97 bank holding 
company groups, each consisting of three or more 
banks, operating a total of 978 banks with loans and 
investments exceeding $8.7 billion.22 A  number of 
these companies, like Transamerica, were authorized 
to engage in many different activities and included 
securities companies among their subsidiaries. It was 
said, for example, that the securities affiliate of Union 
Trust Co. of Detroit could do everything under its 
charter except solemnize marriages and hold religious 
services.23

From  many different quarters, concern was ex 
pressed over the growth of bank holding companies 
even before the Depression began in October 1929. 
Opponents of branch banking saw the holding com 
pany as a device to evade Federal and state branch
ing restrictions. Particular alarm was expressed 
over the announced plan of the Transamerica group 
to create a national banking organization. Similarly, 
private investment bankers objected to the ability o f a 
holding company with a network of locally-owned 
banks to use these banks as outlets to distribute 
securities to the public, thereby increasing competi
tion and taking away a substantial volume o f business 
from the investment houses.24

Apart from these considerations, bank failures o c 
curred among holding company banks in the late 
1920’s just as among banks generally. O n several 
occasions during these years Congress was advised of 
risks to holding company banks inherent in the fact 
that the Federal supervisory authorities had no juris
diction over holding companies and their nonbank 
affiliates.

A s early as January 1926, the Board of Gover
nors of the Federal Reserve System addressed a 
letter to Congressman M cFadden recommending 
that there be incorporated in the pending M cFadden 
bill “ . . . certain provisions designed to secure 
adequate information regarding national and state 
member banks which are closely related in man-

21 “ Operation of the National and Federal Reserve Banking Systems,” 
Hearings on S. 4115, 72nd Cong., 1st Sess. (1932), p. 121.
22 “ Origin and Development of Group Banking,” Federal Reserve 
Bulletin (1938), p. 97.

23 Hearings on S. Res. 84, 56, and 97, Senate Committee on Banking 
and Currency, 73rd Cong., 2nd Sess. (1934), p. 4776.

24 Peach, The Security Affiliates of National Banks (1941), p. 103. 
The large city banks in New York and Chicago were important 
sources of funds for private investment bankers and did not present 
the same degree of competitive threat in distributing securities as 
did the holding company groups with their broad geographic 
coverage.
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agement, operation or interests to other banking in
stitutions and, in particular, to afford some check 
upon the abuses frequently occurring from chain 
banking.” 25 In its annual report to Congress for the 
years 1927 and 1928, the Board pointed out that 
financial companies specializing in the purchase of 
bank stock were being organized in increasing num
bers and that since these companies were not directly 
engaged in banking, they were not subject to super
vision or examination by Federal authorities. A l
though the Comptroller of the Currency made little 
comment about bank holding companies prior to 
1930, in his annual report of that year he expressed 
the view that these companies should be brought 
under the supervisory powers of the Federal Govern
ment in those cases where membership in the group 
included national or state member banks of the Fed
eral Reserve System. He said further that legislation 
in this respect seemed to be necessary in the public 
interest.

National Bank Affiliates On M arch 29, 1932, 
Governor Eugene Meyer of the Board of Governors

23 Supra, note 19, p. 442.

of the Federal Reserve System furnished detailed in
formation to the Senate Banking and Currency Com 
mittee regarding the extent of affiliation involving 
national banks. (M any state banks and trust com 
panies had affiliates, but Governor Meyer limited his 
report to affiliation involving national banks, pre
sumably because of incomplete data regarding state- 
chartered institutions, the great majority of which 
did not belong to the Federal Reserve System) :

Senator Glass: From your own experience do you 
see any necessity for affiliates?

Mr. Meyer: Yes sir, there are a number of affili
ates which you in the Congress authorized.

Senator Glass: I mean those unauthorized by 
law.

Mr. Meyer: Yes.
Senator Glass: We are not talking about these 

little inconsequential form matters.
Senator Couzens: I should like to ask about 

affiliates built up outside of the law.
Mr. Meyer: Well, there are 15 different kinds 

of affiliates.
Senator Couzens: I mean all those not authorized 

by law.
Mr. Meyer: There are realty companies, holding 

companies, bank building companies, mortgage 
companies, liquidating companies, agricultural loan 
companies, personal or small loan companies, in
vestment trusts, building and loan associations, 
insurance companies, finance and acceptance cor-

Table 1

N O N B A N K IN G  AFFILIATES OF N AT IO N AL BANKS,

Mode of Control

1933

Stock Stock
Stock Owned Owned

Owned Stock By Other By Bank
Kind of Affiliate By Bank Trusteed Affiliate Stockholders Total

Securities cos. 4 126 17 45 192
Realty cos. 4 33 8 110 155
Holding cos. 4 28 7 31 70
Bank building cos. 42 3 1 5 51
Safe deposit cos. 33 4 3 4 44
M ortgage  cos. 2 11 6 18 37
Liquidating cos. — 6 3 26 35
Agricultural loan cos. — 6 3 26 35
Personal loan cos. 1 10 — 16 27
Investment trusts 1 1 7 8 17
Building and loan assns. — 1 1 14 16
Insurance agencies — 2 3 10 15
Finance & acceptance corps. — 2 2 3 7
Title cos. — 2 1 4 7
Foreign banks 3 — 3 — 6
Joint stock land banks — 2 1 3 6
Title and m ortgage cos. 1 — 2 — 3
Investment houses — — — 1 1
Life or casualty insurance cos. — — — 1 1
Miscellaneous 3 8 13 21 45

Total 98 245 81 346 770
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porations, title and mortgage companies, and so on. 
I have a list here as follows: (see Table I).

Senator Couzens: The most objectionable one on 
the list is the investment affiliate.

* * *
Senator Couzens: As a matter of fact, practically 

all of these affiliates were developed by smart 
attorneys to evade the banking laws.

Mr. Meyer: Yes.
Senator Couzens: Why should they be encour

aged to be allowed to continue?
Mr. Meyer: I cannot say, except that they were 

allowed to continue, and the Congress of the United 
States knew as well as anybody else that they 
were developed to evade the law.

Senator Glass: Now, when we want to put a stop 
to them, we are told that the time is inopportune.

Mr. Meyer: A practice that has grown up with 
the semblance of legality, even though primarily 
designed to evade a law, because the authorities and 
the Congress of the United States did not object to 
it, although they knew about it, gains a certain 
right to be treated with some consideration.

* * *
Senator Glass: It has only in recent years come 

to the attention of Congress that they had been 
guilty of gross abuses and have created a great 
deal of distress in the country.

Mr. Meyer: Mind you, Senator, I quite agree, 
and the board does, with the general purpose and 
express sympathy with your attitude. In this par
ticular case I think “when” may be important, 
although I do not know, because we have not the 
information. I am in hearty sympathy personally, 
I may say, Senator, with your desire to separate

commercial banking from investment banking. That 
is what you really have in mind.26

In his testimony, Governor Meyer emphasized the 
lack of available information regarding the activities 
of affiliates other than securities affiliates. For this 
reason, the Board opposed the complete separation of 
all affiliates from  banks, although it favored the di
vorcement of banks from securities companies. In a 
letter to the Committee dated March 29, 1932, G ov
ernor Meyer summarized the Board’s recommenda
tions as fo llow s:

With respect to affiliates the Board believes that 
important reforms to be accomplished at the pres
ent time are the granting of power to the super
visory authorities to obtain reports and to make 
examinations of all affiliates of member banks 
and the prescribing of limitations on the loans that 
a member bank may make to its affiliates. The 
Board realizes that many evils have developed 
through the operation of affiliates connected with 
member banks, particularly affiliates dealing in 
securities. The attached memorandum contains a 
draft of a provision for the separation of such 
affiliates after a lapse of 3 years.27

William F. Upshaw

28 “ Operation of the National and Federal Reserve Banking Systems,” 
Hearings on S. 4115, 72nd Cong., 1st Sess. (1932), pp. 391-94.
27 Ibid., p. 403.

N ex t month, Part I I  will discuss the 1933 affiliate and bank holding company legislation, the 
1935 amendments to such legislation, and the events that led to the Bank Holding Company A ct  
of 1956.
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