
Mr, F» J. 3ailey, Assistant Director
Legislative Reference
Bureau of the Budget
Washington, D« C.

Dear Mr, Bailey:

With further reference to your letter of
February 11 and our reply of February 20 in regard
to the bill S. 510, we are enclosing herewith a
copy of a stateiaent of our views on this bill.
A co$y of the atateiaent has aloo been furnished
today to the Secretary of the Treasury.

Very truly yours,

M* S. Kccles
Chairman
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April 24, 1941

Honorable Henry Horgonthau, Or.
Secretary of the Treasury

t, B. G.

HJT dear Mr. Secretary*

At the conclusion of the conference at the Treasury on
January £1 regarding bank holding compare legislation, it was agreed
that the Board should transmit to you its objections to S. 510 to-
gether wit© an alternative program for dealing with the bank holding
company situation. 1 advised that these two reports would be the
aasm as would bo furnished X& the Board to the Senate cewsitt©© if
it became necessary to raake a report. You stated at the tine that
there was no hurry and in viwr of oar® urgent mtters engaging yoar
attention as well as that of tho Board, this reply has been delayed.
Sine©, however, the bank holding company question fsay receive active
consideration at this session of Congress, and In view of the Presi-
dent's request that the four banking agencies endeavor to get to-
gether on a program, I &m transmitting herewith a memorandum of the
Boardfs criticisms of S. 510 and a separate nsGwrandiA outlining an
alternative program for dealing with the bank holding company problem.

While on this Batter, th© Board feels- that it should correct
what it believes to be erroneous stateoanta sade at the mooting on
January 21 respecting the record on the entire bank holding company
situation and the Board's position in relation thereto* The tran-
script of that meeting contains statements W you to the effect that
5. 510 represented what m a agreed to fcgr the Interdepartmental Com-
mittee in March 1958, that you were taking up where the zaatter was
left off, that you were taking the initiative in the natter because
no cn@ else would, that the Board, after seven ymm, had done nothing
about it, and that the bank holding company situation was unhealttgr
and unwholesome.

Since the Heating referred to, the Board has aade a detailed
review of the record free 1955 to date, with particular referene© to
the discussions in 1958 and the extent of any agreeoent at that tiia®.
From, this review, the Board has oonfirfflod the views it has previously-
held in a number of particulars.
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Honorable Henry Uorgenthau, Jr. ~ 2

First of all, the agreemmt in 1938 was Halted to general
policy only and the report of the Coas&ttee's discussions showed dis-
agreement on important phases of the problem. The agreesaent on a
reocumiended text to be used in the President's monopoly aessage was
coupled with the statement that a death sentence would require con-
sideration of branch banking statutes as a part of the probloa. There
was no agreoiaent whatever upon any specific bill; and as to those
natters agreed to in 1958, as you and the others on the Ccnoittee
ware advised, Mr* Ransosa expressed his own views and not those of the
Board, and he asks that you be advised that the letter of March 17,
1933, to you froa Jesse Jones satisfactorily expressed his views then
and now* Moreover, the Board feels that whatever views it held in
March of 1933 could hardly constitute a coaKitocnt as to the bill
5. 510 prepared ty your staff in 1941, differing drastically from any
bill heretofore proposed by anyone and containing features to which
the Board eatst inevitably object.

Bearing upon t&e matter of the a$re@issnt as well as the saafc-
ter of the Board's position respecting the need of legislation, it is
to be noted that on March 10, 1938, at a meeting in the Treasury, I
handed you a aeaorandum containing proposals for legislation prepared
cjjr the Board*s staff* Subsequently Mr* Hansom handed you additional
aaterial, relating to a possible propram for new legislation. These
proposals were not pressed later that year as it was aade known tay
Senator Glass that his cossalttee would not give active consideration
to the holding company bills then pending* nevertheless the Board in
its Annual Eeport for 1938, called attention to tha need of aaenifeients
to the holding company statutes*

The Board feels that it has fully discharged its administra-
tive responsibility under the statutes. For nearly eight years, it
has devoted tlac and attention to tho situation and, in cooperation
with other agencies of Oovernaent also having responsibility in tills
field has worked out solutions of nany important administrative and
supervisory problems. Since 1955 the number of bank holding company
affiliates and the number of their subsidiary banks have decreased
materially. Several bonk groups have b&m tenainated completely and
some of the presently existing groups have considerably reduced the
number of their banks and the cities served by thea, while others have
reduced to lesser degrees* Except In three relatively unimportant cases
there has been no expansion outside of that occurring on the west coast.
Many other improvements in the situation could be s&niioned and the
Board is willSag to let the record speak for itself. It sees no basis
for your assertion that the situation is unhealthy and uswholesoGS© and
believes that your r®£eronca to all th© difficulties you have had with
the bank holding company situation can relate to only one organisation.
In this case the Board believes that the banking aspect of the problem
is not due to ownership through the holding company secbanlss but
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Honorable Henry Horgenthau, Jr. - 5

rather to a domination amounting to complete control \& a single per-
sonality who has been able to nalntain stockholder and director support.
It is doubtful that amendments to the bank holding company statutes,
even though drastic, offer the best solution to this particular kind of
problem. Although the Board is fully amre of the desirability of
stinmgthoning the controls over bank holding cGsapanicG, it has not felt
tint the situation has been of ouch importance In relation to other more
fundasaental problems in the banking field as to Justify separate and
parlor consideration by Congress, particularly in the ll^it of pressing
reasons that have existed over this period staking it inadvisable to
sponsor piecasjeal legislation*

Tlie Board is roost willing to confer wLUi the other Federal
banking agencies in an endeavor to work out a program. It is desirous
of having its proposals subjected to practical and constructive criti-
cism and is willing to sodify then in the light of aqy valid criticism
and hopes that the other agencies will approach the problem In the saae
spirit.

Tours sincerely,

(Sty?n§d) W. S. Eccles

M. S. Eceles

enclosures - 2
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April 24, 1941

DRAFT OF SIATBIKHT RELATING TO IBS BILL S. 310
FOR suaussion TO APPROPRIATE

COMMITTEES OF CONGRESS

This refers to the bill S. 310 nto regulate the control
of insured banks by holding companies and for other purposes.1*

For a number of reasons, the Board does not approve tn©
enactment of this biH in its present form. It is the view of the
Board, however, a*^ h&s been for some time, that the existing pro-
visions of the statutes which provide for the regulation of holding
company affiliates of banks which are members of the Federal Reserve
System should be amended in several respects in order that the activ-
ities of these companies iaay be more effectively supervised and con—
>trolled.

In its Annual Report to Congress for 1938, the Board called
attention to the unsatisfactory provisions of existing holding com-
pany statutes and it has been prepared to recommend to Congress
specific amendments which it feels would be desirable; but in view
of the fact that the Senate 3anking and Currency Committee has been
authorised to conduct a comprehensive review of banking matters the
Board has expected that a review of the bank holding company statutes
would be included in this contemplated over-all review. In the event
that your Coismittee desires to review bank holding company statutes
independently of such an over-all review, there is attached an outline
of the modifications which the Board believes should be made in these
statutes.

The bill S. 510 would add to the existing duplication and
overlapping of authority relating to the Federal supervision of banks
and their associated companies and in this respect the Board feels
that the enactment of the bill would be highly undesirable.

Since 1933, the Reserve Board has been charged by Congress
with the responsibility for the supervision of holding company affil-
iates of banks which are members of the Federal Reserve System, and in
several instances since 1933 Congress has enacted laws which recognize
the Board's responsibility in these matters. The most recent instance
of this kind was involved in the enactment on August 22, 1940, of the
Investment Company Act of 1940. When this act was being considered by
Congress, it appeared that holding company affiliates supervised t$r
the Reserve Board might in some instances also be investment companies
within the definitions contained in the Investment Coŝ pany Act and sub-
ject to supervision by the Securities and Exchange Commission. Full
information with regard to this problem was laid before the appropriate
committees of Congress and an exception was incorporated in the bill
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- 2 -

which exempted holding company affiliates subject to the 3oard»s
supervision from duplicate supervision by the Securities and Exchange
Commission as investment companies. Without repealing the authority
heretofore vested in the Board to supervise holding company affili-
ates, the bill S. 510 would provide for additional supervision of these
companies by the Federal Deposit Insurance Corporation, and there would
seem to be no warrant for this duplication of supervision of bank hold-
ing companies.

The bill would provide for the dissolution within a compara-
tively short time of bank holding companies which would be defined in
general as any company which holds or controls sore than 10 per cent of
the voting securities of an insured bank. In addition to the known
holding company affiliates of member banks which, in general, are de-
fined as companies controlling a majority of the stock of the bank or a
majority of the shares voted for the election of its directors or con-
trols in any manner the election of a majority of the bankfs directors,
the provisions of the bill might include many companies which are not
now considered holding companies of banks. While the existing defini-
tions of holding company affiliates undoubtedly should be modified, in
passing, the question is raised as to whether the holding of as little
as 10 per cent of the securities of a bank is not too restrictive a basis
upon which to determine that a company holding bank stock is a holding
company.

The requirement for termination of holding companies within a
comparatively short period might have serious effects on the banking
structure. It is reasonable to believe that one of the probable results
of such a requireaient would be the liquidation of some subsidiary banks
and the termination of banking facilities in some coiamunities (shares of
bank stock could not be sold for their actual value in some cases and
the holding company would have to liquidate the assets of the bank in
justice to the shareholders of the holding company). Other results sight
be the transfer of control of sojse well-managed banks to undesirable or
weak management; the distribution of a smll number of fractional shares
of subsidiary banks to numerous shareholders resulting in a lack of any
responsible group being substantially interested in the management of the
banks; financial loss to many shareholders through attempts to dispose of
fractional shares or a small number of shares of various subsidiary banks;
and loss of confidence in some banks by depositors and the public with
the possibility of wiakening and wrecking them.

If Congress decides to fix a definite tiiae within which all bank
holding companies ciust be dissolved, it is essential, in order to avoid
scaae of the results above referred to, that it give consideration to what
modifications should be made in the statutes relating to branch banking*
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April ?A, 1941

BiHK BQIDIKO CWPtMT BILL

folding

1. Define a "bank holding company" as an organisation
having a t least teto "subsidiary* banks, one of which i s an insured
beak. Provide that an organisation shall be a "subsidiary* of an-
other i f 20 $er cent or wore of i t a voting shares am owned, d i -
rectly or indirectly, b$r the l a t t e r or i f the Board detenaines that
i t s policy and aanagenant are subject to a controlling iallueneij by
the l a t t e r .

2 . Repeal voting persit prorisicsis asad definition con-
tained la the pragmat bank holding cospa&y law. Enquire a l l h&nk
holding companies to furnish Ees^rve 3oard information relating to
th^ir relationships and be subject to supervision by Reserve Board.

5, Prohibit any new bank holding co&p&ny.

4. Prohibit future acquisition of any bmk stocks, d i -
rectly or indirectly, by a bank holding company; except acquisition
of additional stock in banks acre than 50 p%r emit of the stock of
•which «aa oimed !^ the bank holding ccopany on Jsnimry 1, .
i^iere, in judgnent of R«aerv© Board, i t would bt in public lAter«tst
and Basonre 3oard grants i u ptroission for such acquisition.

5. Prohibit acquisition of additional bank offices by
a bank holding ccmprni^ through est&blishiaant of branches or through
mrg&rB consolidation, or purchase of non-controlled banks or their
assets \r/ banks controlled by a bank holding eosipany.

8. Require a l l subsidiary banks of bank holding e©sapanie«
to beccm jse&hers of th© Federal Reserve System. In this connection,
authorise Reserve Wttg4 to waiv© requimraente of law for aenbership
where necessary.

7. Continue authority in fi«serv# 3oard to smke such ®x-
asaiaations of each bank holding cos^wny, i t s subsidiary banks and
subsidiary eosp&nles, and to require sulxsissian of such infonaation
$nd report© fcgr such inst i tut ions as i t 3&mm necessury end to r e -
quire correction under I t s rul^e an :lalions of unsound practices
or policies kf subsidiary V k

8. l i t h necessary .-sinor isodificatioos, retain present r e -
quirement© of Um with regard is conservation of resources and profits
of each bank holding coapan^' whiltj the value of i t s readily marketable
assets otfcar than bank stocks is less than th© prescribed percentage
of bank stocks ounad by the holding cosspany.
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9. Prescribe poa&lties for viola tic<n, b^ a bank holding
or a subsidiary, of the law or the Board1© regulations or

orders, such as liialt&tion vn payment of dividends ^- subsidiary
banks, limitation on p&yaent of dividends by & bank holding cocapany,
limitation on p a r e n t of fees to a bank holding sonp&ny or a sub-
sidiary Uier^or tar aubsidiaxy banksf lialtAtion on voting of stock
in subsidiary banks ta$- a benk holding company, reoKnral of officers
or directors of a bask holdin

10• i^rohibit any subsidiary bank fro© making a loan, d i -
cr i nd i r ec t ^ , to i t s bank holding coaqpaxQr or to any subsid-

iary of the bank holding co^mny cm stock of such coii4:«iny or of any
subsidiary thereof.

While the provisions relating to bank aff i l ia tes ara closely
intertwined in the existing statutes with the bank holding cosapany
provisions, no s'U£g^t@d ch&ngos relating to aff i l ia tes artt recoss*and@d
in the foregoing prognua since none «er@ contained in S* S10. If bank
holding ocnpsny legislation is enacted, however, i t &ay well be that
sotae appro|idat@ changes should be made in the a f f i l ia te provisions.
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