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¥r, F, J, Bailey, Assistant Director
legislative Reference

Bureau of the Budget

Washington, D, C.

Dear Mr, Bailey:

With further reference to your letier of
Felruary 11 and our reply of February 20 in regard
to the bill S, 510, we are enclosing herewith a
copy of a statement of our views on this bill,

A copy of the statement has also been furnished
today to the Secretary of the Treaswry.,

Very truly yours,

H, S. Eccles

enclosure
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April 24, 194].

By dear Kdry:

In sccordance with our teleshone
conversation of yesterday afterncon, I &z en~
closing (1) & copy of the memorendum with re-
gard %o texation together with the accumpany~
ing letter to the President, and (2} the
letter and two sccompanying mesmorends on the
bank holding company situation.

Sipcerely vours,

Honorable Henry Morgenthau, Jr.,
Seeretary of the Treasury,
Mm, De Ca
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Honorable Hemry Morgenthau, Jr.
Secretary of the Treasury
Mm. D. C.

iy dear iir., Secretary:

At the conclusion of the conference at the Treasury on

January 21 regarding bank holding company legislation, it was agreed
that the Board should transmit to you its objections to §. 510 to~
gether with an alternative program for dealing with the bank holding
company situation, I advised that these two
same as would be furnished Yy the Board to the Senate committee if
it became necessary to make a report., You sta : that
there was no hurry and in view of more urgent matters engaging your
attention as well as that of the Board, this reply has been delayed.
Since, however, the bank holding company question mey receive active
consideration at this session of Congress, and in view of the
dent's request that the four banking agencies endeavor to get
gether on a program, I am transmltting herewith a memorandum of the
Board's criticisms of S, 510 and a separate memorandum outlining an

alternative program for dealing with the bank holding company problem.

While en this matter, the Board feels that it should correct
what 1t believes to be erronecus statements made at the meeting 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 statenents by you to the effect that
S. 510 represented what was agreed to by the Interdepartmental Com-
mittee in March 1958, that you were taking up where the matter was
left off, that you were taking the initiative in the matter because
no one else would, that the Board, alter seven years, had done nothing
about it, and that the bank holding company situation was unhealthy
and unwholesome.

Since the meeting referred to, the Board has made & detailed
review of the record from 1935 to date, with particular reference to
the discussions in 1938 and the extent of any agreement at that time,
From this review, the Board has confirmed the views it has previously
held in a mumber of particulars,
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to be noted that on March 10, 1938, at & meeting in the Treasury, I
handed you & memorandum containing for legislation prepared

ly the Doard's staff. Subsequently Mr. Ransom handed you additional
material, relating to a possible program for new legislation, These
proposals were not pressed later that year as it was made known by
Senator Class that his committee would not give active consideration
to the holding company bills then pending. Nevertheless the Board in
its Annual Repori for 1838, called attention to the need of amendments
the holding company statutes.

The Board feels that it has fully discharged ite administra-
tive responsibilify under the statutes. For nearly eight years, it
has devoted time and attention to the situation and, in cooperation
with other agencies of Government also having responsibility in this
field has worked out solutions of many important administrative and
supervisory problems. Since 1955 the number of bank holding company
affiliates and the number of their subsidiary bvenks have decreased
materially. Several bank groups have been terminated completely and
some of the presently existing groups have considerably reduced the
number of their banks and the cities served Ly them, 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.
Hany other improvementis in the situation could be mentioned and the
Board is willing to let the record spesk for itself. It sees no basis
for your assertion that the situation is unhealthy and unwholesome and
believes that your reference to all the difficulties you have had with
the bank holding company situation can relate to only one organization.
In this case the Board believes that the banking aspect of the problem
is not due to ommership through the holding company mechanism but

g
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rather to a domination amounting to complete control Wy a single per-
sonality who has been able to maintain 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

The Board is most willing o confer with ihe other Federal
tanking agencies in an endsavor o work out a program. It is desirous
of having its proposals subjecied 1o practiocal and constructive eriti-
cisn and is willing to modify them in the light of any wvalid criticism
and hopes that the other agencies will approach the problem in the same

Yours sincerely,

(s‘ﬂﬁd) M. S. EC(‘.‘GS

¥. S. Eccles
© Chairman

%
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DRAFT OF STATEMENT RELATING TO THE BILL S. 310
SUITABLE FOR SURMISSION TC APPROPRIATE
COMMITIEES OF CONGRESS

This refers to the bill S, 310 "To regulate the control
of insured banks by holding companies and for other purposes.”

For a number of reasons, the Board does not approve the
enactment of this bill in its present form. It is the view of the
Board, howéver, and has 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 may be more effectively supervised and con-
jtrolled.

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 Banking and Currency Committee has been
authorized 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 Committee 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, 310 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 1935 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 by
the Reserve Board might in some instances 2lso be investment companies
within the definitions contained in the Investment Company 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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which exempted holding company affiliates subject to the Board'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. 310 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 more 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 bank's 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 requirement would be the liquidation of some subsidiary banks
and the termination of banking facilities in some commmities (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 might
be the transfer of control of some well-managed banks to undesirable or
weak management; the distribution of a small 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 wdakening and wrecking them.

If Congress decides to fix a definite time within which all bank
holding companies must be dissolved, it is essential, in order to avoid
some 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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In addition %o the dupliocation of superviasion of holding com=
pany effilistes, the bill would also provide for additional dupliecatiom
of supervision of danke whieh are not members of groups of bunks and sre
not controlled by holding compenies. The bill provides for the restric~
tion by the Federal Deposit Ineurance Corporation of payment of dividends
by State insured banis whether or not membors of the Federml BHesevve Uye~-
tem and for the restriction by the Coxptroller of the Curreney of payment
of dividends by nationsl banks, The bill alse provides that the Federal
Deposit Insursnce Corperstion shall have ap over-all suthority to admin-
ister the provisions of the bill and to issue rules end regulations, ine
eluding definition of bunking, a& nay de necessary to garry out the pro-
visions of the bill. The Federal Deposit Insurance Corporetion would
also be given suthority to smake investlgstions to determise whether any
individuanl bank or other conpany has violated or is sbout to violate any
provisions of the blll or say rule or regulation issued thereunder by
the Federal Deposit Insurance Corporztion. OSueh investigmtions could
also be made to ald the Federzl Deposlt Insurenee Corporution in pre-
soribing rules snd regulations under the b1l or in obtaining information
to serve &5 & busls for recomzendlng further legisiation eoncerning the
satters to vhich the bill relates.

Under these broad powers, it would sppexr that the Federal De-
posit Insurance Corporstion would de veeted with suthority to duplicste
the supervision whioh the Reserve Board pow exercises over Btate ne ber
benks and the Compiroller of the Currency now exercises over netionsl
benks, not only through restrietion of dividend paynents of these benks
{sither dirvectly or through reguletions comtrelling the setions of the
ofTice of the Cosptroller of the Currency with respect to dividend pavments),
but also through the examipation of national banks and Stete =ember banks as
well as nommember insured benks,

The existing authority for Federal dwplicetion of supervision of
banks {8 highly undesiruble, end this addition=l suthority for dupliestion
of supervision of benke appesrs to the Poerd to be entirely unwarranted,

With respect %o the sutbority which would be wested in the Fade
eral Deposit Insurence Corpovrution and the Comptroller of the Curremey %o
prevent & bepk from declaring or peying a dividend, it bas been noted that
such supervisory authorities could prevent suech payment if in their jude-
ment the peyuent “would not be conputible with the best interest of sugh
bapk, its depositors or other ereditors, or with the public interest®.
The Board sugzests that considerction be given to whether the grounds on
whieh payuent of dividenmds might be prevented should not be more spe-
cifienlly stated in the statute rether than in sueh brosd genersl lancusge.

For the above principal ressons, the Board sould not favor the
enasctment of the bill 8. 510 in its present form.
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1. Define & "bank holding company® as an organization
having at lesat two "subsidiary® banks, cne of which is an insured
bank, Provide that an organization shall be a "subsidiary" of an-
other if 20 per cent or more of its voting shares are owned, di-
rectly or indirectly, by the latter or if the Board deternines ihat
1u§:ncrmdmsmubjocthaemmmagmw
the tter.

2. HRepeal voting permit provisions and definition con-
tained in the present bank holding company law, Require all bank
holding companies to furnish Reserve Board information relating to

their relationships and be subject to supervision by Reserve Doard,
5. Prohibit any new bank holding company.

4. Prohibvit future acquisition of any bank stocks, di-

rectly or indirectly, by a bank holding company; except tion
of additional stock in banks mors than 50 per cent of the stock of
which was owned by the bank holding company on January 1,

where, in judgment of Reserve Board, it would be in public interest
and Reserve BDoard grants its permission for such acquisition,

S. Prohibit acquisition of additlional bank offices by
a bank holding company through establishment of branches or through
merger, consolidation, or purchase of nom-controlled banks or their
assets by banks controlied by a bank holding company.

€. Require all subsidiary benks of bank holding companies
to become members of the Federal Reserve System. In this comnection,
authorize Reserve Board to waive requirements of law for membership
where necessary.,

7. Continue authority in Reserve Board to make such ex-
aminations of each bank holding company, its subsidiary banks and
subsidiary companies, and to require submission of such information
and reports by such titutions as it deems necessary and to re-
quire correction under ite rules and regulations of unsound practices
or policies Wy subsidiary banks,

8. With necessary minor modifications, retain present re-
quirements of law with regard to comservation of resources and profits
of each bank holding company while the value of its readily marketable
assets other than bank stocks is less than the prescribed percentage
of bank stocks owned by the holding company.

org/
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9. Prescribe penalties for violation, by a bank holding
company or & subsidiary, of the law or the Board's regulations or
m,mhnn-ihdnmmtotdimw:m
benks, limitation on payment of dividends by & bank holding company,
limitation on payment of fees to a bank holding company or a sub-
sidiary thereol by subsidiary banks, limitation on voting of stock
in subsidiary benks by a bank holding company, removal of officers
or directors of a bank holding company.

10, Prohibit any subsidiary bank from making a loan, di-
rectly or indirectly, to its bank holding company or to any subsid-
iary of the bank holding company oh stock of such company or of any
subsidiary thereof.
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