
May kO, 1949.

Governor Eccles:

You may be interested in the attached
memorandum to Governor Clayton regarding the
exemption of investment companies under the
Bank Holding Company Bill.
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N*y 19, 1949.

Governor Clayton Ben* - ;y Bil l

si Exemption of Lnv •• ._ .

F-efprriag to Mi«a of this »*u* . ve
tiie a^tter further ens .r. Soloaon has taik^ . * repre-

sentative eu r i t i ea Fxchfcnge Commission rej^ . Mie possible
effect of an exemption from t£i--- divorce- <-:*. rovlaion of th<? b ld

ooapAny b i l l of «n UVNMftMMli company r o i s t e r e d under the Inve>«t-
Coapeny

Th*» Investment I f Act Is dire. . tue regulation of
investment coopaniea and tbe restrictiona imposed by tt»at Act arc
the int»re»t of lb« r>rot*ction of tbst company. They vouid Dot be of
any substantial aid la tccomplisfhiiig the objectives of th* provLaion
of the ban* bolnin»i coapany bil l r*» \iirl divorceaent of oon-

ik assets. Accordingly, tbs B*rt fact that an investment company
is registered with MM . .V . under the Investment Coropcjiy Act coea
not. sees euf-'icifcn*. ju^tifi ' fttior* for exempting it froia the ciivorce-
»ent provision or' the bank hololr^. fompAny b i l l .

Th«r«s \Jtt hovaver, another aspect c r to >̂» con-
sidered. An Ui*t0%MM|ft ooaqpax̂ r vhich i» regie* .nder the Ir;Tr
tas-Bt Coapany ic t ;.a wv>riKc»rily eri£Rg«d" in ihe buaineas
of *ir.v#$ting, reinvesting or tr#ding in securities'1 . A S*qpi4jr vhich
controls or saaages subsidiaries i s exempt fror: ttM IWNNrtMfll Coisp&ay
Act and therefore vould not fell within the *xec?ption froa the divorce
sent provision of our b i l l and WMl4 IHMV to be d^ -rnk
holding ooopany under our b i l l , ffcf I in to be- dir-wt! I i s
s t r i c t ly «n investment type of l^xsinegs on the on© hand «ad a siiciinr
business vhlch fj ther and ?*tterrpt? to , cntrol or auuuige
corrorr-tiona u-hose stccitc •&• held by the SMMMHTI , U i
rather shsdovy one end can be determined only in the l ight of the
facts of individual oases.

Prestukfibly 1 iryin of the provision in the ban* holding
cowpftuy bi l l re.uirinjj; trie divorceaaent of nonbank asset ,. prevent
the ^nilkirii. of tkM baakt by povf?rfai affiliated V ôrrov-era subject to
• eesHon control, . --erful borrovera froa being able
to borrow on #^sier t#nM thr.n competitive insti'. in the com-
runity, and possibly to prevent the holding company exercisir**, conM
ooattvl froa usi.^ i ts po^er over credit ir.stitutljns ir. L^-roper

• trpr^ to ĥ<* interest. An institution vni.;- is re^
r thie Invest-aeat Coapany Act md vhich ia of a purely invogtaent
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• fTTiOT C l a y t o n

Ld crob^iy not cut across the»« purpo«a« aa thu« stated
to too great - ^tancea; but I t is not ;

cl«a.r • M-u* even i attf-nt eoajpaala*.
« v i i l be aaatf c«seo U sy be

X Company
-zttrily ia iiaaaa -vat «iso, ta • Halted
•*nt at x5?ast, aay gut int. atnag«~ - aaa»

aidlary ins t i tu t ions . . Uurly likely to he the CRJUI
eince UM .aotivr. rinciples ,ce? op he

. . . . x. •'o brin^ institiitio:: I La
ll cBse: . • • . . . : :. e l l M *tmeat

busine.'?) r^t&er thr lav. . row
« ?• - r i iy arr ic t iy construed. of

• ; • -'-y b i l l | .. » lid be d« . I "iUbt

Company Act so tiv - . -?n b*s a t he bfcnk ;
compnnr

t.Lvf ^.xe-nr.tion \ : ; t|M be.nis: hoi • \yy
bi l i fr divorc«K.ent provision la B ,. :«glstv^ »r
thft tnvt»stoffnt Company / c t . If the ;;osi I it such
oanwaptiori raight :~e granted • c»s« 0 | • I «ny
ao* tttfAft Lllsg or Ml - .icrie, . -1 c*»ae
eo\: -'"-ri* for r*vordi%; tlw »?xt, "wke i t ftppll

i«f; not engaged ir: Any busla&ia a c , reinvesting or
in —eurltl— (regard! r m% r^gistertxi uo

th^ irivestsBent Company Act , . . * . e,
i t vou • • the diOMJvantage of ra.i«irui th€ ;:ae«t*oK of ch
«»« and &lac might ton - exeap'

I iangir - . . tber eitrrrifttive vouid be I ire
c9up*vj be registered ander Ui# IsVM

^ust not b* enij «g«d . . r aaittj. y coin-
p&&y wfces© Btoafe i t ovns.

thl* connect von, Lt la iogettier cl«fc: ih«
•a«ndstf» - :.-. hold: 111 will :-;•—:* *
la ientucxy ia vhicb : . >ilaofl yat t is Intpzest^u. I t

i s Mr. Solomon's Tind«rst*adl-k, from talki:%- viUi la . . . raar>
aetitative tiu • *. r \M9**i I -oapany i. "̂  La partlc.jlar situ- ( ion
i i exempt fron r*gisirttlloa aMtar v i InaaataM -;ny |« t end,
accordingly, that I t aight require acae ftaa>oaY- to
take care of t&a fiitavtion, vwaj ir th» tentative aaaodr;/ tbe
banK holoin, ooapcay b i l l i» rftaLnec. UM taa
coopnny vhich ia und»r»too ta ova ^h^ etocK. of I . vastsm

La engaged lr: bustn«3»aa Lness,
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rnor Cl tyton - -

r-:by x . - l ee ttOMpi I .• .a

and i t n«y b* \R6 founc soa**. way *$ro\;:. I f i • y»

the mxm co»pani<»s
vhic, • J in t}. A.; • . . tt . . -!ny
b i l l i s Of MI i s , J :ae doubt. I
Lncii - MRtWr o:' ob.' . y 11 v-
be iMittMT to eliminate the amraptloB by to n ink

>T.;>fc55gr I 1 i t s e l f t>t lnvertt.nc>at coapuniea as ve i l as
- . . . Z M t , .JV?V r, that

I aay 5ahat»riti»lly UMtrtMS« tl l i UHi i t
th«r«fore beco««8 m question of atrstd^y &© t<.

to ncMtptloB to th« t i l l ,

ml I l i • .
an o • ortunity.

. l i a

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




