
J u l y 12, 1943* 

Chairman Ecc les : 

F r a n p i s Brown o f the FDIC mad© a r i g h t i n t e r e s t i n g 
sugges t i on . There i s pending i n the House J u d i c i a r y Committee 
H.R. 1517 which was i n t r o d u c e d by Congressman Sumners o f 
Texas. H.R. 1517 i s a b i l l t o amend an Ac t e n t i t l e d "An Ac t 
t o supplement, e x i s t i n g laws aga ins t u n l a w f u l r e s t r a i n t s and 
monopo l ies , and f o r o t h e r purposes" . A companion b i l l , S. 577, 
o f f e r e d by Senator O fMahoney i s pending i n the Senate. A copy 
o f H.R. 1517 i s a t t ached and your a t t e n t i o n i s d i r e c t e d t o 
s e c t i o n 7 beg inn ing on the f i r s t page and to t he paragraph i n 
the cen te r o f t he page on page 4. 

F r a n c i s f sugges t ion i s based on a f e e l i n g t h a t 
Congressman S t e a g a l l may be adverse t o pushing h o l d i n g company 
l e g i s l a t i o n . He suggests H.R. 1517 as the framework i n which 
a h o l d i n g company b i l l m igh t be i n c o r p o r a t e d . 
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The Board 1s te leg ram o f May 28 th f o r e c a s t s a proceeding t o 
revoke t he v o t i n g pe rm i t on t h e grounds t h a t the company has v i o l a t e d 
paragraph 5 o f i t s v o t i n g pe rm i t agreement. T h i s paragraph, among o t h e r 
t h i n g s , p rov i des (1) t h a t the management o f t he company w i l l be " con -
duc ted under sound p o l i c i e s gove rn ing i t s f i n a n c i a l and o t h e r o p e r a t i o n s , 
i n c l u d i n g s ta tements i ssued r e l a t i n g t h e r e t o " , and (2) t h a t "excep t w i t h 
t he pe rm iss ion o f t he Board o f Governors o f the Fede ra l Reserve System, 
i t s h a l l no t cause o r pe rm i t any change t o be made i n the gene ra l charac-
t e r o f i t s bus iness o r i n v e s t m e n t s " . For t he purpose o f f a c i l i t a t i n g 
d i s c u s s i o n , c la ims o f v i o l a t i o n s * under (1) w i l l be des igna ted "Genera l 
V i o l a t i o n s " , and c l a i m s , o f v i o l a t i o n s under (2) w i l l be des igna ted "Spe-
c i f i c V i o l a t i o n s " . 

Under the c l a i m w i t h respec t to Genera l V i o l a t i o n s i t would be 
p e r t i n e n t t o show t h e ex ten t t o wh ich t h e management (a) i n f l a t e d and 
w r o t e up the v a l u e o f a s s e t s ; (b) j u g g l e d i n t e r c o r p o r a t e indebtedness ; 
(c ) f i n a n c e d expansion b y . i n t e r c o r p o r a t e l oans ; (d) f i n a n c e d expansion by 
exchanges o f i t s own s tock and man ipu la ted the market i n such s tock t o 
f a c i l i t a t e such exchanges; (e) made p r o f i t s f o r the management and f o r 
a f f i l i a t e d and r e l a t e d companies and t h e i r managements t h rough such manip-
u l a t i o n s ; ( f ) caused unearned o r improper d i v i dends t o be pa id o r r e c e i v e d ; 
and (g) o t h e r w i s e engaged i n unsound p r a c t i c e s o r v i o l a t e d s t a t u t e s . 

The weaknesses i n Genera l V i o l a t i o n s , s tand ing a l one , a re t h a t 
t hey may have t o be r e l a t e d more t o past p r a c t i c e s than t o cu r ren t ones 
and t h a t t h e s i t u a t i o n has improved r a t h e r t han grown worse. 

The b a s i c f a c t s upon wh ich t h e c l a i m o f S p e c i f i c V i o l a t i o n s 
would be made can be e s t a b l i s h e d w i t h compara t i ve l y l i t t l e d i f f i c u l t y , As 
a m a t t e r o f f a c t , t hey are a d m i t t e d . Whether those f a c t s c o n s t i t u t e such 
v i o l a t i o n s as w o u l d m r r a n t t he r e v o c a t i o n o f a v o t i n g pe rm i t i s ano ther 
m a t t e r . I f t h e v i o l a t i o n s were p u r e l y t e c h n i c a l and i f t he reco rd was one 
o f sound and c o n s t r u c t i v e management, t he answer migh t be one way. But i f 
t he r e c o r d was one o f i n f l a t i n g and w r i t i n g up the v a l u e o f a s s e t s , o f 
m a n i p u l a t i n g t h e market i n t h e company1 s s t o c k , o f i n d u l g i n g i n excess ive 
and unsound i n t e r c o r p o r a t e f i n a n c i n g , and o f do ing the o t h e r t h i n g s men-
t i o n e d under Genera l V i o l a t i o n s , t h e answer migh t be d i f f e r e n t . I t f o l l o w s , 
t h e r e f o r e , t h a t ev idence as t o Genera l V i o l a t i o n s i s e q u a l l y p e r t i n e n t and 
e q u a l l y necessary t o suppor t t h e c la ims o f S p e c i f i c V i o l a t i o n s . 

The Board*s t e l eg ram a l s o r e f e r s t o i t s o p p o s i t i o n t o t h e ex-
pans ion p o l i c y pursued by t h e company. The company cha l lenges t he l e g a l , 
r i g h t o f t h e Board , o r f o r t h a t m a t t e r any s u p e r v i s o r y agency, t o have a 
p o l i c y o f o p p o s i t i o n t o i t s con t i nued expans ion . I t i s a l s o f a i r t o say 
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t h a t t h e immediate occas ion f o r t he Boa rd ' s te leg ram o f May 28 th was 
t h e company's a c t i o n i n f l y i n g i n the f ace o f the Board ' s p o l i c y . There-
f o r e , ques t i ons are a lmost bound t o a r i s e as t o e x a c t l y what i s t he 
Boa rd ' s p o l i c y on t h e ques t i on o f expansion and as t o whether t h e Board 
has any l e g a l r i g h t t o e x e r c i s e such powers as i t has i n e f f e c t u a t i n g 
i t s p o l i c y . I n t h i s connec t ion i t may be noted t h a t some oppose expan-
s i on because o f t h e i r advocady o f t h e u n i t bank system and t h e i r oppos i -
t i o n t o branch bank ing o r any arrangement wh ich has t h e same e f f e c t . 
Some t h i n k o f t he company as be ing " j u s t t oo b i g " ; some t h i n k o f i t i n 
i t s m o n o p o l i s t i c s e t t i n g ; i n . i t s a c t i v i t i e s i n d r i v i n g ou t c o m p e t i t i o n ; 
i n t he r e s u l t i n g c o n c e n t r a t i o n o f power; and i n t he r e s u l t i n g c r e a t i o n o f 
an empire beyond t he c o n t r o l 1 o f any r e g u l a t o r y a u t h o r i t y . The f a c t i s 
t h a t t h e r e seems t o be unan im i t y upon t he p a r t o f a l l o f the a u t h o r i t i e s 
as t o whet t h e broad p o l i c y should be but t h e r e may be r e a l d i f f e r e n c e s 
as t o t h e p h i l o s o p h i c a l reasons f o r hav ing such, a p o l i c y . However, i n 
t h i n k i n g about t h i s phase o f t he m a t t e r , i t does not seem t o me t h a t i t 
i s p a r t i c u l a r l y ha rm fu l t h a t everybody should have h i s reasons and t h a t 
t h e reasons a re n o t t he same. There i s a p o s i t i o n o u t s i d e t he p h i l o s o p h -
i c a l approach where i t seems t o me a l l may agree bo th as t o t he p o l i c y 
$nd t h e reasons t h e r e f o r . T h i s p o s i t i o n would be based on the premise 
t h a t , i n any even t , t h e r e shou ld be no expansion u n t i l t he house c l e a n i n g 
j o b i s completed and then o n l y ou t o f r e a l ea rn ings o r i nc reased c a p i t a l 
secured o u t s i d e t h e f a m i l y c i r c l e . T h i s m i g h t , o f course, i n v o l v e ex-
p l e n a t i o n s o f t h e t i m e l a g and perhaps a d isavowa l o f r e s p o n s i b i l i t y f o r 
t h e expansion d u r i n g t he O'Connor reg ime. 
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