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The one-bank holding company—
History, issues, and pending legislation

The one-bank holding company is a form of 
organization that is at least 50 years old. 
Yet as recently as five years ago one-bank 
holding companies were mentioned only in 
learned treatises on banking. Today, they are 
a prominent issue of public economic policy.

Briefly defined, a one-bank holding com
pany is a company owning or controlling 25 
percent or more of the stock of a single bank. 
On the surface, these companies would not 
appear to deserve the attention, and contro
versy, they have inspired. Yet, one-bank 
holding companies have generated support 
in some quarters, fear in others, and outright 
hostility in still others. Legislation is now 
being considered by Congress that would 
circumscribe their growth and activities.

The controversy over one-bank holding 
companies is attributable partly to their rapid 
increase in numbers from about a hundred to 
more than a thousand in the past 15 years. 
Also at issue is the enormous size of the banks 
owned by the most recently established one- 
bank holding companies. As of December 31, 
1969, nine of the ten largest banks in the 
country were owned by one-bank holding 
companies.

But the fundamental reason for concern 
has been the tendency of one-bank holding 
companies to acquire non-banking busi
nesses. To some, this development poses a 
serious threat to the traditional separation of 
banking from commerce. It raises the spectre 
of an American economy dominated by 
multi-industry combines similar to the Japa- 

2 nese Zaibatsu or German Kartellen. To

others, the same development holds promise 
of greatly improved efficiency in meeting 
modern demands for financial services.

It may be that the potential of the one- 
bank holding company for either good or ill 
has been exaggerated. But it is undeniable 
that the questions raised by this once ob
scure form of banking organization are 
immediate and important. This issue of 
Business Conditions is devoted to a dis
cussion of the one-bank holding company, 
its history, development, and present im
portance; the problems it poses for public 
policy; and the legislative proposals currently 
under consideration by Congress for dealing 
with these problems.

Past regulation of bank  
holding com panies

Although bank holding companies in this 
country date from before the turn of the 
century, they did not become important until 
the 1920s. Most of the early bank holding 
companies were of the multi-bank variety. 
They were formed as substitutes for branch 
banking in states where branching was pro
hibited. In 1926, the Federal Reserve Board 
requested Congress to grant it authority to 
gather data on bank holding companies. For 
a time, the Board was concerned primarily 
with the group banking aspects of bank hold
ing companies. Not until the onset of the 
depression in the 1930s did the Board turn 
its attention to the manner in which holding 
companies combined banking and non-bank
ing activities.
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Definitions
A ffiliate—A  lega l term  fu lly  defined  in the Banking 

Act o f 1933. G e n e ra lly , the term p erta ins to an y  

o rg an iza tio n  w h ich  a  bank ow ns or controls through 

stock ho ld ings, or w h ich  the b ank's  shareho lders 

o w n , or w hose  execu tive  o ffice rs a re  a lso  directors 

o f the b ank .

Bank holding com pany— In genera l usage, an y  com

p an y  w h ich  ow ns or controls one or more banks. 

H o w eve r, a  b ank  hold ing com pany a s  defined  in the 

Bank  Holding C o m p any Act o f 1956 is one w hich 

controls two or more banks. Such com panies must 

reg ister w ith  the Board  of G o verno rs o f the Federa l 

Reserve System  and  a re  com m only referred  to as 

"reg iste red  b an k  hold ing co m p an ies ."

Commingled investment fund—A bank-operated  trust 

fund  in w h ich  accounts o f in d iv id u a l custom ers are  

com m ingled and  lose their iden tity . Each custom er, 

in e ffe ct, ow ns a share of the entire  fund . Such a 

fund  d iffe rs  on ly  in deta il from  a m utual fund . 

Congeneric—M eaning " o f  the sam e k in d ,"  this term 

has been used to designate  one-bank hold ing com

pan ies th a t h ave  d ive rs ified  into a re as  beyond the 

trad it io n a l bounds o f b an k in g , but w ith in  the f in a n 
cia l f ie ld .

Conglom erate— In the f ie ld  o f b an k in g , the term  is 

used to designate  one-bank hold ing com panies w hose 

su bsid ia rie s engage in activ itie s  to ta lly  unrelated  to 

the banking  or f in a n c ia l a re a s .

G randfather clause—A clause  inserted in leg islation  

w h ich  exem pts those w h o , before  a specified  cutoff 

d a te , w ere  engaged  in the activ itie s  m ade illeg a l by 
the leg isla tio n .

Group banking—The common o w nersh ip  or control 

o f tw o  or m ore sep a ra te ly  inco rporated  banking  in 

stitutions.

Holding com pany—A n y  com pany th a t holds the stock 

o f another com pany fo r the purpose of exercising  

control over it.

Holding company affiliate—A  lega l term  fu lly  defined 

in the Banking  Act o f 1933. G e n e ra lly , it pertains 

to an y  o rg an iza tio n  w h ich  ow ns or controls a n y  one 

b ank  e ither through stock ow nersh ip  or through any 

m eans th a t a llo w  it to elect a m a jo rity  o f the b ank's 

d irecto rs.

Multiple-bank holding com pany—A bank holding 

co m pany, ho w ever d e fin ed , th a t ow ns or controls 

tw o  or more banks.

One-bank holding com pany—A t present there is no 

lega l defin ition  o f a one-bank hold ing com pany. A 

ve ry  b road  defin ition  w o u ld  be an y  com pany that 

ow ns or controls a  single b an k . S evera l a lte rn a tive  

lega l defin itions h ave  been proposed in the b ills now 

pending before Congress. O ne w o u ld  s im p ly rep lace 
the w o rds "each  o f tw o  or more b a n ks"  w ith  the 

w o rds "a n y  b a n k "  in the present lega l defin ition  of 
a "b a n k  hold ing co m p an y ."  O thers w o u ld  define  a 

"s in g le-b an k  hold ing co m p an y" as  a com pany that 

ow ns or controls 51 percent or more o f the stock of 

a sing le b ank .

One-bank—The bank th at is ow ned  o r controlled by 

a one-bank hold ing co m pany.

Subsidiary—A lega l term  fu lly  defined  in the Bank 

Holding C o m p any Act o f 1956. G e n e ra lly , a n y  com

p an y  ow ned  and  contro lled  by another.

Congressional hearings held during the 
banking crisis of the early 1930s strengthened 
the general belief that the investment banking 
operations of commercial banks in the late 
1920s were responsible for much of the spec
ulative activity in securities markets that re
sulted in the 1929 financial collapse. These 
operations had been conducted largely 
through securities affiliates owned either by 
the banks themselves or by holding com
panies that owned stock in the banks.

The Banking Act of 1933 was designed to

curb the abuses resulting from the association 
of banking with the securities business. The 
act’s most significant provision required 
member banks to divest themselves of their 
directly owned securities affiliates. The act 
also regulated the relationship between mem
ber banks and their “holding company affil
iates.” To safeguard the member banks, the 
act prohibited holding company affiliates 
from voting their stock in any member bank 
unless they opened their books to examina
tion by the Federal Reserve, filed and pub- 3
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lished reports of condition, and severed all 
connections with organizations engaged in 
underwriting and selling securities. The act 
also restricted loans by a member bank to any 
one affiliate—whether a holding company or 
any other affiliate, such as a securities, realty, 
or safe deposit company—to 10 percent, and 
loans to all of its affiliates combined to 20 
percent, of the bank’s aggregate capital stock 
and surplus.

A leg islative loophole

As originally passed, the Banking Act of 
1933 applied equally to one-bank and multi
bank holding companies. But in 1935, its pro
visions dealing with holding company affili
ates were amended to exclude “accidental 
affiliates”—companies “not . . . engaged, di
rectly or indirectly, as a business in holding 
the stock of, or managing and controlling, 
banks, banking associations, savings banks, 
or trust companies.”1

The effect of this amendment was to ex
empt from federal regulation virtually all one- 
bank holding companies then in existence be
cause, for most of them, owning or controlling 
banks was only incidental to their primary 
business activities. These older one-bank 
holding companies, many of which still sur
vive, generally involve small banks. Com
monly they are owned by families or in
dividuals, and were established for the pur
pose of minimizing tax liabilities. Other old- 
style one-bank holding companies are non- 
financial corporations that have acquired 
banks for the purpose of serving some group 
of persons, usually customers, suppliers, or 
employes of the holding company. Examples 
are retailers like Macy’s, which have acquired 
banks for the convenience of their customers; 
or educational institutions like Cornell Uni-

*49 Stat. 707 (1935), repealed 80 Stat. 242 
4 (1966).

versity and Dartmouth College, which own 
stock in local banks to assure convenient 
banking services for their students and faculty.

Many of the older one-bank holding com
panies may be described as “conglomerates.” 
This category includes “all companies in 
which the various subsidiaries have no neces
sary relationship and are not similar in na
ture.” In a narrower sense, conglomerate one- 
bank holding companies are those which 
purchase a bank “for investment purposes 
and where the bank typically is a minor (or 
at least not the major) part of the company’s 
total activities.”* 2

Legislation: 1 9 3 3 -1 9 5 6

There was no major federal legislation on 
bank holding companies between 1933 and 
1955. From 1931 to at least 1939, the num
ber of bank holding companies of all types 
seems to have declined, and regulatory con
cern waned. Not until 1943 did the Board 
of Governors of the Federal Reserve System 
again go on record with recommendations for 
new bank holding company legislation. In 
its Annual Report for that year, the Board 
expressed concern that bank holding com
panies were being used to “defeat the express
ed will of Congress regarding the establish
ment of branches” and “to gather under one 
management many different and varied enter
prises wholly unallied and wholly unrelated 
to the conduct of a banking business.”3 As 
though it were anticipating events to come, 
the Board concluded:

. . .  it is necessary in the public interest
and in keeping with sound banking princi-

2Carter Golembe, “One-Bank Holding Compa
nies,” in Herbert V. Prochnow, ed., The One-Bank 
Holding Company (Chicago: Rand McNally & 
Company, 1969), pp. 68-70.

2 Annual Report of the Board of Governors of
the Federal Reserve System (1943), pp. 36-37.
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pies that the activities of bank holding 
companies be restricted solely to the bank
ing business and that their activities be 
regulated, as are the activities of the banks 
themselves.4

The Board went on to recommend immediate 
enactment of legislation to restrict the expan
sion of existing holding companies or the 
formation of new ones, and to prevent “any 
such company from using the corporate de
vice to circumvent and evade sound banking 
principles, regulatory statutes, and declared 
legislative policy.”5

The Board proposed specific bills to ex
pand control over bank holding companies in 
1945, 1949, 1952, and 1955. Although con
gressional hearings were held almost every 
year, no law was passed until May 1956.

The Bank Holding Company Act of 1956 
continued and made explicit the exemption 
for one-bank holding companies. The act 
left a holding company owning a single bank 
free to enter into any type of business. This 
was permitted despite testimony by both 
the Federal Reserve and the Comptroller of 
the Currency in favor of a holding company 
definition that would close the loophole. The 
Federal Reserve’s position at the time was 
that “the potential abuses resulting from com
bination under single control of both banking 
and non-banking interests could easily exist 
in a case in which only one bank is involved.”0 
Both the American Bankers Association and 
the Independent Bankers Association of 
America, however, favored a definition of 
bank holding companies that included only 
companies owning two or more banks. The *

*lbid.
:,Ibid.
'■Control and Regulation of Bank Holding Com

panies, Hearings before the Committee on Banking 
and Currency, House of Representatives. 84th 
Cong., 1st Sess., on H.R. 2674 (1955), pp. 14-16.

willingness of the bill’s supporters to com
promise on this point was attributable to their 
conviction that it was only the growth of 
multi-bank holding companies that presented 
much danger of monopoly.

Until about 1966, the one-bank loophole 
was not a matter of great concern. Although 
a number of attempts were made after 1956 
to extend the coverage of the Bank Holding 
Company Act, none succeeded. One-bank 
holding companies had been in existence for 
many years, and there was little evidence of 
any effects detrimental to the public interest.

Tod ay’s one-b ank holding  
com panies em erge

The next significant legislative action oc
curred in 1966. The Bank Holding Company 
Act was amended to make the criteria for 
approving acquisitions by registered bank 
holding companies identical with those con
tained in the Bank Merger Act of 1960, as 
amended in 1966. Another amendment elim
inated the severe restrictions on loan partic
ipations among holding company subsidiaries. 
Despite strong pleas by the Board of Gov
ernors, the one-bank holding company ex
emption was left untouched. A few months 
later, the first signs of the developments 
leading to the present controversy over one- 
bank holding companies began to appear.

The general picture of the evolution of one- 
bank holding companies in recent years is 
fairly clear. The number of banks controlled 
by actual and proposed one-bank holding 
companies and their total deposits on five 
dates since 1954 were as shown in Table I.

As late as June 30, 1966, the total deposits 
of all the one-banks were $15.9 billion—a 
large amount, to be sure, but still only 4.7 
percent of the total deposits of all commercial 
banks in the United States. None of the one- 
banks at that time individually had as much 5
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as $1 billion in deposits.
One-bank holding companies in existence 

in 1967 have been classified on the basis of 
their primary activities. Of 418 companies 
for which data were available, nine were 
foreign companies owning a domestic bank. 
Of the remaining 409 domestic companies, 
21 percent confined their activities solely to 
banking. About 38 percent of the companies 
were engaged in activities of a non-banking, 
but exclusively financial, nature. These were 
classified as congenerics. The largest propor
tion, more than 41 percent, engaged in some 
nonfinancial activities and were classified as 
conglomerates.

For nearly half of the conglomerates, 
banking accounted for less than 25 percent 
of their total assets. By contrast, this was 
true of only about one-fifth of the con
generic holding companies.

Sometime early in 1967, the picture began 
to change rapidly. Between June 30, 1966 
and April 1, 1970, the number of banks con
trolled by one-bank holding companies in
creased by 475, or by 74 percent. Over the 
same period, the deposits under the control 
of such companies increased almost ninefold. 
This extraordinary disparity between the per
centage increases in the number of banks 
and the amount of deposits controlled by 
one-bank holding companies reflects a major 
new development that arose to influence 
their growth and evolution.

This development was the emergence of the 
bank-originated one-bank holding company. 
Unlike the older one-bank holding compa
nies, which owned banks of generally small 
size, the new one-bank holding companies 
own some of the largest banks in the country. 
As of December 13, 1969, 43 of the 100

"Proceedings of a Conference on Bank Struc
ture and Competition (Chicago: Federal Reserve 
Bank of Chicago, 1969), p. 75.

Table I
One-bank holding companies

Date
Num ber 
o f banks

Total
deposits

Ratio  to total 
deposits of 
a ll banks

(b illio n  d o lla rs) (percent)

December 31 , 1954 113 3.1 1.7

Decem ber 31 ,1965* 548 13.9 4 .5

June  30 , 1966 641 15.9 4 .7

Decem ber 31 , 1968* 783 108.2 27.5

A p ril 1, 1970* 1,116 138.8 32.6

‘ Deposits a re  fo r p revious June . 

SO U RC E: Sam e as Tab le  2 , page 8.

largest commercial banks were among those 
with one-bank holding companies either in 
existence or in the planning stage.

Even more characteristic of the new one- 
bank holding companies than the size of their 
banks are the purposes for which the compa
nies have been formed, and the means by 
which they have come into existence. In con
trast to the older one-bank holding compa
nies, which often arose at the initiative of 
nonfinancial corporations through the pur
chase of shares, with or without the consent 
of the subject banks, the new companies have 
virtually all been organized on the initiatives 
of the banks themselves. The purpose, in al
most all cases, has been to enable the banks 
to diversify into activities prohibited both to 
banks as such and to the subsidiaries of re
gistered bank holding companies.

Some reasons w hy

Virtually all commercial banks in the 
United States are confined to a fairly narrow 
range of activities within the broader area of 
financial activities. The basic statute regula
ting the activities of national banks is the 
National Bank Act of 1864. Section 8 of that 
act authorized national banks to exercise “all 
such incidental powers as shall be necessary 
to carry on the business of banking . . .” This
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“incidental powers” clause, as it is commonly 
known, could be construed either broadly or 
narrowly. Until recently, both the Comptrol
ler of the Currency and the courts have 
tended to interpret it narrowly. Since 1962, 
however, the Comptroller has issued a num
ber of rulings reflecting a much more liberal 
view of the permitted scope of bank activities. 
When some national banks rushed to take 
advantage of this new attitude, they found 
themselves face to face with lawsuits from 
non-banking firms and trade associations 
firmly opposed to bank encroachment on 
their industries.

In some states, to be sure, state banks are 
permitted to carry on activities, primarily of 
an insurance nature, that are prohibited to 
national banks. Nevertheless, many state 
banking codes are just as, or more, restrictive 
than the laws applying to national banks. 
But, because most of the largest banks in the 
United States are national banks, it is the re
strictions on national bank activities that have 
had the greatest influence on the development 
of the bank-originated one-bank holding 
company. As of April 1, 1970, 30 of the 40 
largest banks associated with one-bank hold
ing companies were national banks.

Unlike one-bank holding companies, re
gistered multi-bank holding companies offer 
no escape from the restrictions on bank ac
tivities. Under the Bank Holding Company 
Act of 1956, the activities of non-banking 
subsidiaries of multi-bank holding companies 
must be, with a few exceptions explicitly 
stated in the act, “of a financial, fiduciary, 
or insurance nature and which the Board . . . 
by order has determined to be so closely re
lated to the business of banking or of manag
ing or controlling banks as to be a proper 
incident thereto . . . ”

As matters stand, the one-bank holding 
company represents one of the few loopholes

left to banks seeking to expand their activities 
beyond the boundaries set by state and fed
eral banking laws. Once the opportunity 
presented by one-bank holding companies 
became evident, and until restrictive legis
lation appeared on the horizon, banks moved 
quickly to diversify their operations. Most, 
though not all, of the new one-bank holding 
companies have restricted themselves to ac
tivities of a financial nature or at least bear
ing some resemblance to services already 
performed by banks. Hence, they are prop
erly classified as congenerics, rather than 
conglomerates. But a few have announced 
their intentions to diversify as far as the law 
allows.

The economics of one-b ank  
holding com panies

It is not surprising that almost overnight 
the new-style one-bank holding company has 
become a matter of concern to regulators and 
legislators. The quantitative significance of 
the movement makes it impossible to ignore.
That an organizational device is being used 
to circumvent existing legal restrictions on 
bank activities obviously raises fundamental 
regulatory questions. These questions may 
be grouped under four main headings: safety, 
efficiency, fairness, and competition.

Safety. The primary purpose of banking 
regulation is to assure the solvency and 
liquidity of individual commercial banks and, 
hence, the safety of the nation’s commercial 
banking system. When banks discover an or
ganizational device enabling them to circum
vent regulations and restrictions that the 
Congress or the regulatory agencies have 
deemed vital to maintaining safety, there is 
ample reason to review the adequacy of 
existing legislation.

There are three alternative conclusions to 
such a reassessment. 7
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Table 2

Number of banks affiliated with one-bank holding companies

State*

A ll states 

in Seventh

Date Illino is In d ian a Io w a M ichigan W isconsin D istrict

(num ber)

Decem ber 31 , 1954 7 0 1 0 0 8

Decem ber 1965 56 10 48 5 12 131

June 30 , 1966 73 12 61 7 12 165

Decem ber 31 , 1968 81 18 67 3 15 184

A p ril 1, 1970 111 18 101 14 24 268

* Includes a re a  outside Seventh  D istrict.

SO U RC E: 1954—U. S ., C o ngress, House, Com m ittee on Banking  and  C u rren cy , Control of Bank Holding 
Companies, H earings, 84th C o n g ., 1st Sess., 1955, pp. 54 and  60. 1965—U. S ., C o ngress, Senate , Com m ittee 
on Banking and  C u rren cy , Amendments to the Bank Holding Com pany Act of 1956, Com m ittee Prin t, 89th 
Co ng ., 2nd Sess., 1966, pp. 3-24. 1966—One-Bank Holding Com pany Common Interest Groups and Their 
Anticompetitive Potential, Part V  o f a study by the Bank Holding C o m pany Task Force, Federa l Reserve S ys
tem , August, 1968, p. 5. 1968—U. S ., Congress, House, Com m ittee on Banking and  C u rren cy , The Growth of 
Unregistered Bank Holding Com panies—Problems and Prospects, prepared  by Benet D. G e llm a n , Com m ittee 
Print, 91st C o n g ., 1st Sess., 1969, pp. 8-9. 1970—Board of G o vernors o f the Federa l Reserve System .

Table 3

Total deposits of banks affiliated with 
one-bank holding companies

A ll states

State* in Seventh

Date Illino is In d ian a Io w a M ichigan W isconsin D istrict

(m illion dollars)

December 31, 1954 277 0 12 0 0 289

June 30 , 1965f 1,543 279 57 7 182 312 2,893

June 30 , 1966 2 ,185 353 746 72 277 3,633

December 31 , 19681 8,499 2,554 870 38 347 12,308

A p ril 1, 1970f 12,417 2,300 1,609 611 409 17,345

8

‘ Includes a re a  outside Seventh D istrict. 

■(■Deposits a re  fo r  p revious June . 

SO U RC E: Sam e as  Tab le  2.
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IN THE SEVENTH DISTRICT

Table 4

Number of banks affiliated with one-bank holding companies, 
by deposit size, April 1, 1970

Sta te*

A ll states 

in Seventh

Deposit s ize f Illino is Ind iana Io w a M ich igan W isconsin D istrict

(m illion do lla rs) 
Under 5 14 1

(num ber)
43 2 6 66

5 -  10 16 4 28 4 6 58
10 - 25 38 6 21 0 5 70
25 - 50 20 0 3 4 6 33
5 0 - 1 0 0 11 3 3 2 1 20
100 - 500 10 2 3 2 0 17
500 - 1 ,000 0 2 0 0 0 2
O v e r 1 ,000 2 0 0 0 0 2

Total 111 18 101 14 24 268

* ln c lud es a re a  outside Seventh D istrict. 

fA s  o f June  30 , 1969.

SO U RC E: Board  of G o vernors of the Federa l Reserve System .

In 1954, one-bank holding companies were virtually unknown in the Seventh District. Although 
the five states comprising the district accounted for nearly 22 percent of all commercial banks in the 
United States, they accounted for only eight, or 7 percent, of the banks affiliated with one-bank hold
ing companies, and for less than 3 percent of their deposits. By 1966, district states boasted nearly 
26 percent of the one-banks, and 12 percent of their deposits. By April 1, 1970, three years after the 
congeneric trend began, district states’ share of the one-banks was down to 23 percent. However, the 
district states’ share of deposits remained steady at just over 12 percent.

The majority of district banks affiliated with one-bank holding companies are small. Fully one- 
quarter of them have deposits of less than $5 million, and nearly three-quarters have less than $25 
million in deposits. On the other hand, 20 banks in the district are among the 109 one-banks in the 
United States that have $100 million or more in deposits.

The scope of financial and nonfinancial activities in which Seventh District one-bank holding com
panies engage, either directly or through a subsidiary, varies greatly. Roughly half of the companies 
appear to confine themselves exclusively to the financial area. Of these, some own credit unions, sav
ings loan associations, mutual savings banks, industrial loan companies, investment companies, mort
gage companies, or fire and casualty insurance companies. Among the more popular types of busi
nesses considered for acquisition by bank-originated one-bank holding companies have been mortgage 
companies, investment companies, and commercial finance companies. However, the most frequently 
mentioned finance-related activity, particularly among the smaller rural banks, is the operation of an 
insurance agency.

The remaining one-half of one-bank holding companies in Seventh District states divide about 
equally between those in nonfinancial activities exclusively and those in some combination of finan
cial and nonfinancial activities. The variety of nonfinancial activities engaged in by companies for 
which banking is only an incidental activity is virtually limitless. Among them are retailing, manufac
turing, transportation, farm operation including marketing and storage, leasing, education, and news
paper publishing.
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First, it may be concluded that restric
tions on banking activities are no longer 
necessary. If so, the law should be amended 
to permit banks to engage in the prohibited 
activities directly.

Second, the current separation of banking 
from other activities may be deemed vital 
to the health of the banking system. In this 
case, one-bank holding companies should be 
subject to the same restrictions that now 
apply to registered bank holding companies.

Third, it may be found that certain activi
ties dangerous for banks to engage in directly 
can be safely performed by related but sep
arately incorporated holding company sub
sidiaries. This, provided that the bank bears 
no liability for losses of the non-banking 
subsidiaries. If this conclusion is the correct 
one, the major threat to bank safety posed by 
one-bank holding companies can be elim
inated by restricting dealings between the 
bank and its subsidiaries to prevent the shift
ing of risky assets to the bank.

An example of the type of restriction that 
might be required is the provision of the 
original Bank Holding Company Act of 1956 
which limited the loans by a subsidiary bank 
of a registered bank holding company to 
other subsidiaries of the holding company.

In principle, at least, diversification of ac
tivities could reduce the overall risks of earn
ings fluctuations to the parent holding com
pany, just as industrial and geographic 
diversification of the loan portfolio of an 
individual bank lessens the risk of a large 
loss through default. For one-bank holding 
companies to achieve appreciable reduction 
in risk through diversification, however, 
would require that they assume the conglom
erate, rather than the congeneric form.

The earnings of closely related activities 
tend to move up and down in unison. On the 

10 other hand, when several lines of activity are

truly unrelated, as would be the case in a pure 
conglomerate one-bank holding company, 
unusually high (or low) earnings in one line 
of activity will often be offset by unusually 
low (or high) earnings in another.

This does not mean that even the limited 
diversification achievable by a congeneric 
would necessarily lead to any greater vari
ability in earnings than that experienced by 
the bank alone. But it does suggest that the 
congeneric form has little to contribute to the 
year-to-year stability of a holding company’s 
overall earnings. In any case, keeping the 
bank’s earnings separate from those of other 
holding company subsidiaries would make 
the variability of holding company earnings 
less important from the standpoint of bank 
safety. The risks associated with any in
creased variability in earnings that did result 
from affiliation with a one-bank holding com
pany would be borne—as they should be— 
by the shareholders of the holding company 
rather than the depositors of the bank.

The real danger to bank safety from com
bining banking and non-banking businesses 
in a one-bank holding company is the possible 
effect on business confidence. Poor earnings 
by a non-banking subsidiary may give rise to 
psychological unrest disproportionate to any 
objective assessment of the bank’s prospects.

Efficiency. To be worth the risks, the 
combination of banking and non-banking ac
tivities must result in some improvements in 
the efficiency with which services are pro
vided. Improved efficiency, in turn, could be 
expected to lead to a number of benefits to 
the public, including the introduction of new 
services, reduced prices for new or existing 
services, improved quality of services, and 
increased convenience.

Proponents of the congeneric form of or
ganization consistently stress the convenience 
argument. They contend that the typical cus-
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tomer prefers to obtain most or all of his 
financial services from a single, familiar 
source. Indeed, this emphasis is no more 
than an extension of a line of reasoning pur
sued by commercial banks for years in their 
promotions for “full-service banking.” The 
success of the department store and the shop
ping center demonstrates that consumers do 
value the convenience of one-stop shopping.

When it comes to productive efficiency 
in the narrow sense—the expenditure of 
real resources in the form of land, labor, and 
capital to produce any specified output of 
financial services—the congeneric form of or
ganization would also seem to have the upper 
hand. For it is expansion into closely related 
product lines that is most likely to lead to 
production economies. Most such economies 
result from the more complete utilization of 
skills or resources that are readily transfer
able from one activity to another. A rather 
obvious example is the simultaneous provi
sion of a trust department and investment 
counseling services. The same expertise in 
portfolio management is required by each. 
Moreover, once the market research neces
sary for one of these activities has been done, 
there is little aditional cost involved in apply
ing the knowledge acquired to other invest
ment purposes.

There is no comparable transferability of 
skills and resources among the disparate ac
tivities of a conglomerate. Only if economies 
of size in management and finance—econo
mies found at the level of the entire firm, as 
opposed to those of the individual “plant”— 
turn out to be much more important than they 
have so far been shown to be could the con
glomerate one-bank holding company be 
justified in terms of efficiency.

Fairness. Public policy makers cannot be 
indifferent to matters of equity. Equity is 
at the heart of questions regarding the treat

ment that a nonaffiliated customer can ex
pect to receive from the subsidiary bank 
of a one-bank holding company. It is feared 
that such a bank may favor subsidiaries of 
the holding company in granting credit. 
Should this become common practice, com
petitors of holding company subsidiaries, and 
a broad range of other nonaffiliated compa
nies, would be at a distinct disadvantage.

It is argued that this is a groundless fear, 
that it is not in the holding company’s interest 
for its bank to favor holding company sub
sidiaries when higher yields are available 
elsewhere. The gains to the subsidiary from 
favoritism would be cancelled by the foregone 
interest income to the bank. Consequently, 
the holding company can have no incentive 
to induce its bank to favor other subsidiaries. 
Moreover, an upper bound to such favor
itism, if it did occur, could be imposed in the 
form of a legal restriction on loans to sub
sidiaries of the holding company.

On the other hand, it has been pointed 
out by some writers that the existence of 
legal and institutional barriers to the use of 
interest rates to ration credit during periods 
of tight money may make such favoritism 
profitable.8 * Suppose, for example, that the 
market rate of return on a loan to a non
affiliated company is 10 percent, while the 
rate of return earned by a holding company 
subsidiary is only 8 percent. It would clearly 
be unprofitable to accept the lower rate of 
return by favoring the subsidiary. But if there 
is a usury ceiling of 7 percent, then the total 
return that can be earned on money invested 
in the subsidiary—including, besides interest, 
dividends and retained earnings—is greater 
than the maximum that can be realized on

8George R. Hall, “Some Impacts of One-Bank
Holding Companies,” Proceedings of a Conference 
on Bank Structure and Competition (Chicago: 
Federal Reserve Bank of Chicago, 1969), pp. 84-86. 1 1
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loans to outsiders. Although such situations 
can readily be imagined, their importance 
has not been ascertained.

Competition. The competitive questions 
stemming from the affiliation of one-bank 
holding companies with non-banking activi
ties are more difficult to assess than those 
already considered. The most frequently 
mentioned danger to competition from the 
combination of banking with non-banking 
activities is the possibility of what are known 
in the antitrust literature as “tie-ins.” Tie-ins 
occur when, in exchange for the privilege of 
purchasing one item, the customer is required 
to purchase his requirements of a second 
item from the same seller. A common hypo
thetical example is that of the loan customer 
who is forced, as a condition of obtaining 
a loan, to purchase his insurance from 
another subsidiary of the bank’s parent hold
ing company. Thus, the purchase of insurance 
is tied to the loan.

Several recent articles have discounted 
the importance of this danger.9 They stress 
a point that few students of economics would 
dispute: for a tie-in to be effective, there 
must be some degree of monopoly power in 
the sale of the “tying” product. Otherwise 
the buyer would be under no compulsion to 
agree to the tie-in. Given that monopoly 
power results when one or a few sellers con
trol a large proportion of sales in a specific 
product and geographic market, the conten
tion is that the number of unrelated product 
lines offered by a one-bank holding company 
has little or nothing to do with the degree of 
competition within any one of these lines.

There is a possibility, however, that the 
degree of competition in any given product 
line may depend on the extent to which bank-

9See, e.g., Franklin R. Edwards, “Tie-In Sales in 
Banking and One-Bank Holding Companies,” 

1 2 Antitrust Bulletin, XIV, (Fall, 1969), pp. 587-605.

ing and non-banking activities are combined 
under common ownership. For example, if 
all existing commercial finance companies 
became affiliated with banks—on which they 
are at times heavily dependent for temporary 
credit pending the placement of large blocks 
of commercial paper—a prospective new 
entrant might find it excessively risky to enter 
the industry unless it, too, could first become 
affiliated with a bank. But this would raise 
the capital requirements for entry, perhaps 
to the point of excluding all but the largest 
and best-financed potential entrants.10

Another important factor determining the 
effect of one-bank holding companies on 
competition is the degree of substitutability 
between the services of the bank and those 
of other holding company subsidiaries. Al
though much of the criticism of one-bank 
holding companies has been directed at their 
proposals to enter fields totally unrelated to 
banking, the effects on competition are prob
ably greater when a bank holding company 
acquires a firm in a closely related industry. 
The reason is that the actual or potential 
competition subject to elimination is much 
greater.

Much of the monopoly power that exists 
in banking derives from entry requirements 
designed to protect bank solvency. These 
requirements have little or nothing to do 
with the one-bank holding company form of 
organization. However, a one-bank holding 
company may enable a bank to exercise such 
power as it already possesses more effectively 
than would otherwise be possible. For ex
ample, a usury ceiling may prevent a bank 
from taking full advantage of its monopoly 
position by limiting the interest rate that 
can be charged on loans. However, if the 
bank can tie the purchase of services from

10George R. Hall, p. 86.
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other holding company subsidiaries at in
flated prices to the availability of a loan, it 
can circumvent the constraint imposed by 
the ceiling.

It has been argued that coercive tie-ins 
could be dealt with adequately through vig
orous enforcement of Section 1 of the 
Sherman Act.11 However, it may happen that 
tie-ins occurring in connection with the grant
ing of a bank loan are of a “voluntary” 
nature. That is to say, the lender may make 
no overt attempt to persuade the borrower to 
purchase the tied product. Rather, the bor
rower may do so of his own volition, in order 
to improve his chances of obtaining a loan 
at a future date. Tie-ins of this sort are ex
tremely difficult to detect and, because no 
illegal behavior is involved, impossible to 
prosecute.* 12 They can be prevented only by 
eliminating the particular organizational ar
rangement that brings them about—in this 
case, the combination of banking and non
banking activities under common control.

So far, only the negative impacts of one- 
bank holding companies on competition have 
been considered. It is far from clear, how
ever, that the net effect of bank expansion 
into unrelated fields via the one-bank holding 
company is anticompetitive. On the con
trary, bank expansion into unrelated fields 
may give a powerful impetus to competition. 
The evidence for this has been the reaction of 
existing firms when banks have attempted to 
invade their fields directly. Individual firms 
or trade associations have brought suit to 
prevent national banks from offering elec
tronic data processing services, underwriting

^Edwards, pp. 602-605.
12See Donald I. Baker, “An Antitrust Look at 

the One-Bank Holding Company Problem,” Pro
ceedings of a Conference on Bank Structure and 
Competition (Chicago: Federal Reserve Bank of 
Chicago, 1969), pp. 126-127.

revenue bonds, selling insurance other than 
that “related in any direct way to protection 
of the security for loans made,” and opera
ting travel agencies and commingled invest
ment funds. The plaintiffs have relied prima
rily on a narrow interpretation of the 
“incidental powers” clause of the National 
Bank Act and the dangers to bank solvency 
in expansion into unfamiliar lines of activity.

These lawsuits demonstrate the potential 
effects on competition of bank entry into 
new fields. Bank-sponsored credit cards offer 
a prime example of banks actually entering 
an established line of business. Entering the 
field years after the oil companies, major 
retailers, and independent credit card or
ganizations, banks unveiled a whole new 
array of tactical weapons designed to facili
tate penetration of the market. Mass mailings 
of cards, intensive advertising, and sharp 
reductions in merchant discounts character
ized the banks’ plunge into credit cards. Many 
mistakes were made and initial losses ex
ceeded projections. But the major lesson of 
this experience is that commercial banks are 
a competitive force to be reckoned with in 
any field that they choose, and are permitted 
by law, to enter. This fact was not lost on 
the potential competitors of commercial 
banks. They have rallied to the support of 
those in Congress who advocate stricter con
trols over one-bank holding companies.

Pending legislation

In 1969, several bills relating to one-bank 
holding companies were introduced into the 
United States Senate and the House of Repre
sentatives. Although all of the bills would 
place some restrictions on the activities of 
one-bank holding companies, they differ on 
several points.

The Administration bill (H.R. 9385, S. 
1664) is generally considered the most liberal 13
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Tab le  5

M ajo r fe a tu re s  of pro posed  o ne-b ank ho ld ing co m pany  leg isla tio n

Bill Sponsor

H.R. 6778 Rep. W right Patman, 
Texas

Definition of 
one-bank holding 

company

Any company that 
" . . . has control over 
any bank . .

Date of grandfather 
clause, other

Administering agency exemptions

Limitations on activities 
of one-bank 

holding companies

Board of Governors None in original bill. 
May 9 , 1956 is the 
cutoff date in amend
ed version passed by 
House. Exemption 
would not apply to 
one-bank holding 
companies w ith bank 
assets of more than 
$30 million and non
bank assets of more 
than $10 million.

O rig inal bill retained provisions 
of Bank Holding Com pany Act 
of 1956 allow ing entry into f i 
nancial, fid uciary , and insurance 
businesses "so closely related to 
the business of banking as to be 
a proper incident thereto ." The 
version passed by House permits 
activities found by Board to be 
"functionally  related to bank
ing" and that "produce benefits 
to the public . . . that outweigh 
possible adverse effects . .
The House-passed b ill a lso lists 
as not related to banking and 
"not in the public interest to be 
carried on by bank holding com
panies or subsidiaries thereof" 
the following activities: dealing 
in securities, providing insurance 
other than in connection w ith 
granting credit, acting as a 
travel agency, providing a c
counting services or data pro
cessing services, and leasing 
property.

Other major 
provisions

O rig ina l b ill prohib
ited tying arrange
ments and interlock
ing personnel 
relationships among 
banks, savings and 
loan associations, 
mutual savings 
banks, and insurance 
companies.

H R. 9385 Administration Any company that Board of Governors,
(Introduced by Rep. . . owns, controls. Com ptroller, or FDIC
W illiam  B. W idna ll, or holds with power depending on status
New Jersey) to vote 25 per centum 

or more of the voting 
shares of any bank

of subsidiary banks.

March 1, 1969 Activities must "h ave  been Permits " (a ]n y  party
determined by unanimous aggrieved by an
agreement of the Comptroller order under this
o f the Currency, the Federal A ct" to obtain review
Deposit Insurance Corporation, o f order in U. S.
and the Board (1) to be Circuit Court of
financia l or related to finance 
in nature or of a  fiduciary 
or insurance noture and (2) to 
be in the public interest when 
offered by a bank holding 
company or its subsid iaries."

Appeals.

S. 1052 Sen. W illiam Replaces words Board o f Governors Jan uary  1, 1969
Proxm ire, Wisconsin "each o f tw o " in 

Bank Holding 
Com pany Act of 1956 
w ith "o n e ."

Acquisitions of non-banking 
businesses not exempted under 
g randfather clause would be 
subject to same restrictions 
applicable to acquisitions Dy 
registered bank holding 
companies.

Establishes National 
Commission on Bank
ing to "app ra ise  the 
role o f banking in the 
national economy" 
and report findings 
by June 30, 1971.

Sen. John Sparkm an, Any company that Board of Governors,
A labam a . . owns, controls. Com ptroller, or FDIC

or holds with power depending on status
to vote 51 per centum of bank for whose
or more of the voting shares tender offer
shares of a single 
bank . .

Adm inistration 
(Introduced by Sen. 
W allace  F. Bennett, 
Utah)

(same as H.R. 9385)

Exempts tender None Bill requires prior a p 
offers by persons proval by responsible
controlling 50 per agency o f "tender
centum or more of offers and exchange
bank's stock on offers fo r, and cer
February 28, 1969. tain acquisitions of, 

the equity securities 
of certain regulated 
bank holding compa
nies, and banks in 
sured by the Federo! 
Deposit Insurance 
Corporation."

Sen. Edward W . Any company that Board of Governors None
Brooke, . . ow ns, controls,
Massachusetts or holds w ith power 

to vote 25 per centum
or more of the voting
shares of any  bank

Activities must be determined by 
Board to be "functionally  re
lated to bank ing ." Nonrelated 
activities permitted providing 
banking services not provided 
to customers of subsidiary en
gaged in such activities.

Establishes National 
Commission on Bank
ing to study "ro le of 
banking in the 
national economy" 
and report findings
by June 30, 1972.

14
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of the bills under consideration. It would 
specifically prohibit only the floating, issuing, 
underwriting, or public sale of securities. 
Beyond that, one-bank holding companies 
could engage in any activity that the three 
federal bank regulatory agencies—the Comp
troller of the Currency, the Board of Gover
nors of the Federal Reserve System, and 
the Federal Deposit Insurance Corporation 
(FDIC)—unanimously determined to be 
“financial or related to finance in nature or 
of a fiduciary or insurance nature.” Services 
would have to satisify the criterion that they 
are “in the public interest.” The Administra
tion bill contains a grandfather clause that 
would permit holding companies to continue 
to engage in any activities in which they were 
engaged on July 1, 1968. Under this bill, 
acquisitions of individual non-banking enter
prises would have to be approved by the 
Comptroller of the Currency, the Board of 
Governors of the Federal Reserve System, 
or the FDIC, depending on whether the bank 
involved is a national, state member, or non
member insured bank. The bill would pro
hibit tie-ins, and would permit triple damages 
to be collected where injury was proved.

The bill introduced by Representative 
Wright Patman (H.R. 6778) would be con
siderably more restrictive. It would lodge 
sole responsibility for administering the act 
in the Board of Governors of the Federal Re
serve System, as is the case under the Bank 
Holding Company Act of 1956. One-bank 
holding companies would be limited to ac
tivities now permitted to registered bank 
holding companies. No grandfather clause 
is included; one-bank holding companies 
would have two years in which to divest them
selves of businesses not permitted under the 
law. Another provision of the Patman bill 
would prohibit interlocking directorates a- 
mong banks and between banks and other

financial institutions, except within the same 
holding company.

The Proxmire bill (S. 1052) is designed 
to freeze holding company expansion until a 
National Commission on Banking can com
plete a comprehensive study of the issues 
involved. One of its few permanent provisions 
would be a grandfather clause with a date of 
January 1, 1969.

The bill (S. 1211) introduced by Senator 
John Sparkman, Chairman of the Senate 
Banking and Currency Committee, differs 
radically from the proposals just mentioned.
It is directed to the prevention of takeovers 
of large banks by industrial conglomerates, 
rather than the regulation of one-bank hold
ing companies. It would require agency ap
proval of all tender and exchange offers for 
more than 10 percent of the stock of banks 
or holding companies having 750 or more 
shareholders.

These, then, are the basic provisions of 
the bills introduced during the first session 
of the 91st Congress. Most industry observers 
were convinced that any bill that might be 
passed would be a compromise between the 
Administration and Patman bills. But, on 
November 6, 1969, the House passed a mea
sure closely resembling the Patman bill.

The House-passed bill contains a grand
father clause that moves the recommended 
cutoff date of February 17, 1969 in the com
mittee bill back to May 9, 1956. One-bank 
holding companies with bank assets of more 
than $30 million and nonbank assets of more 
than $10 million would not be eligible to 
benefit from the grandfather clause. More 
importantly, the House bill contains a “laun
dry list” of prohibited activities. The list in
cludes insurance, data processing, account
ing, travel agency, securities, and leasing 
services. Further, the bill would limit the 
other activities of holding companies to those 15
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which are “financial or fiduciary in nature.” 
Administration of the act would be lodged 
solely in the Board of Governors. Other 
stringent provisions of the House bill would 
eliminate the exemptions for labor unions, 
agricultural and horticultural organizations, 
and partnerships to form one-bank holding 
companies, and make it clear that holding 
company acquisitions are subject to the anti
trust laws.

On May 12, 1970, the Senate Banking and 
Currency Committee opened hearings on the 
proposed legislation. In testimony before the 
Committee, Administration officials declared 
themselves in favor of timely action on one- 
bank holding company legislation. The Un
dersecretary of the Treasury, the Chairman 
of the Board of Governors of the Federal 
Reserve System, and the Chairman of the 
Board of Directors of the Federal Deposit 
Insurance Corporation all urged passage of a 
bill this year. Among federal bank regulators, 
only the Comptroller of the Currency argued 
that there is no need for legislation this year.

After two months of hearings, the commit
tee reported out a bill. The bill eschews the 
“laundry list” of the House bill and requires 
only that the activities of holding companies 
be “functionally related to banking.” Acquisi
tions before March 24, 1969 would not be 
affected by its provisions. A company would 
be exempt if the net worth of its bank did not 
exceed the greater of “(A) $3,000,000; or 
(B) an amount equal to (i) 25 per centum of

the combined net worth of such company and 
all its subsidiaries, or (ii) $50,000,000, 
whichever is the lesser.” Given that net worth 
seldom exceeds 10 percent of a bank’s de
posits, a company owning a bank with more 
than a half billion dollars in deposits could 
be exempt. The committee bill would pre
serve the single-agency control over one-bank 
holding companies urged by the proponents 
of strict regulation.

Putting a bill together

The character of the bill that will even
tually be passed by the Senate—in particular 
the extent to which the Senate will go along 
with the highly restrictive House bill—and 
the nature of the compromise that will finally 
emerge in the Senate-House Conference are 
extremely important questions still to be 
answered. It is not known whether the Senate 
will accept the “laundry list” of prohibited 
activities, or the 1956 cutoff date of the 
grandfather clause in the House bill.

No one is likely to be completely satisfied 
by the legislation finally adopted. Any law 
sufficiently liberal to satisfy the banks would 
probably be distasteful to those who are op
posed to commercial bank encroachment on 
their industries and those who oppose the 
concentration of economic power on broader 
social grounds. But, unless unforeseen diffi
culties are encountered, the prospects for 
some kind of one-bank holding company 
legislation appear to be very good.
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