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Minutes of actions taken by the Board of Governors of the
F
®deral Reserve System on Sundey, April 16, 1950. The Board met in
the Board Room at 2:00 pel.

PRESENT: Mr. McCabe, Chairman
Mr. Eccles
Mr. Szymczak
Mr. Draper
Mr. Evans

Mr. Carpenter, Secretery

Mr. Shermen, Assistent Secretery

Mr. Morrill, Special Adviser

Mr. Riefler, Assistent to the Chairman

Mr. Vest, General Counsel

Mr. Millard, Director, Division of
FExaminations

Mr. Townsend, Solicitor

Mr. Baumenn, Assistent General Counsel

Mr. Hostrup, Assistant Director, Division
of Examinations

Mr. Vardaman requested that it be stated in these minutes that
this Wes s special meeting called yesterday afternoon and, because of
il &bsence from the city, he was not able to be present.

Pursuant to the understending at the meeting yesterday, there
as Presented a draft of letter prepared for Chairman McCabe's signature
b Senator Robertson, Chairmen of the Senate Banking and Currency Sub-
committee on Federal Reserve matters, with respect to the proposed hold-
ing Company bill, a copy of which he had given to Chairmsn McCabe at a
meeting held in his office on Friday afternoon, April 14, 1950.

The draft was read, changed,
and approved unanimously in the
following form:
"At, the meeting in your office last Friday after-
Noon, April 14, attended by representetives of the Comp-

troller of the Currency, the Federal Deposit Insurance
Corporetion and the Board, you distributed copies of the
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"draft of the proposed new bank holding company bill
Which we understand had been prepared in the office of
the Comptroller of the Currency, after consultation with
representatives of some banking groups, as a substitute
for 8. 2318. As you know, representatives of the Board
had had no previous opportunity to see the proposed sub-
Stitute and at the meeting we could only give our quick
Feactions on the basis of a hasty reading of the revised
draft. 1In response to my request, you stated that you
Would receive suggestions as to changes in the revised
draft that the Board might submit to you before 10 a.m.
on Monday, April 17. We met over the week end in order
to give very hasty consideration to the many important
Questions presented by the substitute draft. As you can
imagine we could not fully appraise all of the provisions
Of the bill in the limited time available and, therefore,
the comments hereafter made with respect to the draft are
only preliminary observations.

"As you know, the Board has hed primary statutory
Tesponsibility for the administration of the present bank
hOldtng company law for some seventeen years. It has re-
Peatedly recommended revision of the present inadequate
lav and at different times has submitted proposed correc-
tive legislation. In 1947, your Committee favorably re-
Ported a bill prepared by the Board on this subject. Fol-
lowing consideration of this matter in the last Congress,
Ve conferred over a period of eighteen months with various
groups interested in this matter and as a result of those
discugsions formulated a bill, S. 2318, which took into
8Ccount, so far as the Board felt it was practicable to do
80, the various divergent views expressed. This resulted

the incorporation in S. 2318 of various provisions in-
tended to meet objections of those affected by the bill
Whers this could be done without sacrifice of the prin-
Ciples involved.

"We can fully appreciate your desire to have a shorter
8nd simpler bill as indicated in the revised draft. How-
Sver, it does constitute an entirely new approech to the
Subject which cannot be adequately appraised over a single
Week end.

"Although the provisions of the revised bill appear
°n their face to be relatively easy of interpretation,
Upon consideration they seem to us to raise numerous im-
Portant, questions as to the effectiveness of the leg-
1slation. Since we understand that it is your desire
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"to take this matter up with Senstor Maybenk and prob-
ably with your Subcommittee on Monday, April 17, and it
is not your intention to hold further hearings, we can,
in the short time svailable, only mention some of the
Problems raised by this entirely new epproach.

"One of the principal objectives of legislation to
Tegulate benk holding companies is to correct the grossly

dequate provisions of the present law and be prepared
to meet the exigencies of situations that we may be called
upon to meet in the future.

"The definition of 'bank holding compeny' contesined
in the bill is patterned in part at least after the cor-
Tesponding definition in existing law, which has proven
S0 unsatisfactory. As we have previously indicated, we
feel that there should be some administrative method of
deterlnin:l.ng what is a bank holding company in doubtful
C&ses, but even if this is not to be done, a percentege
Substantially less than the 50 per cent now prescribed in
the definition is necessary to effective legislation.

"A related point is the omission in the bill of any
8uthority in an sdministering agency to make investi-
g&tions in order to determine what institutions may or
Ma&y not be bank holding companies within the meaning of
the definition prescribed and therefore subject to the
Testrictions imposed by the legislation. Without such
8uthority to meke investigations institutions which should
be reguleted may be able to avoid the law entirely.

"Expansion and tendencies toward monopoly can be
8ttained not only by the purchase of shares of benks by
the benk holding company but also by the acquisition of
88sets of other banking institutions by banks in the

0lding corpany group. The revised draft, however, con-
taing no provision which would restrict or limit expan-
Sion by the latter means.

"Although existing law authorizes examinations of

bank holding companies where member benks are involved,
he reviged dreft contains no provisions with respect to
®Xeminations. Accordingly, a holding compeny which owns
Or controls only nonmember banks would not be subject to
®xamination by any Federal agency. This is only one ex-
fmple of the lack of correlation between this bill and
the existing law, which we have found inadequate in many
Other respects as well.
"Under the revised dreft, a bank holding company
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"may purchase the stock of banks only with the consent

of the Comptroller of the Currency, the Board, or the
Feders1 Deposit Insurence Corporation, depending upon
Whether the bank to be acquired is a national bank, a

State member bank or & nonmember benk. This diffusion

of authority, we believe, for reasons which we have pre-
Viously steted, is impracticable, will lead to conflict-
1ng policies, and will hamper effective administration

of the law.

"The ebove are merely illustrations of the questions
Which are presented by some of the provisions end omissions
of the revised draft, and do not purport to cover &ll of

he questions involved. The Board does not mean to imply
hat we believe that S. 2318 is the only form that con-
Structive legislaticn might take. Our objective like yours
8 to obtain constructive antimonopoly legislation thet
W1ll be effective to protect local ownership of benks

&nd to preserve competition in the field of banking, and
¥e will welcome any legislative approach which will ac-
Complish this end.

"The Board is making & study of the new revised
draft, and will make the results of the study aveilable
Yo your Subcommittee or to the full Senate Banking and
Currency Committee, if desired. The Board wishes to co-
OPerate with you in every way possible in your endeavor
to bring about effective legislation on this subject.

"We will appreciste it if you will convey the con-
tents of this letter to your Subcommittee."

There was an informel discussion of the possible approval of

&
Dlications pending in the Office of the Comptroller from Bank of
dng
Tlea, Nationsl Savings and Trust Association, to convert to
by
“cheg twenty-two of the benks, the controlling stock of which is

Om
i by Transaemerica Corporation, and of the effects such action by
the
Comptyo1] er might have. It appeared from reports appearing in
the
Press todey that such approval by the Comptroller of the Currency

L
e have already been given.
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The conclusion was reached by
unanimous vote that it would be ad-
visable for Chairman McCabe to dis-
cuss the matter with the Attorney
General, and it was understood that
the Cheirman would be suthorized to
use such information in the Board's
files as in his judgment was nec-
essary to make a full presentation
of the matter to the Attorney General.
Reference was then made to the discussion at the meeting on
Ty
*sday, April 11, 1950, with respect to the action of Mr. Towle,
Vi
Ce President of the Federal Reserve Bank of Minneapolis in cherge
of
the Helena Brench, in connection with the misappropriation of
funds by Mr, Lerson, a former officer of that branch, and to the
uy
derSt&nding that a draft of memorandum would be prepared for Cheir-
Inaumccﬂbe'sJ use in discussing the matter with Chairman Shepard of
the s
© Mlnne&polis Bank by telephone. Mr. Carpenter stated that the
Ty
ft op memorandum had been sent to Mr. Szymczak es the senior member
of
the Personnel Committee and that Mr. Szymczak had suggested that it
be
taken up at a meeting.
Mr. Szymczek stated that, whereas the draft of memorandum
Bre
Sented two alternative courses which it stated would be sstisfactory
0
the Board, one of which would permit Mr. Towle to continue as an
Off
leer of the Minneapolis Bank until the end of the present calendar
Ve
& Provided he agreed to make restitution to those who had suffered
0s
® 8 a result of Mr. Larson's misconduct after Mr. Towle learned of
8
'S embezzlement from the Prescott Company, he (Mr. Szymczek)
f
¢ that the Board should express the view that Mr. Towle should retire

Siatery since, if he were permitted to stay until the end of this




YoAr it might only postpone a definite settlement.

There followed a discussion of alternative courses that
Bight, be followed, during which Cheirmen McCabe suggested that Mr.
SqmmZak ask Chairmsn Shepard to meet him when he was in Chicago
during the coming week for the purpose of discussing with Mr. Shepard
infomla1ly the views expressed by the Board after full consideration
°f the matter. This suggestion and the content of what Mr. Szymczak
Mght, S8y to Chairman Shepard were then discussed.

At the conclusion of the dis-
cussion, Chairman McCabe's suggestion
was approved unanimously with the
understanding that the Secretary would
prepare a memorandum in the light of
the discussion at this meeting for
Mr. Szymczak's use in his meeting with
Mr. Shepard.

Secretary's note: The memorandum
prepared under date of April 17, 1950,
for Mr. Szymczak's use read as follows:

"At the meeting of the Board yesterday, at which you
were present, during a discussion of the Towle matter at
the Helena Branch of the Federal Reserve Bank of Minne-
8Polis, it was suggested that you ask Chairman Shepard of

Fat Bank to meet you in Chicago when you were in that

c%ty later this week for the purpose of discussing with

N informally the views expressed by the Board after full
®onsideration of the matter. In your talk with Mr. Shepard,
You would say substentially the following:

"Mr. Morrill informed the Board of recent telephone

€alls from Mr. Peyton during which the latter steted that
@ngements were being mede for a joint meeting of the

®ad office and Helena Branch directors on April 28, 1950,

O consider the available information and the action to be

aken in the Towle matter. Mr. Peyton pointed out the very

€eat concern of the Helena Branch directors as well &s the
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"head office directors in this matter, and urged that the
Board send a committee of three of its members to attend
the joint meeting. Mr. Millard reported to the Board the
Substance of the additional information gained during the
Tecent trip in which he participated wita Messrs. McConnell
and Uelend for the purpose of making a complete investi-
gation of the subject.

"The problem presented was discussed at length and
the Board reached the conclusion that the additional in-
formation submitted at this time confirmed and strengthened
the original impression of the Board, which had been com-
Municated in its letter of March 8, 1950, to Mr. Powell,
to the effect that Mr. Towle had failed to recognize and to
diScharge the important responsibility resting on him as an
officer of the Minneapolis Bank. This statement related
Primarily to his nondisclosure of informstion regarding

+ Larson's misappropriation of funds of the Prescott Com-
Pany and it now appears that Mr. Towle was negligent and
Careless in other related matters which emphasize his fajil-
Ure to recognize his responsibility as an officer of your

"The Boerd gave full consideration to Mr. Peyton's
Suggestion but felt that, since the initial responsibility
in respect to the disposition of this matter rests with the
directors of the Federal Reserve Bank of Minneapolis, the
Participation by members of the Board in the forthcoming

oint meeting would not be desirable or necessary.

"However, since a knowledge of the views of the Board
B8y be of assistance to the directors in their consider-
ation of the matter, I have been asked to say to you that,
8fter reviewing all of the information which it is under-
Stood is also available to your directors, it continues to
be the view of the Board that prompt action on the matter
Should be taken by the directors of the Bank.

"In the Board's discussion of what that action might
be, two views were advanced: one was that in addition to
®ensuring Mr. Towle, he should be requested or permitted

O Tetire immediately. This was the strong inclination

Of the members of the Board but they were aware of the
fgct that the directors of the Minneapolis Bank face a
difficult situation in view of Mr. Towle's length of serv-
ice with the System (he was one of the original employees
of the Minneapolis Bank), his popularity in Montsna, and
is approaching retirement age. In view of those cir-
CUmstances, the alternative view was that Mr. Towle nmight
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"?erve out the remeinder of his present appointment which
W1ll expire at the end of this calendar year but that he
Should not be continued as an officer of the Bank beyond
that time. In advancing this as & possible alternative
Vliew, it was realized that such & course of action would
not dispose of the matter promptly, that question might
be raiged at the end of the yeur as to why Mr. Towle
Should not continue to serve to retirement ege of 65, znd
that the directors of the Minneapolis Bank might then have
to deal with the matter sgain. For these ressons, if in
the judgment of the Minneapolis directors it would be pref-
erable, the Board would concur in their arranging for Mr.
i Towle's retirement st once.
| "Regardless of whether Mr. Towle retired now or at
the end of this year, it was the feeling of the members of
| the Board that he had a moral obligation to meke restitu-
* tion to those who mey suffer loss as & result of Mr.
Larson's misconduct after Mr. Towle became aware of the
fact that Mr. Lerson had embezzled funds from the Prescott
COmpany.

"It was also the view of the members of the Board
that, whether Mr. Towle retired immediately or served to
@e end of this year, no dismissal pay should be given
him and no supplementzl contribution should be mede to the
Tetirement system in his behalf, but that he would retire
With the appropriste allowances under the existing reg-
Wations of the Retirement System.

"The Board would appreciate being advised promptly
fOllowing the meeting of the directors on April 28 as to
the action taken by the Minneaspolis Board."

Mr. Carpenter referred to the tentative understanding at the
meeting on April 11 that the Board would meet with delegations of un-
“Ployeq being brought to Washington by the CIO Full Employment Com-
Hitee, stating that he had been informed that it would meet the de-
Mres o the Committee if two groups could call upon the Board, one
:t2=30 P.m. on Wednesdsy, April 19, snd enother at 2:30 p.m. on
ed“esday, April 26, 1950.

It was understood that
availaeble members of the Board
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would meet with the delegatioms
at the times suggested.

Minutes of actions teken by the Board of Governors of the

F
®deral Regerve System on Saturday, April 15, 1950, were approved

unanimously.

Secretary.

ApprOVed :

Chairman.
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