
Minutes of actions taken by the Board of Governors of the

Federal Reserve System on Wednesday, April 26, 1950. The Board met

in the Board Room at 11:10 a.m.

from

bank

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

Mr. Carpenter, Secretary
Mr. Sherman, Assistant Secretary
Mr. Morrill, Special Adviser
Mr. Thurston, Assistant to the Board
Mr. Riefler, Assistant to the Chairman
Mr. Townsend, Solicitor
Mr. Solomon, Assistant General Counsel
Mr. Hostrup, Assistant Director, Division

of Examinations
Mr. Baumann, Assistant General Counsel
Mr. Cherry, Assistant Counsel

Chairman McCabe stated that this morning he received a letter

Senator Robertson dated April 25, 1950 transmitting the substitute

holding company bill which the senator presented to the subcom-

)

mittee yesterday. The letter stated that the subcommittee was scheduled

to meet again next Monday and that it would be appreciated if the Board

would write a letter stating which provisions of the substitute bill it

4greed with and those it was opposed to, with suggested changes in the

sections with which the Board did not agree. Before this meeting the

"ailable members of the Board had been advised of the receipt of Sen-

ator Robertson's request.

Mr. Carpenter read a memorandum from Mr. Vardaman, dated April

26) 1950, as follows:

"Governor Vardaman could not be present at this meet-
ing because of an official engagement made several days
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"ago for 11:00 this morning, and since notice of this
meeting was not sent out until 9:45, he could not cancel
the other engagement. He asked that the records of this
meeting indicate that he is of the same opinion with re-
gard to Senator Robertson's substitute Bank Holding Com-
pany Bill as expressed by him orally at the meeting yes-
terday, to wit:

"He feels that this Board has expressed itself in
a positive and definite way through the presentation of a
proposed bill to the Banking and Currency Committee pre-
pared after more than three years of active study and ob-
servation by the Board and its staff, and supported by

oral testimony at the hearing. He feels that any action

indicating an attack on the present substitute bill is

ill-advised and has recommended to the Board that it

simply answer the request for opinion made by the Chairman
of the Committee with a statement to the effect that the
Board has made clear its position in the past, has sub-

mitted a bill which it considers best adapted to the so-

lution of the problem and still is of the opinion that

that bill should be given consideration by the Committee.
But, that if the Committee and the Congress in their judg-

ment decide to pass the substitute bill as offered by

Senator Robertson, this Board will not object to it and

will do its part in the enforcement of the legislation

even though the Board feels that several provisions of

the proposed substitute bill will not prove satisfactory

or workable."

The other members felt that the Board should respond to Senator

Robertson's request and point out the shortcomings of the substitute

bill.

Legal

There followed a discussion of a memorandum prepared in the

Division under date of April 21, 1950 commenting on an earlier

raft of Senator Robertson's proposed substitute bill.

It was agreed unanimously that
the memorandum should be revised in
accordance with the discussion and
sent to Senator Robertson as soon as
possible with a letter of transmittal
reading as follows. In taking this
action, it was also understood that
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copies would be sent under confidential
cover to the Presidents of the Federal
Reserve Banks and members of the Federal
Advisory Council:

"In response to your letter of April 25, I am glad
to enclose herewith for the use of your Committee several
copies of a statement of views and comments of the Board
with respect to your proposed substitute for S. 2318, the
bank holding company bill.

"As I indicated in my letter of April 16, we are not
insistent upon our particular draft of bill and we know
that there are other possible approaches to this problem.
Our purpose, like yours, is to obtain constructive legis-
lation, and we would favor any legislative approach which
would accomplish this objective. Also, we are fully sym-
pathetic with your desire to obtain as short and simple a
bill as possible. However, I should say frankly that, when
an effort is made to fit together the provisions of the ex-
isting law and the proposed substitute bill, it seems to us
that the approach adopted in the latter does not result in
simplicity. More importantly, it seems to us that the pro-
posed bill would not provide regulatory legislation which
would deal effectively either with the bank holding problem
as it now exists or with new developments which might be
expected in this field. In the enclosed statement, we have
indicated the areas in which we believe that the bill fails
to achieve the objectives which we are both seeking.

"If there is anything in the statement which is not

entirely clear, please let us know. If you should feel
that a discussion would be helpful, I would be glad, with
members of our staff who have had long experience with bank

holding company matters, to discuss with you in detail the

different legislative proposals on this subject and their

application to various situations. We want to be of any
possible assistance to you and your Committee in your fur-
ther consideration of this matter."
COMMENTS UPON PROPOSED SUBSTITUTE BANK HOLDING COMPANY BILL

(COMMITTEE PRINT OF APRIL 22, 1950)
"There are set forth below views and comments of the

Board of Governors of the Federal Reserve System regarding
the April 221 1950 Confidential Committee Print of a pro-
posed substitute for S. 2318, the bank holding company bill.

"No.change in ExistinR Law
"Pro.pasal. - The proposed substitute bill does not

repeal, modify, or change in any way the provisions of ex-
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Histing law relating to inolding company affiliates', but
leaves these provisions intact in the law. It would su-
perimpose its provisions upon the provisions of existing
law.

"Comment. - This treatment of the matter results in
a shorter bill which, on its face, may appear to be rel-
atively simple; but when the existing law and the substitute
bill are considered together, interpretation of the result-
ing provisions is confusing, and the effort to achieve brev-
ity and simplicity defeats its own end. There appears to
have been some misapprehension as to the nature and effect
of the proposed substitute bill. It should be clearly under-
stood that the substitute bill is not an amendment to ex-
isting law. If it were enacted, it would result in two in-
dependent statutes relating generally to the same subject
matter but not correlated in any manner. On the one hand,
there would be the existing law relating solely to 'holding
company affiliates' of member banks. On the other hand,
there would be the new law relating to 'bank holding com-
panies'. Some holding companies would be 'holding company
affiliates' under the existing law and subject to all its
requirements and at the same time would be 'bank holding

companies' under the new law and subject to all its require-
ments. Other companies, however, would be 'bank holding

companies' but not 'holding company affiliates' and, there-
fore, would be subject only to the new law. This would 'be
true, for example, of a company like Morris Plan Corporation

Which controls only nonmember banks. Similarly, there are

companies which control banks but are not 'holding company

affiliates' under the existing law because of exemptions

granted by the Board but which would be 'bank holding com-

Panies' under the new law and could not be exempted from
the requirements of the new law. There is no justification
for these distinctions and lack of uniformity in require-
ments or the confusion which would necessarily result from

attempting to deal with this subject in this manner.
"Definition of 'Bank Holding Corium/1

"Proposal. - The substitute bill would define a 'bank
holding company' in much the same way as the term 'holding

company affiliate' is defined in existing law, except that
it would apply to the ownership or control of insured banks

instead of only member banks. Thus, a company would be a

holding company if it owns or controls 50 per cent of the

Shares of a bank, or 50 per cent of the shares voted at
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"the last election of directors, or controls in any manner
the election of a majority of the directors. A company
which, under this definition, is a bank holding company on
April 15 or thereafter, would always be a holding company;
and so long as it owns or controls more than 5 per cent of
the shares of any insured bank, would be subject to the re-
strictions of the revised bill.

"Comment. - One of the principal objections to the ex-
isting law is that the definition of 'holding company af-
filiate' is not broad enough to reach some companies which
control the management and policies of banks. Ownership or
control of 50 per cent of the stock of a bank is entirely
unrealistic as a basic test for determining whether a hold-
ing company relationship exists, because it is common knowl-
edge that one company may exercise a controlling influence
over another company without owning or controlling a major-
ity of its stock. The continuation of this 50 per cent
test of a bank holding company relationship would facil-
itate evasion of the law.

"The test of a bank holding company based on 'control
in any manner' of the election of directors of a bank has
very little practical meaning. In the first place, it is
extremely difficult to prove such control, and no super-
visory agency of the Goverment would be vested with any
authority to make any determination in this regard. The
question could be settled only by resort to the criminal
courts through the Department of Justice. Of course, the
law would be construed strictly against the Government, as
all criminal statutes are. Moreover, even though a company
might be a bank holding company because of 'control in any

manner' of a bank, it would not be subject to the restric-
tions of the law unless it also owns or controls more than
5 per cent of the stock of some bank.

"The Board believes, therefore, that the definition of
'bank holding company' proposed in the substitute bill is
impractical and will be unsatisfactory in accomplishing the
desired results. The Board is of the view that, whatever

Percentage of ownership may be used, it is essential that
any adequate definition of bank holding company also provide
for some discretionary authority in the administering agency.
Without such authority there will necessarily be some cases
Which should be covered by the law but which would not be
brought within its provisions. For example, there is one
ImPortant bank group where the stock of the banks is held by
trustees under a testamentary trust, and it appears that the
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"largest bank in the group may exercise a controlling
influence over the management end policies of the other
banks. There is, however, no effective means of pro-
viding in the statute a definition which would cover
this institution unless it be done through the exercise
of a discretionary authority after investigation and a
hearing if necessary. If the bill included an adequate
provision for authority to determine whether a particular
company is a 'bank holding company', the Board would not
be inclined to regard the 50 per cent test as being en-
tirely unworkable.

"The definition in the substitute bill does not ade-
quately cover cases in which a company exercises a control-
ling influence over a bank holding company and thus indi-
rectly exercises such an influence over a group of banks.
Thus, as is true in at least one case, a company might own
Slightly less than 50 per cent of the voting stock of a
bank holding company controlling substantial banking interests,
but would not itself be a bank holding company. Such a com-
pany would be free to purchase bank stock and to continue
to hold nonbanking investments without regard to the re-
strictions contained in the substitute bill.

"The definition.of 'bank holding company' in the sub-

stitute bill does not contain any provision for exemptions.
It differs in this respect from existing law which, in de-

fining 'holding company affiliate', provides that that term
shell not include, except for limited purposes, any company

which the Board determines is not engaged as a business in

managing or controlling banks. Through the years the Board
has made such determinations with respect to over 150 organ-

izations which controlled one or more banks but which the

Board did not regard as being engaged as a business in man-

aging or controlling banks. These organizations have included,

among others, large industrial or comv.ercial businesses. La-
bor unions, churches, colleges, etc., which had incidental

banking interests. In a large percentage of the cases, the

control of only one bank was involved. The fact that an

organization might have been so exempted under the definition
of 'holding company affiliate' under existing law would

have no bearing whatsoever on its status as a 'bank holding

company' under the proposed substitute bill. If it con-

trolled a bank, the organization would be a 'bank holding
coml.:any' and required to divest itself of either its non-

banking interests or its bank stock. Aside from being on

unnecessary irritant and nuisance as an administrative

matter, the results might be quite unfortunate from the

standpoint of the public interest in some instances where

organizations own and operate banks as a matter of conven-

ience for their members, employees or customers.
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"Diffusion of Administrative Reugnsibility
"Proposal. - The substitute bill provides that a bank

holding company, in order to acquire the shares of any bank
must obtain the approval of the Board if the bank to be ac-
quired is a State member bank, the Comptroller of the Cur-
rency if the bank is a national bank, and the FDIC if the
bank is a nonmember bank.

"Comment. - This diffusion of authority, the Board
believes, is impractical, will lead to conflicting pol-
icies, and will hamper the effective administration of
the law. As was stated during the hearings on S. 2318,
the Board believes that from the standpoint of efficient
administration and the fixing of responsibility, such au-
thority should be vested in a single agency. However, if
this is not to be done, the Board believes that, rather than
to have the authority diffused as proposed in the substitute
bill, it would be preferable for the three Federal bank su-
pervisory agencies to act as a unit and that unanimous ap-
proval of all three agencies be required for expansion by a
holding company group. If provision were made for unanimous
approval, it should be required for the establishment of
branches and the purchase of assets of other banks by sub-
sidiary banks in a bank holding company group, as well as
for the purchase of bank stock by a bank holding company;
and similarly all other administrative action provided for
in the bill should be by unanimous agreement.

"Expansion througla Purchase of Assets
"Proposal. - The substitute bill omits completely any

provision requiring a banking subsidiary of a bank holding
company, or a bank holding company which is itself a bank,
to obtain the approval of any supervisory agency before pur-
chasing the assets of any other banking institution.

"Comment. - Expansion and tendency toward monopoly
can be attained not only by the purchase of shares by a
bank holding company but also by the acquisition of assets
of other banking institutions by banks in a holding com-
pany group. It is true that, if after such a purchase of
assets the holding company desires to convert the insti-

tution so acquired into a branch of one of the banks in
the group, it would ordinarily have to obtain permission.
No such permission is required, however, where the bank

whose assets are taken over is not to be replaced by a

branch. The acquisition of assets of a bank, coupled with
its liquidation, can be a very effective means of elimi-

nating competition in a given community. The Board believes,

therefore, that legislation for regulation of bank holding

companies can be effective only if it includes restrictions
on the purchase of assets of banks. It is noteworthy in this
connection that the House of Representatives has passed, and
a subcommittee of the Senate Judiciary Committee has approved,
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"a bill to make certain provisions of the Clayton Act re-
stricting stock purchases by corporations applicable also
to purchases of assets of other corporations where the effect
is a lessening of competition or tendency to monopoly. The
Purchase of assets of banks by banks controlled by a bank
holding company should be,permitted, in the Board's view, only
With administrative approval granted after consideration of
the same standards or guides as are prescribed in connection
With the purchase of bank stock by holding companies.

"Creation of New Bank Holding Companies
"The substitute bill does not provide adequate control

over the creation of new bank holding companies. As lontl, as
a company did not acquire a majority of the stock of any bank,
it would be possible for it to acquire a very substantial
portion of the stock of any number of banks and to exercise
a controlling influence over a large bank group without being
a bank holding company subject to the restrictions of the sub-
stitute bill. Also, it would be possible for a newly organ-
ized corporation to acquire all of the stock of all of the
banks controlled by two or more bank holding companies with-
out approval by any supervisory agency; and by this means it
would be possible to consolidate two or more holding company
Systems, thus permitting increased concentration of banking
and consequent tendency to monopoly.

"Regu,lation. Investigation, and Enforcement 
"Proposal. - There is no provision in the substitute

bill for regulation or supervision by any Federal agency,
and likewise no provision for the making of investigations.
There is no sanction or provision for enforcement except
criminal penalties. Willful violation of any provision of
the bill would be subject to a maximum punishment of *1,000
a day in the case of a corporation or any other organization,
and a maximum of 0.0,000 fine or one year imprisonment, or
both, in the case of an individual.

"Comment. - If the administration of the law is to be
effective, it is imperative that there be appropriate author-
ity for the making and enforcement of regulations by the
administering agency. An authority to make investigations
is necessary in order to determine what institutions may or
may not be bank holding companies within the meaning of the
definition prescribed and therefore subject to the restric-
tions imposed by the legislation. Without such authority to
make investigations, institutions which should be regulated
may be able to avoid the law entirely. Furthermore, without
such authority, together with a power to require correction
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"in appropriate cases, the affairs or conduct of bank
holding companies which might be inimical to the public
interest, or possibly contrary to specific legal stand-
ards, could not be dealt with adequately. It seems obvious
that a power of investigation, with appropriate subpoena
power, should be vested in the appropriate agency of the
Federal Government. In providing criminal sanctions alone,
without provision for investigations and administrative
hearings or other civil proceedings to decide questions
with respect to which there may be honest differences of
opinion, the proposed substitute bill would be punitive
legislation of the most drastic kind. In urging appropriate
provision for investigations and administrative hearings,
the Board is merely suggesting procedures comparable to
those long followed by the Federal Trade Commission, Se-
curities and Exchange Commission, Interstate Commerce Com-
mission, and other regulatory agencies. In connection with
sanctions, it is believed that, in addition to criminal
penalties, consideration should be given to less drastic
penalties such as were proposed in S. 2318.

"Examinations of Bank Holding Companies
"Although existing law authorizes examinations of bank

holding companies where member banks are involved and appli-
cations are made for voting permits, the substitute bill con-
tains no provisions with respect to examinations. Accord-
ingly, a holding company, such as Morris Plan Corporation,
which controls only nonmember banks would not be subject to
examinations by any Federal agency. Obviously, there should
be an appropriate provision for examination of all bank
holding companies.

"Judicial Review 
"There is no judicial review provided in the sub-

stitute bill, so that when a supervisory agency acts upon
a request of a bank holding company for acquisition of shares
and denies it, the decision is final. The Administrative
Procedure Act does not help, because the latter does not pre-
scribe judicial review in case of discretionary action. Con-
sequently, a holding company would have no choice but either
to accept the position of the supervisory agency or to be
prosecuted criminally, with the virtual certainty of being

convicted.
"Divestment of Nonbanking Shares and Obligations

"Proposal. - Under the substitute bill, a bank holding
company would be prohibited, after five years from the date
of the law, from holding stock in any nonbanking corporations,
except those engaged in a safe deposit or a fiduciary busi-
ness, and from holding any obligations excepc, investment se-
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"curities which national banks are permitted to purchase
under the National Dank Lct; but these provisions do not
apply to bank holding companies which are themselves banks
or trust companies.

"Comment. - The substitute bill contains no exception
to this provision which -would permit the ownership of 5 per
cent or less of the securities of any one company. Such an
exception, the Board believes, is a justifiable one because
it permits a bank holding company to continue to have diver-
sified investments where the amount of each such investment
is so small that it does not contravene the basic objective
of the bill. In this connection, it should be noted that
under provisions of existing law which would still be appi-
cable to any holding company which held a voting permit, a
holding company is required to build up certain reserves of
readily marketable assets; these assets now may consist of
readily marketable stocks, as well as bonds, and there appears
to be no good reason why this should not continue to be per-
mitted. The substitute bill apparently does not permit a bank
holding company to own assets which it has acquired from a
subsidiary bank in a case where the bank has been asked by the
appropriate supervisory authorities to rid itself of certain
undesirable assets. Also, under the substitute bill it is not
clear that a bank holding company could own a corporation
organized for the purpose of providing bank premises. These
would all seem to be desirable exceptions to the restrictions
on holding of nonbanking investments. In addition, there
are other business enterprises which are closely related to
banking and whose association with banks has been tradition-
ally recognized as being unobjectionable, so that their con-

trol by bank holding companies would seem to be likewise

unobjectionable.
"Standards

"Proposal. - In passing on requests for bank holding

companies to purchase shares in banks under the proposed bill,
the appropriate Federal supervisory agency would be required
to take into consideration the financial condition of the bank,
adequacy of capital, earnings prospects, character of manage-
ment, needs of the community, and whether or not the corporate
powers are consistent with the law relating to Federal insur-
ance of deposits. It would also be required to take into
account the policy of Congress 'in favor of local ownership
and control of banks and competition in the field of banking'.
It is apparently intended that the various factors enumerated
above would have to be taken into consideration also by a
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"Federal supervisory agency in considering applications
for branches.

"Comment. - The Board has no objection to this re-
quirement and feels that it is a desirable and constructive
one. It is very important, however, that it be made en-
tirely clear that these standards are to be taken into con-
sideration in passing upon applications by banks in a hold-
ing company group for establishment of branches and pur-
chases of assets of other banks.

"Voting Permit Procedure
"The principal requirement of the existing law is that

a holding company must obtain a voting permit from the Board
if it wishes to vote the stock which it owns in a member
bank. As has been previously pointed out, this provision is
impracticable because it leaves with the company the option
as to whether to obtain a voting permit, and the law is not
applicable to a company unless it chooses to get such a voting
permit. It is sometimes possible for a company to operate
satisfactorily and to control its banks without a voting per-
mit. This unsatisfactory procedure is left unchanged by
the substitute bill. It seems most important that the voting
Permit procedure be eliminated and that all of the require-
ments of the law, whether new or old, be made uniformly ap-

plicable to all bank holding companies.
"Miscellaneous Subjects Not Covered

"In addition to the comments made above, it should be

noted that the substitute bill does not contain any provisions
to restrict loans made to a bank holding company by a sub-

sidiary nonmember insured bank; any provisions requiring a

bank holding company to maintain a reserve of readily mar-

ketable assets where member banks are not involved and voting

permits are not obtained; any provisions providing regulatory

control by a supervisory agency over the charging of excessive

management or service fees by holding companies against their

subsidiary banks; or any provisions for registration of hold-

ing companies or the making of reports by them."

At this point all of the members of the staff with the exception

°f Messrs. Carpenter and Sherman withdrew, and the action stated with

respect to each of the matters hereinafter referred to was taken by the

bOard:
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Memorandum dated April 25, 1950, from Mr. Young, Director

of the Division of Research and Statistics, recommending an in-

crease in the basic salary of Yrs. Monica F. Jones, a clerk in that

Division, from l'2.2955 to (0,035 per annum, effective April 30, 1950.

Approved unanimously.

Letter to Mr. Gerald Alter, Board of Governors of the Fed-

eral Reserve System, Washington, D. C., reading as follows:

"The Government of Colombia has requested that a

mission be sent from the Board to that country to en-
gage in a study of its financial system and credit pol-
icies and to recommend such legislative and policy changes
as seem advisable. In accordance with this request, which
has been approved by the Department of State, the Board
has authorized you to proceed to Bogota, Colombia, and to
remain there for a period up to three months as a member
of the mission.

"Under the terms of the authorization you will con-

tinue on the pay roll of the Bard during the period in-

volved. Your necessary expenses incident to the mission,

except transportation from Washington, D. C. to Bogota,

which is referred to hereinafter, will be reimbursed direct

to you by the Banco de le Republica, of Colombia, which has

been authorized by the Colombian Government to assume the

responsibility of handling the detailed arrangements for

the mission. The Banco de la Republica has agreed to pro-

vide your subsistence, including suitable living quarters
in Colombia, either by reimbursement to you of your actual

expenses or by payment of a reasonable per diem.
"Your transportation to Colombia will be secured

through issuance of the Board's transportation requests,
and the cost thereof will be reimbursed to the Board by the
Banco de le Republica upon submission to that institution
of an appropriate statement. Please so inform the Banco de
la Republica.

"It is requested that you retain the original of this
letter, and that the file copy, after being initialed by you,
be returned to the Board's files."

Approved unanimously.
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Letter to to Mr. Sproul, President of the Federal Reserve Bank

of New York, reading as follows:

"This refers to Mr. Sheehan's letter of April 7,
1950, and enclosures, concerning the opening by the
Heidelberg Branch of the Chase National Bank of a sub-
office in Campbell Barracks near Heidelberg, Germany.

"Vithout indicating any opinion as to whether the
establishment of the sub-office referred to above con-
stitutes the establishment of a branch requiring the
Board's permission, the Board will interpose no objec-
tion at this time to the establishment and operation of
the sub-office. If, however, it should appear that
such sub-office is to be a permanent office or its op-
erations should be expanded beyond those stated in the
enclosures to Mr. Sheeban's letter of April 7, the Board
would wish to give the matter further consideration.

"It is suggested that your bank advise the Chase
National Bank of the Board's views in this matter and
request the Chase National Bank to keep you informed
with regard to the operations of the sub-office."

Approved unanimously.

Telegram to Mr. Slade, Vice President of the Federal Reserve

Bank of San Francisco, reading as follows:

"Relet April 21. In view your recommendation
Board approves establishment and operation of branch in
Carlsbad, California, by 'Security Trust & Savings Bank
of San Diego', California, provided such branch is es-
tablished within six months from April 3, 1950, as re-
quired by State authorities, and with understanding that
counsel for Reserve Bank will review and satisfy himself
as to the legality of all steps taken to establish branch."

Approved unanimously.

Letter to Mr. Hemmings, Assistant Cashier of the Federal Re-

serve Bank of San Francisco, reading as follows:

"Reference is made to your letter of April 13, 1950,
in which you ask for confirmation from the Board of Gov-
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ernors for your Bank's contemplated revision of de-
struction schedules covering various Treasury Depart-
ment forms for which Congressional authority to de-
stroy has been received.

"It is noted that this revision would specify
the copies authorized for destruction by title instead
of by copy designation, and we knolq of no reason why
this should not be done."

Approved unanimously.

Memorandum dated April 201 1950, from Mr. Young, Director of

the Division of Research and Statistics, recomvending the purchase

of a projector, a screen, a microphone to be used with the sound

equipment the Board already owns, and a lighted easel for conven-

tional charts, which would make possible more effective presentation

of charts and graphs in the Board Room.

Approved unanimously, with
the understanding that the appro-
priate items in the Board's Budget
would be increased by an amount
sufficient to cover the

Secretary.

Chairman.
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