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WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-6692 

•September 4, 1930. 

SUBJECT! Topic fo r Fa l l Conference - Revision of 
Membership Condition re Purchase of Bank Stocks# 

Dear S i r : 

The r e p l i e s to the Board's l e t t e r of June 
27, 1930, (X-6646) r e l a t i v e to the a d v i s a b i l i t y of 
a rev i s ion of the condit ion of membership regarding 
the purchase of stock i n other i n s t i t u t i o n s by S t a t e 
member banks, d isc lose a considerable var iance of 
opinion on the question and accordingly the Board 
has decided to r e f e r the matter to the Conferences 
Of Governors and Federal Reserve Agents which con-
vene on October 6. 

For your information there i s enclosed 
copy of a memorandum prepared by the Board's 
Ass i s t an t Counsel summarizing the r e p l i e s to tho 
c i r c u l a r l e t t e r r e f e r r e d to above. 

Very t r u ly yours, 

E. M. McClelland, 
Ass i s tan t Secre ta ry . 

Enclosure. 

TO AM, GOVERNORS AHD FEDERAL RESERVE AGENTS. 
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August 9, 1930t 

The Federal Reserve Board Proposed rev i s ion of condit ion No. 3, 

Mr. Wingfield, Ass i s t an t Counsel. Section IV, of Board 's , Regulat ion H. 

Under the p resen t provis ions of condit ion No. 3 of Sect ion 
IV of the Board 's Regulation H, a S ta te member bank sub jec t to 
such condit ion may not purchase any of the s tock of another bank 
or t r u s t company unless i t obtains in each case the permission of 
the Federal Reserve Board. Recently the Board considere-1 the ad-
v i s a b i l i t y of rev i s ing th i s condit ion so as to pe rm fc Eta te member 
banks subject to i t to purchase a l imi ted percentage of: the c a p i t a l 
s tock of other banks and t r u s t companies without being under the 
necess i ty of obtaining the Board's permission to make such purchases . 
This o f f i c e was requested to prepare a d r a f t of a rev is ion of con-
d i t i o n No. 3 along t h i s l i n o . The following rev is ion of t h i s con-
d i t i o n was accordingly prepared and submitted to the Board: 

"(3) Such bank or t r u s t company, except a f t e r 
applying for and receiving the permission of the Federal 
Reserve Board, sha l l not acquire more than 50 per cent of 
the c a p i t a l s tock of any other bank or t r u s t company; and, 
except with the Board's permission, i t s t o t a l investments 
i n the s tock of other banks and t r u s t companies s h a l l not 
exceed 20 per cent of i t s own cap i t a l s tock and s u r p l u s . " 

Before reaching a determination as to whether t h i s r ev i s ion 
of condit ion No. 3 should be adopted, however, the Board decided to 
submit i t to the Governors and Federal Reserve Agents of a l l Federal 
reserve banks fo r t h e i r suggest ions . The Board accordingly on June 27, 
1930, addressed a l e t t e r (X-6646) to a l l Governors and Federal reserve 
agents and requested them to advise the Board whether in t h e i r opinion 
a rev i s ion of t h i s condition of membership Mo. 3 was advisable and as 
to whether the percentages contained in the r ev i s ion above quoted with 
re ference to the amount of s tock of other banks and t r u s t companies, 
which might be purchased by a member bank were appropria te and advis -
a b l e . Replies to the Board's l e t t e r have now been received from a l l 
of the Governors and Agents and these r e p l i e s w i l l be summarized f o r 
the Board's informat ion . 

I t appears t ha t s i x of the Governors and Agents are of the 
opinion that i t i s not des i rab le f o r the Board a t t h i s time to make 
any change i n the condition No. 3 contained in Section IV of the Board's 
Regulation H. In t h i s connection, the Board's spec ia l a t t e n t i o n i s 
ca l l ed to the l e t t e r s received from Governor Black of A t l an ta , Governor 
Harrison of New York, and Mr. Heath of Chicago, which s e t out i n some 
d e t a i l the ob jec t ions to a change i n the presen t provis ions of t h i s 
condi t ion. Theso l e t t e r s discuss the question whether i t i s advisable 
f o r the Board to r e t a i n any condit ion of membership with r e fe rence to 
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the purchase of bank s tocks . They point out , however, tha t group 
and branch banking i s being inves t iga ted with a view to poss ib le 
l e g i s l a t i o n on the subjec t and tha t the Board i t s e l f has appointed 
a committee to i nves t i ga t e group and branch banking. Under these 
circumstances, they suggest tha t any change in condition Uo. 3 
should be de fe r r ed u n t i l a l a t e r da te . 

All of the o ther Governors and Federal reserve agents seem to 
fool tha t some change in t h i s condit ion i s d e s i r a b l e . Three of this 
l a t t e r group be l ieve tha t i t i s advisable fo r the Board to eliminate 
from i t s Begulations e n t i r e l y the condition Ho. 3. The others be-
l i e v e i t i s des i r ab le f o r the provis ions of t h i s condit ion to be 
rev ised so as to permit a member bank to purchase l imi t ed amounts of 
the s tock of o ther banks and t r u s t companies without obtaining spe-
c i f i c permission from the Board. Various percentages with reference 
to the amount of stock which should be purchased without the Board's 
permission a re suggested by these Governors and Federal Reserve Agents# 
One Governor and two Federal Reserve Agents think tha t the percentages 
contained in the r ev i s ion above quoted are appropr i a t e . The g rea t 
ma jo r i ty , however, f e e l tha t these percentages are too l i b e r a l and in 
most cases suggest considerably lower percentages of varying amounts# 
In t h i s connection the p a r t i c u l a r a t t e n t i o n of the Board i s ca l led to 
the l e t t e r s of Governor Uorris of Ph i lade lph ia , Governor Martin of 
S t . Louis, and Mr. Walsh of Dal las . 

The r e p l i e s of each of the Governors and Federal Reserve Agents 
w i l l bo summarized fo r the Board's information i n g rea te r d e t a i l below: 

SUMMARY OF REPLIES 

BOSTOH-

Doputv Governor Paddock.- Deputy Governor Paddock be l i eves that 
condi t ion No. 3 might Well be el iminated e n t i r e l y because i t docs not 
provide s a t i s f a c t o r y control of group banking. I f condit ion i s to be 
r e t a ined , however, he suggests t h a t a member bank be not permi t ted to 
purchase more than 40 per cent of the c a p i t a l s tock of any other bank 
or t r u s t company without the Board's permission and tha t the l im i t of 
i t s t o t a l investments i n bank stocks should bo 40 per cent of i t s own 
c a p i t a l and s u r p l u s . 

Mr. Cur t i ss - Mr. Curt iss be l ieves tha t i t would be des i rab le to 
e l iminate condi t ion No. 3 e n t i r e l y because t h i s condit ion i s not e f -
f e c t i v e in g iv ing the Board control over group banking. I f the con-
d i t i o n i s to bo r e t a ined , however, he suggests that the purchase with-
out the Board's permission by a member bank of s tock of any other bank 
or t r u s t company be l imi ted to 40 per cent of the cap i t a l of such other 
bank or t r u s t company. I t i s not c lear what l i m i t with re ference to 
t o t a l investments i n the stock of other banks and t r u s t companies he 
be l i eves i s d e s i r a b l e . 
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HEW YORK. 

Governor Har r i son . - Governor Harrison suggests the de-
s i r a b i l i t y of e l iminat ing e n t i r e l y the condit ion of membership Ho. 
3 . He f u r t h e r suggests , however, tha t any amendment of t h i s con-
d i t i o n of membership "be defer red u n t i l a f t e r the committee appoin t -
ed by the Board to i nves t i ga t e group and chain banking has made 
i t s r e p o r t . Governor Harrison appears to foo l tha t condit ion of 
membership No. 3 would not be e f f e c t i v e i n con t ro l l ing group and 
chain banking and tha t investment in bank stocks by S ta te member 
banks i s not inadvisab le , un les s the aggregate amount of such i n -
vestments by any one member bank i s such as to ind ica te t h a t the 
member bank ' s general investment po l i cy i s unsound. 

Mr» Case,- Mr. Case has advised the Board tha t he concurs 
i n Governor Har r i son ' s l e t t e r . 

PffTT.ATffiTT.PffTA. 

Governor Morr i s . - Governor Morris be l i eves tha t a r ev i s ion 
of the Board 's condit ion of membership No. 3 i s de s i r ab l e . He sug-
ges t s tha t the purchase by a member bank of s tock of any o ther bank 
or t r u s t company without the Board's permission be l imi ted to 20 
pe r cent of the cap i t a l s tock of such other bank or t r u s t company 
and tha t the t o t a l amount of bank stock a member bank may purchase 
be l imi ted to 5 per cent of i t s own cap i t a l and surp lus , or a t the 
most to 10 per cont of i t s own cap i t a l and su rp lus . 

Mr. A u s t i n . - Mr. Austin bel ieves that a change i n the Board's 
condi t ion of membership ITo. 3 i s de s i r ab l e . He suggests t ha t the 
purchase by a member bank of stock in any other bank or t r u s t con>* 
pany be l im i t ed to 20 per cent of such other bank ' s c a p i t a l s tock 
without the Board 's permission and a lso suggests tha t the t o t a l i n -
vestment by a member bank i n bank stocks be l imi ted to 20 per cent 
of i t s own c a p i t a l and su rp lus . Mr. Austin a l so suggests t ha t i f 
t h i s condit ion i s revised , i t be so framed tha t i t i s app l icab le to 
member banks which a re now sub jec t to t h i s condi t ion in i t s present 
form or i n the form in which i t was appl ied p r i o r to the Board 's 
Regulat ions, Ser ies of 1928. 

CLEVELAND, 

Governor rancher and Mr. BeCamp. - Governor Fancher and Mr. 
DeCamp have r e p l i e d to the Board's l e t t e r (X-6646) i n a j o i n t l e t t e r . 
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They seem to f e e l that i f the Board's condit ion of membership 
No# 3 i s rev ised as proposed, group "banks w i l l "be able to evade 
the s p i r i t of t h i s condit ion by reason of the f a c t tha t severa l 
member "banks which are members of a p a r t i c u l a r group might hold 
the permi t ted amount of stock in a p a r t i c u l a r "bank and the ag-
gregate amount so he ld "by a l l members of the group would c o n s t i -
tu t e control of the "bank# They suggest , however, t ha t the t o t a l 
amount of bank stock which a member bank might purchase should 
not without the Board's permission exceed 20 or 25 per cent of 
i t s own c a p i t a l and surplus• They seem to f e e l tha t a r ev i s ion 
of the condit ion so as to permit a member bank without the Board 's 
s p e c i f i c permission to purchase up to 50 per cent of the c a p i t a l 
of any one bank or t r u s t company i s not inadvisable# 

RICHMOND. 

Governor Seay and Mr. Hoxton - Governor Seay and Mr. Hoxton 
have a lso made a j o i n t rep ly to the Board's l e t t e r (X-6646). 
They suggest t ha t the rev i s ion of the Board's condit ion of member-
ship No. 3 contained in th i s l e t t e r i s extremely l i b e r a l and goes 
much f u r t h e r than could be reasonably expected. They suggest that 
the amount of s tock of any bank which a member bank may purchase 
without the Board 's permission be placed a t 25 per cent of the 
c a p i t a l of such other bank or t r u s t company# They f u r t h e r sug-
ges t tha t the t o t a l amount of bank stock which a member bg&k may 
purchase without the Board's permission be f i x e d a t 20 per cent of 
the cap i t a l and surplus of the member bank# 

ATLANTA. 

Governor Black . - Governor Black f e e l s t h a t there should 
be no change in the present provis ions of the Board's condit ion 
of membership Ho# 3. He f e e l s tha t t h i s condit ion should not be 
l i b e r a l i z e d because (1) na t iona l banks are not permit ted to pur -
chase bank s tock , (2) the Board might be accused of f i x i n g in i t s 
regu la t ion the wrong percentage, s ince what would be a proper l im-
i t a t i o n , in one case might be obviously improper i n another , and 
(3.) tha t a change in th i s condi t ion, while l e g i s l a t i o n on the sug-
j e c t of group banking i s being considered, might bo p o l i t i c a l l y 
construed e i t h e r as an a id or an obstacle to group, chain or branch 
banking# 

Mr. Hew ton. - Mr# Newton f e e l s tha t no change in the Board 's 
condit ion of membership No# 3 i s des i rab le because a p a r t i c u l a r bank 
might not be j u s t i f i e d in purchasing any number of shares of the stock 
of another bank and each case should stand upon i t s own merits# 
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CHICAGO. 

Governor McDougal. - Governor McDoagal suggests that the 
Board.1 s condi t ion of membership Mo, 3 "be e l iminated e n t i r e l y 
from the Board's conditions of membership. I t appears tha t 
he does not f e e l tha t the Board should, "by r e t a i n i n g t h i s con-
d i t i o n , attempt e i t he r to r e s t r a i n or encourage group banking# 

Mr* Heath , - Mr, Heath suggests tha t the Board's condi-
t i on of membership No, 3 should remain unchanged or should he 
e l iminated from the Board's condit ions of membership en t i r e ly* 
He po in t s out t ha t i f a member bank i s permit ted without the 
Board 's permission to purchase up to 50 per cent of the cap-
i t a l of any one hank and purchase an aggregate amount of bank 
s tock up to 20 per cent of i t s ovm cap i t a l and su rp lus , a 
l a rge member bank could a c t u a l l y control a considerable number 
Of smaller banks and thus become a holding company f o r a group 
banking system of considerable s i z e , Mr, Heath f e e l s , t he re -
f o r e , tha t the proposed rev is ion of condit ion of membership 
No. 3 with the percentages contained in t h i s p rov i s ion , as 
s e t out in the Board's l e t t e r (X«»6646) would cons t i t u t e v i r -
tua l approval of the p r i nc ip l e of group banking, Mr. Heath 
f u r t h e r suggests tha t the Board has appointed a committee to 
i nves t i ga t e a l l phases of group, chain and branch banking and 
tha t i t would not be advisable to l i b e r a l i z e the provis ions 
of condit ion of membership Ho, 3 in advance of the repor t of 
t h i s committee, which may poss ib ly make an adverse repor t on 
the p r i n c i p l e of group banking, 

ST. LOUIS. 

Governor Mar t in . - Governor Martin suggests tha t 
condi t ion of membership Uo, 3 be revised so as to l im i t 
the purchase by a member bank without the Board's permis-
sion of s tock i n any other bank or t r u s t company to 20 per 
cent of c a p i t a l of such other bank or t r u s t company and 
to l i m i t the t o t a l investments in bank stock by a member 
bank, to 20 per cent of i t s own cap i t a l stock and surplus # 

Mr, Wood. — Mr, Wood suggests tha t the condit ion of 
membership Ho, 3 be revised so as to l imi t the r i g h t of a 
memoer bank to purchase stock e i t h e r d i r e c t l y or i n d i r e c t l y 
through an a f f i l i a t e d corporat ion or otherwise in any other 
bank or t r u s t company, without the Board's permission, to 20 
per cent of the cap i t a l of such other bank or t r u s t company* 
Mr, food does not suggest any l i m i t a t i o n on the aggregate 
amount of bank stock which a member bank may purchase wi th-
out the Board's permission* 
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MINNEAPOLIS. 

Governor Geery. - Governor Geery f e e l s tha t a r ev i s ion of the 
Board 's condit ion of membership No. 3 i s des i rab le and he suggests 
t ha t a member bank should be authorized to purchase without the 
Board 's permission not more than 25 per cent of the stock of any 
other bank or t r u s t company and to inves t not more than 20 per 
cent of i t s own c a p i t a l and surplus in the stocks of a l l o ther • 
banks and t r u s t companies, 

Mr. Mi tche l l . - Mr. Mitchell s t a t e s t h a t he thinks the amount 
of bank s tock t h a t a member bank should be permi t ted to hold should 
be l imi t ed to the smal les t poss ib le amount, s ince a na t iona l bank i s 
not permit ted to inves t in any bank stock, he f e e l s t ha t a S t a t e 
bank or t r u s t company should not bo permit ted to do so. I t appears, 
t he r e fo r e , t ha t Mr. Mitchell i s of the opinion that no change should 
be made in the presen t provis ions of the Board 's condit ion of member-
ship No. 3, 

KANSAS CITY. 

Governor Bai ley . - Governor Bailey f e e l s t ha t i t i s des i r ab le 
to l i b e r a l i z e the present provis ions of the Board 's condit ion of 
membership No. 3 . He suggests that a member bank be author ized to 
purchase not more than 25 per cent of the c a p i t a l s tock of any other 
bank or t r u s t company without the Board 's permission and t h a t such 
a member bank be authorized to make aggregate investments i n the 
s tocks of a l l banks and t r u s t companies not i n excess of 25 per cent 
of i t s own c a p i t a l and surp lus . 

Mr. McClure. - Mr. McClure f e e l s that a l i b e r a l i z a t i o n of the 
p re sen t provis ions of the Board's condition of membership No. 3 i s 
advisable and he f e e l s that the percentages of 50 per cent and 20 
pe r cent , r e spec t i ve ly , contained in the rev ised condit ion se t out 
i n the Board's l e t t e r (X-6646) are reasonable l i m i t a t i o n s on the 
amount of s tock of any one bank which may be purchased by a member 
bank and on the aggregate amount of bank stock which may be purchased 
by a member bank. 

DALLAS. 

Governor Tal ley . - Governor Talley f e e l s t ha t a r ev i s i on of 
the Board8s condi t ion of membership No, 3 i s des i r ab le , but suggests 
t h a t a member bank should not be permit ted to purchase more than 20 
per cent of the cap i t a l s tock of any one bank or t r u s t company ex-
cept with the Board's permission, and tha t the t o t a l investments 
i n bank stocks by a member bank should be l imi t ed to 10 pe r cent of 
the c a p i t a l and surplus of the member bank. 
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Mr. Walsh.- Mr. Walsh be l i eves tha t the r ev i s ion of the Board's 
condit ion of membership No. 3 i s des i r ab le , but be l ieves t h a t the pe r -
centages of 50 per cent and 20 per cent contained i n t h i s rev i s ion as 
s e t out i n the Board's l e t t e r (X-6646) should be reduced to 25 per 
cent and 10 per cent , r e spec t ive ly , 

SAN FRANCISCO. 

Governor Calkins. - Governor Calkins approves the proposed r e -
v i s i o n contained in the Board's l e t t e r (X-6646) including the pe r -
centages of 50 pe r cent and 20 per cent contained the re in . He s t a t e s 
t ha t he would be in favor of a l i m i t a t i o n upon the purchase of stock 
of any one bank below the 60 per cent contained i n the Board's pro-
posed r ev i s ion , i f such condit ion was p r a c t i c a l l y enforceable . He 
be l i eves , however, tha t i t can be evaded, and, t he r e fo r e , approves 
the condit ion as s e t out in the Board's l e t t e r . 

Mr. Sa rgen t . - In the absence of Mr. Newton, Mr. Sargent , Ass is tant 
Federal Reserve Agent a t San Francisco, advises tha t a r ev i s ion of the 
Board's condi t ion of membership No* 3 i s des i rab le . ' He approves the r e -
v i s ion of t h i s condit ion contained in the Board 's l e t t e r (X-6646.) con-
t a in ing the percentages contained there in of 50 per cent and 20 per 
cent , r e s p e c t i v e l y . 

For the Board 's informat ion, percentages the var ious Governors 
and Federal Reserve Agents have suggested the proposed r ev i s ion of 
condit ion of membership No. 3 should contain may be b r i e f l y s e t out 
as fo l lows: 

Per cent of s tock : Per cent of cap-
of any one bank : i t a l and surplus 

: of member bank may 
: be inves ted i n bank 
; s tock 

BOSTON - Deputy Governor Paddock 40$ 
Mr. Curtiss 40% i s i 

40$ 

NEW YOEK - Governor Harrison 
_Mr. Case o i 

0$ 0$ 

PHILADELPHIZ'.«i>f)vernor Norris 
Mr. Austin 

CLEVELAND — Governor Fancher 
__ Mr. DeCamp 

50$ 
50& 

20$ or 25$ 
20# or 25# 
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Per cent of stock 
of any one "bank 

Per cent of cap-
i t a l and. surplus 
of member bank may 
be inves ted in bank 

EI CHMOiro - Governor Seay 
Mr. Hoxton 

25$ 
25 i 

20$ 
2 0 i 

ATLANTA - Governor Black 
Mr. Newton 

0$ 
0# 

0$ 
0 i 

CHICAGO - Governor McDougal 
Mr. Heath O i 0 i 

ST. LOUIS - Governor Martin 
Mr. Wood 

2 0 $ 

20# 
20$ 

MINNEAPOLIS - Governor Geery 
Mr. Mitchell 

25$ 
0 i 

20$ 
O i 

KANSAS CITY - Governor Bai ley 
Mr. McClure 

25$ 
5 0 i 

25$ 
2 0 i 

DALLAS - Governor Talley 
Mr. Walsh 

20$ 
25 i o 

o 

SAN IRAN CI SCO - Governor Calkins 
Mr. Sargent 

50$ 
50$ 

20$ 
20$ 

Respec t fu l ly , 

B. M. Wingfield, 
Ass i s t an t Counsel. 

BMW: vbr - omc 

* 
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