
Perspective

The Office of the Comptroller of the Currency, like
the Nation's banking system, has changed overtime,
but in no period has change occurred as rapidly as in
the last few years. I am hopeful that this preface will
put many of the events of 1975 into the perspective of
the dynamics of the banking and bank regulatory
systems.

The Economy
The U.S. economy experienced its worst recession

since the 1930's in 1974-75, and real output of goods
and services declined in five successive quarters
from the beginning of 1974 through March 1975.
Since then there has been a steady recovery, but
levels of output before the recession were not passed
until the first quarter of 1976. Inevitably, the National
Banking System sustained a high volume of reces-
sion-related loan losses. However, bank earnings
were sufficient to cover those losses and still gener-
ate increases in capital and valuation reserves. The
strong position of National banks allowed them to
lessen the impact of the recession on those borrow-
ers having purely cyclical difficulties by liberalizing
loan terms.

The demand for bank loans normally declines
during recessions, and such was the case in the re-
cent period. Loan demand has remained weak for an
exceptionally long period, since March 1975, with the
level of total loans outstanding in mid-1976 approxi-
mately the same as that at the bottom of the reces-
sion. That soft loan demand is attributable to an ex-
tended period during which business inventories
were reduced and to the relatively high level of non-
financial corporations' internally generated funds in
1975 and early 1976. National banks have been able
to strengthen their balance sheets by purchasing a
heavy volume of Treasury securities. Banks' use of
that source of funds has allowed large Treasury
financings to be accommodated without generating
strong upward pressure on interest rates.

As the economic recovery proceeds, the demand
for short-term bank credit is expected to increase.

The National Banking System is in an excellent posi-
tion to meet that demand, and thus contribute further
to economic advance.

Technological Advances
Economic adversity is often father to cost-saving

and competitive innovation. During 1973 and 1974,
the banking industry was exposed to a new tech-
nological development—electronic banking. The ad-
vent of on-line accounting systems and the inefficien-
cies in traditional batch processing systems, accom-
panied by heavy branch development costs, led
bankers to consider and implement automated teller
machines. As a result of uncertainty under applicable
laws as to the status of such devices, bankers began
seeking approval to operate such terminals at loca-
tions other than approved branch sites during 1974.

On December 24, 1974, the Comptroller an-
nounced his interpretation of 12 U.S.C. 36 that such
terminals, known as Customer-Bank Communication
Terminals (CBCT's) were not branches and, thus,
were not subject to state branching limitations.1 On
May 19, 1975, the Comptroller amended his previous
ruling to require sharing of terminals located 50 miles
or more from the bank's service area with any other
interested institutions.2 Additionally, the May revision
established certain pre-notification requirements
Since those rulings were issued, this Office's position
has been strongly resisted by several state banking
commissioners and the Independent Bankers Associ-
ation of America. A number of Federal courts have
held the Comptroller's ruling on the branch question
to be erroneous. The Comptroller and several banks
have petitioned the Supreme Court of the United
States to review the question. The pre-notification
provision of the interpretive ruling was suspended
October 21, 1975, and presently only notification
following CBCT installation is required.

Despite ongoing litigation, in 1975, 51 banks es-

1 See Annual Report of the Comptroller of the Currency, 1974,
pp. 316-326.

2 See pp. 235-241 of this report.
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tablished 153 CBCT's and 24 states enacted legisla-
tion allowing State-chartered institutions privileges
similar to those afforded to National banks. As of
June 30, 1976, 73 banks had established a total of
225 CBCT's. Customer acceptance of electronic sys-
tems has been good as indicated by transaction vol-
umes and customer use of new plastic cards. The
outlook for the rest of 1976 and 1977 will be affected
by the United States Supreme Court's decision on
whether or not CBCT's are branches.

Bank Regulation
In the past, National bank regulation was primarily

reactive to changes in the banking system and in
individual banks. Recognizing that the rapid rate of
change that now characterizes the banking industry
may necessitate basic changes in bank regulation,
the Comptroller's Office underwent an in-depth man-
agement review by outside consultants (for further
information see Annual Report for 1974 and else-
where in this report). The Comptroller's evaluation of
the Haskins & Sells report has led to a major re-
organization within his Office. Implementation of most
new programs has been completed or will be com-
pleted by the end of 1976.

The Haskins & Sells report has given the Comp-
troller's Office a new outlook. We view banking as a
dynamic process; individual banks and the system
as a whole will be analyzed by looking to the future
as well as to the past. Diagnosis of areas of weak-
ness, treatment of existing problems, and measures
to prevent future difficulties will be used to maintain
a healthy banking system. Planning for the future,
based on the lessons of the past and also on expecta-
tions will direct not only bank regulation, but also the
internal operations of the Office. The increased com-
plexity of banking and related operations requires
that we, as bank supervisors, maintain at least the
same degree of technical expertise in specialized
fields as do National banks and bankers. That will be
a further commitment of the Office. In summary, we
believe that the Haskins & Sells report has allowed
us to see ourselves better and to provide better regu-
lation. The Comptroller's goal is to promote an open,
healthy and competitive National Banking System.
The general policies to be followed by the Comp-
troller toward that end will be announced in the early
fall of 1976.

Each operating division, each region and the
headquarters-based research and analysis division
will contribute to the Comptroller's planning program.
The program has already produced an internal plan
of activities and further results, which may also be of
help to bankers in planning for the future, will be re-
leased. Those releases will be through technical
publications, trade journals or publications of our

own. The Comptroller's internal plan, backed by op-
erational reviews, has already led to progress in the
areas of manpower development, budgeting and
resource deployment.

Bank Examinations
The National Bank Surveillance System, a data-

based analysis of individual banks, alone and in com-
parison with competitors and similar institutions, is
now operational. Both headquarters and regional
personnel have -undergone training in the system.
With support from NBSS reports, examiners will be
implementing revised examination procedures this
winter after extensive training sessions in the fall.
NBSS reports for and pre-examination interviews with
each National bank will allow examiners to focus
each examination on the particular aspects of the
bank which need the most scrutiny. In general, bank
examinations will place greater emphasis on each
bank's own policies, procedures and internal con-
trols.

Bank Corporate Activities
The processing of applications for new bank char-

ters, branch certificates, merger approvals, and
changes in capital is undergoing change. Many of
the processes that were handled by the headquarters
staff are now centered in the regions. After six months
of training in the Washington Office, regional cor-
porate specialists were sent to each region in mid-
1976. Proposed corporate activity policy statements
for the Comptroller's Office were proposed this sum-
mer and are now being finalized on the basis of the
substantial and generally favorable comments re-
ceived. The processing of applications is also cur-
rently under review in an attempt to speed up the
application process.

Consumer Affairs
The Comptroller's Consumer Affairs Division be-

gan operation in September 1974. That division is
charged with protecting the rights of the public in
dealings with National banks. During 1975, substan-
tial consumer legislation was enacted and many reg-
ulations were promulgated. On January 1, 1976, a
Consumer Complaint Information System was estab-
lished at the Comptroller's Washington Office to
deal with bank customer complaints. The Office's
commitment of personnel to the area of consumer
affiars has been expanded in each of the last 3 years
and further growth is expected in 1977.

Beginning in September 1976, a select group of
250 examiners will undergo 2 weeks of intensive
training in the newly designed procedures for exami-
nation of National bank compliance with various con-
sumer protection laws. All National banks will be
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subjected to a separate examination for consumer
protection purposes within a 12-month period during
1976-77.

Extensive resources have been devoted con-
sumer protection in processing consumer complaints
and in conducting examinations. Both consumers
and banks have benefited from the new consumer
protection laws. Despite the necessary complexity of
many of the regulations, increased disclosure and
more rigorous, non-discriminatory credit guidelines
should serve the public well.

Changes in Organization
To redirect emphasis in accordance with the rec-

ommendations of the Haskins & Sells report, the orga-
nization of the Comptroller's Office has been modified.
In July and September of 1975, several Deputy Comp-
trollers were appointed to head specialized, modi-
fied or new functions. Seasoned managers in the
Office have responded even more positively than

expected to the search for new and better procedures
and that positive attitude is continuing. Enthusiasm
extends throughout the staff and in the banking com-
munity as well.

The primary initiator of the reorganization of the
Office, the Honorable James E. Smith, who was
Comptroller of the Currency for over 3 years, re-
signed effective July 30, 1976. Mr. Stanley E. Shirk
was nominated by the President to serve a 5-year
term as Comptroller of the Currency. The Senate has
not yet acted on that nomination. As Acting Comp-
troller of the Currency, I can assure the Congress and
the public that every effort is being exerted to con-
tinue the striving for excellence, for a sound banking
system serving the public interest in an open at-
mosphere, and for a most efficient and productive
agency.

Robert Bloom
Acting Comptroller of the Currency
October 1,1976.
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