
P h ilad elp h ia ,  P en n sy lv an ia  

May 19, 1976

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



S in ce  becom ing  C h airm an  of the FD IC s e v e r a l  w eeks ago,

I have re c e iv e d  m any invitations to speak. I have turned down m o ?t  of 

those  inv itations b e ca u se  I have fe l t  that it is  im portant to spend as  m uch 

tim e  as p o ss ib le  at m y desk during th is  e a r ly  p erio d . H ow ever, I was 

happy to a c c e p t  th is  inv itation  to speak at the NAMSB convention. The 

FD IC  is  the only F e d e r a l  su p e rv iso ry  agency fo r  the savings bank industry  

and savings banks c o m p r is e  about o n e -th ird  of the deposits  of a ll  banks 

exam ined  by the F D IC . Happily, f r o m  both our points o f  view , savings 

banks give us m uch l e s s  than th e ir  p ro p o rtio n ate  amount of su p e rv iso ry

p ro b le m s .

Today I would l ik e  to say  a few w ords about our view of the 

condition of the savings bank ind ustry  and a lso  our a n a ly s is  of the c u rre n t  

y e a r 's  outlook. I then w ill  turn  to m y m a jo r  topic today, f a i r  housing 

lending.

A ttention has been  given in re c e n t  w eeks to a d eclin e  in the 

surplus p o sition  of m utual savings ban ks. In our view , th is  d ec lin e ,  

which we see  as  a r e la t iv e ly  in s ig n if ican t one, has been  a r e s u lt  m o re  of 

the p ro b le m s a s s o c ia te d  with in fla tion  than anything e l s e .  Inflation has 

th re e  d ir e c t  u n d e sirab le  e ffe c ts  on m utual savings bank cap ita l .  F i r s t ,  

in flation , acco m p an ied  by an in c r e a s e  in the m oney supply, re s u lts  in an 

in c r e a s e  in the d o llar  amount of d ep o sits .  Second, in flation re s u lts  in 

an in c r e a s e  in operating  e x p e n se s .  T h ird , in flation is  acco m p anied  by 

high in t e r e s t  r a t e s ,  which in c r e a s e  the in t e r e s t  expense  of savings banks
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m o re  rapid ly  than the in te r e s t  incom e fr o m  lo n g - te r m  a s s e t s .  The net 

r e s u lt  is  an in ab ility  of savings banks to re ta in  earn in g s  in a su ffic ien t 

volum e to m a rg in  the rapid deposit growth. We a r e  co n ce rn e d , of course» 

about continued declin e  of m utual savings bank surplus r a t io s .  We 

re c o g n iz e ,  ho w ever, that the d eclin e  in re c e n t  y e a r s  has not re su lted  

f ro m  lo s s e s  or  su bstan tia l d e te r io ra tio n  of a s s e t  quality , o r  f ro m  a 

d e lib e ra te  m o v em en t of the industry  toward a r i s k ie r  cap ita l  p osition , 

but instead  is  s im ply  a re f le c t io n  of the econ om ic  f o r c e s  that the industry  

h as fa ce d .

The la s t  few y e a r s  have been tro u b le so m e  ones fo r  the c o m 

m e r c i a l  banking ind ustry . One of the m o st  se r io u s  p ro b le m s faced  by 

c o m m e r c ia l  banks has been in r e a l  e s ta te  lending. T h is ,  of c o u r s e ,  is  

the a r e a  in which m utual savings banks devote m o st  of th e ir  r e s o u r c e s .  

Y et the m utual savings banks have w eathered  th is  v e ry  try ing  period  of 

r e a l  e s ta te  financing v ir tu a lly  unscathed . C o m m e r c ia l  bank r e a l  e s ta te  

loan lo s s e s  a r e  at re c o r d  le v e ls .  Mutual savings bank r e a l  e s ta te  loan 

l o s s e s ,  while up slightly , a r e  s t i l l  low and no ca u se  fo r  co n ce rn .

S im i la r ly ,  a g r e a t  deal of attention has been  paid in re c e n t  

m onths to our p ro b le m  l i s t .  The num ber of c o m m e r c ia l  banks on the 

p ro b le m  l i s t  is  at the h ig h est  le v e l  s in ce  the a f te rm a th  of the d e p re ss io n ,

I hope the w o rs t  is  p a st  with r e s p e c t  to the c o m m e r c ia l  bank p ro b le m  

l i s t .  But the m utual savings bank p ro b le m  l i s t  h as  cau sed  us a lm o st  no 

c o n c e rn  at a l l .  T h e re  a r e  v e ry  few m utual savings banks on the p ro b le m
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l i s t ,  only two o r  th re e ,  and th is  r e p r e s e n ts  no r e a l  change f r o m  the 

situation  of s e v e r a l  y e a r s  ago.

Of c o u r s e ,  m utual savings banks have gone through a d iff icu lt 

few y e a r s .  We exp ect,  ho w ever, that 1976 is  going to be a n e a r  re c o r d  

y e a r  fo r  m utual savings bank e a rn in g s .  Our a n a ly s is  of f i r s t  q u a r te r  

re p o r ts  finds the ind ustry  moving about on the t r a c k  we expected . D eposits  

have been  flowing into m utual savings banks at s. r e c o rd  p ace  a l l  y e a r ,  and 

show no signs of s lackening  off. O bviously th ese  inflows a r e  se n s it iv e  to 

m a r k e t  in t e r e s t  r a t e s ,  and at the p re s e n t  t im e , the r a te s  o ffered  by m utual 

savings banks co m p a re  v e ry ,fa v o ra b le  with r a te s  av a ilab le  on the open 

m a r k e t .  We re co g n iz e  that that m ight change. Many f o r e c a s t s  an tic ip ate  

som e in c r e a s e  in s h o r t - t e r m  in te r e s t  r a te s  o v er  the la s t  h a lf  of 1976. But 

while that m ay w ell be the c a s e ,  we see  l i t t le  likelihood that in t e r e s t  r a te s  

w ill r i s e  fa s t  enough o r  high enough to r e s u lt  in d is in te rm e d ia t io n . The 

deposit inflow s, so fa r  th is  y e a r ,  have allowed savings banks to g re a t ly  

im prove th e ir  liquidity  p osition . This includes both the rep aym ent of 

b o rro w in g s ,  and an expansion in holdings of s h o r t - t e r m  s e c u r i t ie s .  Mutual 

savings banks w ill turn  m o re  heavily  to the m o rtg a g e  m a rk e t  in the re m a in d er  

of the y e a r ,  and we exp ect m o rtg ag e  holdings to in c r e a s e  by o v er  $3. 5 

b ill ion  in 1976, O bviously , in v estm en t in s h o r t - t e r m  s e c u r i t ie s  tends to 

p en a lize  earn in g s  in the sh o rt  run, but th e re  is no question that it has le f t  

the industry  in a v e ry  strong p osition  to m e e t  w hatever the future m ay 

b r in g . Not only is  th e r e  adequate liquidity  to handle the th re a t  of p o ss ib le
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outflow s, but an in c r e a s e  in in t e r e s t  r a te s  th is  t im e around w ill find the 

sav ings banks with su bstan tia l  r e s o u r c e s  which can be moved into a t t r a c 

tive h igh-y ie ld in g  in v estm en t opportu nities.

The im proved earn in g s  that the savings banks a r e  exp erien cing

th is  y e a r  a r e  accounted fo r  by the s iz a b le  growth in d ep o sits .  P r o f i t  

m a r g in s ,  while expected  to be som ew hat h igh er than the la s t  couple of 

y e a r s ,  a r e  s t i l l  low and a r e  poor in co m p a riso n  with the m o re  robust 

p ro fit  m a rg in s  of the e a r ly  1970s .  We p r o je c t  net in com e at . 42 p e rc e p t  

of a s s e t s  fo r  1976 co m p ared  with about . 35 p e rc e n t  in 1974 and 1975, In 

1972 and 1973, the ra tio  was above , 5 p e rc e n t .  Inflation, with i ts  im pact 

on n o n in te re s t  c o s t s ,  and the steady r i s e  in the p e rce n ta g e  of savings banh 

d ep osits  accounted fo r  by h igh-y ie ld in g  t e r m  a cco u n ts ,  m ay m ake  it 

im p o ss ib le  to re tu rn  to those  days of h ig h e r -p r o f i t  m a r g in s .  But a n a rro w e r  

m a rg in  on e v e r - in c r e a s in g  deposit volum e m ay not be an u n sa tis fa c to ry  

industry  p o sition .

I'd like  to m ove now to the question of f a i r  housing lending.

At my co n firm atio n  h e a r in g , Sen ator  P r o x m ir e  and I d iscu sse d  

s e v e r a l  m a t t e r s .  He led off with one i s s u e ,  how ever, which he re tu rn ed  

to at the co n clu sio n  of the h e a r in g .  That m a t te r  co n ce rn e d  FD IC e n fo r c e 

m ent of f a i r  housing lending law s. I think it f a i r  to in fe r  f ro m  the s t r e s s  

he put on that topic that it is  h is  view, and that of the Senate  Banking C o m 

m it te e ,  that the FD IC  should give se r io u s  attention to th is  m a t te r  o v er  the

not unhappy with that em p h asis  b e ca u se  it has beencom ing m onths. I was
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m y p e rso n a l  view a lso  that the FD IC  should devote su b stan tia l e f fo r t  to 

assu r in g  that m o rtg a g e  lending by c o m m e r c ia l  and m utual sav ings banks 

is c a r r ie d  out in a n o n d isc r im in a to ry  m a n n er .  I would like  to review  the 

background of th is  m a t te r  with you b r ie f ly ,  and then d isc u ss  what we m ight 

do about it.

In 1968, C o n g re ss  p a sse d  a C iv il  R ights A ct that included a 

t i t le  on f a i r  housing. A se c tio n  of th is  A ct m ade it unlawful fo r  any f in a n T 

c ia l  institu tion  to d is c r im in a te  in r e a l  e s ta te  lepding on the b a s is  pf r a c e ,  

c o lo r ,  re l ig io n  ox national o r ig in .  A fu r th e r  p ro v is io n  of the A ct re q u ire s  

»'all execu tiv e  d ep artm en ts  and a g e n c ie s  to a d m in is te r  th e ir  p ro g ra m s  and 

a c t iv i t ie s  re la tin g  to housing and urban developm ent in a m ap p er a f f i r m a 

tiv e ly  to fu r th e r  the p u rp o ses  of th is  t i t le ,  ” In 1974, th is  A ct w as am ended 

so as  to p ro h ib it  d isc r im in a t io n  on accou nt of sex  in m o rtg ag e  financing .

The Equal C red it  Opportunity A ct added m a r i t a l  s tatu s and age as  i l le g a l  

b a s e s  fo r  d isc r im in a t io n .

The C iv il R ights A ct p rovid es a c l e a r  p ro s c r ip t io n  ag a in st  

th e se  enu m erated  d is c r im in a to ry  p r a c t i c e s ,  but does not s p e c i f ic a l ly  c a l l  

fo r  regu la tion s  to be issu ed  by the f in a n c ia l  re g u la to ry  a g e n c ie s  or  spell 

out o th er  duties o r  ob ligations of such a g e n c ie s  with r e s p e c t  to e n fo rcem en t .  

In D e c e m b e r  1971, the FD IC issu ed  a p r e s s  r e le a s e  giving no tice  of intention 

to fo rm u la te  regu la t io n s  re la te d  to the A ct, and issu ed  a p o licy  s ta tem en t 

on f a i r  housing d ire ct in g  banks su p erv ised  by the FD IC  to give public n o tice  

that th e ir  r e a l  e s ta te  loans a r e  a v a ila b le  without re g a rd  to r a c e ,  c o lo r ,
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re l ig io n  o r  national o r ig in .  We a lso  re q u ired  that a f a i r  housing notice  

appear in r e a l  e s ta te  financing a d v e r t is e m e n ts .  This p o licy  s ta te m e n t 

b e ca m e  e f fe c t iv e  on May 1, 1972. Our routine exam in ation  p r o c e s s  s in ce  

then h as included ch e ck s  on bank co m p lian ce  with the re q u ire m e n ts  fo r  

ad v e rt is in g  and the re q u ire d  lobby p o s te r  on f a i r  housing. We have found 

re la t iv e ly  few v io la tio n s ,  and th ose  have been prom p tly  c o r r e c te d .

In the fa l l  of 1972, we p roposed  som e regu la tion s  on f a i r  

housing that involved re c o rd -k e e p in g  re q u ire m e n ts ,  and in D e ce m b e r  we 

held two days of h e a r in g s  on th ese  proposed  re g u la t io n s .  T h e se  regu lation s 

w e re  n e v e r  issu ed  b e ca u se  we w ere  not convinced that the re co rd -k e e p in g  

re q u ire m e n ts  would provide m eaningful data fo r  m onitoring  f a i r  housing 

lending p r a c t i c e s .  In the spring of 1974, we began a pilot su rvey  along 

with the C o m p tro lle r  of the C u rre n cy , the F e d e r a l  R e s e r v e  and the F e d e r a l  

Home Loan Bank B o a rd  to te s t  v ar io u s  types of rep ortin g  fo r m s  to d eterm in e  

what a fe a s ib le  and e f fe c t iv e  re co rd -k e e p in g  sy s te m  would involve. I will 

co m m en t in a few m inutes on som e of the p ro b le m s we encountered  in that 

p ilo t su rv ey . In any c a s e ,  a f te r  review  of a ll  the data, we concluded that 

u se  of any of the th re e  d ifferen t types of reporting  fo r m s  would not enable 

us to d e te ct  p a tte rn s  of d isc r im in a t io n .

It is  f a i r  to say  then, that even now we have not 

d e term in ed  the b e s t  route to take to a s s u r e  o u rs e lv e s  that d i s c r i m i 

nation in housing f inance  has been e lim in ated . A ll during th is  

p erio d , we have re c e iv e d  petit io n s  and p ro p o sa ls  subm itted by
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c iv i l  r ig h ts  o rg a n iz a tio n s  urging us to do th ings. Many of th em  appeared  

to be c o s t ly  and b u rd e n so m e, and not n e c e s s a r i ly  e f fe c t iv e .  We have a lso  

re c e iv e d  co m m en ts  f ro m  b a n k e rs  te llin g  us that nothing should be done 

s in ce  banks do not d is c r im in a te  in m o rtg ag e  financing . The p ro b le m  is  

a v e ry  d ifficu lt  one fo r  re a s o n s  which I w ill get into sh o rtly .  R e g a rd le s s  

of the d if f icu lt ie s  of the p ro b le m , h ow ever, we have b e co m e  in c re a s in g ly  

su b je c t  to c r i t i c i s m  f ro m  the C o n g re ss  and o th e rs  that we have not m e t  the 

r e s p o n s ib i l i t ie s  that they would like  us to a s s u m e .

P a r t  of our p ro b le m  in enforc ing  the law is  that the concept of 

d isc r im in a t io n  is  a v e ry  d ifficu lt  one and its  e x e r c i s e  can take p lace  in 

subtle  w ays. D isc r im in a t io n  connotes the e x c lu s io n  of som e individual or 

group of individuals f r o m  so m e a c t iv ity  on the b a s is  of one or  m o re  

id en tif iab le  a ttr ib u te s  p o s s e s s e d  by the individual co n ce rn e d . Som e fo r m s  

of d is c r im in a t io n  r e p r e s e n t  in d efen sib le  b ia s e s  (for exam p le ,  ex c lu s io n s  

f r o m  c e r ta in  jo b s  on the b a s is  of se x  o r  r a c e ) ,  and w ork to the u ltim ate  

d isadvantage of both the a ffec te d  individuals and so c ie ty  as  a whole, while 

o th er  fo r m s  of d isc r im in a t io n  m ay  be ap p ro p ria te  and, in fa c t ,  benefit  

s o c ie ty  (for exam p le , the e x c lu s io n  of co n firm e d  k lep to m an iacs  fro m  jo b s  

a s  bank t e l l e r s ) .  Our econ om ic  s y s te m  is  b ased  on a type of d isc r im in a t io n .  

In our m a r k e t  econom y, an in c r e a s e  in the p r ic e  of any goods exclu d es 

c e r ta in  m e m b e r s  of s o c ie ty  f r o m  consum ing the goods o r  r e s t r i c t s  th e ir  

p u rc h a s e s  below  what they would have d e s ire d  at the p rev iou s p r ic e .  That 

i s ,  if  a com m od ity  is  in sh o rt  supply, i ts  p r ic e  r i s e s  so that the supply is
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a llo ca ted  to th ose  to whom it is  worth the m o s t  and, h en ce , d is c r im in a te s  

ag a in s t  o th e r s .  But while m a r k e ts  a r e  in h eren tly  d is c r im in a to ry ,  they 

should be d is c r im in a to ry  with r e s p e c t  to econ om ic  phenom ena only. Two 

individuals with v a s t ly  d iffe ren t in co m es  would be expected  to r e c e iv e  dif

fe re n t  am ounts of c r e d it  with, p e rh ap s , d ifferen t c re d it  t e r m s .  On the 

o ther hand, two individuals with s im i la r  econ om ic c h a r a c t e r i s t i c s  but 

with d iffe ren t skin c o lo r s  would be expected  to r e c e iv e  e s s e n t ia l ly  the 

sam e amount of c re d it  on e s s e n t ia l ly  the sam e  t e r m s .  It is  p r im a r i ly  

noneconom ic d isc r im in a t io n  with which the C iv il  Rights A ct is  co n cern ed .

It is  v e ry  d ifficu lt to d etect or  to m e a s u r e  th is  noneconom ic 

d isc r im in a t io n  b e c a u s e ,  in o rd e r  to do so, it is  n e c e s s a r y  to co n tro l  fo r  

econ om ic  c h a r a c t e r i s t i c s .  If th is is  not done, a finding of apparent 

sy s te m a t ic  d isc r im in a t io n  in, say, c r e d it  a l lo ca t io n , to one group of 

individuals m ay be due to valid  econ om ic  c o n s id e ra t io n s  ra th e r  than non

econ om ic  b ia s e s .  If b la c k s ,  on a v e ra g e ,  have lo w er in co m es  than w hites, 

we should not be su rp r ise d  to find that b la ck s  r e c e iv e  a sh a re  of m ortgage  

loans m ade that is  l e s s  than p ro p o rtio n a l to th e ir  nu m ber in the population. 

But fo r  th ose  b la c k s  who have co m p a ra b le  in c o m es  with w hites , loan 

r e je c t io n s  should not be at a h igh er r a te .  We m u st a lso  take account of 

the s iz e  of the loan req u ested  in re la t io n  to the a p p ra ised  value of the 

p ro p e rty .  But a r e  a p p ra is a ls  influnced by the r a c ia l  co m p o sition  of the 

neighborhood? T h e se  econ om ic  f a c t o r s ,  en orm ou sly  co m p lica te d  by 

th e m s e lv e s ,  m u st be analyzed thoroughly b e fo re  we can  say anything

about noneconom ic d isc r im in a t io n .
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A fu r th e r  co m p lica tio n  in the e n fo rc e m e n t of the C iv il  R ights 

A ct is  that i ts  co v e ra g e  is m uch b ro a d e r  than sim ply  a f f irm a t iv e  or 

n egative  d e c is io n s  on loan ap p lica tio n s .  The A ct fo rb id s  d isc r im in a t io n  

with r e s p e c t  to downpayments, in t e r e s t  r a te s ,  m a tu rity  and o th er  te r m s  

o r  conditions of the m o rtg a g e  loan. A b o rro w e r  m ay  fe e l  that he is  d is 

c r im in a te d  a g a in st  when h is  loan application  is  r e je c te d ,  and he m ay have 

som e b a s is  fo r  that judgm ent. He m ay not know he is  being d isc r im in a te d  

a g a in st  with r e s p e c t  to te r m s  of the loan that is  g ranted , s in c e ,  at le a s t  

under p r e s e n t  institu tion al a r r a n g e m e n ts ,  he does not n e c e s s a r i ly  know 

the p rev a ilin g  p o licy  of the institu tion  with r e s p e c t  to m a t u r i t ie s ,  down- 

paym ents  or  even in t e r e s t  r a t e s .

In our e x p e r ie n c e s  with su rveys  and re c o rd -k e e p in g  p ro p o sa ls ,  

we have found it d iff icu lt to sp ec ify  in fo rm atio n  which would provide su f

f ic ie n t  evid ence of d isc r im in a t io n  to prove that the law h as been  v io lated .

I re co g n iz e  a ll  th ese  p ro b le m s as w ell as  som e o th e rs  I have 

not m entioned . I think they explain  why the FD IC  and o th er  banking s u p e r 

v is o r y  a g e n c ie s  have not been  s u c c e s s fu l  in prom ulgating  regu la tion s  aim ed 

at e n fo rc e m e n t of the C iv il Rights A ct.  It is  p o s s ib le  that r a c ia l  or  re lig io u s  

d is c r im in a t io n  m ay be quantita tiv ely  an in s ig n if ica n t  p ro b le m  in the savings 

bank ind ustry . But our in fo rm atio n  does not enable m e  to c o n f irm  that 

view. I am  su re  a l l  of you fe e l  that r a c ia l  d is c r im in a t io n  does not play any 

ro le  in your b an k 's  m o rtg a g e  lending d e c is io n s .  But can  you know fo r  su re  

that a l l  your loan o f f i c e r s  a r e  conducting th e m s e lv e s  in a c c o rd  with bank

p o licy ?  How do you know?
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It m ay  w ell be , as  m any b an k e rs  have argued , that the c o s ts  

of m o re  v igoro u s e n fo rc e m e n t of the law w ill su b stan tia lly  outweigh the 

b e n e f its .  T h e re  is  a law on the books prohibiting d isc r im in a t io n ,  and we 

have fe lt  an o bligation  at the FD IC  to d eterm in e  the e x is te n c e  and extent 

of d isc r im in a t io n  and d ev ise  ap p ro p ria te  e n fo rc e m e n t p ro ce d u re s  to in su re  

co m p lian ce  with the law. If it tu rns out to be v ery  co s t ly  to e n fo rce  this 

law , it  w ill be up to C o n g re ss  to deal with the situation . We w ill c e r ta in ly  

bring  in fo rm atio n  on e n fo rcem en t c o s t  to th e ir  attention . In any c a s e ,  I 

p e rs o n a l ly  am  in a g re e m e n t  with the C o n g re ss io n a l  view that the FD IC 

should continue to take action  to m ake su re  that i l le g a l  d isc r im in a t io n  does 

not e x is t .

In the p a s t ,  som e b an k ers  have had the view that s in ce  they fe e l  

that th e re  is  no r e a l  p ro b le m  in th is  a r e a ,  it  was not worthw hile to devote 

m uch en erg y  to thinking about r e a l i s t i c  and e ffe c t iv e  so lu tio n s. If I do 

nothing e ls e  with m y co m m en ts  today, I would l ik e  to change that view. I 

would l ik e  to en co u rage  each  of you to think about th is  p ro b le m , and le t  m e 

know what s tep s  you fe e l  can be taken that w ill r e p r e s e n t  a c c e p ta b le  burdens 

fo r  the v a s t  m a jo r i t y  of savings banks that a r e  not d isc r im in a t in g  in m ortgage 

lending, yet w ill  be e ffe c t iv e  in fe r r e t in g  out th ose  few situation s w here d is 

c r im in a t io n  m ay be taking p la c e .  W rite  m e .  Give m e your su gg estio n s .

At l e a s t  te l l  us how you convince  y o u rs e lv e s  and your t r u s t e e s  o r  d ir e c to r s  

that you ’re  not v iolating the law.
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It m ay be helpful to your thinking on th is  m a t te r  if I d e s c r ib e  

som e of the steps that have been  taken , o r  have been  p roposed , in the 

p ast .  Our f i r s t  step in im plem enting  the law a g a in st  d isc r im in a t io n  was 

easy  and n o n c o n tro v e rs ia l .  We told the banks that th e re  was a law that 

m ade d isc r im in a t io n  i l le g a l .  Som e b a n k e rs  m ay have been  d iscr im in atin g  

in r e a l  e s ta te  lending and fe l t  that it was th e ir  p re ro g a t iv e  to do so. 

Inform ing th em  that the law now p rohib ited  such d isc r im in a t io n  p robably  

had som e e f fe c t .  A fter  a l l ,  b a n k e rs  a r e  b a s ic a l ly  law abiding. 1 b e lie v e  

it is  quite p o s s ib le ,  fo r  exam p le , that p r io r  to 1974, som e b a n k e rs  did 

d is c r im in a te  in r e a l  e s ta te  lending to w omen. We h eard  s e v e r a l  s t o r ie s  of 

u n ju stif iab le  d isc r im in a t io n  ag a in st women at our 1972 h e a r in g .  Sex  d is 

c r im in a t io n  was not i l le g a l  at that t im e ,  and I ana su re  that sim ply  passin g  

a law m aking such d isc r im in a t io n  i l le g a l  and bringing th is  ac t io n  to the 

attention  of the b a n k e rs  had a s ig n if ican t im p act in reducing such d i s c r i m i 

nation.

The next step was som ew hat h a r d e r .  We re q u ired  banks to 

include a s ta te m e n t in r e a l  e s ta te  ad v ertis in g  saying that they w ere  a fa ir  

housing len d er  and to p o st  a n o tice  in th e ir  lobby a le r t in g  bank cu s to m e rs  

th at d is c r im in a t io n  in m o rtg a g e  lending was i l le g a l ,  The lobby p o s te r  

in fo rm s  the c u s to m e r  with a co m p la in t that he can te l l  e i th e i  the FDIC or 

HUD of the co m p la in t.  While th is kind of re q u ire m e n t s e e m s  ra th e r  

innocuous, som e of our s ta ff  questioned w hether th is was an ap p ro p ria te  

step. A fter  a l l ,  m o s t  b a n k e rs  a r e  law abiding, and m any a r e  offended by 

being re q u ired  to post a n o tice  suggesting they m ay  be v iolating the law.
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None of th e se  re q u ire m e n ts  have g en era ted  many co m p lain ts  

f r o m  po ten tia l b o r r o w e r s .  S in ce  1968, the FD IC  h as  re ce iv e d  v e ry  few 

co m p la in ts  regard ing  d isc r im in a t io n  in m o rtg ag e  lending. This m ay  m ean 

that th e re  is  no such d isc r im in a t io n ,  but it  m ay  a lso  r e f l e c t  an unw illing

n e s s  of loan ap p licants  to get involved in the co m p lain t p ro ce d u re ,  a 

s k e p t ic is m  on th e ir  p a r t  about our s in c e r i ty  in following up on co m p la in ts ,  

an ign o ran ce  about the p r o c e s s  of com plain ing , o r  any of a num ber of o ther 

r e a s o n s .

The c iv i l  r igh ts  groups have told us that r e l ia n c e  on the c o m 

plaint p ro ce d u re  is  n e c e s s a r i ly  in e ffe c t iv e ,  and that we could not exp ect a 

la r g e  volum e of co m p la in ts .  They argue that th ose  d isc r im in a te d  ag ain st 

have no fa ith  that ac t io n  w ill be taken u n less  they have indisputable p ro o f  

that they w e re  v ic t im s  of i l le g a l  d isc r im in a t io n  and that exam p les  of $uch 

p ro of a r e  v e ry  r a r e ;  d isc r im in a t io n  is  g e n e ra l ly  m uch m o re  subtle or  

so p h is t ica ted . They a lso  argue that m in o r ity  ap p licants  go to le n d e rs  who 

m ake  loans to m in o r ity  ap p lican ts , and that word ’’gets  around " as  to who 

w ill  and who w on't give a r e a l  e s ta te  loan to a qualified  m in o r ity  or  a 

w om an. I re co g n iz e  th e re  is  som e valid ity  to th e se  a rg u m en ts ,  but it is  

d ifficu lt to conclude that d isc r im in a t io n  is  w id esp read  when we r e c e iv e  so 

few co m p la in ts .

T h e re  a r e  step s that could be taken  to g en era te  m o re  c o m 

p la in ts .  We m ight s o l ic i t  co m p la in ts  m o re  a c t iv e ly  by, fo r  exam p le , 

running a new spaper ad v ert is in g  cam paign on the law, and urging b o rro w e rs
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to w rite  us if they have any su sp ic io n s  that they have been  d isc r im in a te d  

a g a in s t ,  or  even if they su sp ec t  that a given institu tion  is  not a f a i r  housing 

le n d e r .  O bviously , such a p ro g ra m  would be exp en siv e , m ight sim ply  

g e n e ra te  u n ju stif ied  co m p la in ts ,  and m ight ap p ear to su ggest that we b e lie v e  

that d is c r im in a t io n  is  w id esp read . I am  c e r ta in ly  not endorsing  such a 

p ro g ra m  at th is  t im e ,  but it  m ight be one way of convincing the public that 

we take the co m p lain t p r o c e s s  s e r io u s ly .

The p ro b le m  b e c o m e s  even m o r e  d ifficu lt when we ta lk  about 

re c o rd -k e e p in g  re q u ir e m e n ts .  The f i r s t  p ie ce  of in fo rm atio n  that b e co m e s  

n e c e s s a r y  in any re c o rd -k e e p in g  p ro g ra m  designed to m o n ito r  co m p lian ce  

with f a i r  lending re q u ire m e n ts  is  in fo rm atio n  on the r a c e ,  re lig io n , se x ,  

and nation al o r ig in  of the b o r r o w e r .  Many b a n k e rs  d is l ik e  asking a loan 

ap plicant about h is  r a c e  or  re lig io n , and m any b o r r o w e r s  would be offended 

by being asked  such q u e stio n s .  Such in fo rm atio n  r e a l ly  is  none of the 

lending o f f i c e r ' s  b u s in e ss  (if he is  doing h is  job c o r r e c t ly ) .  M o re o v e r ,  

th e re  m ay  be c o n c e rn  on the p a rt  of the b o rro w e r  that such in fo rm atio n  

w il l  be used to d is c r im in a te  a g a in s t  h im . In any c a s e ,  it  i s  h ard  to re q u ire  

the fu rn ish ing  of such in fo rm atio n , and m any b o r r o w e r s  would d ecline  

to fu rn ish  it  v o lu n tar ily .  On our p ilo t su rv e y s ,  fo r  exam p le , we found 

that about 18 p e rc e n t  of m o rtg a g e  ap p lican ts  re fu se d  to f i l l  out the voluntary 

r a c ia l  q u e s tio n n a ire .

A nother p ro b le m  with the re c o rd -k e e p in g  re q u ire m e n ts  is  that 

m any ap p lica tio n s  a r e  d isposed of in fo rm a lly ,  even b e fo re  they get to the
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stage  of the w rit te n  ap p lica tio n . In som e c a s e s ,  telephone or  o ther ca su a l  

in q u ir ie s  a r e  r e je c t e d  with the s im p le  s ta te m e n t that the bank is  not making 

m o rtg a g e  loans at the p r e s e n t  t im e .  The ban k er who wants to d is c r im in a te  

m ay  find it  f a i r ly  e a s y  to d isc o u ra g e  the filing  of an a c tu a l ap p licatio n .

This m ight then lead  into the need fo r  som e s o r t  of log of in fo rm a l in q u ir ies  

o r  even phone c a l l s .  We re co g n iz e  that th is  could be bu rd ensom e and d if

f icu lt  to e n fo rc e .  In som e c a s e s ,  d isc r im in a t io n  m ay  o c c u r  even b e fo re  

a po ten tia l loan applicant ap p ro ach es  the bank. He m ay  be d iscou rag ed  by 

a r e a l  e s ta te  agent o r  b r o k e r ,  e i th e r  with o r  without the b an k 's  knowledge 

or  approval.

S in ce  the law s a r e  a im ed  at r a c ia l ,  e thn ic , re l ig io u s  and se x  

d is c r im in a t io n ,  and not d isc r im in a t io n  on an econ om ic  b a s i s ,  any s o r t  o f  

rep o rtin g  o r  re c o rd -k e e p in g  designed to prove a c a s e  of d isc r im in a t io n  

m u st include deta iled  in fo rm atio n  on the f in a n c ia l  s ituation  of the b o rro w e r  

and the p ro p e r ty  being fin an ced . We have not y e t  d e term in ed  what s o r t  of 

rep o rtin g  o r  re c o rd -k e e p in g  is  e s s e n t ia l  to m o n ito r  co m p lian ce  with the 

law . The c iv i l  r ig h ts  groups have told us that, in th e ir  view , we have to 

be a le r t  to p a t te rn s  of d isc r im in a t io n  and, h e n ce ,  som e s o r t  of r e c o r d 

keeping is  n e c e s s a r y .  To the extent that re d -l in in g  f i t s  th is  c a te g o ry ,  the 

Home M ortgage  D is c lo s u r e  A ct re c e n t ly  p a sse d  should help re s o lv e  th is  

p ro b le m  s in ce  it  m an d ates  that c e r ta in  r e c o r d s  shall  be kept. O bviously,

ho w ever, re d - l in in g  d o e sn 't  c o v e r  a l l  p o ss ib le  p a tte rn s  of d isc r im in a t io n .
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It has been  suggested  that our e x a m in e rs  a r e  not sk illed  

enough nor tra in e d  enough in the kind of in v estig a tiv e  work n e c e s s a r y  

to d etect d isc r im in a t io n ,  and that we m ight do b e t te r  if we had F B I  agents 

p art ic ip a tin g  in exam in atio n s  a im ed  at co m p lian ce  with c iv i l  r ig h ts  l e g i s 

la t io n . We have not been  convinced of th is ,  ho w ever, and would p r e f e r  to 

t ra in  our own s ta ff  to the extent n e c e s s a r y .  We have been  devoting a p a rt  

of our e x a m in e r  tra in in g  p ro g ra m  to the f a i r  housing a r e a ,  and we a r e  

developing an expanded tra in in g  p ro g ra m  that w ill  include in v e stig a to ry  

tech n iq u es ,

I think th is  d e scr ip t io n  of som e of the p o s s ib le  techniqu es 

in d ica te s  the s o u rc e  of m y c o n c e rn  and f r u s tr a t io n .  We re co g n iz e  the 

sh o rtco m in g s  of v a r io u s  e n fo rc e m e n t tech n iq u es ,  but y/e m u st e n fo rce  the 

law and m e e t  our r e s p o n s ib i l i t ie s .

I would l ik e  to re tu rn  b r ie f ly  to the sp e c if ic  p ro b le m  of sex  

d isc r im in a t io n .  As I noted, in the c o u r s e  of the h e a r in g s  we held on f a i r  

m o rtg a g e  lending, it was c le a r  that the m o st  convincing evidence of d i s 

c r im in a t io n  re la te d  to d is c r im in a t io n  on the b a s is  of se x .  N um erous 

documented in s ta n c e s  of such d isc r im in a t io n  w e re  p re se n te d .  The p ro b le m  

of sex  d is c r im in a t io n  is  a p a r t ic u la r ly  knotty one. As I have m entioned , 

th e r e  ap p e ars  to be strong evidence that d isc r im in a t io n  on the b a s is  of 

sex  h as  taken p la ce  in banks and o th er  f in a n c ia l  in st itu tio n s ,  and I am  in 

sympathy with the C o n g re ss io n a l  d e c is io n  to do som ething about it. I a lso  

re co g n iz e ,  ho w ever, that women do b e a r  ch ild ren  and freq u en tly  leav e  the
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w ork f o r c e  to r e a r  th ose  ch i ld ren , although it can a lso  be argued (1) that 

wom en now have m o r e  co n tro l  o v er  the question of pregnancy  o r  not, and 

(2) that th ose  wom en who need an incom e do not leav e  the w ork f o r c e  fo r  

a su sta ined  p erio d  when they have a child . Alim ony and child  support 

p aym ents  a r e  p ro b ab ly  not as steady and r e l ia b le  a so u rc e  of in com e as 

s a la r ie s  and w ag es .  Thus, one m ight argue that d isc r im in a t io n  ag a in st  

women in the p a st  had m o r e  of an econ om ic  foundation than the r a c ia l  and 

re l ig io u s  d is c r im in a t io n  co v e re d  by the C ivil R ights A ct of 1968,

Even a f te r  recogniz ing  th is ,  h ow ever, it ap p ears  that fo r  some 

t im e ,  m any b a n k e rs  did not follow  v e ry  enlightened p o lic ie s  with r e s p e c t  

to lending to women. The ro le  of women in our econom y h as changed, with 

the m a jo r i ty  now p a r t  of the la b o r  f o r c e ,  but b a n k e rs  did not ad ju st swiftly 

to th is  profound s o c ia l  change. I concede that the ground ru le s  on lending 

to women a r e  not v e ry  c l e a r  cut, but we do intend to m e e t  our obligations 

to e n fo rc e  f a i r  lending re q u ire m e n ts  in th is  c a s e ,  a s  in the c a s e  of a ll  

o th er  a r e a s .  Many b a n k e rs  have a lre a d y  developed c r e d it  standards fo r  

dealing with lending to women in an equitable and n o n d isc r im in a to ry  manner, 

and we en co u rage  the rem ain in g  b an k e rs  to follow suit.

B a n k e r s ,  ju s t  l ik e  o th er  c i t iz e n s ,  do not p a r t ic ip a te  enough in 

a p o s it iv e  way when le g is la t io n  and regu la tion s  a r e  being drafted . They 

have a tendency to argu e  that c e r ta in  law s o r  regu la tion s  a r e  u n n e cessa ry , 

and then d epart f r o m  the s c e n e .  P e rh a p s  the su p e rv iso ry  a g e n c ie s  a r e  

som ew hat at fau lt in not m o re  a c t iv e ly  so lic it in g  co m m en ts  and suggestions
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f r o m  the banking com m unity  and giving th em  the weight they d e s e r v e .  At 

the sam e t im e ,  I hope you a l l  r e a l iz e  that i t  i s  not the p r a c t i c e  of the FD IC  

to put out regu la t io n s  fo r  co m m en t when a d e c is io n  h as a lre a d y  been  m ad e. 

H e re ,  w here  we a r e  not at th is  t im e  putting out additional re g u la t io n s  fo r  

co m m en t,  but w here  we a r e  w re s t l in g  with the p ro b le m s of e n fo rc e m e n t in 

a sp e c if ic  a r e a ,  we c le a r ly  have an open m ind a s  to the b e s t  way to p ro ce ed , 

X am  e a rn e s t ly  so lic it in g  your su ggestio ns and hope you w ill be able  to com e 

up with id eas that w ill  be helpful fo r  a l l  of u s .
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