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Regulation Q and our com panion R egulation 329 w ill effectively  exp ire  

on M arch  !| 1977 u n less its  term in atio n  date is  extended by C o n g re ss . A b ill, 

H. R . 19 0 1 , has a lre a d y  been introduced in both the House and the Senate, 

co -sp o n so re d  by the C h airm en  of the re sp e ctiv e  Banking C om m ittees and the 

Subcom m ittees having ju risd ictio n  o v e r financial in stitu tions, to extend fo r  

90 days the life of R egulation Q. H earings w ill be held on that b ill in the 

House within the next w eek.

In addition to  extending R egulation Q fo r  90 d ays, the bill w ill a lso  

g ran t the au th ority  fo r  fed e ra lly  ch a rte re d  institutions to issu e  in te re s t-b e a rin g  

NOW accou n ts in the States of New Y o rk , New J e r s e y  and P en nsylvania. As 

you know, that au th ority  a lre a d y  e x is ts  and is  being u tilized  in a ll of the New 

England s ta te s . F in ally , the bill w ill extend additional pow ers to c re d it  

unions, including the auth ority  to m ake 3 0 -y e a r  m o rtg a g e s , and will extend  

the au th ority  of the U. S. T re a su ry  to b orrow  fro m  the F e d e ra l R e se rv e  

S ystem .

The FDIC position on the b ill w ill be one of no objection. We will 

not, how ever, take a position of no com m en t, sin ce to re a ch  a position of 

no objection  to  the b ill req u ires  som e co n sid erab le  an alysis on our p art.

It seem s ap p ro p ria te  to m e to d iscu ss  this an alysis b efore  New Y ork  

State b an k ers sin ce  New Y ork  and the New England sta tes  have been so  

innovative in banking law changes rece n tly  and sin ce you would be d ire c tly  

affected  by the b ill.

Allow m e to review  fo r  a m om ent the com p etitive s tru c tu re  and 

reg u lato ry  c lim a te  fo r com petition  betw een d ep ository  institutions in New
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Y ork  S tate . That banking s tru c tu re  has not changed su b stantially  during  

the f i r s t  half of the 1970s in te rm s  of the num ber of in stitu tion s, o ffices , 

and dep osit d istribu tion  am ong the th re e  types of in stitu tion s, i. e. , c o m ­

m e rc ia l  and m utual savings banks and savings and loan a sso c ia tio n s . 

C o m m e rcia l banks p resen tly  accou n t fo r roughly the sam e num ber of 

institu tions and th re e  tim e s  the num ber of offices as  th rift in stitu tion s.

The only m a jo r  d ep osit ca te g o ry  in which the co m m e rc ia l banks do not 

dom inate is  in the m a rk e t fo r p erso n al savings and tim e  d ep osits . While 

co m m e rc ia l banks hold about tw o -th ird s of a ll funds in d ep ository  in stitu ­

tio n s, they accou n t fo r  only about 16 p ercen t of p erson al savings and 

tim e d ep osits , about the sam e as in 19 7 0 . C le a rly  th e re  has not been  

a su b stantial upheaval in the com p etitive s tru c tu re  in New Y ork  during  

that f i r s t  half of this d ecad e.

H ow ever, th e re  have been significant changes in the reg u lato ry  

environm ent during this tim e . P rin cip a l among th ese  changes w ere  the 

m ove to p erm it statew ide branch ing, the estab lish m en t of o ff-p re m ise  

E F T  m ach in es and, m o st re ce n tly , the granting to m utual savings banks 

and s ta te -c h a r te r e d  savings and loan a sso cia tio n s  the auth ority  to offer  

p erso n al checking accou n t and o v e rd ra ft p riv ile g e s . While th ese  changes  

a r e  sign ifican t, they a r e  not the only changes that w ill take p lace .

B esid es th ose included in the b ill I have re fe rre d  to , a h ost of o th er  

fin an cial m e a su re s  w ill probably be under C on g ression al review  so m etim e  

this y e a r . T h ese include F e d e ra l  branching p olicy , paym ent of in te re s t  

on dem and d ep o sits , and b ro a d e r a s s e t  and deposit pow ers fo r th rift

in stitu tion s.
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E a ch  of th ese  to p ics w a rra n ts  serio u s and extended co n sid eratio n .

I want to focus today on th ose that w ill be receiv in g  the m o st im m ed iate  

co n cern  by the C on g ress - -  extension  of R egulation Q and expansion of 

NOW acco u n ts. Both of th ese  co v e r  a num ber of re la ted  and in tercon n ected  

is s u e s . The fo rm e r  m eans co n sid eratio n  of the differen tial and tre a tm en t  

of IRA and Keogh a cco u n ts . The la t te r , of co u rs e , ra is e s  the question of 

fu rth er expansion of NOW acco u n ts , the whole issu e  of in te re s t on demand 

deposits and in som e s ta te s , though not New Y ork , the issu e  of entry of 

th rift institutions into the paym ents b u sin ess .

R e stric tio n s  on the in te re s t  ra te s  that can be paid on tim e dep osits , 

and prohibition of paym ent of in te re s t  on demand d ep osits , have been p art  

of the A m erican  banking sy ste m  sin ce  the m a jo r  banking re fo rm  legislation  

of 1933 and 1 9 3 5 . The orig in  of th ese  re s tr ic tio n s  is  som ew hat m o re  com plex  

and confused than g en erally  believed , and so I want to spend a few m om ents  

review ing that h isto ry .

The conventional w isdom  is  sim ply that in te re s t ra te  re s tr ic tio n s  

w ere  adopted in resp o n se  to , and as a solution to , our bank fa ilu re  exp erien ce  

of the 1920s and e a rly  1 9 3 0 s . In that view , banks w ere  com peting e x ce ss iv e ly  

on a ra te  b a s is , bidding dep osit in te re s t  ra te s  up to lev els that fo rced  banks 

to acq u ire  r is k ie r  a s s e ts  in o rd e r  to m eet th eir in te re s t obligations. F u rth e r ,  

it is  argu ed , high ra te s  on demand d ep osits , p a rticu la rly  on corresp on d en t  

b ala n ce s , w ere  a m ean s by which funds w ere  a ttra c te d  to the financial ce n te r  

banks fro m  the ru ra l  and a g ricu ltu ra l a re a s  of the coun try . T h ese funds w ere  

then lent out with stock s as  c o lla te ra l  and fed the flam es of stock  m a rk e t

speculation  during the la te  1 9 2 0 s .
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This is  a neat th eo ry , tying to g eth er, as it  d oes, a num ber of 

events of the 1920s and 1 930s  - -  a g ric u ltu ra l d ep ressio n , bank fa ilu re s , 

stock  m a rk e t speculation  and eventual fin an cial co llap se . It a lso  a c c o rd s  

with the p erso n al e x p erien ces  and re co lle c tio n s  of a num ber of bankers  

who lived through this p eriod . The only problem  with this in terp re ta tio n  

of h isto ry  is  that it probably n ev er happened, o r  a t le a s t  not quite like  

th at. O ver the la s t  10 to 20 y e a r s ,  th e re  have been a num ber of sch o larly  

studies of the exp e rie n ce s  of the 1920s  and 1 9 3 0 s . The evidence th ese  

sch o la rs  have review ed does not support the view that banks engaged in  

w idesp read  e x c e s s iv e  com petition  to a t t r a c t  deposits which then had to  

be in vested  in risk y  a s s e ts .  The evidence, in fa c t , su ggests that deposit 

in te re s t  ra te s  tended to  declin e during the 1 9 2 0 s . And the ca su a l re la tio n ­

ships ap p ear re v e rs e d . New Y ork  banks had the opportunity to m ake  

high-yielding loans on p e rfe c t se cu rity  - -  stock  m a rk e t c o lla te ra l. This 

led them  to pay ra te s  on co rresp o n d en t accou n ts that a ttra c te d  the dep osits  

they needed. That does not m ean, of c o u rs e , that th e re  w ere  no in stan ces  

of banks striv in g  fo r  grow th by paying e x c e s s iv e  in te re s t  on d ep o sits . A fter  

a ll, in the e a rly  1 9 2 0 s , we had o v er 3 0 , 000 banks in the U. S * , m any of 

them  in sm all com m u nities newly a c c e s s ib le  to the big c ity  (and big city  

com petition) by the developm ent of the autom obile. Som e followed  

irre sp o n sib le  p o licies in this environm ent.

Why then did C on g ress im p ose re s tr ic tio n s  on in te re s t  on d ep o sits?  

One an sw er m ay be that data which seem s c le a r  to h isto ria n s  now w as not 

so c le a r  to them  o r  anyone e lse , including C o n g re ss , in the e a r ly  '3 0 s . In
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addition, C on g ress in the 1920s had the sam e problem  as C on gress has  

today of m aking tra d e -o ffs  among conflicting in te re s ts . T h ere  w as strong  

support in the cou n try  fo r a F e d e ra l  deposit in su ran ce  p ro g ra m . But 

bank p rofits w e re  inadequate to finance such a p ro g ra m . A num ber of 

econom ic h isto ria n s  have concluded, although the b asis fo r this seem s  

to be in d ire c t ra th e r  than d ire c t  evidence, that a deal was stru ck  involving  

deposit in su ran ce  (in creasin g  expense and opposed by la rg e  banks) and 

prohibition of in te re s t  on dem and deposits (d ecreasin g  expense and sup­

ported  by la rg e  ban ks).

A ceilin g  ra te  on tim e deposits w as included in v ariou s v ersio n s of 

the Banking A ct of 1 9 3 3 . It w as intended to prevent exq essive  com petition  

fo r such dep osits that could endanger bank solvency, but rece iv ed  little  

attention in C on g ression al debate. In the e a r l ie r  v ersio n s of the leg islation , 

a fixed ceiling (4 p erce n t in one v e rsio n , 3 p ercen t in an oth er) was se t as an 

upper lim it on r a te s . Even the 2 1 /2  p ercen t figu re  se t by the F e d e ra l  

R e se rv e  under the A ct as p assed  was w ell above what banks w ere  paying.

Thus w hile the dem and deposit in te re s t ban had an im m ed iate im p act  

on banking, by the tim e R egulation Q b ecam e p a rt of the reg u latory  s tru c tu re ,  

it did not have any substantive im p o rtan ce . F o r  m any y e a rs  the tim e deposit 

ceiling was above m a rk e t in te re s t  r a te s . The m axim um  ra te  payable on 

tim e deposits of a ll types rem ain ed a t the 2 1 /2  p ercen t level until ra ised  

to 3 p e rce n t in 19 5 7 .

W hatever m ay have been the reaso n s initially  fo r establishing R egu la­

tion Q ce ilin g s , it  is  c le a r  that the m a jo r  re a so n  fo r R egulation Q is  no lon ger
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co n ce rn  about co m m e rc ia l banks com peting with co m m e rc ia l banks and 

the soundness of the banking sy ste m . It is  ra th e r  the problem  of protectin g  

th rift institutions fro m  co m m e rc ia l  bank com p etition . A ctu ally , of co u rs e , 

the co n ce rn  e x p re sse d  m ay not be fo r  the th rift in stitu tion s, although the 

con cep t of m utual ow nership ra th e r  than stock  ow nership m ay be m o re  

appealing to  som e c r i t i c s ,  but ra th e r  fo r  the sin g le-fam ily  housing m a rk e t. 

T h rift institu tions a r e  the la rg e s t  p rovid ers of financing fo r  sin g le-fam ily  

h om es. Some arg u e that if they could not a t t r a c t  d ep osits , the housing  

m a rk e t would su ffer fro m  a sh o rtag e  of funds.

It seem s c le a r ,  then, that any reaso n ab le  an aly sis  of Regulation Q, 

including the d ifferen tia l, m u st ad d re ss  its e lf  a t le a s t in p a rt to the question  

of housing. Why is housing such a p o litically  sen sitiv e  issu e ?  I do not 

know the re a l  an sw er to  th at, but it lies  deep in our trad itio n s and fo lk lore . 

The A m erican  public h as accep ted  as a so cia l goal the con cep t of individual 

hom e ow nership. The ty p ical A m e rica n  is  working tow ard that objective  

of a sin g le -fam ily  hou se, surrounded by a plot of g ra s s  and a w h ite-p ick et 

fen ce , w hether he is  in N ebraska o r  New Y ork . In the e a rly  post W orld  

W ar II y e a r s , housing in the United S tates w as cheap re la tiv e  to in com es  

b ecau se  of low in te re s t  r a te s , im proved tra n sp o rta tio n , cheap en erg y , 

som e innovation in building techniques and a fa ilu re  to fa c to r  in a ll so cia l  

c o s ts .  This relation sh ip  w as out of line with h is to r ic a l  housing c o s ts  and 

what we have exp erien ced  m o re  re ce n tly  - -  y e t our p olicies not su rp risin gly  

se e m  to be designed to bring back this id eal.
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T h ere a r e  problem s a sso cia te d  with placing this high a value on 

hom e ow nership. Among o th er things, it  has contributed to suburban  

sp raw l, e x c e s s iv e  energy consum ption, and decay of the downtown a re a s  

of m any of our c i t ie s . D espite th ese  p rob lem s, how ever, housing is ,  

in effect, tre a te d  as a s a c re d  cow by the C o n g ress . V irtually  any m a jo r  

p iece of fin an cial leg islation  h as to be d iscu ssed  in te rm s  of its effect 

on housing.

Housing, fo r  exam p le, seem s c le a r ly  to be the ration ale  fo r the 

q u a rte r-p o in t d ifferen tial in m axim u m  ra te s  that can be paid by th rift 

institutions as co m p ared  with c o m m e rc ia l banks. The contribution of the 

th rift in du stry  to housing has been c le a r ly  d em on strated . C o m m ercia l  

b an k ers, on the o th er hand, have failed  to get a c r o s s  to the public and 

to the C on g ress th e ir  v e ry  re a l contributions to housing co n stru ctio n . 

C o m m e rcia l banks, fo r  exam p le, hold about one-fifth  of hom e m o rtg ag es  

in the U. S. and provide the bulk of the financing of the developm ent co sts  

of m u lti-fam ily  housing u n its, housing subdivisions, shopping c e n te rs , e tc . 

T h eir im p o rtan ce  to housing, I suggest has not been p rop erly  explained.

T h ere  a r e  a num ber of issu e s  that su rface  when in d irect m ethods 

which w ork through effects on in te re s t  ra te s  paid a re  accep ted  as the 

solution to the problem  of building sufficient housing - -  issu e s  such as  

equity and efficien cy . But the m o st serio u s difficulty with the Regulation  

Q app roach  is  sim ply that it d o esn 't alw ays w ork. Regulation Q can  p ro te ct  

th rift institu tions fro m  co m m e rc ia l bank com petition . But it cannot p ro tect  

them, o r s m a lle r  c o m m e rc ia l banks fro m  com petition  fro m  the unregulated

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



m a rk e t. In 19 6 6 , again  in 1969 and s e v e ra l tim es in the 197 0 s , the 

advent of high in te re s t  ra te s  led d ep osito rs  to opt out of our sy stem  

of fin an cial in te rm e d ia rie s  and to in v est th eir funds d ire c tly  in m a rk e t  

in stru m en ts . This p ro c e s s  is  esse n tia lly  an inefficient one. Banks and 

fin an cial institutions provide a useful econom ic function in am assin g  the 

dep osits of the public and lending o r  investing the funds w here the demand  

is g re a te s t . That econom ic efficien cy  is  lo s t when fin an cial in stitu tion s' 

ro le  is dim inished o r  s h o r t-c irc u ite d .

During the e a rly  p eriods of d isin term ed iation  the public m oved to 

T re a su ry  b ills  and oth er governm ent s e c u rit ie s , slowly a t f i r s t ,  and m o re  

rapidly as m o re  and m o re  people learn ed  about a lte rn a tiv e s  to d ep ository  

in stitu tion s. Of co u rse  once in te re s t  ra te s  ca m e  down again they retu rn ed  

to the fin an cial in stitu tion s, but they did not fo rg et what they had learn ed .

A s in te re s t  ra te s  in the open m a rk e t have r ise n  above Regulation Q ce ilin g s , 

d ep osito rs  have jum ped back to the m a rk e t m o re  quickly each  succeeding  

tim e.

S ev eral hurdles have been developed so that it has b ecom e m o re  

difficult fo r  the sm all in v e sto r to jum p into the open m a rk e t - -  the  

m inim um  denom ination on T re a s u ry  b ills  has been ra ise d , co m m e rc ia l  

banks have been prevented  o r  d iscou rag ed  fro m  selling subordinated  

notes o r  c o m m e rc ia l pap er to c u s to m e rs , e tc . By 197 0 it w as c le a r  

that anyone with o v er $1 0 0 , 000 , how ever, could not be com pelled  to keep  

his funds in an in stitu tion  that was not allowed to pay the going ra te  fo r  

m oney, and the banking ag en cies m ade that official by rem oving Regulation

Q ceilin gs on all d ep osits o v er $ 1 0 0 ,0 0 0 .
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Investm ent in open m a rk e t in stru m en ts b ecam e m uch e a s ie r  fo r  

the sm all d ep ositor with the developm ent of the m oney m ark et m utual 

funds in 1973 . T h ese funds, investing in bank CD’ s, co m m e rc ia l paper 

o r governm ent s e c u ritie s  grew  to a $3 billion industry in alm o st no tim e  

at a ll . M ore im p ortan t, they have not shrunk significantly during the 

p eriods of low in te re s t  r a te s . No one can  doubt that th ese funds will 

re c e iv e  a huge inflow of funds when and if open m ark et in te re s t ra tes  

again exceed  Regulation Q ce ilin g s .

It is  im p ortan t to note that the m oney m ark et m utual funds pose a 

com p etitive  th re a t to the th rift institutions and to the sm a lle r  co m m e rcia l  

banks, but probably do not pose such a th re a t to the la rg e  co m m e rcia l  

banks. The m oney m a rk e t funds u se  m o st of the m oney they re ce iv e  to 

p u rch ase  CD’ s of the la rg e s t  banks. Thus the funds flow out of the sm a lle r  

institu tions and into the la r g e s t  — not b ecau se  the la rg e s t  a re  m o re  efficient 

o r sounder, but b ecau se  they a r e  big. I am  su re  that th ere  a re  som e  

ban kers h e re  who think that is a g re a t arran g em en t, but I su sp ect you 

a r e  in a m in o rity .

As I have indicated , extension  of an effective Regulation Q com es  

up fo r  C on g ression al co n sid eratio n  v e ry  soon. At the p resen t tim e, 

Regulation Q ceilin gs a r e  ir re le v a n t in that going ra te s  a re  a t o r below  

the ce ilin g s . That is , if ceilin gs w ere  rem oved, v ery  few institutions  

would co n sid er in cre a sin g  th e ir  r a te s . But this situation w ill probably  

not la s t  fo re v e r . H ence the debate o v er extension of R egulation Q authority  

w ill be in ten se.
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N um erous an aly ses  of this m a tte r  have been m ade in the past by 

variou s distinguished C om m ission s and C om m ittees, a ll of the re ce n t ones 

of which concluded, with variou s q u alification s, that in te re s t  ra te  ceilin gs  

should eventually be elim in ated . The position of the fin an cial institutions  

involved, h ow ever, is  not so c le a r  cut.

V irtu ally  a ll th rift institutions want a continuation of in te re s t  ra te  

ceilin g s and, in p a rtic u la r , continuation of the m an d atory  d ifferen tial in 

th e ir  fa v o r . Some few of them  would be w illing to give up the d ifferen tial 

if they could get som ething e lse  they do not now have as p art of the pack age. 

That m ight include F e d e ra l  ch a rte rin g  of m utual savings banks, checking  

accou n t pow ers, in stalm en t loan p ow ers, o r  som e new ta x  b re a k . If they  

got such additional pow ers, they would then be w illing to se e  a ph asing-ou t 

of R egulation Q o r  the elim ination of the d ifferen tial a t som e tim e in the 

fu tu re , a tim e which in cid entally  n ev er seem s su scep tib le  of p re c is e  

definition.

The co m m e rc ia l banker position is m o re  co m p licated . !Many banks, 

m o st of them  la rg e , fa v o r elim ination of Regulation Q co m p letely . V irtually  

a ll co m m e rc ia l  b an k ers fa v o r elim ination of the d ifferen tia l, though som e  

fav o r it  only if it  is  done by reducing th rift institution ceilin g  ra te s  ra th e r  

than by in cre a sin g  c o m m e rc ia l bank r a te s . And all b an k ers put p a rticu la r  

em phasis on the inequity (both to banks and to th e ir  cu s to m e rs )  of the 

d ifferen tial on IRA and Keogh acco u n ts . On th ese  lo n g -te rm  dep osits, of 

fa irly  la rg e  size  a 25 b a sis  point advantage b ecom es enorm ously significant

o v er a 20 o r  30 y e a r  p eriod .
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When all is  said about the d ifferen tial, how ever, it  seem s to m e  

that the m a jo rity  of sn lall co m m e rc ia l bankers fav or continuation of R egu­

lation Q. T h ere is  m uch to be said fo r that position fro m  the point of 

view of bank p ro fits . The evidence does indicate that bank earnings a re  

b e tte r  in p eriods in which in te re s t  ceilin gs a re  effective. That is not too 

su rp risin g . Many in d u stries Would be b e tte r  off, a t le a s t in the sh ort run, 

if th e re  w ere  a leg al lim it on the p r ic e  they could pay fo r th eir raw  m a te ria ls  

(which i s ,  a fte r  a ll, what deposits a r e  to the banking ind u stry).

In our p o litical and econom ic sy stem  it  is  p erfectly  p rop er and 

ap p ro p ria te  fo r  a b u sin ess f irm , an individual o r an industry  to support 

leg isla tio n  that benefits them . Such efforts a r e  not likely to be su ccessfu l, 

in the lon ger run, h ow ever, un less th e re  is  som e p erceiv ed  public in te re s t  

a sp e c t to th e ir  le g is la tiv e  ob jective . C on cern  o v er housing has been enough 

in the p ast to support the d ifferen tial in ra te s  and the a rb itra ry  ceilings  

on am ounts sm all sa v e rs  can  earn . It m ay be, how ever, tha,t this will 

not alw ays be su fficien t. L e t  us look, th e re fo re , a t the fe a rs  and con cern s  

that sm a lle r  c o m m e rc ia l banks have about operating in a w orld without 

in te re s t  ra te  ce ilin g s.

F i r s t  of a ll, m any co m m e rc ia l ban kers m ake the p erfectly  valid  

point that fre e  com petition  on the dep osit side is unfair when they a re  

su b ject to u su ry  ceilin gs on the a s s e t  side. New Y ork  is one of the m any  

s ta te s  that has r e s tr ic t iv e  ce ilin g s . U sury ceilin gs se rv e  no useful 

purpose (excep t to a s s u re  am ple demand fo r the s e rv ic e s  of loan sh ark s).

It has n ev er ce a se d  to am aze m e how tim id bankers a r e  about confronting
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the public and th eir s ta te  le g is la tu re s  with the inequity cau sed  by u su ry  

ce ilin g s, Tho F P IC  has seen  exam p les, in fact:, of som e sta te  u su ry  ceilings  

m aking it  e x tre m e ly  difficult fo r  even the b e st m anaged banks to stay  

profitab le during difficult econom ic periods such as the one^ w e’ve ju st 

gone through,

A second f e a r  is  that without in te re s t  ceilin gs the is rg e  batiks would 

be able to afford h igh er ra te s  and would grow  at the expense of the s m a lle r  

banks. T h ere  is  only little , if any, evidence to support th is, S ev eral 

stu d ies, including som e done a t the F P IC  and som e done by the New Y ork  

State Banking D epartm ent, have found that while la rg e  hanks have som e  

c o s t  advantages o v er sm a ll banks, th ese  a re  g en erally  not overw helm ing  

and should not, by th e m se lv e s , m ake sm all hanks n o n -co m p etitiv e . In 

fa c t, m any o b se rv e rs  believe that m any bank cu s to m e rs  have a p re fe re n ce  

fo r doing b u sin ess with the sm a ll, lo ca l bank ra th e r  than with a giant 

institu tion .

The m o st p revalen t co n cern  that I find in d iscu ssin g  this m a tte r  with 

co m m e rc ia l b an k ers is  the f e a r  that without in te re s t  ra te  ceilin gs th e ir  c o m ­

p etito r down the s t r e e t  (not th em selv es) would be stupid enough to seek  to 

grow  rapidly by paying ab su rd ly  high ra te s  on d ep osits . In o rd e r  to re ta in  

d ep osits , they would have to follow with equally ridiculous in c r e a s e s . They 

argu e that this happened during the 1 9 2 0 s . I havq a lread y  indicated  that m ost 

serio u s h isto ria n s  h ave concluded that this did not in fa c t ap p ear to have  

happened to any sign ifican t extent during the 1 9 2 0 s , But saying this d o esn 't

by its e lf  rem ove the f e a r s .
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I have a g re a t  deal of confidence in the in telligen ce and bu sin ess  

sen se of A m e rica n  b an k ers. I sim ply don't b elieve that v ery  many of them  

would a c t  ag ain st th e ir  b e st in te re s ts  by paying ra te s  that a re  unprofitable  

if Regulation Q ceilin g s a r e  rem oved . C le a rly , how ever, out of 1 4 ,5 0 0  

banks, som e w ill be m anaged by v e ry  foolish m a n a g e rs . L a s t  month the 

FDIC w as called  in to a s s is t  in connection with the fa ilu re  of a $160 m illion  

deposit bank in New O rleans f— International C ity Bank. The problem  that 

led to that bank's fa ilu re  can  be tra c e d , in p art, to its  action s during the 

su m m er of 1973 . During that period  the governm ent agen cies experim ented  

with an elim ination of in te re s t  ra te  ceilin g s on 4 -y e a r  sm all denom ination  

C D 's. When International C ity Bank clo sed , about on e-th ird  of its  deposits  

co n sisted  of C D 's paying in te re s t  a t 9 p e rce n t. This shows what can  resu lt  

in the f re e  m a rk e t when m an ag ers  a c t  unwisely - -  the bank fa ils . The 

other banks in its  m a rk e t, h ow ever, did not feel con strain ed  to follow the 

lead of International City Bank. They did not ra is e  th e ir  ra te s  as ICB did. 

And, in cid en tally , when ICB failed , the FDIC was able to a rra n g e  a p u rch ase  

and assu m p tion  tra n sa c tio n  which d ra m a tica lly  m inim ized the im p act of that 

fa ilu re  in its  m a rk e t. F in ally , a f te r  review ing the position of o th er banks 

in the cou n try , we have found no o th ers in anything like that position as a

re su lt of our lim ited  f re e  m a rk e t exp e rie n ce .

If sm all banks could su rvive without in te re s t ce ilin g s, what about 

th rift in stitu tion s? I am  ra th e r  op tim istic  about th eir ability  to com pete  

although I reco g n ize  that m ine m ay  be a m in o rity  view . F i r s t  of a ll, we 

m u st b e a r  in m ind - -  and this applies to c o m m e rc ia l banks as w ell - -
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Regulation Q provides no p ro tectio n  ag ain st the m a rk e t, If in te re s t  ra te s  

r is e  to v e ry  high lev els  again , the m eans by which funds can  flow out of 

d ep ository  in te rm e d ia rie s  a r e  now in p lace , and co n su m er a w aren ess  of 

them  now e x is ts , so that d isin term ed iation  would probably take place on 

a m u ch  m o re  m a ss iv e  sca le  than e v e r  b efo re .

If we do not have re c o rd  lev els  of in te re s t  ra te s , th rift institutions  

can  com p ete  v e ry  su cce ssfu lly . E v e ry  m onth they a r e  getting rid  of som e of 

the low -yielding m o rtg ag e  loans m ade y e a rs  ago that have be eh holding down 

th e ir  earn in g s . M ortgage dem and is  good and ra te s  a r e  staying f irm . The 

c o s t of deposits is  now falling, thus affording them  a co m fo rtab le  sp read .

It m ay not be f a ir  to say  that th rift institu tions n ev er had it  so  good, but they  

a r e  in a position to com pete even if in te re s t  ra te s  r is e  sign ifican tly .

T h eir ability  to com pete would be fu rth e r enhanced, even in p eriods  

of v e ry  high in te re s t  r a te s , if steps w ere  taken to im p rove the m o rtg ag e  

in stru m en t that is  th e ir  m a jo r  a s s e t  holding. W ider u se  of the V ariab le  

Plate M ortgage, perhaps com bined with the au th ority  to issu e  v a riab le  ra te  

d ep osits , m igh t be d e sira b le . T ax benefits o r  d ire c t  subsidies fo r  m o rtg ag es  

should be co n sid e re d .if  housing rem ain s the im p ortan t so cia l goal that it  is .

Those la s t  com m en ts on the ab ility  of institu tions to com p ete  without 

co n tro ls  lead s us to the m o re  b a sic  qu estion : What is gained by elim ination  

of r a te ce ilin g s?  The m a jo r  benefits a r e  th ose re su lts  usu ally  a s s o c ia te d  

with a f re e  e n te rp ris e , com p etitive  sy ste m  » - in the eco n o m ist's  jarg o n , 

efficien cy  in the a llo ca tio n  of re s o u r c e s . That i s ,  re s o u rc e s  flow to w here  

they can  earn  the h ighest re tu rn . Sm all s a v e rs  as  w ell as la rg e  would get
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a re tu rn  co m m en su ra te  with what a u s e r  of those funds is willing to pay.

Of c o u rs e , this m ay m ean that b o rro w e rs , in periods of tight m oney, will 

have to pay h igh er ra te s  than they would in a w orld of deposit ra te  ce ilin g s. 

But is n 't  that equitable? Why should the sm all s a v e r  subsidize the hom e- 

ow ner?

Banks now com p ete by giving away dishes and tra n s is to r  radios to 

a t t r a c t  deposits fro m  people, som e of whom probably would ra th e r  have 

m oney. And we find banks w astefully  com peting fo r deposits by putting 

b ran ch es on ev ery  c o rn e r  - -  fo rce d  to com pete on the b asis  of convenience  

b ecau se  the law does not allow them  to com pete on a ra te  b a s is . Of co u rse ,

I have nothing ag ain st convenien ce, n or anything again st dishes and tra n s is to r  

ra d io s . The point is that in a f re e  m a rk e t the bank could choose to com pete  

on the b a sis  of g ifts , con ven ien ce, o r , through saving on the co sts  of 

p rem iu m s o r b ra n ch e s , on the b asis  of ra te . The cu sto m e r to whom ra te  

is  m o st im p ortan t would m ake his ch o ice  on that b a s is . The cu sto m er  

con cern ed  with convenience would opt fo r  a different bank.

This m o re  efficien t w orld which I've d escrib ed  m ight w ell be a le s s  

profitab le w orld fo r ban kers and a r is k ie r  w orld fo r b an k ers. L e t m e  

em phasize that r isk . Many acad em ic c r i t i c s  of Regulation Q have been  

unwilling to adm it that among 14 , 500 banks som e of the bankers w ill 

respond to the challen ge of a f re e  m a rk e t in an o v erly  a g g re s s iv e  m an n er.

j  believe som e w ill. And som e w ill m ake serio u s m istak es in th e ir  

a g g re s s iv e n e s s , so serio u s that the bank they m anage will fa il. I can  only 

note that it  is  the poor banker who w ill fa il, not the sound. In Now O rleans
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it  w as the bank that sought v e ry  rapid grow th that failed - -  not its  

co m p e tito rs . I b elieve that the FDIC has the cap ab ility  to deal with 

a situation in which the num ber of bank fa ilu re s  in c re a s e s  nom inally  

above p re se n t le v e ls . Thus the fa ilu re  of a few banks, which in our 

judgm ent is  a ll w e 're  talking about, need not sp read  o r cau se  co n cern  

about the h ealth  and stab ility  of the banking sy ste m .

What is  the lon g-ru n  fate  of Regulation Q ?  X a g re e  with a s ta te ­

m ent by A BA  e x -p re sid e n t R ex Duwe that "if Regulation Q  is phased out, 

it  w on't be b ecau se  banks want it o r  b ecau se  they don't want it , o r b ecau se  

th rifts  want it  o r don't want it . It w ill be b ecau se  co n su m ers want it.

A t the p re se n t tim e, I cannot judge w hether the bank cu s to m e r se e s  the 

rem o v al of Regulation Q ceilin gs as an advantage o r  a d isad van tage, so 

I cannot judge what C on g ress fee ls  about the issu e .

P erh ap s I have spent too m uch tim e on Regulation Q . In te re s t  

ra te  regu lation  on tim e deposits i s ,  a f te r  a ll , not the m o st im p ortan t 

F e d e ra l  re s tr ic tio n  on in te re s t  r a te s . In a s e r ie s  of m eetin gs with bankers  

held around the cou n try  by the FD IC , we have found that the single m o st  

frequently  ra ise d  issu e  is  in te re s t  on demand d ep osits . On this top ic, 

as d istin ct fro m  the d iv e rsity  of views on Regulation Q , b an k ers a re  

alm o st u n iv ersally  united - -  a ll in opposition to being allow ed to pay 

in te re s t  on dem and d ep o sits . They r a is e  the sam e com p etitive  co n cern s  

as with Q , but som e add the v ery  im p ortan t point that the c o s t of even a 

m od est ra te  of in te re s t  on dem and deposits would exceed  th eir to ta l p ro fits . 

I happen to b elieve m o st of those ban kers who give m e those exam p les.
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I would like to su ggest, how ever, with re s p e c t to in te re s t  on 

dem and d ep osits , m any ban kers a r e  a lread y  paying it. R em em b er that 

along with demand d ep osit accou n ts go exten sive and expensive paym ent 

s e rv ic e s  and a paym ents sy ste m . L a rg e  co rp o ra te  cu sto m ers  know the 

value of th e ir  accou n t to you and of you r s e rv ic e s  to them . They will 

keep th e ir  accou n t a t a s iz e  sufficient to com pensate you fo r the s e rv ic e s  

provided and not m uch m o re . Even w here such la rg e  co rp o ra te  clien ts  

a re  not the m ain stay  of a bank's earn in gs s tre a m , it is  a lso  tru e  that the 

c o s t of providing checking accou n t s e rv ic e s  to sm all b u siness o r  household  

accou n ts often exceed s s e rv ic e  ch a rg e  in com e. I su sp ect that it would 

not be ju st coin cid en tal if that e x c e s s  is  quite c lo se  to an am ount equal 

to a reaso n ab le  ra te  of in te re s t .

It has long been p art of A m e rica n  banking trad ition  to u se  b alan ces  

as a m ean s of paying fo r  s e r v ic e s . That trad ition  has been changing, 

how ever, and the p ace of change has a c c e le ra te d  in re ce n t y e a r s . Demand 

dep osits now co m p rise  le s s  than 40 p ercen t of a ll co m m e rcia l bank d ep osits , 

com p ared  with 50 p e rce n t ten y e a rs  ago and 7 3 p ercen t twenty y e a rs  ago. 

T his, as w ell as s e v e ra l  other developm ents, is tending to b reak  down 

the d istin ction  betw een tim e and demand d ep osits .

A few y e a rs  ago the banking ag en cies allowed telephone tra n s fe rs  

fro m  savings accou n ts to checking accou n ts and m any banks s ta rte d  p ro ­

viding such s e r v ic e s . Some th rift institutions w ill m ake tra n s fe rs  to 

th ird  p a rtie s  on the b asis  of a telephone c a ll . Of co u rse , c e r ta in  p r e ­

authorized  th ird  p arty  paym ents out of savings accou n ts a re  a lso  p erm itted .
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L a s t  y e a r  the ag en cies proposed , but didn't adopt, a regu lation  that 

would have allow ed au tom atic t ra n s fe rs  fro m  savings accou n ts to  checking  

acco u n ts to m e e t o v e rd ra fts . The d ifferen ce  betw een that and in te re s t  

on dem and d ep osits is  e x tre m e ly  subtle.

L a s t  y e a r  co rp o ra tio n s w ere  allow ed to hold savings acco u n ts . 

C o rp o ra te  t r e a s u r e r s ,  even of the s m a lle r  com panies that w ere  a ttra c te d  

to  savings a cco u n ts , have ev ery  in cen tive and sufficient knowledge to m ove  

funds fro m  savings to  checking accou n ts and v ice  v e rs a  so a s  to  m in im ize  

holdings of idle b alan ces and m ax im iz e  in te re s t  earn in g s,

A m o re  sign ifican t innovation, of c o u rs e , has been the introduction  

of NOW acco u n ts in New England. While a ll  the re su lts  of the NOW accoun t 

exp erim en t a r e  not in, th e re  a r e  a few points w here the evidence is  c l e a r ;  

NOW accou n ts do re p re s e n t in f a c t  in te re s t  on dem and d ep osits ; NOW 

acco u n ts have been v e ry  popular with the public; they have had am a d v e rse  

im p act on bank p ro fits  (which has b ecom e g r e a te r  a s  in te re s t  ra te s  on loans  

have com e down); NOW accou n ts have b eco m e a m ean s b y  which savings  

institu tions have en tered  the checking accou n t b u sin ess . One fu rth e r  

indication  fro m  the New England exp erim en t with NOWs h a s , in m y view , 

v ery  im p o rtan t im p licatio n s fo r  in te re s t  on dem and d ep osits . A s  NOW 

acco u n ts b ecam e widely av ailab le  in M a ssa c h u se tts , m o st w e re  offered  

on the b a sis  of 5 p e rce n t in te re s t  (the leg al ceilin g) and f r e e  s e rv ic e  

c h a rg e s . In re c e n t m onths, h ow ever, the tren d  h as been  away from  f r e e  

accou n ts and tow ard im posing a ch a rg e  fo r  ch eck s w ritte n .
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The m ovem ent of savings institutions into the paym ent s e rv ic e s  

b u sin ess has a lread y  had significant im p act on com petition in those s ta tes  

w here i t  has taken p lace . This im p act has varied  fro m  sta te  to s ta te .

In M assa ch u se tts , the savings banks mow have a substantial sh are  of the 

household checking accou n t b u sin ess . In New Y ork , the im p act of savings 

bank entry  into this b u sin ess has been v aried . Some m utual savings banks 

have com peted v igorou sly  fo r checking accou n t b u sin ess, while others have 

not, perhaps b ecau se  of the lim itation  of the New Y ork  law prohibiting  

s e rv ic e  ch a rg e s  on such acco u n ts .

A re ce n t su rvey  by the F e d e ra l  R e se rv e  Bank of New Y ork has found 

that th rift institutions in New Y ork  State have m ade significant inroads into 

the household checking accou n t b u sin ess during the few m onths in which they 

have offered  checking acco u n ts. They estim ate  that th rift institutions now 

accoun t fo r about 10 p e rce n t of the num ber of household checking accounts in 

the s ta te , and about 3 1 /2  p ercen t of the d ollar am ount. The im pact of this 

com petition  ap p ears to have been g re a te s t  in the upstate a r e a s . C o m m ercia l  

banks in the Albany, Buffalo and R o ch e ste r  a re a s  have had an absolute drop  

in the num ber of household checking accou n ts since the th rift institutions  

have en tered  this b u sin ess .

The e a rly  e xp erien ce  with th rift institution checking accoun ts su g ­

g ests  that on e-stop  banking is  a v ery  im p ortan t fa c to r  in people's d ecision s  

regard in g  the se lectio n  of banks in New Y ork , M^any co m m e rcia l banks 

that exp erien ced  a drop in th e ir  num ber of checking accoun ts a lso  had a 

drop in the num ber of th eir savings acco u n ts. That su g g ests , although
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the evidence in the su rvey  is not definitive, that once the New Y ork  public 

has the opportunity to do its  on e-stop  banking a t a th rift institution, the 

1 /4  point d ifferen tial is  a powerful a ttra c tio n . The New Y ork  F ed  survey  

also  found that th rift institu tions not offering checking accou n ts exp erien ced  

a drop in the num ber of th e ir  savings acco u n ts . That i s ,  the public a ttra c te d  

by the advantage of on e-stop  banking, se lected  those th rift institutions w here  

they can  have both a checking accou n t and a savings accou n t. Offering  

checking accou n ts ap p ears to be an im p ortan t tool in com peting fo r savings  

acco u n ts.

The extension  of NOW accoun t au th ority  in New Y ork , Pennsylvania  

and New J e rs e y  that is in the bill cu rre n tly  b efo re  the C on g ress is  viewed  

by som e as a m in or adjustm ent designed to provide a m eans fo r F e d e ra l  

S & L 's to com p ete in the checking accou n t b u siness with the m utual savings  

banks and the sta te  ch a rte re d  S& L's which a lread y  have such pow ers in those  

s ta te s . But I view it as  a m o re  significant m e a su re . The introduction of 

in te re s t-b e a rin g  NOW accou n ts in th ese  th re e  m a jo r  co m m e rc ia l s ta te s  will 

put p re s s u re  on o th er m a jo r  co m m e rc ia l s ta te s  to adopt s im ila r  leg islation  

fo r the benefit of the banking public in those s ta te s . The lo g ical m ovem ent 

to a w id esp read , although not n e c e s s a r ily  nationw ide, u se  of NOW accou n ts  

is then obvious, if i t  w as not a lread y  obvious fro m  the co n su m e rs ' accep tan ce  

of that dep osit in New England. Some New Y ork  m utuals that have not been  

a g g re s s iv e  in seeking checking accou n ts m ay activ e ly  seek  NOW accoun t 

b u sin ess , viewing it  as a m o re  a ttra c tiv e  ap p roach  to the paym ents business  

than f re e  checking a cco u n ts .
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F o r  m utual savings banks, NOW accou n ts a r e  a m eans of gaining  

new d ep osits , and th ese  new dep osits a r e  acq u ired  a t the 5 p ercen t ra te  

ra th e r  than the 5 1 /4  p e rce n t passbook ra te  that m o st of them  a r e  now 

paying. Even if the NOW accou n ts they obtain a re  ju st a sw itch of existing  

acco u n ts, that is  not too co s tly  fo r m utual savings banks. They a re  a t  

le a s t saving 1 /4  p ercen t in in te re s t  c o s ts .

F o r  the co m m e rc ia l  banks, the situation is  som ew hat differen t.

The New England e xp erien ce  d em o n stra tes  ra th e r  c le a r ly  that they can  

a ttr a c t  NOW acco u n ts . The c o m m e rc ia l banks, not the m u tu als, have 

been gaining the bulk of NOW accou n ts fo r  the la s t  y e a r . The NOW 

accoun t is  not only a good substitute fo r a checking accou n t, it is  a lso  

a good sub stitute fo r  a savings accou n t, and co m m e rcia l banks can  c o m ­

pete fo r  that b u sin ess on an equal b asis  in te rm s  of ra te  with the m utual 

savings banks. But m any of the new NOW accou n ts reco rd ed  by the 

co m m e rc ia l banks in New England re p re se n t sim ply a sw itch of existing  

household dem and d ep osits , and they re p re se n t an expensive sw itch, 

requiring a 5 p e rce n t paym ent as  co m p ared  with a z e ro  paym ent.

The expansion of th rift institu tions into the paym ents b u sin ess, 

and the paym ent of in te re s t  on checking accou n ts a re  two im p ortan t a sp ects  

of the NOW acco u n t. Both of th ese  a r e  linked to E F T S .

In the long run, though not n e c e s s a r ily  right now, E F T  sy stem s  

will prove ch eap er than the pap er ch eck  paym ent sy ste m . Two asp e cts  

of this potential co s t advantage fo r  e le ctro n ic  sy stem s have not receiv ed  

adequate attention . F i r s t ,  as  savings institutions get into the paym ents
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b u sin ess in the fu tu re , it is  quite possib le that they 'will be getting in 

on an e le c tro n ic  b a s is . They m ay leap frog o v e r the technology now used  

by co m m e rc ia l banks and avoid the co s ts  of the ch eck  c learin g  sy stem  

that co m m e rc ia l banks a r e  now b earin g .

Second, it  w ill be difficult to get the public to u se  E F T S  b ecau se , 

under our p re se n t sy ste m , cu s to m e rs  do not pay the full co s ts  of the check  

paym ent sy ste m . If I am  using a paym ent sy ste m  that I am  accu sto m ed  

to , and which is  esse n tia lly  c o s t - f r e e  to. m e , why should I be in te re ste d  

in a new and d ifferen t sy stem  that m ay be ch eap er fo r the ban ker but in 

som e ways le s s  convenient fo r m e ?  I suggest that E F T  sy ste m s m ay  

p rove m o re  m ark etab le  if we have m oved to a sy ste m  involving in te re s t  

on checking accou n ts and exp licit ch a rg e s  fo r s e rv ic e s  provided.

Quite un derstandably, m any ban kers view the p ro sp e ct of paying 

in te re s t  on demand deposits as som ew hat akin to a m a jo r  d is a s te r . F a r  

be it  fro m  m e to m in im ize the dan ger to c e r ta in  banks. While no one 

can  p re d ict with any p re cis io n  ju st how these: things w ill w ork th em selv es  

out, it  is  likely  that o v e r the long run the banking sy ste m  a s  a whole can  

adjust to. exp licit in te re s t  paym ents on demand, dep osits as. i t  has adjusted  

to im p licit in te re s t  paym ents on dem and deposits in the p ast.

I reco g n ize , h ow ever, th a t in the long run we a r e  a ll dead. F o r  

m o st of us it  is the sh o rt run w h ich .occu p ies the position of im m ed iate  

im p o rtan ce . Without ca re fu l planning,, both by banks, and by governm ent, 

the paym ent of in te re s t  on dem and dep osits could be quite trou b leso m e  

fo r i n d i v i d u a l  banks.. Those sm all banks with high demand deposit
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p e rcen tag es in th e ir  b alan ce  sh eets and with little  lo ca l opportunity to 

enhance earnings following introduction of in te re s t on demand deposits  

would have co n sid erab le  difficulty . The sam e w ill be tru e  of banks with 

unusually high b alan ces fro m  co rresp o n d en t banks. It will not satisfy  

any of th ese  b an k ers to say  that the banking sy stem  will be able to adjust 

o v er tim e . They know they w ill have serio u s difficulties o v e r the sh ort 

run.

On the o th er hand, continued prohibition of demand deposit in te re s t  

cannot be view ed with equanim ity by b an k ers, even by the v ery  banks which 

would have p roblem s if in te re s t  w ere  p erm itted  on those d ep osits . The 

re la tiv e  shrinkage of demand deposits which has gone fo r  m any y e a rs  is  

likely  to continue, esp e cia lly  if in te re s t  ra te s  rem ain  high on a v e ra g e .

This im p oses co s ts  fo r the banking sy ste m  in the fo rm  of higher in te re s t  

paym ents on tim e  d ep osits and a d iv ersio n  of deposits to com petitive  

institu tions and in stru m e n ts . In the final a n aly sis , then, demand deposit 

c o s ts  w ill in c re a s e  re g a rd le s s  of what happens to the z e ro  in te re s t ceilin g , 

and without som e of the benefits (such as in cre a se d  u se of the le s s  co stly  

E F T  sy s te m s) that m ight o th erw ise  flow both to the bankers and to the

public.

It seem s to m e that now is  the tim e fo r banks to intensify th e ir  

studies on what im p rovem en ts could be introduced to cushion new co s ts  

in th is a r e a . Can s e rv ic e  ch a rg e s  be in cre a se d  to m e e t the new situation?  

Should r e s e r v e  req u irem en ts be reduced and should p erm issio n  be given to 

hold th ese  r e s e r v e s  in earning a s s e ts ?  Should the ag en cies be conducting
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r e s e a r c h  into p ricin g  s tru c tu re s  fo r  s e r v ic e s , and should bank e xam in ers  

be tra in ed  to be helpful to b an k ers in d iscu ssio n s on p ricin g  of s e r v ic e s ?  

What o th er way ca n  c o s ts  be con tro lled  o r  in com e in cre a se d ?

In te re s t on dem and d ep osits , if i t  c o m e s , is not going to co m e  

overn igh t. The banking indu stry  can  u se this period w isely  o r  i t  can  use  

a ll of its  r e s o u rc e s  and en erg y  in attem pting to p reven t it . The la tte r  

co u rse  of actio n  could lead m any individual banks to fo reg o  o r  postpone 

the opportunity to plan fo r a change which in m any re s p e c ts  is  a lread y  

h ere  fo r  m o re  and m o re  banks.

As I m entioned a t the beginning of this sp eech , the FDIC w ill ra is e  

no objection  to the p assag e  of H. R. 1901 .  While the an aly sis  of its  im p li­

cation s have co m p rised  the bulk of this sp eech , the fa c t is  that we do not 

fee l that its  p assag e  o r  the lo n g -ran g e  re su lts  which m ight follow its  

p assage  would ca u se  ch aos in the banking sy s te m . We fe e l that the 

exp erien ce  in M a ssa ch u se tts , New H am pshire and the r e s t  of New England  

with NOW accou n ts is  good evidence the C orp oration , with the a s s is ta n c e  

of the o th er fe d e ra l and sta te  reg u lato ry  a g e n cie s , would be able to deal 

with the few individual bank problem s which m ight flow fro m  th ese  ch an ges.

We think it  is  e sse n tia l, how ever, that should C o n g ress approve  

the expansion of NOW accou n ts both C on g ress and the in d u stry  reco g n ize  

the p ossib ility  that som e individual banks m ight encou nter serio u s trou ble
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as a re su lt of th ese ch an ges, and that a few of them  m ight fa il. Even if 

this is so , we believe that the tools which the C orporation  has availab le  

to it  and which the C orp oration  has d em on strated  an ability  to u se  during 

the la s t  few y e a rs  a r e  sufficient to prevent any significant or w idespread  

fa ilu re  of confidence in the banking sy stem .
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