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As we g a th e r  th is  m o rn in g  a t  one o f the f i r s t  a s s o c ia t io n  m e e tin g s  to fo llow  
the A BA  C onvention in C h icag o , it  i s  p ro b a b ly  not too m uch  to o b se r v e  that 
never b e fo re  h ave b a n k e rs  been  in a  p o s it io n  of need in g to a s s im i la t e  so  
much in fo rm atio n  so  r a p id ly . P e r h a p s  I should  am en d  th at s ta te m e n t to 
say  so m uch  " im p o r ta n t"  in fo rm atio n  - -  and fu rth e r  am en d  it by addin g 
re g u la to r s  to the a s s im ila t io n  p ic tu r e . A s  one who h as  re c e n tly  c r o s s e d  
the a i s l e  fro m  ban k er to r e g u la to r , I am  aw are  o f the n eed  on both our 
p a r ts  to sh a r e  id e a s  and d ev e lo p m en ts b ack  and fo rth , and th is  i s  m y  
p u rp o se  tod ay . I don 't b e lie v e  a  r e g u la to r  g iv e s  up any o f h is  o b je c tiv ity  
when he th inks in  t e r m s  o f ch an gin g p e w s, but not le av in g  the ch u rch .

Any b a n k e rs  who r e a d  the t r a d e  jo u r n a ls  and e s p e c ia l ly  th o se  o f u s  who w e re  
in C h icago , a r e  a w a re  o f the u n p reced en ted  c r o s s  c u r r e n ts  bu ffetin g  the 
in d u stry  and i t s  r e g u la to r s .  K . A. R an d a ll h a s  d e ta ile d  the c u r r e n t  s ta tu s  
of the Hunt C o m m iss io n  R e p o r t  and i t s  le g is la t iv e  a fte rm a th . (Of C o u rse  
you a r e  a l l  aw are  th at M r. P a tm a n 's  C o m m ittee  h as  a  p r o p o sa l  a lon g  th e se  
sam e l in e s . ) H igh in te r e s t  r a t e s ,  d is in te rm e d ia tio n , w ild  c a r d s ,  the re c e n t  
C o n g re ss io n a l ac tio n  in re la t io n  to R e g u la tio n  Q , the p ro b le m s  of the S & L 's  
and th e ir  r e a c t io n  to th e se , E F T S  d e v e lo p m e n ts , a l l  o f th e se  id e a s  ju s t  
sc ra tc h  the s u r fa c e  o f the f a r  re a c h in g  i s s u e s  fa c in g  u s .

Today I w ould think it  t im e ly  fo r  u s  to think to g e th er  r e g a r d in g  one fa c e t  o f 
a ll th is , a  fa c e t  w hich cu ts  a c r o s s  m an y  o f the i s s u e s  I h ave ju s t  m en tion ed  
but one w hich a l l  o f u s  in  our v a r io u s  c a p a c i t ie s  h ave tended to think about 
in m o re  g e n e r a l  than sp e c if ic  t e r m s .

F ir s t ,  h ow ev er, I w ould tak e  the p e ro g a t iv e  o f a  p r o f e s s o r  to sk e tch  the 
developm ent o f a  cou p le  o f id e a s  w hich m igh t help  u s to fo cu s on the i s s u e  
I have in m ind.

If you w e re  to s e a r c h  fo r  a  tou ch ston e  w ord  to d e s c r ib e  A m e r ic a  in 1973, you 
couldn 't do m uch  b e tte r  than " p lu r a l i s t i c " .  The sa m e  i s  tru e  a s  an  ap t 
d e sc r ip t io n  o f our banking sy s te m . I ts  grow th  and d ev e lo p m en t, p re d ic a te d  
on the twin fo r c e s  o f p r o f it  and g r e a t  n a tio n a l n e e d s , i s  u n p a ra lle le d . C o n sid e r  
th is; in  E n g lan d  today  th e re  a r e  only fiv e  o r  s ix  m a jo r  b an k s and a  few sm a ll  
ones. In the U .S .  th e re  a r e  o v e r  13, 000. If w e w e re  to look  b ack w ard , 
how ever, w e w ould find a  sy s te m  that in , s a y , 1773, 200 y e a r s  ag o ,
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con tem plated  only a  few  in st itu t io n s , m o st ly  p r iv a te  in d iv id u a ls , who lo an ed  
money a t  w hat w e w ould te r m  ex o rb itan t r a t e s .  A few  land b a n k e rs  c a m e  
along, lend in g  m on ey  w ith land  a s  se c u r ity , but flu ctu atin g  land  v a lu e s , the 
ab sen ce  o f s ta b le  c h a r te r in g  au th o rity , and the co lo n ia l tendency  o f G re a t  
B ritian  to tak e  out go ld  and s i lv e r  a l l  a c te d  to c r e a te  ch ao tic  c u rr e n c y  and 
banking s y s t e m s .

In 1781, the f i r s t  c o m m e r c ia l  bank w as fo rm e d  in P h ilad e lp h ia  p r im a r i ly  a s  
a m ean s o f fin an cin g  the R e v o lu tio n ary  govern m en t. But the g e n e ra l ru le  
w as s t i l l  p r iv a te  and u n re g u la te d  in stitu tio n s se rv in g  a  tiny com m unity  
u su a lly  w ith  so m e  kind o f d i s a s t e r  in the m ak in g .

In 1791, the F i r s t  Bank o f the U nited S ta te s  w as c h a r te re d  w ith a  then 
am azin g  c a p ita l  o f $10 m illio n . A le x an d e r  H am ilton  w a s , of c o u r se , 
p r im a r ily  r e s p o n s ib le  fo r  th is d eve lop m en t and the bank in turn  se r v e d  a s  
the p r in c ip a l h an d m aid en  o f H am ilto n ’ s d eve lop m en t p lan s  fo r  the new nation . 
In ad dition , h ow ev er, the F i r s t  Bank im p a c te d  d r a s t ic a l ly  on the r e s t  o f the 
industry  b e c a u se  i t s  p o lic y  w as to re d e e m  the n o tes of the " s t a t e "  b an k s. In 
fact, the B an k ’ s m an ag e m e n t had the c u r io u s  notion that the lit t le  ban k s 
ought to be ab le  to p ay  up in h ard  m oney fo r th e ir  bank n o te s when p r e se n te d , 
and I im a g in e  so m e  of you know the s to r y  o f F r id a y  aftern oo n  p re se n ta t io n s  
to the s m a ll  ban ks - -  when the p re se n t in g  bank w ould c o lle c t  bank n o tes un til 
they fe lt  su r e  the is s u in g  bank cou ld n ’t re d e e m  them  in so  la r g e  a b lo ck , 
p re se n t them  fo r  red em p tio n  a t  the end of the w eek  when h ard  m oney su p p lie s  
w ere low and, in e ffe c t , c lo s e  the bank.

As a n a tu ra l co n seq u en ce  o f A m e ric a n  id e a s  o f indepen dence (not to m ention  
gentle p e r s u a s io n  o f the C o n g r e s s ) ,  the F i r s t  B a n k 's  c h a r te r  w as  not extended 
when it  e x p ire d  in  1811, and fo r  the next fiv e  y e a r s ,  s ta te  ban k s had a  f ie ld  
day p rin tin g  bank n o te s a lm o s t  a s  f a s t  a s  the p r e s s e s  w ould run . S in ce  th e re  
w as no fe a r  o f the " F e d s "  show ing up to p r e se n t  the n o tes fo r  red em p tio n , 
and s in ce  the b o rro w in g s  o f the go v ern m en t to fin an ce  the W ar o f 1812 
e sc a la te d  the dem an d fo r  n o te s , ev ery b o d y  who cou ld , w ent into the banking 
b u sin e ss . The n u m ber o f s ta te  ban k s in c r e a s e d  fro m  88 in 1811 to 246 in 
1816, o r  a lm o s t  300 p e rc e n t!

The a b u se s  of the co lo n ia l p e r io d  began  to a p p e a r  a g a in  and in  1816, the 
Second Bank of the U nited  S ta te s  w as c h a r te re d  a s  a ch eck  on ru in o u s banking 
p r a c t ic e s .  You w ill  re m e m b e r  that N ic h o la s  B id d le  w as  not known fo r  h is  
c o u r te s ie s  tow ard  s ta te  banks o r  fo r  h is  lo v a b le  te m p e ra m e n t in  g e n e ra l. 
Indeed, B id d le  p e r fe c te d  the p re se n ta t io n  fo r  red em p tio n  id e a , o ften  to the 
point o f d r iv in g  a  bank w h ose  p r a c t ic e s  he o p p o sed  out o f b u s in e s s .

When A ndrew  Ja c k s o n  w as r e - e le c te d  in  1832 he had run  on and then fo llow ed  
a p o licy  o f o p p o sitio n  to B id d le  and to the Bank, and w hen i t s  c h a r te r  e x p ire d
in 1836, Ja c k s o n  v e to ed  a b ill  to r e c h a r te r  it , and the s ta te  ban ks once ag a in  
re ign ed  su p re m e .
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The g r e a t  i s s u e s  in v o lved  in  th is  ch ron o logy  w e re  p a r t  econ om ic and p a r t  
p o lit ic a l. N ot u n til A p p o m atto x  w e re  the u n d erly in g  b a s ic  p o lit ic a l  i s s u e s  
put to r e s t ,  and a s  w e sh a ll  s e e  in a  m in ute it  w ould be f a i r  to sa y  that 
"bankin g" p o l it ic a l  q u e stio n s  and m an y  o f the econom ic i s s u e s  a r e  u n re so lv e d  
today. The y e a r s  betw een  the end o f N ick  B id d le 's  bank and the r i s e  o f a 
national banking sy s te m  - -  1 8 36-1863 , saw  the d evelopm en t o f s e v e r a l  
s ign ifican t e f fo r ts  to b rin g  s ta te  banking s y s te m s  under so m e  fo rm  of 
re g u la to ry  c o n tro l, beginn ing in 1838 in  New Y ork , but the sy s te m  w as 
st ill  a  h od g e-p o d g e  in p a r t  b e c a u se  of the h is to r ic a l  d isa g r e e m e n ts  about 
how banking ought to be s t r u c tu re d  and in p a r t  b e c a u se  o f the bu rgeon in g  
econom y o f a  young and in c re d ib ly  r ic h  lan d , w hich c re a te d  stre n u o u s 
dem ands fo r  c re d it .

Thus, in m o s t  s t a t e s ,  ban k s g rew  a lm o s t  in  an in v e r se  re la t io n sh ip  to the 
tre e s  w hich w e re  fe lle d  to fu e l the c o m m e r c ia l  d evelop m en t o f the cou n try .
Bank n o te s w e re  i s s u e d  by the m illio n s  and d ev io u s sc h e m e s  to b lock  
p re sen ta tio n  g rew  up, ap p ro ac h in g  an a r t  fo rm , a lm o s t , in the "w ild c a t"  
banks id e a  w h ere  m an ag em en t lo c a te d  i t s  m a in  o ffic e  so  fa r  in  the w oods 
that only w ild c a ts  w ould liv e  th e re . H opefu lly , note h o ld e r s  w ould avo id  
the w ild c a ts  and th ereb y  fa i l  to p r e se n t  the n o te s.

C ou n terfe itin g , bank f a i lu r e s  by the g r o s s ,  and g e n e ra lly  sh ad y  d ea lin g  led  
to yet an oth er p u b lic  c r y  fo r  r e fo r m  but it  w as not un til the Union govern m en t 
had a ll  but ex h au ste d  i t s  c r e d it  in 1863 that C o n g r e s s  f in a lly  a c r e d , p a s s in g  
the N ation al C u rre n c y  A ct, and the N ation al Banking A ct a  y e a r  la t e r .  
Inciden tally , the N atio n a l B ank ing  A ct p a s s e d  the S en a te  by a  m a rg in  o f two 
votes and then only a f te r  stro n g  a p p e a ls  that the A ct w as n e c e s s a r y  to fin an ce  
the F e d e r a l  A rm y  in the w ar betw een  the s t a t e s .  T h is  A ct c r e a te d  a  sy s te m  
of n ation al b a n k s , a  n a tio n al c u rre n c y  w ith r e s e r v e  re q u ir e m e n ts , and the 
Office o f the C o m p tro lle r  o f the C u rre n c y . It a l s o  c re a te d  in e s s e n t ia l ly  
the sa m e  fo r m  a s  w e know it  tod ay , the D ual B anking S y ste m .

At the o u tse t , s ta te  ban ks w e re  re lu c ta n t  to jo in  the n atio n a l sy s te m  b e c a u se  
it w as m o r e  p ro f ita b le  to o p e ra te  on the s ta te  s id e . T h is  ch an ged  when 
C o n gress  in  i t s  w isd o m , le v ie d  a  10% ta x  on s ta te  bank n o te s and fo r  so m e  
re a so n , th is  tended  to p e r su a d e  the s ta te  b a n k e rs  to co n v e rt  to a  fe d e r a l  
ch arter  in  r a th e r  a sto n ish in g  n u m b e rs : By 1870, 1 ,6 1 2  n atio n al ban k s w e re  
operatin g  a s  c o m p a re d  to only 325 s ta te  b an k s. The se  d ev e lo p m en ts had 
o cc u rre d  in a  sp an  o f about 80 y e a r s  and w ith a  few m a jo r  m o d ific a t io n s  to 
com e in the fu tu re , such  a s  the c re a t io n  of the F e d e r a l  R e s e r v e  in 1913 and the 
FDIC in  1933, the dual banking sy s te m  w as  o ff and running. With the adven t 
of expanded ch eck in g  la te  in the 19th cen tu ry , the 10% ta x  b e c am e  in e ffe c tiv e  
and the S ta te  ban k s began  to o p e ra te  p ro fita b ly  a g a in . B y  1900 they ou tn u m b ered  
national ban k s a s  they do tod ay . In Iow a, fo r  e x a m p le , a p p ro x im a te ly  77% of 
your b an k s a r e  s ta te  n o n -m em b er b an k s.
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Now th e se  o b se rv a t io n s  a r e  d e sig n e d  m e r e ly  to b rin g  u s to g e th e r , a s  they 
once sa id  in  W ash ington , so  that we can  look  a t  an i s s u e  a t  th is  po in t in  t im e , 
a s  they now sa y  in W ash ington . C le a r ly  s e v e r a l  m a jo r  fo r c e s  w e re  a t  w ork  
in the c re a t io n  of w hat w e a l l  h ave co m e to a c c e p t  a s  the n o rm a l w ay  of 
doing b u s in e s s  through-the d u al sy s te m : the grow ing econom y, the a b se n c e  
of re g u la tio n , the f ie r c e  s e n se  o f indepen dence w hich i s  p a r t  o f the in d u stry  
and the co u n try , the W ar o f 1812, the C iv il W ar, and the a b u se s  o f u n fe tte re d  
banking.

Som e of th e se  th e m e s a r e  s t i l l  w ith u s in m o re  o r l e s s  d e g re e , but now 
there h a s  ev o lv ed  a  pro foun d  d eve lop m en t o f co n su m e r c o n sc io u sn e s s  and --  
a s  we a l l  know - 4  s ig n if ic a n t  o th er fin a n c ia l in stitu tio n s who d e s i r e  m o re  
com petitive  eq u a lity .

Which b r in g s  u s  to the dual banking sy s te m , and i t s  p la c e  in the ongoing 
developm ent o f the banking in d u stry . A t the o u tse t  I w ant to - - i f  y o u 'll 
pardon the P o to m a c  lan g u ag e  - -  m ak e  it p e r fe c t ly  c le a r  that I am  not 
p resen tin g  a  b r ie f  today  on b e h a lf of a  u n ified  s y s te m  or on b e h a lf of the 
dual sy s te m . I am  ra th e r  try in g  to p r e s e n t  one r e g u la t o r 's  p e r so n a l  view  
on how the d u al sy s te m  q u e stio n  f i t s  into the b ro a d e r  co m p lex  of i s s u e s  
which I m en tion ed  a few  m in u te s ago . You a l l  a r e  aw are  that v a r io u s  
p ro p o sa ls  a r e  flo a tin g  arou n d  w hich w ould h ave su b s ta n t ia l  im p a c t  on the 
dual sy s te m : m an d ato ry  m e m b e rsh ip  in the F e d , o r , a lte rn a t iv e ly , m an d ato ry  
r e s e r v e  r e q u ir e m e n ts , t r u th - in - sa v in g s , u n ifo rm  ta x  tre a tm e n t, a  u n ified  
national s y s te m , o r  the c re a t io n  o f a  new o ffic e  in  W ashington  of the 
A d m in istra to r  of S ta te  B an k s, to m en tion  a  few . Now we a r e  a l l  a l s o  aw are  
that when a  r e g u la to r  m en tio n s "d u a l s y s t e m " ,  b a n k e rs  g e t a  l i t t le  n erv o u s 
and m ay  d e c id e  not to in v ite  the r e g u la to r  b ack .

And I w ant to co m e b ack . T h e re fo re , I a m  a  l i t t le  w ary  o f ap p ro ac h in g  th is 
su b ject w ithout s ta t in g  once ag a in  r a th e r  e m p h atic a lly  that th is i s  not a  b r ie f  
for it o r a g a in s t  it - -  it  i s  a  d is c u s s io n  o f it !

The r e a so n  th is  i s  im p o rtan t i s  that w e a r e  o ften  con fron ted  in W ashington  
with the q u e stio n , "W hat a r e  the a d v a n tag e s  of the sy s te m ?  But fo r  
h is to r ic a l  a c c id e n t , w ou ldn 't w e h ave a  u n ified  s y s te m  a s  th e re  i s  in  E u ro p e ?  "

Now we n eed  to s t a r t  study in g  w ay s to an sw e r  th is q u e stio n . A lthough it 
m ay su it  you and it  m ay  su it  m e , the an sw e r  " B e c a u s e  w e lik e  i t "  w on 't do.
We need  to get an a n a ly t ic a l  h an dle on th is q u e stio n  w hich w ill w ith stan d  
c lo se  sc ru tin y , fo r  it  w ill co m e  a s  no s u r p r i s e  that c lo s e  sc ru tin y  w ill be 
forth com in g.

So, fo r  the re m a in d e r  o f m y tim e  th is  m o rn in g , I w ould lik e  to su g g e s t  that 
We think to g e th er about the dual s y s te m  in som ew h at p r e c i s e  fo rm , about the 
argu m en ts p ro  and con, and p e rh a p s  a  l it t le  w ay down the ro a d  o f w h ere  the 
argu m en ts m ay  le a d .
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At the o u tse t  it  i s  p ro b a b ly  n e c e s s a r y  to co m e up w ith a  w o rk ab le  d efin itio n  
of "d u a l s y s t e m "  and th is cou ld  co n su m e the r e s t  o f the day . T e c h n ic a lly , 
the id e a  o f a  du al s y s te m  ought to e n c o m p a ss  two s e p a r a te  c h a r te r in g  a u th o r it ie s  
who, a f te r  c h a r te r in g , w ould exam in e  and re g u la te , s e p a r a te  and a p a r t  fro m  
each o th e r . S in ce  our sy s te m  grew  a s  the p ro d u c t o f h is to r ic a l  f o r c e s ,  th at, 
of c o u r se , i s  not the c a s e .  We h ave  few  n ea t and tidy  id e a s  to w ork  w ith.

Betw een 1863 and 1913, th e re  w as  "p u r e "  d u ality  of a  s o r t ,  but the ad ven t in 
1913 o f the F e d e r a l  R e s e r v e  and in 1933 o f the FD IC  c re a te d  an o v e r la y  of 
reg u la tio n  on top o f s ta te  c h a r te r in g  au th ority .

F or our p u r p o s e s ,  then, it  w ould se e m  w e should  defin e  the dual sy s te m  a s  
"th in gs a s  they a r e " ,  both on the c h a r te r in g  s id e , and on the re g u la to ry  s id e . 
With that in  m in d , w hat a r e  the a rg u m e n ts  to re ta in  it?

It w ould se e m  r e a so n a b le  that w e could  grou p  the a rg u m e n ts  un der th re e  b ro a d  
h ead in gs: the p u b lic  in te r e s t  a rg u m e n t, the a c c e s s  argu m en t, and the 
re g u la to ry  a rg u m e n t.

None o f th e se  a rg u m e n ts  i s  a  w hole unto i t s e l f  - -  each  o v e r la p s  to so m e  exten t 
with the o th e r s . But a s  an  a n a ly t ic a l  too l p e rh a p s  they w ill su ff ic e . The p u b lic  
in te re s t  a rg u m e n t ru n s a lo n g  the l in e s  o f re a so n in g  that both gov ern m en t and 
econom ic co n tro l i s  d i s s ip a te d  by the dual sy s te m  and that th is i s  a  d e s ir a b le  
re su lt . On the go v ern m en t s id e , the p u b lic  i s  p r o te c te d  fro m  a co n cen tra tio n  
of r e g u la to r y  co n tro l by one m an  o r a  s m a ll  grou p  o f m en . T h is a rgu m en t 
a s su m e s  a  s o r t  of " a n t i - t r u s t "  hue, ex cep t it  k e e p s  gov ern m en t r a th e r  than 
in d u stry  fro m  fo rm in g  a m on opoly . I w ould o b se r v e  that th is  a rg u m e n t s e e m s  
to have m e r i t ;  it  i s  g e n e ra lly  r e a so n a b le  to d i s p e r s e  go v ern m en t co n tro l in 
m any d o m e st ic  c ir c u m s ta n c e s .

On the eco n o m ic  s id e , the sy s te m  p ro v id e s  fo r  a  m u ltip lic ity  o f banks and 
th e re fo re  fo r  a  m u ltip lic ity  of d iffe re n t  m a r k e ts  fo r  the p u b lic  to go to. A s a 
c o r r e la t iv e  po in t, it  i s  a rg u e d  that the e x is te n c e  o f th is  m u ltip lic ity  of m a r k e t s  
p ro v id e s a  g iven  com m u n ity  (which m igh t be  defin ed  a s  b ro a d ly  a s  a  s ta te ) w ith 
m ore  c h o ic e s , th e re b y  cutting down on a r b i t r a r y  and high handed d e a lin g s  by, 
say , one o r two la r g e  b an k s. T h is m e an s  that ban k s a r e  m o r e  c o m p e titiv e , but 
this i s  a  d e s ir a b le  r e s u l t  in  our sy s te m , a s  co m p etitio n  p o l ic e s  the m a rk e t .

The a c c e s s  a rg u m e n t m igh t be te rm e d  the c l a s s i c  dual s y s te m  a rg u m e n t. If 
a m e r ito r io u s  g rou p  cannot ga in  a c c e s s  to a  n atio n al c h a r te r ,  it can  r e s o r t  
to the s ta te  c h a r te r in g  au th o rity  and v ic e - v e r s a .  The v a lu e  o f th is  c a p a b ility  
to m in im iz e  a r b i t r a r y  o r c a p r ic io u s  en try  to the m a r k e t  i s  o b v io u s. It i s ,  
som e s a y , the only su r e  s a fe g u a r d  a g a in s t  a  to ta lly  c o n c e n tra te d  and 
o lig o p o lis t ic  in d u stry . The o th er fa c e t  o f th is a rg u m e n t i s  the e x is te n c e  o f

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



-  6 -

the sa m e  c a p a b ility  fo r  e x is t in g  in stitu tio n s  who h ave en cou n tered  tro u b le  a t 
the r e g u la to r y  le v e l.

A s id e  e ffe c t  o f th is p ro p o s it io n  i s  the ch eck  on re g u la to r y  au th o rity  w hich 
the p o s s ib i l i ty  o f c o n v e rs io n  p ro d u c e s . The a rg u m e n t ru n s that the r e g u la to r s  
are  som ew h at m o r e  r e s t r a in e d  b e c a u se  of a  w h o le sa le  w ith d raw al o f the ban k s 
under th e ir  ju r is d ic t io n  i s  a lw ay s a  p o s s ib i l i ty ,  a lb e it  a  re m o te  one.

The th ird  a rg u m e n t, the " r e g u la to r y  a rg u m e n t" h a s  s e v e r a l  f a c e t s .  The 
f ir s t  p ro p o s it io n  i s  that the d u al s y s te m  p e r m it s  m o re  re fin e d  sh ap ing  of law s 
and r e g u la t io n s  to lo c a l  and p a r t ic u la r iz e d  econ om ic  n e e d s . A s in g le  c h a r te r in g -  
regu la tin g  au th o rity  w ould , it  i s  sa id , be in c a p ab le  o f ad ap tin g  to the n eed s and 
p ro b lem s of ban k s a s  d iffe re n t  a s  C h ase  M anhattan , and a  sm a ll  cou n try  bank 
in Iowa o r A la b a m a . The seco n d  fa c e t  i s  the " la b o r a to r y "  id e a : that banking 
innovations w hich b en efit  the p u b lic  a r e  m o re  lik e ly  to co m e fro m  a w idely  
p lu r a lis t ic  in d u stry  than fro m  an  in d u stry  re g u la te d  fro m  W ashington . In the 
m id -6 O 's, fo r  e x a m p le , it  w as  po in ted  out in a  r e p o r t  to the New Y ork  S u p e r 
intendent o f B an k s th at s ta te  ban k s w e re  p r im a r i ly  r e sp o n s ib le  fo r  the in tro d u ctio n  
of b ran ch in g , lo a n s  on r e a l  e s t a te , and f id u c ia ry  o p e ra t io n s . I w ould o b se r v e  
in th is con n ection  that the g r e a te r  the d iffe re n c e  am ong b an k s, the g r e a te r  the 
p ro b ab ility  o f m ean in gfu l inn ovation .

There a r e  su r e ly  o th er a rg u m e n ts  in  fa v o r  o f the dual sy s te m , but fo r  now it 
se e m s r e a so n a b le  to t r a v e l  w ith th e se  th re e  b ro a d  a r e a s :  p u b lic  in te r e s t ,  a c c e s s  
and re g u la tio n .

What i s  the o th er s id e ?

The a rg u m e n ts  a g a in s t  the dual sy s te m  m igh t be s a id  to f a l l  un der two b ro ad  
headings and, oddly  enough, the n a m e s o f s e v e r a l  of th e se  c a te g o r ie s  h ave been  
used in  the a rg u m e n ts  fo r  the s y s te m  w hich I h ave ju s t  ou tlin ed .

C on sid er the p u b lic  in te r e s t  a rgu m e n t a g a in s t  the dual sy s te m : (1) a  m u ltip lic ity  
of s m a ll  banks w ithout fu ll s e r v ic e  d e n ie s  to the p u b lic  the b e n e fits  o f a  la r g e  
bank in  th e ir  com m u n ity . C o n sid e r  fu rth e r  th is ad d itio n a l fa c e t : (2) in so m e  
sta te s  (although  su r e ly  not in  Iowa) p o lit ic a l  p r e s s u r e  m ay  be b rou gh t to b e a r  
on the q u e stio n  of who r e c e iv e s  a  c h a r te r . The g ro u p s  who r e c e iv e  su ch  c h a r t e r s  
m ay not be d e se r v in g  o f them  and the s e r v ic e s  of the re su lt in g  ban k s m ay  fa l l  
below a  r e a so n a b le  s ta n d a rd .

A th ird  p u b lic  in te r e s t  p ro p o s it io n  w ould a r g u e  that a  la c k  o f u n ifo rm ity  o f s ta te  
banking law s c r e a te s  a  h o d ge-p o d ge  o f in stitu tio n a l r u le s  w hich im p a r t  in  a  
h arm fu l w ay  on w hat i s  o b v io u sly  an in te r s ta te  sy s te m . And, so m e  le g i s l a t u r e s  
a re , p e rh a p s  you cou ld  sa y , a  l it t le  b e tte r  o rg a n iz e d  than o th e r s .
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F in ally , fr o m  a  p u b lic  in te r e s t  v iew poin t, i t  h a s  been  a rg u e d  that the r e s o u r c e s  
of the f e d e r a l  g o v ern m en t in su r e  high  p ay  fo r , and su p e r io r  tra in in g  of, e x a m in e r , 
thus tending to in su r e  a  b e tte r  jo b  in the exam in atio n .

The ’’ e ff ic ie n c y "  a rg u m e n t and the " r e g u la t io n "  a rgu m e n t m igh t b e s t  b c o n sid e re d  
together a s  the " e f f ic ie n c y  in  r e g u la t io n " .a rgu m en t. Its  com ponen ts in clu de  the 
p ro p ositio n  th at d u a l e x am in atio n s a r e  s e n s e le s s ,  a  w a ste  o f tim e and m on ey, 
and a p ro d u c t so le ly  o f h is t o r ic a l  ac c id e n t. A c o r o l la r y  arg u m e n t w ould run 
that th is  r e p r e s e n t s  a  fra g m e n ta tio n  of r e g u la to r y  r e sp o n s ib il i ty  to the end that 
when e v e ry b o d y ’ s r e s p o n s ib le ,  n ob od y 's r e sp o n s ib le .

A seco n d  b ro a d  th em e e n c o m p a s se s  the id ea  that d iffe re n t fe d e r a l  re g u la to ry  
agen cie s b ic k e r  b ack  and fo rth , to the d e tr im e n t of a  so lid  fro n t to the in d u stry . 
This th e s i s  w as  m o s t  r e c e n tly  a r t ic u la te d  a t  C o n g re ssm a n  P a tm a n 's  h e a r in g s , 
where i t  w a s  a l le g e d  that the a g e n c ie s  cou ldn ’ t ge t to g e th er on the Ju ly  5 ch an ges 
in in te r e s t  r a t e s  un der R e g u la tio n  Q and th e ir  a fte rm ath .

Twin c o r o l l a r i e s  o f th is  r e g u la to r y  fra g m e n ta tio n  in clu de  the p ro p o s it io n  that 
the in d u stry  i s  ab le  to p la y  one ag en cy  o ff a g a in s t  an oth er and that such  shopping 
expedition s p ro d u c e  w hat h a s  been  te rm e d  "co m p e tit io n  in  la x ity " .  The fin a l 
c o ro lla ry  in c lu d e s the p ro p o s it io n  th at b e c a u se  o f fra g m e n te d  su p e rv is io n , 
d ifferen t c l a s s e s  o f b an k s a r e  a c c o r d e d  un equal tre a tm e n t, r e su lt in g  in in eq u itab le  
regu la tion  fo r  one o r  an o th er c l a s s e s  o f c o m m e r c ia l  ban k s a t  d iffe re n t t im e s .

Now le t  m e s ta te  h e re  and now that I am  not contending that th is  a n a ly s is  i s  a l l  
e n c o m p assin g . R a th e r , it  i s  an e ffo r t  to fo cu s on s e v e r a l  r e a so n a b ly  a rg u a b le  
p ro p o sitio n s w hich d e s e r v e  sc ru tin y  and d is c u s s io n  by a l l  o f u s . T h e re  i s  no 
su bstitu te  fo r  in fo rm e d  d is c u s s io n  in ap p ro ach in g  th is th ick et, and I w ould hope 
that th is  ou tlin e  w ould p ro v id e  am m unition  fo r  m ean in gfu l d ia lo g u e  in the m onths 
ahead.

That su ch  a  d ia lo g u e  w ill continue and in te n sify  o v er the n ext few  m onths i s  a  
foregone co n c lu sio n . I w ould o ffe r  the hope that "d ia lo g u e "  i s  the p ro p e r  ch o ice  
of the w o rd , fo r  it  i s  ev id en t that th is  pot i s  beginning to b o il, and w e need  to 
keep f ir m ly  in  v iew  the n e c e s s i ty  fo r  th o se  on a l l  s id e s  o f th is  and r e la te d  
qu estion s to k eep  ta lk in g  to each  o th er.

One o r two e x a m p le s  o f w hat i s  bubbling in that pot m igh t be h elp fu l in  le av in g  
you w ith a  f la v o r  fo r  w hat i s  to co m e . In la te  S e p te m b e r , the C SB S i s s u e d  a 
statem en t co n cern in g  the F e d 's  w ish  to ap p ro ac h  so m e  180 n o n -m em b er banks 
to r e q u e s t  v o lu n ta ry  co m p lian ce  w ith the F e d 's  in c re m e n ta l 60% R e s e r v e  
re q u irem e n ts  on la r g e  den om ination  C D 's . The C o n fe re n ce  took the p o s it io n  
that any m e m b e rsh ip  in the F e d  should  be v o lu n tary , and that m o r e o v e r  even 
this e x p e r im e n t did not a p p e a r  w a rra n te d . The s ta te m e n t con clu d ed  w ith th is

o b serv atio n :
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T he h ealth  o f the du al banking sy s te m , th e re fo re , should  not be 
je o p a r d iz e d  in  the a b se n c e  o f c le a r  ev id en ce  that the c e n tra liz a tio n  
o f r e g u la to r y  au th o rity  in  the F e d e r a l  R e s e r v e  S y ste m , through 
m an d a to ry  m e m b e r sh ip s  o r r e s e r v e - s e t t in g  au th ority  fo r  a ll  
d e p o s ito ry  in s t itu t io n s , w ould s e r v e  the p u b lic  in te r e s t  b e tte r  than 
the c u r r e n t  r e g u la to r y  s t r u c tu r e .

In e a r ly  O cto b er, a t  the C h icago  A BA  m e e tin g , C SB S E x e c u tiv e  V ice  P r e s id e n t  
L a rry  K r e id e r  d e liv e r e d  a  sp e e c h  se ttin g  out the C o n fe re n c e 's  p o s it io n  and 
o b serv in g ,

"1 9 7 3  w ill  undoubtedly  be  thought o f a s  the y e a r  in  w hich the 
b a t t le l in e s  w e re  f ir m ly  draw n fo r  the s t r u g g le  to d e te rm in e  
w hether the dual banking sy s te m  w ill continue to e x is t  in any 
m e an in g fu l s e n s e .  "

S im ila r ly , in  a  sp e e c h  a t  your E x e c u tiv e  M an agem en t C o n feren ce  w hich so m e 
of you p ro b a b ly  atten d ed , D onald P e a r s o n , C a lifo rn ia  Su perin ten d en t o f B an ks 
and P r e s id e n t  of C SB S  s ta te d  that:

" T o  m an y  b a n k e r s , the p r e c io u s  r ig h t  to co n v ert i s  the m o st  
im p o rta n t  e lem en t o f our banking sy s te m . If the dual banking 
s y s te m  w e re  to be lo s t  and a l l  banking w e re  to be p la c e d  under 
one s in g le  au th o rity  - -  a s  W right P a tm an  and o th e rs  have 
su g g e s te d , w e sh ould  then ex p ec t that in  due c o u r se , such  
au th o r ity  w ould b eco m e  o v e r ly  r e s t r ic t iv e  and th e re  w ould 
be no e s c a p e . It i s  fo r  th is  r e a so n  am ong o th e r s , that m any 
n atio n a l ban k s and b a n k e r s , a s  w e ll a s  the A BA  and the Hunt 
C o m m iss io n  R e p o r t , g iv e  s tro n g  su p p o rt to the dual banking 
co n cep t. "

T hese r e m a r k s  h ave a s  a  com m on  th em e, an e x p r e s s e d  co n cern  th a t  the dual 
sy stem  i s  u n der s tro n g  a tta c k  and that i t s  p ro p on en ts ought to c i r c le  the w ago n s. 
With the P r e s id e n t 's  le g is la t iv e  p a c k a g e  now on the H ill, it  i s  l ik e ly  that even 
m ore d is u c s s io n  w ill fo c u s  on the sy s te m  and on the p ro p o se d  m o d if ic a t io n s , 
both th o se  w hich  p u rp o r t  to stren g th en  the sy s te m , and th o se  w hich p u rp o rt  
to do it  in . I w ould u r g e  that th e se  d is c u s s io n s  b e , ab o ve  a l l  e l s e ,  p o s it iv e  
in tone, and I a m  happy to c ite  a s  an ex am p le  o f one su ch  p o s it iv e  e ffo r t  the 
joint F D IC -C S B S  e x p e r im e n t in s ta te -o n ly  ex am in atio n  w hich w ill o cc u r  n ext 
year in fo u r s t a t e s .  In m y  ju d gm en t th is  r e p r e s e n t s  a  good e x am p le  o f the kind 
of c o n stru c t iv e  ap p ro ac h  w hich  i s  h e lp fu l, w e ll thought out, and p o te n tia lly  
of s ig n if ic a n t  im p o rta n c e  in  d e m o n stra t in g  ren ew ed  v ita lity  in  the dual s y s te m .

To su m  up then, i t  i s  p o s s ib le  to t r a c e  the w ay w e got h e re  - -  f ro m  the 
R evo lu tio n ary  p e r io d  to the p r e se n t . . . and it  i s  f a i r  to sa y  th at the d u a l sy s te m
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grew lik e  T o p sy  - - i t  g rew  a s  ev en ts and p o lit ic s  sh ap ed  it . T h e re fo re , it  
now r e f le c t s  an u n e a sy , untidy but w o rk ab le  acco m o d atio n  o f com petin g  in t e r e s t s ,  
and in b r o a d e s t  fo rm  it  h a s  the v ir tu e  o f f le x ib ility . On the o th er s id e , i t s  
g re a te s t  flaw  i s  i t s  in e ff ic ie n c y  and w a ste  o f m oney and m an pow er, and th e re  
will s u r e ly  be a  b a lan c in g  betw een  th e se  co n cep ts  in the m onths ah ead .

I hope m y  r e m a r k s  h ave been  a l it t le  h elpfu l in c re a tin g  a  p e r sp e c t iv e  fo r  
thinking about the p a r t ic u la r iz e d  p r o s  and con s of the sy s te m , and fo r  ge ttin g  
beneath the su r fa c e  down to the r e a l  bu ild in g b lo c k s w hich we w ill a l l  be con fron tin g .

E m m ette  S . R e d fo rd  h a s  te rm e d  the dual sy s te m  " co m p etitiv e  f e d e r a l i s m "  to 
d istin gu ish  it  f ro m  " c o o p e ra t iv e  f e d e r a l is m "  and th is s t r ik e s  m e a s  an ap t te rm .

However co m p e titiv e  it  m ay  be, and how ever co m p etitiv e  the v a r io u s  in te r e s t s  
who w ill d eb ate  th is  i s s u e  m ay  be, h ow ever, I s u g g e s t  that w e w ill a l l  do b e tte r  
if we a p p ro ac h  the q u e stio n  ra tio n a lly .

You sh ou ld  u n d e rstan d , h ow ever, that I am  tak in g  the p re c a u tio n  o f batten in g  
down the h a tch e s fo r  w e sh a r e  an in te re s t in g  s im ila r ity .  The c re e d  o f m y hom e 
state o f A la b am a  i s  "w e  d a re  defend our r ig h ts ,  "  and o f c o u r se  your own i s  
"Our l ib e r t ie s  w e p r iz e ,  our r ig h ts  w e w ill m ain ta in . " And I know you w ill !
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