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I am  g lad  to be b ack  111 O c U l  ^ i c g u ,  <xa y u u  n u g m .  CApct u, xu uao '-u±ii^ I.W «.

fa m ilia r  p la c e  fo r  the FD IC  B o a rd  of D ir e c to r s ,  a t  l e a s t  s in c e  O ctober o f 1973.

To a d e g re e  I am  som ew h at re lu c tan t to ap p ro ac h  you a t th is  e a r ly  hour w ith 
som e r e f le c t io n s  on the im p lic a tio n s  of a  r a th e r  d ism a l sp e cu la tio n  of m in e . 
H ow ever, g iven  the r o s y  p ic tu re  p ain ted  by e c o n o m ists  at th is  point a  y e a r  ago  
and g iven  ou r sh a re d  n atio n al e x p e r ie n c e  in 1973 w h ere  ju s t  about every th in g  
that cou ld  go w ron g  in the econ om ic sp h e re  did go w rong, it  s e e m s  to m e that 
th ere  is  p r o f it  in the an tic ip a tio n  of d if f ic u lt ie s . In any event, I do fe e l that 
th ere  i s  m uch  to be le a rn e d  fro m  the le s s o n s  of 1973.

Som e m on th s ago  a  v e te ra n  W ashington  o f f ic ia l  w as quoted a s  say in g :

It a lw ay s p u z z le s  m e  that h is to r ia n s  can  be so  u n ce rta in  
about th e ir  a n a ly s is  of the p a s t  and e c o n o m ists  so  c e r ta in  
about th e ir  f o r e c a s t s  o f the fu tu re .

That r e m a r k  r e f l e c t s ,  I am  c e r ta in , the fr u s tr a t io n  of m any with the ap p a re n t 
fa ilu re  o f e c o n o m ists  to a n tic ip a te  the econ om ic  sh ock w aves of 1973. With 
this in m in d , e c o n o m ists  w ith a r a r e  show ing of p r o fe s s io n a l  m o d e sty , a r e  
in c r e a s in g ly  h e a rd  to e x p r e s s  r e s e r v a t io n s  re g a rd in g  the ad eq u acy  of th e ir  
c r y s ta l  b a l l s .  One e c o n o m ist  w as quoted , p e rh a p s  ap o cry p h a lly , a s  having 
sta ted : " I f  I d idn ’ t have to e a rn  a liv in g  I w ould not m ak e  a f o r e c a s t  the 
com ing y e a r . "

In a r e c e n t  d is c u s s io n  w ith so m e  of m y c o lle a g u e s  a t  F D IC , A rth u r Okun of 
the B ro o k in g s  In stitu tio n  and fo r m e r ly  C h airm an  of the C oun cil of E co n o m ic  
A d v iso r s  un der P r e s id e n t  Jo h n so n , ackn ow ledged  that the even ts of 1973 had 
indeed caugh t e c o n o m ists  u n p re p a re d . In la te  1972 it a p p e a re d  even to h im , 
a s  one who had o p p o sed  P r e s id e n t  N ix o n ’ s econ om ic  p o l ic ie s ,  that they 
re p r e se n te d  a w e ll-m a n a g e d  and b a lan ced  path  to p r o sp e r ity . A cco rd in g  
to D r. Okun, su b seq u en t even ts se v e r e ly  ch allen ged  the a s su m p tio n s  and 
too ls of eco n o m ic  a n a ly s t s  and f o r e c a s t e r s .

L e s t  I be too h a r sh  on e c o n o m is ts , le t  m e  ackn ow led ge , a s  a  law y e r , that 
197 3 w as not e x a c tly  w hat one m igh t c a l l  a banner y e a r  fo r  that p r o fe s s io n  --  
what w ith the renow ned D e a n 's  L i s t  of la w y e r s ; banking too, w as h ard ly  
s a c r o s a n c t  a s  ev en ts h e re  in San  D iego  show ed.
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In r e c e n t  w e e k s , the e n e rg y  sh o r ta g e  h a s  freq u en tly  p ro m p ted  d is c u s s io n  of 
the e n o rm o u s c a p ita l  r e q u ir e m e n ts  p r o je c te d  in the en ergy  in d u s tr ie s  over 
the n ext few  y e a r s .  W ith th is  in m in d , a s  w e ll a s  the fe e lin g  that the m ysteries 
o f e c o n o m ic s  have been  le ft  too m uch  to e c o n o m is ts , I h ave been  try in g  to learn 
w hat a b a r r e l  o f o il i s  and to le a r n  w hat the sh o r ta g e  o f th at b a r r e l  o f o il and of 
s c a r c i t y  g e n e ra lly  m igh t m ean  to our fin a n c ia l in stitu tio n s and c a p ita l  m arkets.

M y ed u cation  in th e se  m a t te r s  h a s  ju s t  begun , a s  I g a th er  i s  the c a s e  fo r  many 
e c o n o m is ts  a s  w e ll. It i s  a p p a re n t to m e , h ow ev er, that so m e  o f the b a s ic  
a s su m p tio n s , not only o f e c o n o m is ts , but o f u s  a s  r e g u la to r s  and b a n k e rs  
m u st  ch an ge i f  we a r e  to s e r v e  the p u b lic  in te r e s t  and that o f our fin an c ia l 
in s t itu t io n s .

W hat I w ould lik e  to s h a r e  w ith you today  a r e  c e r ta in  r e f le c t io n s  flow ing from  
m y in it ia l  in v e s t ig a t io n s  into the e c o n o m ics  of a  w o rld  in w hich we no longer 
r e s t  a s s u r e d  of the lu x u ry  o f p len ty  and in w hich , fo r  the p r e se n t , the only 
econ om ic  c e r ta in ty  so m e t im e s  s e e m s  to be the a b se n c e  of c e r ta in ty . I 
a n tic ip a te  that I can  p ro v id e  l i t t le  in t e r m s  o f fa c t s  o r th eo ry  o f w hich you 
a r e  not a w a r e . I hope, h ow ev er, to fo cu s atten tion  on c e r ta in  im p lic a tio n s  
of the fa c t s  that w e do know w hich m ay  be o b sc u re d  by the c l im a te  of 
im m e d ia te  c r i s i s  c r e a te d  by W ate rg a te  and the en e rg y  s itu a tio n .

With r e a l  o r  im ag in e d  sh o r ta g e s  in ev ery th in g  fro m  to ile t  p a p e r  to the b a sic  
m a t e r ia l s  w hich a r e  the bu ild in g  b lo c k s o f an in d u s tr ia l  so c ie ty , I have 
b eco m e in c r e a s in g ly  c o n ce rn e d  that w e a r e  fa c in g  yet an o th er sh o r ta g e  --  
a  sh o r ta g e  o f su ff ic ie n t  in v e stm e n t c a p ita l  to fin an ce  d ev e lop m en t o f the 
r e s o u r c e s  re q u ir e d  to m e e t  n atio n a l, s ta te  and lo c a l  g o a ls .  I am  con cern ed  
that th is sh o r ta g e  i s  of su b s ta n t ia lly  m o re  s ig n if ic a n t  p ro p o r tio n s  than that 
r e f le c te d  in r e c u r r in g  p e r io d s  of tigh t c r e d it  to w hich w e h ave b eco m e 
a c c u s to m e d .

In ligh t o f m y  own sp e c u a la t io n s , I w as e s p e c ia l ly  in te r e s te d  to re a d  the 
r e c e n t  sp e e c h  by C h aun cey  E . S ch m id t, v ic e  c h a irm a n  of F i r s t  N ation al 
B an k  of C h icag o , g iven  b e fo re  the W orld B anking C o n fe re n ce  in  London 
en titled , "A  W orld  D ile m m a : D e fic ie n cy  in C a p ita l In v e stm e n t" . T h e re  
M r. Sch m id t m ad e  the f la t  p re d ic t io n : "W e a r e  going to have a  c a p ita l  
sh o r ta g e  in the fu tu re . " W hile I do not yet have e ith er  the p r e c i s e  d a ta  
o r the a n a ly t ic a l  to o ls  to d e m o n stra te  c o n c lu s iv e ly  the lik e lih o o d  o f su ch  a 
sh o r ta g e , I w ould lik e  to fo cu s b r ie f ly  on so m e  o f the f a c to r s  w hich su g g e s t  
that m y co n ce rn  m ay  be w ell- fo u n d ed  and M r, S c h m id t ’ s p re d ic t io n  a c c u ra te .

The f i r s t  o f th e se  i s ,  o f c o u r s e ,  the n atio n ’ s n eed  fo r  e n e rg y . You h ave no 
doubt se e n  the v a r io u s  e s t im a te s  of c a p ita l  that w ill be r e q u ir e d  by the 
e n e rg y  in d u str ie s .-  A r e p o r t  i s s u e d  by the N ation al P e tr o le u m  C oun cil 
in D e c e m b e r  of 1972 e s t im a te d  c a p ita l  r e q u ir e m e n ts  fo r  the a g g re g a te
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of the U. S . 1 s e n e rg y  in d u s t r ie s  fo r 1971 through 1985 to be betw een  $450 
and $550 b illio n  (1970 d o l la r s ) .  With c u rre n t  condition s in m in d , independent 
a n a ly sts  now p r o je c t  s ig n if ic a n tly  h igh er f ig u r e s  with e s t im a te s  ran g in g  a s  
high a s  $1 t r i l lio n . One o b s e r v e r ,  T ilfo rd  G a in e s , se n io r  v ic e  p r e s id e n t  
and e c o n o m ist  o f M a n u fa c tu re rs  H anover T r u s t ,  e s t im a te d  that the c a p ita l  
re q u ire m e n ts  fo r  the f o s s i l  fu e l in d u str ie s  alon e m ay  ex ceed  $400 b illio n  
in fifteen  y e a r s ,  1971 through  1985, w ith c a p ita l o u tlay s fo r  the e le c t r ic  
pow er in d u stry  on the o rd e r  of a p p ro x im ate ly  $350 b illio n  (1971 d o l la r s ) .  
F e d e r a l  R e s e r v e  B o a rd  G overn or R o b e rt  C . H olland, in an O ctober sp e e ch  
b efo re  the F in a n c ia l  C o n feren ce  of the N ation al C o al A sso c ia t io n , re a c h e d  
a s im i la r  c o n c lu sio n , finding the f ig u re  $700 b illion  to be a  r e a so n a b le  
e s t im a te  fo r  lo n g -ra n g e  p lanning p u r p o se s .

Under the b e s t  co n d itio n s, such  n eed s w ould p orten d  sig n fic an t fin an cin g  
p ro b le m s fo r  the in stitu tio n s invo lved . The c o a l in d u stry  h as  been  p lagu ed  
in r e c e n t  y e a r s  by p o or e a rn in g s  and it  i s  lik e ly  that lo n g - te rm  g u a ra n te e s  
or c o n tr a c ts  w ith u s e r s  w ill be re q u ire d  to a t t r a c t  the co m m itm en t o f m a jo r  
c ap ita l r e s o u r c e s .  F u r th e r m o r e , the e le c t r ic  u t il i t ie s  have the sp e c ia l  
p ro b le m s o f r a te  re g u la t io n  w ith lo c a l  r a te  m a k e r s  h aving to a d ju s t  to 
d ra m a tic  and u n c e rta in  r i s e s  in the p r ic e s  of p r im a r y  en ergy  and r a t e s  of 
re tu rn  w hich w ill a t t r a c t  the r e q u is i t e  c a p ita l . A d d ition ally , the ta sk  i s  
m ade m o r e  d iffic u lt  by the d e p r e s s e d  con d ition s of the equity  m a r k e t  and 
the t ig h tn e ss  of m on ey  g e n e ra lly .

N e v e r th e le s s , I am  confiden t that th e se  c a p ita l  r e q u ir e m e n ts , s ta g g e r in g  
a s  they a r e ,  w ill be m e t. The a tm o sp h e re  of c r i s i s  and fo cu s of pub lic  
attention  w ould s e e m  to in su re  th is , w hether through  inn ovative  fin an cin g  
a r ra n g e m e n ts , in v e stm e n t in c e n tiv e s , the c re a tio n  o f a  F e d e r a l  E n e rg y  
Bank, o r  so m e  o th er m e a n s  o r com b in ation  of m e a n s . W hat i s  o f g r e a te r  
con cern  to m e  i s  that in re sp o n d in g  to the en ergy  c r i s i s ,  w e w ill a llow  
other co m p etin g  n eed s w hich a r e  eq u ally  c r i t ic a l  to the h ealth  of our so c ie ty  
to be shut out of the m a rk e t .

If the $700 b illio n  e s t im a te  of c a p ita l  re q u ir e m e n ts  fo r  en e rg y  u se d  by 
G overn or H olland i s  r e a so n a b le  fo r  the p e r io d  1971 to 1985, and if  $2 - 2 . 2  
tr illio n  p ro ie c te d  by M cG raw -H ill and o th e rs  i s  a f a ir  p re d ic tio n  of to ta l 
b u s in e ss  in v e stm e n t durin g  the sa m e  p e r io d , then en ergy  in v estm en t a s  
a p e rc e n ta g e  of to ta l b u s in e s s  in v e stm e n t w ill in c r e a s e  fro m  i t s  le v e l of 
a p p ro x im ate ly  21% betw een  1981 to 1971 to a p p ro x im a te ly  30% d u rin g  the 
p e rio d  1 971-1985 .

To fu rth e r  com pound m a t te r s ,  the ab ility  o f the A r a b s  to shut o ff o il su p p lie s  
h as led  to in c r e a s e d  co n cern  in o th er a r e a s  w h ere  the U. S . i s  s ig n if ic a n tly
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dependent on fo re ig n  s u p p l ie r s .  A c c o rd in g  to 'C . F r e d  B e r g s te n , a  se n io r  
fe llo w  at the B ro o k in g s  In stitu tio n , fou r c o u n tr ie s  co n tro l m o r e  than 80% of 
the w o rld  su p p ly  o f c o p p e r ; two c o u n tr ie s  accou n t fo r  m o r e  than 70% o f the * 
su p p ly  o f tin  e x p o r ts ; four c o u n tr ie s  c o n tro l h a lf  the su p p ly  o f n a tu ra l rubber; 
and fou r c o u n tr ie s  p o s s e s s  o v er  h a lf  the r e s e r v e s  of b au x ite . R e ce n tly  John 
D. M o rgan , J r .  , a c tin g  d ir e c to r  o f the XJ. S . B u re au  o f M in e s, s a id  in an 
in te rv iew :

We a r e  not in a  m in e r a ls  c r i s i s  a t  the m om en t, but w e m u st  
tak e  c a u tio n a ry  ac tio n  to av o id  bein g  in one a sh o rt  d is ta n c e  
down the ro a d .

F o r  c a u tio n a ry  ac tio n , M organ  h as  ad v o ca ted  m o re  r e s e a r c h ,  in c r e a s e d  
g e o lo g ic a l  s e a r c h e s  fo r  m in e r a l s ,  b e tte r  m e ta l lu r g ic a l  w ork , im p ro v e d  
m eth o d s of r e c y c lin g  u se d  m e ta l s ,  l a r g e r  in v e n to r ie s  by in d u s t r ie s ,  and 
s tu d ie s  to d e te rm in e  w hether ta x  and oth er in ce n tiv e s  sh ou ld  be p ro d u ced  
to e n c o u rag e  g r e a te r  u t il iz a t io n  o f d o m e st ic  su p p lie s . In sh o rt , to p ro te c t  
a g a in s t  a  r e p e a t  o f the o il c r i s i s ,  D ire c to r  M organ  c a lle d  fo r  in c r e a s e d  
c a p ita l  e x p e n d itu re s  in the b a s ic  m in e r a ls  in d u s t r ie s .  M o rg a n *s  o b se rv atio n s 
a r e  su p p o rted  by fo r e c a s t e r  G ain es* p re d ic t io n  that c a p ita l  spen d in g  in 
e n la rg in g  m in in g  and re fin in g  c a p a c ity  o f m in e r a ls  o th er than o il and g a s  
w ould double the c u r r e n t  annual r a te  and w ould am ount to a t  l e a s t  
$150 b illio n  (in 1971 d o l la r s ) .

C om bin in g th e se  f ig u r e s  with h is  f o r e c a s t s  in the e n ergy  r e la te d  a r e a s  and 
w ith h is  p ro je c tio n  that c a p ita l  re q u ir e m e n ts  in te leph on ic  co m m u n icatio n s 
w ould am ount to $200 b illio n  in the p e r io d  1 9 7 1 -1 9 8 5 , G a in es p re d ic te d  that:

The to ta l e s t im a te d  spen d in g  by the e n e rg y , c o m m u n ica tio n s, 
and m e ta ls  in d u s tr ie s  a lon e  in the fifte e n  y e a r s  1971 through  
1985 in co n stan t 1971 d o l la r s ,  ad d s to a p p ro x im a te ly  $ 1 .1  
t r i l l io n ,

o r  50% or m o r e  of to ta l spen d in g  on p lan t and equipm en t by A m e r ic a n  industry- 
p r o je c te d  fo r  the p e r io d .

A s  a  f in a l c h e e ry  fa c t , w e a l l  know that th e re  is  ev id en ce  that, w hile  en ergy  
se e m s  to r e p r e s e n t  the m o s t  d ra m a tic  sh o r t fa l l ,  our p ro b le m s  in that a r e a  
co in c id e  w ith  a  m o r e  g e n e ra l sh o r ta g e  in b a s ic  c o m m o d itie s . F o r m e r  
c h a irm a n  of P r e s id e n t  N ix o n 's  C ou n cil o f E co n o m ic  A d v is o r s  P a u l W. 
M c C ra c k e n  re c e n tly  o b se rv e d :

We a r e  d e a lin g  w ith an e x p lo s iv e  c o m m o d itie s  in fla tio n . In 
the c u r r e n t  e x p an sio n , we have o b v io u sly  ru n  out o f p lan t 
c a p a c ity  b e fo re  w e h ave  run  out o f em p lo y ab le  la b o r .
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And, in the sa m e  v ein , T ilfo rd  G ain es s t a t e s :

A fte r  allow in g  fo r  p r ic e  in fla tio n  and p u re ly  en v iron m en tal 
c a p ita l  in v e stm e n ts , it  now a p p e a r s  that fo r  the p a s t  five  
y e a r s  w e h ave  not been  adding to c a p a c ity  a t a l l .

T h ese  s ta te m e n ts  w e re  co n firm ed  by the F e d e r a l  R e s e r v e  B o a r d 's  in d ex  
of tw elve m a jo r  in d u s tr ia l  in d u str ie s  w hich show ed that such  in d u s tr ie s  a s  
p ap er , o il , re f in in g , s te e l  and cem en t ra n  a t a r e c o r d  r a te  of 96. 3% du rin g  
the th ird  q u a r te r , v ir tu a lly  a t  th e ir  o p e ra tin g  c e ilin g s .

While u s a g e  o f r e a l  in d u str ia l  c a p a c ity  m ay  be exp ected  to drop  te m p o r a r ily  
a s  a r e s u l t  of the e n e rg y  sh o r ta g e , b u sin e ssm e n  and e c o n o m ists  a r e  in 
g en era l a g re e m e n t , h ow ever, that a s ig n if ic a n t  in c r e a s e  in th is r e a l  in d u str ia l  
c a p a c ity  in the b a s ic  m a t e r ia l s  cannot be long postpon ed  if  w e a r e  to avo id  
in c r e a s in g  b o ttle n e c k s , r i s in g  un em ploym en t, and econ om ic stag n a tio n  
this co in c id in g  w ith our n eed s in  the en ergy  fie ld .

The f o r e c a s t s  I h ave c ite d , rough  and d eb atab le  a s  they a r e ,  d ra m a tiz e  
the fa c t  that a  g r e a t  d e a l m o r e  in v estm en t c a p ita l  w ill be needed  to p e r fo r m  
the b a s ic  t a s k s  n e c e s s a r y  fo r  the w e ll being of our econom y and our so c ie ty  
g e n e ra lly . Of eq u a l, i f  not g r e a te r ,  im p o rtan c e , i s  the continuation  o f the 
jou rn ey  w e h ave  only ju s t  begun to p ro te c t  our en v iron m en t, re b u ild  our 
c i t ie s ,  p ro v id e  ad eq u ate  h ou sin g  fo r  the d isad v a n tag e d , expand h ealth  
s e r v ic e s  and d ev e lop  e ffe c tiv e  and s e lf - s u f f ic ie n t  s y s te m s  of m a s s  t r a n s ­
p o rta tio n  both w ithin  and betw een our c i t ie s .  It i s  in the ligh t of th e se  and 
other c r i t ic a l  d em an d s fo r  c a p ita l  in v estm en t that I p e rc e iv e  the p o s s ib i l i ty  
of a  " c a p i t a l  s h o r ta g e " .

I am  w e ll a w a re  that in the te ch n ic a l p a r la n c e  of m any e c o n o m is ts , a  c a p ita l  
sh o rta g e  i s  co n cep tu a lly  im p o s s ib le . By th is they m ean  s im p ly  that when 
dem and e x c e e d s  su p p ly , the p r ic e  m e c h a n ism  w ill s e r v e  to ra tio n  the r e s o u r c e  
in q u e stio n  - -  c a p ita l  in th is  c a s e .  It s e e m s  to m e , h ow ever, that th e re  m ay  
be sa id  to be the eq u iv a len t o f a sh o rta g e  of c a p ita l  when the p r ic e  m e c h a n ism  
w orks to d r iv e  fro m  the m a rk e t  the dem and fo r  c a p ita l  n e c e s s a r y  to ac h ie v e  
such ends a s  th o se  en u m era ted  b e fo re . A lthough the u n c e r ta in t ie s  o f the 
p re se n t  a r g u e  a g a in s t  any f la t  p re d ic tio n , th ere  is  the s tro n g  p o s s ib i l i ty  
that th e re  i s  su ch  a  sh o r ta g e .

In the con text o f th is  p o s s ib i l i ty  and given  the r e a l i t i e s  of our p r e se n t  e n e rg y  
and co m m o d ity  s h o r ta g e s ,  c e r ta in  o b se rv a t io n s  r e g a r d in g  the r o le  and 
r e s p o n s ib i l i t ie s  of b a n k e rs  and o th er fin a n c ia l m a n a g e r s  se e m  a p p r o p r ia te .

At the o u tse t , i t  sh ould  be sa id  that the b u s in e s s  d e c is io n s  of b a n k e rs  and 
o th ers who su pp ly  c a p ita l  can  no lo n ger be b a se d  on the so le  c r i t e r io n  of
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p r o f ita b il ity  of that loan  or in v e stm e n t. I su b m it that lend ing p o l ic ie s  m u st 
r e f le c t  an in st itu t io n ’ s r e s p o n s ib i l i ty  to it s  com m unity . In stitu tio n a l 
o b je c t iv e s , m an y  of w hich w ill be b a se d  on so p h is t ic a te d  and tough -m in ded  
eco n o m ic  a n a ly s i s ,  m ay  outw eigh  con ven tion al c r e d it  ju d gm en t. F o r  
e x a m p le , a  loan  to an expanding ed u ca tio n a l in stitu tio n  sh ou ld  take  p r io r ity  
o v er  a  lo c a l  co u n try  c lu b ’ s r e q u e s t  fo r  funds to build  a  seco n d  g o lf c o u r se .
A t a  tim e  when m an y  b a s i c s  a r e  in sh o rt  su pp ly  and when co m p etitio n  for 
a v a ila b le  c a p ita l  i s  in te n se , a bank o r o th er in stitu tio n  w hich d o es not 
re c o g n iz e  i t s  in v o lvem en t in th is  new en v iron m en t and i t s  duty to help  
p r e s e r v e  and p ro te c t  the s ig n if ic a n t  n eed s of the A m e r ic a n  p eo p le  m ay  find 
that it h a s  fo r fe ite d  p u b lic  and p o lit ic a l  su p p o rt. U n le s s  a  bank i s  so c ia l ly  
u se fu l  it  h a s  l it t le  r ig h t  to be e c o n o m ic a lly  s u c c e s s fu l .

W hile th is p e r s p e c t iv e  r e f le c t s  m y  view  that ban k s a r e  v e s te d  w ith a  public 
t r u s t  and h en ce  h ave r e s p o n s ib i l i t ie s  beyond th e ir  own econ om ic  in te r e s t s ,  
it  i s  a l s o  m y  ju d gm en t, b a se d  on y e a r s  o f e x p e r ie n c e  a s  a bank law y e r, 
b an k e r , and now r e g u la to r  o f b a n k s, that such  a p e r s p e c t iv e  i s  ab so lu te ly  
c o n s is te n t  w ith the in te r e s t s  o f f in a n c ia l  in s t itu t io n s . In h is  new book,
F u tu re  W ithout Sh o ck , L o u is  B. L u n d b org , fo r m e r  c h a irm a n  of the Bank of 
A m e r ic a , s t a t e s :

The in v e stm e n t com m u n ity  w ill r e c o g n iz e , a s  n ev er  b e fo re , 
that b u s in e s s  in v o lvem en t in s o c ia l  n eed s i s  a  s in e  qua non 
fo r  lo n g - te rm  in v e stm e n t p e r fo rm a n c e . A lre a d y  so m e  
se c u r ity  a n a ly s t s  and so m e  in stitu tio n a l fund m a n a g e r s  a r e  
try in g  to fa c to r  a  co m p an y ’ s s o c ia l  p e r fo rm a n c e  into th e ir  
in v e stm e n t a n a ly s i s  and d e c is io n .

N ot only i s  su ch  conduct m an d ated  by our r e sp o n s ib i l i ty  to the so c ie ty  which 
fo r m s  the co n text fo r  p ro f it ,  but it  r e f le c t s  a  re c o g n itio n  o f the fa c t  that the 
h ealth  and m a x im iz a tio n  o f v a lu e  o f a f in a n c ia l in stitu tio n  i s  d ir e c t ly  re la te d  
to the h ealth  and v ita lity  o f the com m unity  w hich it s e r v e s .  To tak e  the 
m o s t  s im p le  c a s e ,  s u r e ly  it  i s 'o b v io u s  that tra d it io n a l a n a ly s i s  of r i s k  and 
re tu rn  do not r e f le c t  the e n tire  v a lu e  a c c ru in g  to a  bank a s  a  r e s u l t  o f 
p a r t ic ip a t io n  in the fin an cin g  of a m a s s  t r a n s it  sy s te m  in its.' com m unity . 
W hile it i s  no doubt d iff ic u lt  to qu an tify  su ch  v a lu e , f a i lu r e  to g ive  it adequate 
w eigh t in e v a lu a tin g  lo an  o r in v e stm e n t d e c is io n s  i s  s im p ly  not good banking.

In sh o rt , it  i s  m y  view  that s o c ia l ly  r e s p o n s ib le  conduct and sound and 
p ro fita b le  banking a r e  not m u tu a lly  e x c lu s iv e .

S u p p o se , h o w e v e r, that th o se  who su p p o rt the w e ll known th eo ry  that the 
" b u s in e s s  o f b u s in e s s  i s  b u s in e s s "  w ere  to d i s r e g a r d  su ch  re sp o n s ib il i ty ,
I b e lie v e  that w e w ill then se e  two d ir e c t  c o n se q u e n c e s  - -  n e ith er d e s ir a b le .
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In re c e n t  w eek s we h ave seen  the e s ta b lish m e n t o f a F e d e r a l  E n e rg y  O ffice , 
the p u b lica tio n  o f e x te n siv e  re g u la t io n s  cou p led  w ith the su g g e st io n  by Sen ato r 
Ja c k so n  that o il c o m p an ie s  be fe d e r a l ly  c h a r te re d  and the p r o p o sa l  by a 
R epu b lican  P r e s id e n t  of an e x c e s s  p r o f it s  tax .

T h ese  sh ould  s e r v e  a s  s tro n g  re m in d e r s  to th o se  o f u s who b e lie v e  in the 
p riv a te  e n te r p r is e  sy s te m  that fa i lu re  of the p r iv a te  se c to r  to an tic ip a te  and 
avoid sh o r t fa l ls  in a r e a s  c r i t ic a l  to the h ealth  o f the so c ie ty  w ill n e c e s s a r i ly  
lead  to g o v ern m en ta l in terv en tion . H ou sin g  w as one such  a r e a ;  en ergy  and 
re la te d  in d u s t r ie s  i s  an o th er.

Although such  in terv en tio n  i s  often  the n e c e s s a r y  r e sp o n se  to c r i s i s  o r 
profound n eed , the d isa d v a n ta g e s  h ave been  w ell ca ta lo g u e d  and need not 
be r e s t a t e d  h e re . In a  " s h o r t a g e  econ om y" the lik e lih ood  o f fu rth e r  ex ten sion  
of fe d e r a l  pow er i s  g re a t ly  in c r e a s e d . Only re sp o n s ib le  a llo c a tio n  o f r e s o u r c e s  
and c a r e fu l  atten tion  to com m unity  in te r e s t s  w ithin the p r iv a te  s e c to r  w ill 
p reven t such  fu rth e r  ex p an sio n  of the p u b lic  s e c to r .

The seco n d  co n seq u en ce  of the fa i lu r e  to a p p re c ia te  com m unity  r e s p o n s ib i l i t ie s  
is  eq u a lly  s e r io u s .  A s a  bank r e g u la to r  w h ose  p r im a r y  c h a rg e  is  the m a in ­
tenance of p u b lic  con fid en ce  in our banking sy s te m , I am  aw are , a s  you a r e ,  
that ev en ts of r e c e n t  m on th s h ave  c re a te d  a s e v e r e  c r i s i s  of con fiden ce in our 
in stitu tio n s - -  p u b lic  and p r iv a te .

In th is r e g a r d  w e sh ould  ackn ow ledge that, w ith c a p ita l  in sh o rt  su pp ly  r e la t iv e  
to dem an d, the tem p tatio n  to cut c o r n e r s  w ill be g re a t . W hile I fe e l  v e ry  
stro n g ly  that inn ovation  in fin an cin g  a r ra n g e m e n ts  w ill be r e q u ir e d  to u t il iz e  
to the fu l le s t  the a v a ila b le  c a p ita l  r e s o u r c e s ,  th is tem p tatio n  to cut c o r n e r s  
m u st be av o id ed .

With bank e a rn in g s  a t  high le v e ls  - -  r e f le c t in g  in m y  opinion the e m e rg e n c e  
of in n ovative  and a g g r e s s iv e  m an agem en t tech n iq u es a s  w e ll a s  h igh in te r e s t  
r a te s  - -  and w ith the in c r e a s e d  c a p ita l  re q u ir e m e n ts  in the en ergy  fie ld  
c re a tin g  fu rth e r  opportun ity  to in c r e a s e  p r o f it s ,  it  i s  im p o rtan t to k eep  in 
m ind that o il com pany  e x e c u tiv e s  a r e  not the only on es su b je c t  to c a ll  b e fo re  
a Sen ate  C o m m ittee . N or should  th o se  a s s o c ia t e d  w ith the banking in d u stry  
d iscou n t the p o te n tia l fo r  p u b lic  r e a c tio n  to the c a la m it ie s  w hich b e fe ll  the 
fo rm e r  U. S . N atio n al Bank o f San  D iego  and the r e a s o n s  th e re fo r . In a m o re  
n o rm al y e a r , the im p a c t  of the c o lla p se  of U. S . N ation al w ould a lm o s t  
c e rta in ly  h ave  been  m o re  s e r io u s .

N eith er the n ation  nor the banking in d u stry  can  a ffo rd  the d ec lin e  in 
in stitu tio n a l co n fid en ce  that we h ave seen  in o th er a r e a s  o f our n atio n al l i fe . 
C onfidence cannot be m ain ta in ed  in the fa c e  of sh aky  p r a c t ic e s ,  bank f a i lu r e s ,  
p ro fite e r in g  o r , in g e n e ra l, the fa i lu r e  to p la c e  h ig h e st  p r io r ity  on the p u b lic  
in te re s t .
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F in a lly , it  s e e m s  to m e  that the im p lic a t io n s  of a  sh o r ta g e  econom y m u st  be 
ex am in ed  in  d i s c u s s io n s  o f the Hunt C o m m iss io n  R e p o rt , the F in a n c ia l  
In stitu tio n s A ct o f 1973, the v a r io u s  o r o p o s a ls  w hich h ave been  m ad e  fo r  
r e o r d e r in g  the r o le s  o f f in a n c ia l in stitu tio n s  and r e g u la to r y  a g e n c ie s ,  and 
in the d ev e lop m en t o f new p r o p o s a ls  fo r  the m o re  e ffic ie n t function ing of 
c a p ita l  m a r k e t s .  O v erlay in g  th is d is c u s s io n  m u st  be an a w a r e n e s s  of the 
v a s t  pow er - -  w hether c o n sc io u s ly  e x e r c is e d  or not - -  that i s  v e s te d  in 
th o se  w h ose  d e c is io n s  s ig n if ic a n tly  a f fe c t  the sh ap e  o f c a p ita l  flow  in a  
n ation  w hich fo r  p e rh a p s  the f i r s t  tim e  in it s  h is to r y  m ay  have to a c c e p t  
the fa c t  that not e v e ry  one o f i t s  c a p ita l  n eed s w ill be m et.

In co n c lu sio n , I should  r e i t e r a t e  w hat m u st  be p la in  by now. I tak e  v e ry  
s e r io u s ly  the notion  that u n le s s  a  bank i s  so c ia l ly  u se fu l , it  h a s  l it t le  r ig h t 
to be e c o n o m ic a lly  s u c c e s s fu l .  In the p r e se n t  c lim a te  of econ om ic  and 
p o lit ic a l  s t r e s s ,  b a n k e rs  cann ot r i s k  any o th er p o s tu r e .
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