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Som e m o n t h s  a g o ,  w h e n  w e  s e t t l e d  u pon  th e  to p ic  f o r  th i s  t a l k - - " F i n a n c i a l  
R e s t r u c t u r i n g  U n d e r  th e  N ix o n  P r o g r a m " - - I  a n t i c ip a t e d  th a t  I m ig h t  be  a b le  
to r e p o r t  w i th  s o m e  c l a r i t y  th e  p r o s p e c t s  fo r  th e  H un t C o m m is s io n  r e c o m m e n d a 
tions  a n d  fo l lo w u p  A d m i n i s t r a t i o n  p r o p o s a l s .  S in c e  th a t  t i m e ,  th e  im m e d i a c y  of 
the o i l  c r i s i s ,  r u n a w a y  in f l a t io n ,  s k y r o c k e t i n g  i n t e r e s t  r a t e s ,  and  d e b a te s  o v e r  
w hen  a  r e c e s s i o n  i s  n o t  a  r e c e s s i o n  h a v e  o b s c u r e d  th e  u n d e r ly in g  i s s u e  o f  
in s t i t u t i o n a l  r e f o r m .  To c o m p o u n d  m a t t e r s ,  th e  c o n t in u e d  e x i s t e n c e  of th e  
N ixon A d m i n i s t r a t i o n  i t s e l f  h a s  b e e n  t h r e a t e n e d .  W ith  th e  a t t e n t io n  of C o n g r e s s  
and, to  a  l e s s e r  e x t e n t ,  th e  r e s t  o f  G o v e r n m e n t  fo c u s e d  upo n  th a t  d r a m a  fo r  
w e e k s  a n d  p e r h a p s  m o n t h s  to  c o m e ,  on e  c a n  in d u lg e  o n ly  in  p e r s o n a l  s p e c u la t io n  
and  I c e r t a i n l y  c a n n o t  p r e s e n t  an y  a u t h o r i t a t i v e  s t a t e m e n t  of A d m i n i s t r a t i o n  
p o l ic y .

W ith th a t  in  m in d ,  r a t h e r  th a n  fo c u s  s p e c i f i c a l ly  on th e  A d m i n i s t r a t i o n  p a c k a g e ,
I w o u ld  l ik e  to  do t h r e e  th in g s  in  th e  few  m i n u te s  th a t  I h a v e  w i th  you . F i r s t  of 
a l l ,  I do w a n t  to  r e p o r t  to  you  w h a t  s e e m  to  m e  to  be  s o m e  of th e  f a c t o r s  th a t  
w il l  a f f e c t  th e  c o u r s e  of f i n a n c i a l  r e s t r u c t u r i n g  in  th e  n e a r  f u tu r e .  S eco n d , I 
w an t to  b r in g  to  y o u r  a t t e n t i o n  a n  i s s u e  w h ic h  i s  l i k e ly  to b e  th e  s u b je c t  o f  
r e g u l a t o r y  a c t io n  a n d  C o n g r e s s i o n a l  a t t e n t i o n  in  th e  c o m in g  m o n th s  how to 
b e s t  c u r b  th e  a b u s e s  o f  s e l f - d e a l i n g .  T h i s  m a t t e r  is  of p a r t i c u l a r  c o n c e r n  to 
us a t  th e  F D IC  a s  w e  v ie w  th e  w r e c k a g e  of U. S. N a t io n a l  B ank  in  San  D iego .
F in a l ly ,  I in t e n d  to  t a k e  th e  l i b e r t y  o f  p r e a c h i n g  to  you  j u s t  a  b i t  r e g a r d i n g  the  
s ta n c e  w h ic h  b a n k e r s  a n d  t h e i r  a s s o c i a t i o n s  m u s t  t a k e  w i th  r e s p e c t  to r e f o r m  
if b a n k s  a r e  to  r e m a i n  p r e e m i n e n t  a m o n g  th i s  c o u n t r y ’s f in a n c ia l  i n s t i t u t i o n s .

The H u n t C o m m i s s i o n  w a s  f o r m e d  in  F e b r u a r y  1970, w i th  a  b r o a d  c h a r g e  to 
s tudy  f in a n c i a l  s t r u c t u r e  and r e g u la t io n .  A s you know , o u r  own R e x  M o r th la n d  
w as  a m o n g  i t s  20 d i s t i n g u i s h e d  m e m b e r s .  In D e c e m b e r  1971, th e  C o m m is s io n  
r e p o r t e d  i t s  f in d in g s  to  th e  P r e s i d e n t .  N o t u n t i l  l a s t  F a l l  w e r e  th e  A d m i n i s t r a t i o n '  
l e g i s l a t i v e  p r o p o s a l s  f o r th c o m in g ,  w h e n  S e n a t o r s  S p a r k m a n  an d  T o w e r  in t r o d u c e d  
S. 2591 e n t i t l e d  " T h e  F i n a n c i a l  I n s t i t u t io n s  A c t  of 1973" on  b e h a l f  o f  th e  
P r e s i d e n t .  I n e e d  n o t  r e v i e w  fo r  you  th e  s u b s t a n c e  of e i t h e r  s e t  of r e c o m m e n d a 
t io n s .  S u f f ice  i t  to  s a y  th a t  th e  H un t R e p o r t  m a d e  89 r e c o m m e n d a t i o n s  an d  
the F i n a n c i a l  I n s t i t u t i o n s  A c t  e n c o m p a s s e s  39.

The b i l l  w a s  r e f e r r e d  to  th e  S e n a t e ' s  F i n a n c i a l  I n s t i t u t io n s  S u b c o m m i t t e e  c h a i r e d  
by S e n a t o r  T h o m a s  J .  M c I n ty r e .  A lm o s t  i m m e d i a t e l y  a f t e r  th e  b i l l  w a s  i n t r o 
d u c e d ,  th e  A m e r i c a n  B a n k e r s  A s s o c i a t i o n  in d i c a te d  th a t  i t  w o u ld  n o t  s u p p o r t  th e  
b il l  so  long  a s  i t  p r o v id e d  f o r  th e  u l t i m a t e  e l im i n a t io n  of F e d e r a l  R e g .  Q a u t h o r i t y .  
One by  o n e ,  th e  v a r i o u s  i n d u s t r y  i n t e r e s t  g r o u p s  sp o k e  ou t,  e a c h  v o ic in g  
o p p o s i t io n  to  one  f a c e t  o r  a n o t h e r  o f  th e  l e g i s l a t i o n .  On N o v e m b e r  6, 1973, 
t h r e e  d a y s  o f  i n f o r m a t i o n a l  h e a r i n g s  c o m m e n c e d  d u r in g  w h ic h  th e  S u b c o m m i t t e e  
r e c e i v e d  t e s t i m o n y  f r o m  e a c h  of th e  F e d e r a l  a g e n c ie s  r e s p o n s i b l e  fo r  th e  
r e g u la t io n  o f  o u r  f in a n c i a l  s y s t e m .  At t h a t  t i m e ,  S e n a to r  M c I n ty r e  c i t e d  " th e  
r e s i s t a n c e  to t h e s e  p r o p o s e d  c h a n g e s .  . . by s e v e r a l  o f  th e  t r a d e  a s s o c i a t i o n s
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r e p r e s e n t i n g  v a r i o u s  ty p e s  o f  f in a n c i a l  i n s t i t u t i o n s ,  1 an d  in d i c a te d  th a t  th e  
S u b c o m m it t e e  w o u ld  h o ld  M i n t e n s i v e  an d  in  d e p th  h e a r i n g s "  d u r in g  1974.

»

The f i r s t  r o u n d  o f  t h e s e  f u r t h e r  h e a r i n g s  w i l l  be  h e ld  n e x t  w e e k ,  b e g in n in g  
M onday , M a y  13, w i th  t e s t i m o n y  f r o m  th e  r e p r e s e n t a t i v e s  of s t a t e  r e g u l a t o r s ,  
the C o n f e r e n c e  of S ta t e  B ank  S u p e r v i s o r s  an d  th e  N a t io n a l  A s s o c i a t i o n  of S av in g s  
and L o a n  S u p e r v i s o r s .  D u r in g  th e  r e m a i n d e r  of th e  w e e k  th e  S u b c o m m it t e e  w i l l  
h e a r  f r o m  th e  v a r i o u s  i n d u s t r y  t r a d e  a s s o c i a t i o n s ,  in c lu d in g  th e  A m e r i c a n  
B a n k e r s  A s s o c i a t i o n  a n d  th e  I n d e p e n d e n t  B a n k e r s  A s s o c i a t i o n  on T u e s d a y ,  the  
U. S. L e a g u e  o f  S a v in g s  A s s o c i a t i o n s  a n d  th e  N a t io n a l  S a v in g s  an d  L o a n  L e a g u e  
on W e d n e s d a y ,  th e  C r e d i t  U n io n s  N a t io n a l  A s s o c i a t i o n  and  th e  N a t io n a l  
A s s o c i a t i o n  o f  F e d e r a l  C r e d i t  U n io n s  on  T h u r s d a y ,  and  th e  N a t io n a l  A s s o c i a t i o n  
of M u tu a l  S a v in g s  B a n k s  on  F r i d a y .

It is  a n t i c i p a t e d  th a t  th e  S u b c o m m i t t e e  w i l l  a l s o  d e v o te  a fu l l  w e e k  of h e a r i n g s  
d u r in g  J u n e ,  J u ly  a n d  A u g u s t  to  o b ta in  th e  v ie w s  of c o n s u m e r s  an d  o th e r  i n t e r e s t  
g r o u p s .  S e n a to r  M c I n ty r e  h a s  i n d i c a te d  th a t  th e y  w o u ld  r a n g e  b r o a d ly  b eyond  
the  s p e c i f i c  r e c o m m e n d a t i o n s  c o n ta in e d  in  th e  p r o p o s e d  l e g i s l a t i o n  o r  m  th e  
H unt R e p o r t ,  s t a t in g :

" .  . . in  e x a m in in g  th e  p r o p o s e d  c h a n g e s  c o n ta in e d  in  th e  F in a n c ia l  
I n s t i t u t i o n s  A c t ,  th e  S u b c o m m i t t e e  w i l l  a d d r e s s  i t s e l f  to a  n u m b e r  
o f  o t h e r  i m p o r t a n t  a r e a s  s u c h  a s :  c h a r t e r i n g ,  b r a n c h i n g ,  o n e  b ank  
h o ld in g  c o m p a n i e s ,  i n t e r l o c k i n g  d i r e c t o r a t e s ,  m e r g e r s ,  an d  an  
a r r a y  o f  o th e r  a s p e c t s  c o n ta in e d  in  th e  p h r a s e  ' f i n a n c i a l  in s t i tu t i o n .  "

The S u b c o m m i t t e e ' s  s c h e d u le ,  th e  b r e a d t h  o f  i t s  in q u i r y  an d  c o n v e r s a t i o n s  on 
the  H i l l  i n d i c a t e  t h a t  c e r t a i n l y  no  b i l l  c o u ld  b e  r e p o r t e d  ou t o f  C o m m i t t e e  in  
t im e  to  be  c o n s i d e r e d  by  th i s  s e s s i o n  o f  C o n g r e s s .

T he  c o n te n t  a n d  f a te  o f  a n y  s u c h  l e g i s l a t i o n  i s  i m p o s s i b l e  to p r e d i c t  a t  th i s  
m o m e n t .  It i s  p o s s i b l e ,  h o w e v e r ,  to  id e n t i fy  s o m e  of th e  f a c t o r s  w h ic h  w i l l  
be o p e r a t i v e  a n d  to  s p e c u l a t e  a s  to  t h e i r  p o s s i b l e  long  an d  s h o r t - r a n g e  e f f e c t s  
on f in a n c i a l  r e s t r u c t u r i n g .

One e a r l y  in d i c a t i o n  of th e  p r o s p e c t s  w i l l  be  p r o v id e d  by  S u b c o m m i t t e e  h e a r i n g s  
n e x t  w e e k .  L a s t  F a l l ,  r e a c t i n g  t r u e  to  f o r m ,  e a c h  o f  th e  v a r i o u s  i n d u s t r y  g ro u p s  
a n n o u n c e d  s t r o n g  o p p o s i t i o n  to  t h o s e  p o r t i o n s  o f  th e  b i l l  w h ic h  s e e m e d  to e l i m i n a t e  
s o m e  a d v a n ta g e  o r  to  a l lo w  a n o t h e r  k in d  o f  i n s t i t u t i o n  g r e a t e r  f l e x ib i l i ty .  T h i s ,  
of c o u r s e ,  ig n o r e d  th e  f a c t  t h a t  b o th  th e  H un t r e c o m m e n d a t i o n s  and  th e  b i l l  
i n t r o d u c e d  by  S e n a t o r s  S p a r k m a n  an d  T o w e r  c o n s t i t u t e d  c o m p r e h e n s i v e  an d  
b a l a n c e d  p a c k a g e s .  If th e  i n t r a n s i g e n c e  o f  th e  F a l l  c o n t in u e s ,  th e n  th e  c a u s e  
of c o m p r e h e n s i v e  r e s t r u c t u r i n g  f a c e s  ro u g h  s le d d in g  in d e e d .  If, on  th e  o th e r  
h a n d ,  th e  h e a r i n g s  r e f l e c t  s o m e  r e a s o n a b l e  m o v e m e n t  to w a r d  c o m p r o m i s e  on 
the  p a r t  of i n d u s t r y  g r o u p s ,  th e  p r o s p e c t s  f o r  a  c o m p r e h e n s i v e  p i e c e  of 
l e g i s l a t i o n  d u r in g  th e  9 4 th  C o n g r e s s  w i l l  b e  s ig n i f i c a n t l y  im p r o v e d .
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I n o te  a s  a  s t r o n g  p o s i t i v e  f a c t o r  th e  r e m a r k s  of S e n a to r  T o w e r  a t  th e  CSBS 
C o n f e r e n c e  a t  W i l l i a m s b u r g  t h r e e  w e e k s  ag o .  T h e r e ,  th e  S e n a to r  p o in te d  to 
an  " i n c r e a s e d  p r o p e n s i t y  on  th e  p a r t  o f  C o n g r e s s "  a n d  in  h i s  v ie w  " p a r t i c u l a r l y  
th e  S e n a t e " ,  " to  d e a l  w i th  p r o b l e m s  a s  a  w h o le  r a t h e r  th a n  p i e c e m e a l .  " 
S i m i l a r l y ,  S e n a to r  M c I n ty r e  a l s o  h a s  in d i c a te d  h is  s t r o n g  b e l i e f  th a t  th i s  i s  
th e  a p p r o p r i a t e  w a y  to  p r o c e e d  a n d  th a t  i t  i s  h i s  S u b c o m m i t t e e ' s  in t e n t io n  to 
so  p r o c e e d .  If  th e  S u b c o m m i t t e e  i s  s u p p o r t e d  in  th i s  r e g a r d  by  th e  B an k in g  
C o m m i t t e e  a n d  th e  S e n a te  a s  a  w h o le ,  i n d u s t r y  g r o u p s ,  b a n k e r s ,  an d ,  I m ig h t  
ad d ,  th e  r e g u l a t o r y  a g e n c i e s  w i l l  be  f o r c e d  to b r o a d e n  t h e i r  h o r i z o n s .

On th e  o th e r  h a n d ,  o n g o in g  p r e s s u r e  f o r  p i e c e m e a l  a c t io n  w i l l  t e s t  S e n a to r  
M c I n t y r e ' s  an d  th e  C o m m i t t e e ' s  m e t t l e  in  th i s  r e g a r d .  W h a te v e r  t h e i r  m e r i t s ,  
p r o p o s a l s  now  b e f o r e  C o n g r e s s  p r o v id in g  fo r  m a n d a t o r y  r e s e r v e  r e q u i r e m e n t s ,  
a r e c o m m e n d a t i o n  o f  th e  H u n t C o m m is s io n ,  a n d  o n e  h u n d r e d  p e r c e n t  c o v e r a g e  
of p u b l i c  fu n d s  a r e  b o th  g la r in g  e x a m p le s  o f  th e  p i e c e m e a l  a p p r o a c h .  M o r e 
o v e r ,  th e  p r e s e n t  " c r e d i t  c r u n c h , "  w i th  th e  r e s u l t a n t  d r y in g  up  of m o r t g a g e  
fu n d s ,  i s  l i k e ly  to  p r o v i d e  s ig n i f i c a n t  im p e tu s  fo r  s o m e  s o r t  of l e g i s l a t i o n  to 
r e l i e v e  th e  h o u s in g  i n d u s t r y .  P l a i n l y  i l l u s t r a t i n g  th e  n e e d  f o r  H u n t - ty p e  
r e f o r m ,  s u c h  d i s l o c a t i o n  te n d s  to  p r o d u c e  th e  s o r t  o f  " b a n d - a i d "  r e s p o n s e  
th a t  th e  H u n t C o m m i s s i o n  w a r n e d  a g a i n s t .

O v e r la y in g  a l l  t h i s  i s  th e  f a c t  t h a t  w e  a r e  in  th e  m i d s t  o f  on e  o f  th e  m o s t  
u n c e r t a i n  p e r i o d s  in  o u r  N a t i o n ’s p o l i t i c a l  h i s t o r y .  C e r t a in ly ,  n o th in g  of 
s ig n i f i c a n c e ,  e x c e p t  in  r e s p o n s e  to  s e r i o u s  c r i s i s ,  i s  go in g  to  ta k e  p l a c e  
l e g i s l a t i v e l y  u n t i l  C o n g r e s s  h a s  d e a l t  w i th  M r .  N ix o n 's  g u i l t  o r  in n o c e n c e .

O th e r  p o l i t i c a l  e v e n t s  of c o m in g  w e e k s  a n d  m o n th s  m a y  h a v e  a  s t r o n g  b e a r i n g  
on f in a n c i a l  r e s t r u c t u r i n g .  I th in k  you  a r e  a l l  a w a r e  o f  th e  i m p l i c a t i o n s  of th e  
r a c e  f o r  th e  S e n a te  in  A r k a n s a s .  M o r e o v e r ,  th e  a n t i - i n c u m b e n t  f e e l i n g ’w h ic h  
a p p e a r s  to  be  a t  w o r k  t h e r e  i s  l i k e ly  to  c a r r y  o v e r  in to  th e  F a l l  e l e c t i o n s ,  
c r e a t i n g  a  s ig n i f i c a n t  t u r n o v e r  in  th e  H o u s e  an d ,  to  a  l e s s e r  e x te n t ,  in  th e  
S e n a te  a s  w e l l .

F in a l ly ,  th e  o u tc o m e  of th e  p r o p o s a l s  f o r  f i n a n c ia l  r e s t r u c t u r i n g  w i l l  be  a f f e c t e d  
by i n t e r a c t i o n  o f  th e  p r o p o n e n t s  o f  th e  A d m i n i s t r a t i o n  p r o p o s a l  an d  H u n t - ty p e  
r e c o m m e n d a t i o n s  w i th  c o n s u m e r  i n t e r e s t s  and  th o s e  s e e k in g  r e m e d y  o f  s p e c i f i c  
a b u s e s  in  b a n k in g  a n d  o th e r  f in a n c i a l  a r e a s .  H o u s e  D e m o c r a t i c  l e a d e r s h i p  
h a s  in d i c a t e d  th a t  i t  d o e s  n o t  in t e n d  to h e a r  t e s t i m o n y  on th e  A d m i n i s t r a t i o n  
b i l l  s in c e  e x t e n s i v e  h e a r i n g s  w e r e  h e ld  in  S e p te m b e r  1973 b e f o r e  th e  H o u s e  
C o m m i t t e e  on  B a n k in g  an d  C u r r e n c y .  W h ile  n o t  n e c e s s a r i l y  e x p r e s s i n g  th e  
v ie w s  o f  th e  S u b c o m m i t t e e  o r  i t s  m e m b e r s ,  th e  s t a f f  r e p o r t  o f  th e  S u b c o m m i t t e e  
on D o m e s t i c  F i n a n c e  e n t i t l e d  " F i n a n c i a l  I n s t i t u t i o n s :  R e f o r m  an d  th e  P u b l i c  
I n t e r e s t "  i s  i n s t r u c t i v e .  In a d d i t io n  to  lo o k in g  a t  th e  r e s t r u c t u r i n g  of th e  
F e d e r a l  r e g u l a t o r y  a g e n c i e s  a n d  th e  p o w e r s  of t h r i f t  i n s t i t u t i o n s ,  th e  r e p o r t  
d i s c u s s e d ,  a m o n g  o t h e r  i s s u e s  n o t  a d d r e s s e d  in  th e  H u n t r e c o m m e n d a t i o n s  
o r  th e  A d m i n i s t r a t i o n  p a c k a g e ,  th e  m a n a g e m e n t  a n d  r e g u l a t i o n  o f  t r u s t  an d
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p e n s io n  fu n d s ,  th e  a l l o c a t io n  o f  c r e d i t  fo r  p r i o r i t y  p u r p o s e s ,  and  b a n k  h o ld in g  
c o m p a n ie s .

H ouse  l e a d e r s h i p ,  e s p e c i a l l y  M r .  P a t m a n ,  i s  l i k e ly  to  show  a  l a c k  o f  i n t e r e s t  
in d e a l in g  s e r i o u s l y  w i th  w h a t  a r e  c o n s i d e r e d  to  be  i n d u s t r y  p r o p o s a l s  u n l e s s  
b a n k e r s  e v id e n c e  a  p a r a l l e l  i n t e r e s t  in  a d d r e s s i n g  r e f o r m  i s s u e s  a d d r e s s e d  in  
the H o u s e  r e p o r t .  I n o te ,  a l s o ,  th a t  a  w a v e  of n e w l y - e l e c t e d  C o n g r e s s m e n  is  
l ik e ly  to  r e i n f o r c e  s u c h  s e n t i m e n t  and  th a t  th i s  p e r s p e c t i v e  i s  n o t  w i th o u t  
s u p p o r t  w i th in  th e  S e n a te .  T he  r e s p o n s i v e n e s s  of i n d u s t r y  g ro u p s  to  i s s u e s  
of r e f o r m  n o t  d e a l t  w i th  in  th e  H u n t r e c o m m e n d a t i o n s  co u ld  w e l l  a f f e c t  w h en  
and in  w h a t  f o r m  f in a n c i a l  r e s t r u c t u r i n g  o c c u r s .

In th i s  r e g a r d ,  I n o te d  w i th  s p e c i a l  i n t e r e s t  r e m a r k s  m a d e  by  S e n a to r  M c I n ty r e  
l a s t  N o v e m b e r  r e g a r d i n g  th e  f a i l u r e  of U. S. N a t io n a l  B ank  in  San  D ieg o .  T he  
S e n a to r  s t a t e d :

" R e c e n t  e v e n t s  h a v e  b r o u g h t  in to  fo c u s  a  n u m b e r  of d e f i c i e n c i e s  
e x i s t i n g  in  o u r  p r e s e n t  s y s t e m .  O ne c a n  w e l l  a s k  how in o u r  
p r e s e n t  r e g u l a t o r y  s c h e m e  th e  8 3 rd  l a r g e s t  c o m m e r c i a l  b an k  
in  th e  c o u n t r y  c a n  s u d d e n ly  b e  p l a c e d  in  r e c e i v e r s h i p .

" W ith  a l l  th e  i n t r i c a t e  c h e c k s  an d  b a l a n c e s  t h a t  h a v e  b e e n  
d e v e lo p e d  o v e r  th e  y e a r s ,  w e  h a v e  s t i l l  e x p e r i e n c e d  th e  
l a r g e s t  s in g le  b a n k  f a i l u r e  in  th e  h i s t o r y  of th i s  c o u n t ry .  "

The q u e s t i o n  p o s e d  b y  S e n a to r  M c I n ty r e  c a n  be  s e p a r a t e d  in to  two q u e s t i o n s :
W hat c a u s e d  a  r e s p e c t e d  b i l l io n  d o l l a r  b a n k  to  b e c o m e  in s o lv e n t?  A nd  w hy 
w e re  th e  b a n k ’s d i f f i c u l t i e s  n o t  d i s c o v e r e d  m o r e  q u ic k ly ?  It s e e m s  to m e  
th a t  w e  a s  b a n k e r s  a n d  r e g u l a t o r s  m u s t  b e  p r e p a r e d  to  a n s w e r  t h e s e  q u e s t i o n s  
and, in  a d d i t io n ,  f a c e  c e r t a i n  u n d e r ly in g  i s s u e s  i l l u m i n a t e d  by  th e  f a i l u r e .

Why USNB b e c a m e  in s o lv e n t  i s  r e l a t i v e l y  s im p l e .  In th e  c o l o r l e s s  b u t  a c c u r a t e  
la n g u a g e  o f  o u r  L i q u id a t io n  D iv is io n :

" T h e  c a u s e  o f  c l o s i n g  w a s  l o s s  c l a s s i f i c a t i o n s  e x c e e d in g  c a p i t a l  
in v o lv in g  p r i n c i p a l l y  e x t e n s i o n s  to  p e r s o n s  a n d  e n t i t i e s  c o n t r o l l e d  
by  o r  a s s o c i a t e d  w i th  th e  c o n t r o l l i n g  s to c k h o l d e r  and  f o r m e r  
B o a r d  C h a i r m a n .  "

In e f f e c t ,  U .S .  N a t io n a l  B ank  w a s  n o t  o n e ,  b u t  tw o b a n k s .  O ne w a s  an  a p p a r e n t l y  
sound a n d  e f f i c i e n t  i n s t i t u t i o n  s e r v i n g  th e  San  D ieg o  p u b l i c .  T h e  s e c o n d  p r o v id e d  
c r e d i t  to  e n t e r p r i s e s  r e l a t e d  to  o r  a f f i l i a t e d  w i th  th e  d o m in a n t  s t o c k h o l d e r ,  
ig n o r in g  b o th  s o u n d  b a n k in g  p r a c t i c e s  a n d  r e g u l a t o r y  r e q u i r e m e n t s .  In v o lv in g  
200 -3 0 0  c o r p o r a t e  e n t i t i e s ,  t h e s e  t r a n s a c t i o n s  in v o lv e d  b e tw e e n  $400  an d  $450  
m i l l io n .  T h e y  o f te n  w e r e  n o t  h a n d le d  in  th e  o r d i n a r y  c o u r s e  o f  th e  b a n k 's  
b u s in e s s ,  b u t ,  i n s t e a d ,  w e r e  p r o c e s s e d  by  c e r t a i n  i n s i d e r s .  T h e  s e c o n d  b a n k in g
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o p e ra t io n  th a t  e x i s t e d  in  th e  San D iego  o f f ic e s  o f  th e  U. S. N a t io n a l  B ank  w a s  
a c c u r a te ly  d e s c r i b e d  by  J i m  S m i th  w h e n  he  t e r m e d  i t  a  " r i o t  o f  s e l f - d e a l i n g .  "

If U. S. N a t io n a l  w e r e  th e  o n ly  i n d i c a t io n  th a t  s e l f - d e a l i n g  c o n s t i t u t e s  a  s e r i o u s  
p ro b le m ,  i t  m i g h t  b e  d i s m i s s e d  a s  a n  a b e r r a t i o n .  T h is  is  n o t  th e  c a s e .  On 
J a n u a ry  25, 1971, th e  S h a r p s to w n  S ta te  B ank  in  H o u s to n ,  T e x a s ,  w i th  a s s e t s  
am oun ting  to  a p p r o x i m a t e l y  $81 m i l l i o n  w a s  c l o s e d .  It w a s  a t  t h a t  t i m e  th e  
second l a r g e s t  f a i l u r e  in  F D IC  h i s t o r y .  T h e  p r i m a r y  c a u s e  w a s  th e  s e l f - s e r v i n g  
a c t iv i t ie s  o f  a  d o m i n a n t  s h a r e h o l d e r .

T h ree  w e e k s  l a t e r  i t  w a s  d r o p p e d  to  t h i r d  p l a c e  by  th e  f a i l u r e  of B i r m i n g h a m -  
B loom fie ld ,  u n t i l  U SN B, th e  l a r g e s t  f a i l u r e  o f  an  F D I C - i n s u r e d  b a n k .  H e r e ,  
s e l f -d e a l in g  w a s  c o m b in e d  w i th  an  u n s a f e  a n d  u n s o u n d  i n v e s t m e n t  p o l i c y  d ic t a t e d  
by the  d o m in a n t  s h a r e h o l d e r .  F o r  th e  s a m e  r e a s o n ,  D e t r o i t ' s  B ank  of th e  
C o m m o n w e a lth ,  w i th  c o m b in e d  d e p o s i t s  of j u s t  o v e r  $1 b i l l io n  and  to t a l  a s s e t s  
of $1. 26 b i l l io n ,  w o u ld  h a v e  f a i l e d  in  1972, b u t  fo r  a n  in fu s io n  of $3 5. 5 m i l l i o n  in  
cap i ta l  fu n d s  by  th e  F D IC .  W h i le  th e  b i l l io n  d o l l a r  B an k  of  th e  C o m m o n w e a l th  
was n o t  a l lo w e d  to  f a i l ,  i t  u n d e r s c o r e d  th e  l e s s o n s  of S h a r p s to w n  a n d  B i r m i n g h a m -  
B loom fie ld  a n d  s e r v e d  a s  a w a r n in g  th a t  a  r e s p e c t e d  b i l l io n  d o l l a r  b a n k  m ig h t  
becom e in s o lv e n t .

A r e v ie w  o f  o u r  L i q u id a t io n  D iv is io n  s t a t i s t i c s  r e v e a l s  th a t  s e l f - d e a l i n g  a s  an  
im p o r ta n t  c a u s a t i v e  f a c t o r  i s  n o t  l i m i t e d  to  th e  s p e c t a c u l a r  b a n k  f a i l u r e .  S in ce  
J a n u a ry  1, I9 6 0 ,  63 b a n k s  h a v e  f a i l e d .  A m o n g  t h e s e ,  s e l f - s e r v i n g  t r a n s a c t i o n s  
w ere  a  s ig n i f i c a n t  f a c t o r  in  37, o r  58. 8%, of th e  c a s e s .  D e f a lc a t io n s ,  
e m b e z z l e m e n t s  a n d  m a n i p u l a t i o n s  c a u s e d  20, o r  31. 7%, of th e  f a i l u r e s ,  w h i le  
m a n a g e r i a l  w e a k n e s s  in  lo a n  p o r t f o l io  m a n a g e m e n t  a c c o u n te d  fo r  o n ly  6, o r  
9. 5%. A q u ic k  r e v i e w  of o u r  " P r o b l e m  B ank"  f i l e s  r e v e a l s  m u c h  th e  s a m e  
p a t te rn .  S e v e n t y - f i v e  p e r c e n t  o f  th e  c a s e s  c l a s s i f i e d  " S e r io u s  P r o b l e m  - P o t e n t i a l  
P ayou t"  a n d  54% of t h o s e  c l a s s i f i e d  " S e r io u s  P r o b l e m "  r e f l e c t  s e l f - s e r v i n g  
p r a c t i c e s  on  th e  p a r t  o f  m a n a g e m e n t  o r  c o n t ro l l i n g  i n t e r e s t s .

Standing a lo n e ,  e v id e n c e  of i n s i d e r  t r a n s a c t i o n s  a s  a  p r i m a r y  f a c t o r  in  f a i l e d  
and p r o b l e m  b a n k s  i n d i c a t e s  th e  n e e d  fo r  in n o v a t io n  in  o u r  a p p r o a c h  to  th e  
ab u ses  of s e l f - d e a l i n g .  C a u s e  f o r  c o n c e r n  d o e s  n o t  end  h e r e ,  h o w e v e r ,  T he  
c o n s e q u e n c e s  o f  s e l f - d e a l i n g  in  h e a l th y  b a n k s  a r e  s i m i l a r l y  p e r n i c i o u s .

Although I know  of no  s tu d y  o r  s u r v e y  in d i c a t in g  th e  e x te n t  o f  " s e l f - s e r v i n g  
t r a n s a c t i o n s ,  I do kn o w  th a t  th e  p o te n t i a l  fo r  a b u s e  i s  l a r g e  an d  n o t  l i m i t e d  
to p r e f e r e n t i a l  t r e a t m e n t  in  th e  e x t e n s i o n  of lo a n s .  O u r  B o a r d  h a s  r e v i e w e d  
a n u m b e r  o f  c a s e s  in  r e c e n t  w e e k s  r e q u i r i n g  c o r r e c t i v e  a c t io n  in  th e  f a c e  of 
s w e e th e a r t  l e a s e s ,  p r e m i u m s  p a id  o r  d i s c o u n t s  m a d e  in  th e  p u r c h a s e  o r  s a l e  
of a s s e t s  an d  e x o r b i t a n t  f e e s  f o r  m a n a g e m e n t ,  c o n s u l t in g  o r  a t t o r n e y  f e e s .
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The h a r m  w h ic h  f lo w s  f r o m  s u c h  t r a n s a c t i o n s  sh o u ld  n o t  b e  ig n o r e d .  W h e r e ,  
e i th e r  b e c a u s e  an  i n s i d e r  o r  i n s i d e r  g r o u p  i s  d o m in a n t  o r  b e c a u s e  of th e  
in a t te n t io n ,  l o g r o l l i n g  o r  t o l e r a n c e  of b o a r d  m e m b e r s ,  an  i n s i d e r  e x a c t s  
t e rm s  n o t  a v a i l a b l e  to  th e  p u b l i c ,  th e n  th e  b a n k  is  n e c e s s a r i l y  a d v e r s e l y  
a ffec ted .  T h is  i s  t r u e  w h e t h e r  o r  n o t  th e  i n s i d e r  c o n s c io u s l y  in te n d s  to m i lk  
his b an k .  M a n y  o f  th e  a b u s e s  in  th i s  a r e a  flow  f r o m  a  f a c t  of e c o n o m ic  l i f e  
aptly d e s c r i b e d  by  P r o f e s s o r  E . M e r r i c k  D odd in  1940 in  t e s t i m o n y  b e f o r e  
the S e n a te  B a n k in g  a n d  C u r r e n c y  C o m m i t t e e .  H e s a id :

"N ow  a  m a n  m a y  be  on  b o th  s id e s  o f  a b a r g a i n  and  s t i l l  be  h o n e s t ,  
b u t  a  m a n  c a n n o t  b e  on  b o th  s id e s  of a  b a r g a i n  w i th o u t  h av in g  h is  
j u d g m e n t  a f f e c t e d  by  th a t  f a c t .  "

W hether  th e  r e s u l t  o f  c o n s c io u s  o v e r r e a c h i n g  o r  t a in te d  ju d g m e n t ,  th e  e c o n o m ic  
benefi t  w h ic h  r e d o u n d s  to  th e  i n s i d e r  r e p r e s e n t s  a  c o s t  o r  l o s s  of e a r n i n g s  
w hich i s  b o r n e  by  n o n - b e n e f i t t i n g  s h a r e h o l d e r s  an d  in  s o m e  w a y  p a s s e d  th ro u g h  
to th e  c o n s u m e r .

Tn m y  v ie w ,  a n y  t r a n s a c t i o n  b e tw e e n  an  i n s i d e r  o r  h is  i n t e r e s t s  and  a  b an k  
w hich i s  s ig n i f i c a n t l y  m o r e  f a v o r a b l e  to  th e  i n s i d e r  th a n  a  c o m p a r a b l e  t r a n s 
ac tion  w i th  a  n o n - i n s i d e r  i s  n o t  a  so u n d  b a n k in g  p r a c t i c e  an d  sh o u ld ,  w i th in  
the l i m i t s  of o u r  r e s o u r c e s ,  b e  th e  s u b je c t  o f  f i r m  s u p e r v i s o r y  a c t io n .  To 
follow a n y  o t h e r  p o l i c y  i s  to  a l lo w  b a n k s  to  s u b s i d i z e  th e  n o n -b a n k in g  f in a n c ia l  
a c t iv i ty  o f  p r e f e r r e d  i n s i d e r s  a t  th e  u l t i m a t e  e x p e n s e  of m i n o r i t y  o r  n o n -  
in te r  e s t e d  s h a r e h o l d e r s  a n d ,  in  th e  c a s e  o f  b an k  f a i l u r e ,  a t  th e  e x p e n s e  of 
m any c r e d i t o r s  a n d  d e p o s i t o r s  a s  w e l l .

While i t  i s  d i f f i c u l t  to  e v a l u a t e  i t s  im p a c t ,  a  s e c o n d  c o n s e q u e n c e  f low s  f r o m  
a llow ing  a  b a n k ' s  f i d u c i a r i e s  to  e x e m p t  t h e m s e l v e s  f r o m  th e  d i s c i p l in e  of th e  
m a rk e t .  N o t  o n ly  a r e  a  b a n k 's  a s s e t s  o f te n  w a s t e d  b u t  th e  a l lo c a t io n  of a 
c o m m u n i ty 's  r e s o u r c e s  a s  r e p r e s e n t e d  by  th e  b a n k 's  d e p o s i t s  c a n  be  m i s -  
a l lo c a te d  o r  a l l o c a t e d  i r r a t i o n a l l y .  T h e  c o n s t r u c t i o n  and  o p e r a t io n  of th e  
W e s tg a te  P l a z a  H o te l ,  s a id  by  m a n y  to  be  o n e  o f  th e  f i n e s t  h o te l s  in th e  w o r ld ,  
is i l l u s t r a t i v e .  C a p i t a l  c o s t s  p e r  r o o m  h a v e  b e e n  e s t i m a t e d  a t  m o r e  th a n  
$100, 000 an d  th e  o p e r a t i o n  w a s  l a v i s h  to  s a y  th e  l e a s t .  F o r  e x a m p le ,  a f r e s h  
p in e a p p le  w a s  p l a c e d  in  th e  r o o m  of e a c h  g u e s t  a t  w h a t  w a s  found  to be  a  c o s t  
to th e  h o te l  of n e a r l y  $10  p e r  p in e a p p le .  It i s ,  I a s s u r e  you , a  v e r y  f in e  
hote l.  I t  w a s ,  h o w e v e r ,  n o t  a  so u n d  b u s i n e s s  e n t e r p r i s e ,  a n d  i t  i s  h ig h ly  
doubtful i t  w o u ld  h a v e  b e e n  b u i l t  o r  r u n  a s  i t  w a s ,  b u t  f o r  th e  f a c t  th a t  USNB 
and o th e r  e n t e r p r i s e s  r e l a t e d  to  th e  i n t e r e s t s  o f  th e  d o m in a n t  s h a r e h o l d e r  
s tood r e a d y  to ,  an d  d id ,  s u b s i d i z e  th e  o p e r a t i o n  of th e  h o te l .
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I m ig h t  a d d  th a t  w e  a t  th e  F D IC  h a v e  n o te d  w ith  s o m e  i n t e r e s t  th e  s u i t  f i le d  
by M r s .  C. A r n h o l t  S m i th  to  f o r e c l o s e  a m e c h a n i c s  l i e n  in  th e  a m o u n t  of 
$222, 502 f o r  s e r v i c e s  w h ic h  s h e  r e n d e r e d  in  d e c o r a t i n g  th e  W e s tg a te  P l a z a  
H o te l  a n d  a  s m a l l e r  h o te l  b u i l t  by  S m ith  c o r p o r a t i o n s .

F in a l ly ,  i t  s e e m s  to  m e  th a t  o v e r r e a c h i n g  of th e  s o r t  s e e n  a t  USNB, a t  
S h a rp s to w n ,  a n d  a t  B i r m i n g h a m - B l o o m f i e l d  a r e  m a n i f e s t a t i o n s  of th e  m a la d y  
w h ic h  t r o u b l e s  th e  p r e s e n t  A d m i n i s t r a t i o n  a n d  b u s i n e s s  in  g e n e r a l .  In the  
f in a n c ia l  an d  p o l i t i c a l  a r e n a s ,  p o w e r f u l  an d  r e s p e c t e d  in d iv id u a l s  h a v e  ig n o r e d  
le g a l ,  i n s t i t u t i o n a l  and  e t h i c a l  r e s t r a i n t s  in  t h e i r  d r i v e s  fo r  p o w e r  o r  p r o f i t .

F u n d a m e n ta l  i n s t i t u t i o n a l  q u e s t i o n s  a r e  a t  s t a k e - - q u e s t i o n s  w h ic h  m a y  h a v e  
b een  l a id  a s i d e  f o r  th e  m o m e n t ’s e x p e n d ie n c y .  C o m m e r c i a l  b a n k s  a r e  
c h a r t e r e d  to  s e r v e  a  s p e c i f i c  b a n k in g  fu n c t io n  in  th e  e c o n o m y .  In the  
c o m p e t i t iv e  f r e e  e n t e r p r i s e  s y s t e m ,  p r o f i t  and  c o m p e n s a t io n  s h o u ld  flow  to 
b a n k e r s  a s  a  r e s u l t  of t h e i r  e f f e c t iv e ly  c a r r y i n g  on th e  b u s i n e s s  of b an k in g  
and n o t  f r o m  t h e i r  u s e  o f  th e  i n s t i t u t i o n  to g a in  e c o n o m ic  a d v a n ta g e  w h ic h  
cou ld  n o t  b e  g a in e d  in d e p e n d e n t ly .  A s  w e  h a v e  s e e n  w h e r e  le g a l  and  
in s t i t u t i o n a l  a r r a n g e m e n t s  a r e  a v o id e d ,  d i s t o r t i o n s  o c c u r  w h ic h  m a y  r a n g e  
f r o m  th e  f a i l u r e  o f  a  b i l l io n  d o l l a r  b a n k  to  a  s l ig h t  l o s s  of e a r n i n g s  in  a 
s m a l l  s t a t e  b a n k .  W h e th e r  th e  c o n s e q u e n c e  is  l a r g e  o r  r e l a t i v e l y  s m a l l ,  
i t  s e e m s  to  m e  th a t  t h e r e  i s  a  s t r o n g  s o c i e t a l  i n t e r e s t  in  i n s i s t i n g  th a t  b a n k e r s  
as  w e l l  a s  p o l i t i c i a n s  p la y  by  th e  r u l e s  of th e  g a m e .

W hat m o r e ,  th e n ,  m i g h t  b e  d o n e  to  p r o t e c t  th i s  i n t e r e s t ,  w h e t h e r  th r o u g h  
e a r l i e r  d i s c o v e r y  o f  th e  a b u s e  o r  d e t e r r e n c e  of i t s  o c c u r a n c e ?

T h e r e  a r e  tw o g e n e r a l  a p p r o a c h e s  w h ic h  m i g h t  be  ta k e n .  On on e  h a n d ,  
t r a n s a c t i o n s  b e tw e e n  a  b a n k  an d  an  i n s i d e r  and  h i s  i n t e r e s t s  m i g h t  be  f o r 
b id d e n  o r  s i g n i f i c a n t l y  l i m i t e d .  T h is  a p p r o a c h  d o e s  n o t  a t t e m p t  to  p l a c e  th e  
i n s i d e r  on  e q u a l  fo o t in g  w i th  th e  n o n - i n s i d e r .  N o t  o n ly  i s  th e  i n s i d e r  s 
a d v a n ta g e  v i s - a - v i s  th e  p u b l i c  a t  l a r g e  e l im i n a t e d ,  b u t  h e  is  p l a c e d  a t  a 
d i s a d v a n ta g e .

The s e c o n d  a p p r o a c h  w o u ld  i n s u r e  t h a t  i n s i d e r s  d e r i v e  no  b e n e f i t  in  t r a n s 
a c t io n s  w i th  t h e i r  b a n k  th a t  i s  n o t  a v a i l a b l e  to  n o n - i n s i d e r s .  In e s s e n c e ,  th i s  
is  th e  a p p r o a c h  w h ic h  i s  p r e s e n t l y  fo l lo w e d  a t  th e  F D IC ,  an d  i t  i s  th e  one 
w h ic h  I f a v o r .  H o w e v e r ,  t h e r e  a r e  a  n u m b e r  o f  w a y s  in  w h ic h  s u p e r v i s i o n  
m ig h t  b e  m a d e  m o r e  r i g o r o u s .

F i r s t ,  d i s c l o s u r e  r e q u i r e m e n t s  m i g h t  b e  g r e a t l y  i n c r e a s e d .  J i m  S m i th  h a s  
a n n o u n c e d  th a t  th e  C o m p t r o l l e r ’s O ff ic e  w i l l  i s s u e  f o r  c o m m e n t  in  th e  n e a r  
f u tu r e  a  p r o p o s a l  to  r e q u i r e  a l l  n a t io n a l  b a n k s  to  m a i n t a i n  a t  t h e i r  h e a d  o f f i c e s  
a c u r r e n t  l i s t  o f  a l l  e x e c u t iv e  o f f i c e r s  a n d  d i r e c t o r s  r e f l e c t i n g  t h e i r  b u s i n e s s  
a f f i l i a t i o n s .  T h e  s t a t e d  o b je c t iv e  i s  to  e n a b le  b a n k  e x a m i n e r s  to  m o r e  r e a d i l y  
d e t e c t  i n s t a n c e s  o f  s e l f - d e a l i n g .  T h i s ,  o f  c o u r s e ,  r e f l e c t s  a n  e f f o r t  to  a d d r e s s
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the  q u e s t i o n  a s  to  w h y  th e  p l ig h t  o f  U. S. N a t io n a l  B ank  w a s  n o t  d i s c o v e r e d  
e a r l i e r .

E f f o r t s  in  th i s  a r e a  c o u ld  go s ig n i f i c a n t l y  f u r t h e r  in c lu d in g ,  f o r  e x a m p le ,  
the  r e q u i r e m e n t  t h a t  a l l  o r  a  c e r t a i n  c l a s s  of i n s i d e r  t r a n s a c t i o n s  be  r e p o r t e d  
to  th e  s u p e r v i s o r y  a g e n c y ;  th e  a d d i t io n a l  r e q u i r e m e n t  th a t  i n f o r m a t io n  
d e m o n s t r a t i n g  i t s  f a i r n e s s  a l s o  be  p r o v id e d ;  an d  r e q u i r e m e n t s  th a t  a l l  o r  a 
c e r t a i n  c l a s s  o f  s u c h  t r a n s a c t i o n s  b e  d i s c l o s e d  in  c a l l  r e p o r t s  o r  a lo n g  w ith  
o th e r  d i s c l o s u r e s  m a d e  u n d e r  th e  S e c u r i t i e s  L a w s .  To i n s u r e  th e  e f f e c t iv e 
n e s s  o f  s u c h  r e q u i r e m e n t s  th e  a g e n c ie s  m u s t  d e m o n s t r a t e  th e  c l e a r c u t  
in t e n t io n  to  i m p o s e  c r i m i n a l  a n d  c iv i l  s a n c t io n s  w h e n  t h e s e  r e q u i r e m e n t s  
a r e  n o t  c o m p l ie d  w i th .

S eco n d , th e  s u p e r v i s o r y  a g e n c i e s  m i g h t  m a k e  p la in  th r o u g h  i n t e r p r e t i v e  
r e g u l a t i o n s  t h a t  c o r r e c t i v e  a c t io n  w i l l  b e  ta k e n  w h e r e  i n s i d e r s  o r  t h e i r  
i n t e r e s t s  r e c e i v e  b e n e f i t s  f r o m  t h e i r  d e a l in g s  w i th  b a n k s  th a t  a r e  n o t  
g e n e r a l l y  a v a i l a b l e .  A t  t h i s  j u n c t u r e ,  I sh o u ld  n o te  th a t  th e  F D IC  B o a rd  
d o e s  p r e s e n t l y  t a k e  s u c h  c o r r e c t i v e  a c t io n  w h e n  p r e s e n t e d  i n s t a n c e s  o r  
o v e r r e a c h i n g  in  a p p l i c a t i o n s  of th e  v a r i o u s  s o r t s .  W ith  c o m p r e h e n s i v e  
d i s c l o s u r e  r e q u i r e m e n t s  s u c h  a s  t h o s e  I h a v e  m e n t io n e d ,  th i s  p o l i c y  m i g h t  
be  a p p l i e d  m o r e  s y s t e m a t i c a l l y .  In c a s e s  w h e r e  v o lu n t a r y  c o m p l ia n c e  is  
n o t  f o r th c o m in g ,  p r o m p t  e n f o r c e m e n t  a c t io n  i s  n e c e s s a r y .  A c e a s e  an d  
d e s i s t  o r d e r  u n d e r  S e c t io n  8 (b) o f  th e  C o r p o r a t i o n ' s  A c t  i s  a n  e f f e c t iv e  
v e h ic le  f o r  s u c h  e n f o r c e m e n t .

F in a l ly ,  e m p h a s i s  s h o u ld  be  p l a c e d  on  e d u c a t in g  m e m b e r s  o f  b a n k  b o a r d s  
a s  to  t h e i r  r e s p o n s i b i l i t i e s  a n d  l i a b i l i t y  f o r  s u c h  t r a n s a c t i o n s  a n d  on  a s s u r i n g  
th a t  th e y  h a v e  s u f f i c i e n t  i n f o r m a t i o n  to  a d e q u a te ly  o v e r s e e  t h e i r  b a n k s ’ t r a n s 
a c t i o n s .  U l t i m a t e ly ,  th e  m o s t  e f f e c t iv e  c h e c k  on  a b u s e s  by  i n s i d e r s  i s  th e  
B o a r d  o f  D i r e c t o r s  w i th  s u f f i c i e n t  i n f o r m a t io n ,  in d e p e n d e n c e  a n d  i n q u i s i t i v e n e s s  
to e f f e c t iv e l y  s c r u t i n i z e  a n d  p a s s  u p o n  a  b a n k 's  d e a l in g s  w i th  i n s i d e r s .  T he  
a g e n c ie s  m ig h t ,  f o r  e x a m p le ,  r e q u i r e  th a t  th e  d i r e c t o r s  a p p r o v e  a l l  o r  
c e r t a i n  c l a s s e s  o f  i n s i d e r  t r a n s a c t i o n s  a n d  th a t  e a c h  k e e p  a  f i l e  c o n ta in in g  
the  i n f o r m a t i o n  on  th e  b a s i s  o f  w h ic h  a p p r o v a l  w a s  v o te d .  T h i s ,  c o u p le d  
w i th  a  d e m o n s t r a t e d  w i l l i n g n e s s  on  th e  p a r t  o f  th e  a g e n c ie s  to  h o ld  d i r e c t o r s  
a c c o u n ta b l e  in  t h i s  a r e a ,  m i g h t  go a  long  w a y  to w a r d  e l im i n a t io n  of a b u s e .

I h a v e  f o c u s e d  u p o n  th e  i s s u e  o f  i n s i d e r  t r a n s a c t i o n s  b e c a u s e  th e  f a i l u r e  of 
U. S. N a t io n a l  B a n k  d o e s  i n s u r e  t h a t  i t  w i l l  be  a  fo c u s  o f  c o n c e r n  in  th e  d e b a t e  
o v e r  f i n a n c i a l  r e s t r u c t u r i n g .  M o r e o v e r ,  i t  i s  i l l u s t r a t i v e  of th e  s o r t  of 
i s s u e s  w h ic h  b a n k e r s  an d  b a n k  r e g u l a t o r s  sh o u ld  c o m e  to  g r i p s  w i th  b e f o r e  
th e y  a r e  f o r c e d  to  do  so ,  w h e t h e r  by  C o n g r e s s io n a l  o r  p u b l ic  p r e s s u r e .

It s e e m s ,  to  m e  th a t  t h e r e  a r e  a t  l e a s t  two p r e r e q u i s i t e s  f o r  o b ta in in g  th e  
s o r t  o f  c o m p r e h e n s i v e  l e g i s l a t i v e  p a c k a g e  n e c e s s a r y  to i n s u r e  th a t  b a n k s
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p r o f i t a b ly  a n d  m o r e  e f f i c i e n t ly  s e r v e  p u b l ic  n e e d s  w i th  m i n i m u m  g o v e r n m e n ta l  
r e s t r a i n t .  O ne  i s  a  w i l l i n g n e s s  of i t s  p r o p o n e n t s  to  e n t e r  in to  a  d ia lo g u e  w ith  
and  a d d r e s s  th e  q u e s t i o n s  r a i s e d  by  c r i t i c s  o f  th e  b a n k in g  in d u s t r y .  W e in 
th e  i n d u s t r y  h a v e  a l l  too  o f te n  r e s p o n d e d  to  c r i t i c i s m  an d  c l o s e  s c r u t i n y  w ith  
d e f e n s iv e  r e a c t i o n s .

T h is  p o s t u r e ,  i t  s e e m s  to  m e ,  i g n o r e s  tw o fu n d a m e n ta l  r e a l i t i e s .  T he  c a s e  
m a d e  by  th e  c r i t i c  i s  o f te n  a  s t r o n g  o n e  c o n ta in in g  m a n y  p o in t s  w i th  w h ic h  w e  
a g r e e .  W h e r e  th i s  i s  so ,  th e  p u b l ic  a n d  i n d u s t r y  a s  w e l l  a r e  b e s t  s e r v e d  by 
c r e a t i v e  i n t e r a c t i o n  r a t h e r  th a n  p o l i t i c a l  in f ig h t in g .  S e c o n d ly ,  i t  i s  a  p o l i t i c a l  
f a c t  of l i f e  t h a t  s u c h  c r i t i c s  o f te n  w ie ld  s u b s t a n t i a l  p o w e r .  T he  c a r e e r  o f  M r .  
P a t m a n  i s  c e r t a i n l y  a n  e x a m p le  w i th  w h ic h  w e  a r e  f a m i l i a r .  M o r e o v e r ,  g iv e n  
th e  i n c r e a s i n g  n u m b e r  a n d  e f f e c t iv e n e s s  of c o n s u m e r  an d  o th e r  p u b l ic  i n t e r e s t  
g r o u p s  an d  g iv e n  th e  p o l i t i c a l  t r e n d s  w h ic h  I m e n t io n e d  e a r l i e r ,  a  f a i l u r e  to  
r e s p o n d  to  a n d  w o r k  w i th  r a t h e r  th a n  a g a i n s t  t h e s e  i n t e r e s t s  w i l l  m a k e  v e r y  
d i f f i c u l t  th e  t a s k  o f  th e  i n d u s t r y  in  a d v a n c in g  i t s  l e g i t i m a t e  and  p r e s s i n g  
c o n c e r n s  in  C o n g r e s s .

T he  s e c o n d  p r e r e q u i s i t e  i s  a  w i l l i n g n e s s  on  th e  p a r t  o f  i n d u s t r y  g r o u p s ,  
bo th  c o m m e r i c a l  b a n k s  a n d  t h r i f t  i n s t i t u t i o n s ,  to  g iv e  u p  a p p a r e n t  i m m e d i a t e  
c o m p e t i t i v e  a d v a n t a g e s  in  th e  i n t e r e s t  of a  h e a l t h i e r  a n d  m o r e  s t a b l e  f in a n c ia l  
e n v i r o n m e n t - - o n e  in  w h ic h  a l l  c a n  c o m p e te  a n d  s e r v e  th e  p u b l ic  m o r e  
e f f e c t iv e ly .  W i th o u t  a c c e p t a n c e  of th i s  p r i n c i p l e ,  i n d u s t r y  g r o u p s ,  f ig h t in g  
one  a n o t h e r ,  w i l l  s t y m i e  a  c o m p r e h e n s i v e  p r o g r a m  of f in a n c ia l  r e s t r u c t u r i n g .

To m y  m in d ,  c o n t in u e d  o p p o s i t i o n  to  c o m p r e h e n s i v e  r e s t r u c t u r i n g  i s  s h o r t 
s ig h te d  in  th e  e x t r e m e .  It i g n o r e s  th e  e c o n o m ic  r e a l i t y  th a t  c h a n g in g  c o n s u m e r  
n e e d s  w i l l  i n e v i t a b l y  l e a d  to  m a r k e t  r e s t r u c t u r i n g  a n d  th a t ,  in  th e  long  r u n ,  
th e  b a s i c  q u e s t i o n  i s  w h e t h e r  t h a t  c h a n g e  w i l l  b e  o r d e r l y  and  b a l a n c e d  o r  
u n e v e n  an d  d i s r u p t i v e .

It i s  n o t  d i f f i c u l t  to  i l l u s t r a t e  th e  w a y s  in  w h ic h  d r a s t i c  an d  u n m a n a g e d  
r e s t r u c t u r i n g  c a n  o c c u r .  F i r s t  o f  a l l ,  r e c e n t  e v e n t s  in  L in c o ln ,  N e b r a s k a ,  
d e m o n s t r a t e  th e  i m p a c t  o f  te c h n o lo g y  on  o u r  s t r u c t u r e  o f  c o m p e t i t io n .
T h ro u g h  th e  u s e  o f  E F T S ,  a  S&L s a v in g s  a c c o u n t  h a s  e f f e c t iv e ly  b e e n  
c o n v e r t e d  in to  a  c h e c k in g  a c c o u n t .  W h e th e r  o r  n o t  th e  c o u r t s  a p p r o v e  of 
th i s  in n o v a t io n ,  th e  f u r t h e r  im p a c t  of c o m p u te r  t e c h n o lo g y  on th e  b u s i n e s s  
of f i n a n c i a l  i n s t i t u t i o n s  w i l l  be  s t a g g e r i n g .

S e c o n d ,  th e  r e c e n t  r e p o r t ,  " C o m p e t i t i o n  in  F i n a n c i a l  S e r v i c e s ,  p r e p a r e d  
fo r  F i r s t  N a t i o n a l  C ity  B an k  by  C le v e la n d  C r i s to p h e  d e m o n s t r a t e s  th e  
e x t e n t  to  w h ic h  n o n f in a n c ia l  i n s t i t u t i o n s ,  o p e r a t i n g  in  a  g e n e r a l l y  u n r e g u l a t e d  
e n v i r o n m e n t ,  a r e  c o m p e t in g  w i th  i n c r e a s i n g  s u c c e s s  in  a r e a s  t r a d i t i o n a l l y  
th o u g h t  to  be th e  p r o v i n c e  o f  th e  r e g u l a t e d  f in a n c ia l  i n s t i t u t i o n s .  T he  
p r i n c i p l e  th a t  a l l  i n s t i t u t i o n s  o f f e r in g  th e  s a m e  f in a n c ia l  s e r v i c e  s h o u ld  
b e  s u b j e c t  to  e s s e n t i a l l y  th e  s a m e  r e g u l a t o r y  c o n s t r a i n t s  w o u ld  s e e m  to
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a p p ly  e q u a l ly  w e l l  to  n o n f in a n c ia l  i n s t i t u t i o n s  o f f e r in g  b an k in g  s e r v i c e s .
F a i l i n g  to a c c e p t  an d  f ig h t  f o r  b r o a d  a p p l i c a t io n  of th i s  p r i n c i p l e ,  th e  f
r e g u l a t e d  i n s t i t u t i o n s  m a y  w in  l e g i s l a t i v e  b a t t l e s  bu t lo o s e  th e  w a r .

F in a l ly ,  i f  f l e x i b i l i t y  i s  n o t  b u i l t  in to  th e  s y s t e m ,  in e v i t a b ly  t h e r e  w i l l  be 
d i s l o c a t i o n ,  s u c h  a s  th e  p r e s e n t  s c a r c i t y  o f  m o r t g a g e  fu n d s  w i th  i t s  
r e s u l t i n g  i m p a c t  on th e  h o u s in g  i n d u s t r y .  W hen  s u c h  d i s lo c a t io n  is  p r o 
lo n g e d  o r  p r o n o u n c e d ,  F e d e r a l  i n t e r v e n t i o n  w il l  r e s u l t ,  e i t h e r  in th e  f o r m  
o f a  p r o g r a m  o r  p i e c e  o f  l e g i s l a t i o n  d e s ig n e d  to  r e s p o n d  s p e c i f i c a l ly  to  the  
c r i s i s  a t  h a n d .  E q u a l ly  i n e v i t a b ly ,  a c c o u n t  i s  n o t  m a d e  f o r  th e  i m p a c t  of 
th e  r e s p o n s e  on  o th e r  s e g m e n t s  o f  th e  s y s t e m  o r  of th e  im p a c t  o f  th e  
r e s p o n s e  u n d e r  c h a n g e d  e c o n o m ic  c o n d i t io n s .  M o r e o v e r ,  o n c e  a F e d e r a l  
p r o g r a m  i s  e s t a b l i s h e d  o r  an  in s t i t u t i o n  g iv e n  a c o m p e t i t i v e  a d v a n ta g e ,  
t h a t  r e s p o n s e  w i l l  a l m o s t  c e r t a i n l y  o u t l iv e  th e  n e e d .

T h u s ,  i t  s e e m s  to  m e  th a t  f i n a n c ia l  r e s t r u c t u r i n g  i s  u pon  u s .  T he  f o r m  
th a t  c h a n g e  w i l l  t a k e  w i l l  be. d e t e r m i n e d  l a r g e l y  by w h e th e r  w e b u i ld  upon  
c o m p r e h e n s i v e  r e c o m m e n d a t i o n s ,  s u c h  a s  th o s e  m a d e  by th e  H unt 
C o m m i s s i o n ,  o r  c o n t in u e  to  r e s p o n d  in  p i e c e m e a l  f a s h io n  to  c r i s e s  and  
d i s l o c a t i o n s  a s  th e y  o c c u r .

In a s s e s s i n g  th e  l i k e l ih o o d  th a t  r e s t r u c t u r i n g  w i l l  o c c u r  th ro u g h  c a r e f u l l y  
c o n s i d e r e d  and  b a l a n c e d  l e g i s l a t i o n ,  I a m  n o t  y e t  p r e p a r e d  to d i s c a r d  the  
H u n t C o m m i s s i o n .  I a m  j u s t  en o u g h  o f  an  o p t i m i s t  to th in k  th a t  th e  t u r m o i l  
of th e  p a s t  y e a r  h a s  b r o u g h t  h o m e  to  r e s p o n s i b l e  p e o p le  the  f a c t  th a t  w e  
c a n  n o  lo n g e r  a f f o r d  b u s i n e s s  a s  u s u a l  in  e i t h e r  th e  p o l i t i c a l  o r  e c o n o m ic  
s p h e r e .  I s i n c e r e l y  h o p e  th a t  t h i s  o p t i m i s m  is  w e l l - f o u n d e d .
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