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A d d ress  By- 
G eorge A . L eM aistre  

D irec to r
F e d e r a l D ep o sit Insurance C orporation

at the
C on feren ce of State Bank S u p erv iso rs  

A tlan ta , G eorgia  
M ay 10, 1977

W hen I ta lk  w ith  b u s in e ssm e n , b an k ers, and co n su m er ad voca tes around  
the country , I h ear  one p e r s is te n t  com plaint: profound d is sa tis fa c tio n  
w ith  the p e r v a s iv e n e s s  o f govern m en ta l in terven tion  in  our d a y -to -d a y  
a ffa ir s  and w ith  the r ea m s and rea m s of paper that a r e  req u ired  to e ffec t  
even  the s im p le s t  and le a s t  c o n tr o v e r s ia l o f tr a n sa c tio n s . A recen t  
B rook in gs Institu tion  study poin ts out that 53 " E xecu tive  Branch a g en c ie s  
and u n i t s . . .  .w e r e  c re a te d  during the f ir s t  te r m  o f P r e s id en t N ixon,
(m ore) than in any oth er p r e s id e n tia l te r m  in the n ation ’s h is to ry . A nother  
23 w e r e  cre a te d  in  1973, the f ir s t  y ea r  o f the secon d  N ixon term . "

A lthough I am  not o p tim is t ic  about the p r o sp e c t o f r e v e r s in g  th is trend , 
th ere  is  r e a so n  for hope. In c re a s in g ly , l ib e r a ls  and co n ser v a tiv e s  a lik e  
r e c o g n iz e  that w e  have a r e a l p ro b lem  on our hands and that fa ilu re  to deal 
w ith  it  th rea ten s to d isru p t our econ om y and s t if le  our so c ie ty . This 
evo lv in g  co n cen su s has le d  to in te r e s t  in v a r io u s govern m en ta l and regu la tory  
r e fo r m  s tr a te g ie s  inclu d ing "Sunset L e g is la t io n ,"  z e r o -b a se d  budgeting, 
reg u la to ry  r eo rg a n iza tio n , and an in c r e a se d  r e lia n c e  on econ om ic in cen tiv es  
to r e p la c e  d e ta iled  reg u la tio n s . And, o f c o u r se , P r e s id e n t C a rter 's  strong  
co m m itm en t to a ch iev in g  e ff ic ie n t  and e ffe c t iv e  govern m en t p rov id es a 
stro n g  le a d e rsh ip  fo r c e .

The i s s u e s  in vo lved  a r e  not s im p le . M ost in form ed  p eop le  sh a re  the r e c o g ­
n ition  that our econ om y is  too la r g e  and co m p lex  to function p ro p er ly  w ithout 
so m e  govern m en ta l su p e r v is io n  or reg u la tio n . For exam p le , w h ile  som e  
m igh t d isa g r e e  w ith  th e d ir e c tio n  o f m on etary  p o licy  at a p a rticu lar  tim e , 
few  w ould deny the n eed  for a m e ch a n ism  to co n tro l the quantity of m oney  
in  the s y s te m . S im ila r ly , although one m ay  d isa g r e e  w ith  the sp e c if ic  
p o lic ie s  o f m any e n v ir o n m e n ta lis ts , the a b sen ce  o f so m e co n tro ls  o v er  the 
d isp o sa l o f c o m m e r c ia l w a ste  and o th er  po llu tan ts w ould  lea d  to d isa str o u s  
c o n seq u en ces  in  a h igh ly  in d u str ia liz ed  so c ie ty  such  as  o u rs . And fin a lly , 
by w ay o f il lu s tr a t io n , th ere  i s ,  I b e lie v e , g en era l a g reem en t that som e  
su r v e illa n c e  and su p e r v is io n  o f the op eration  o f ind iv idual banks is  req u ired  
to avoid  an e x c e s s iv e  num ber o f fa ilu r e s  and th e resu lt in g  econ om ic  
in s ta b ility .
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A cco rd in g ly , the p rob lem  is  not that reg u la tion  and su p erv is io n  of econ om ic  
and c o m m e r c ia l a ffa ir s  is  in ap p rop ria te , but ra th er  that reg u la tion  often  
o u tliv e s  th e  p rob lem  it w a s intended to a d d ress; that w e do not a lw ays take  
su ffic ien t c a re  to ch o o se  the le a s t  c o s t ly  and d r a stic  m ea n s to a ch iev e  the  
d e s ir e d  end; and that o ften , reg u la tio n  r e s u lt s  in u n anticip ated  con seq u en ces  
w h ich  can be m o r e  s e v e r e  than the p rob lem  w hich  reg u la tion  sought to rem edy.

It i s  not su r p r is in g , h ow ever, that th e se  p ro b lem s a re  so  r a r e ly  d ea lt w ith  
e ffe c t iv e ly . A ll too often  th o se  who a r e  reg u la ted , w h ile  screa m in g  lo u d est  
about th e sa n c tity  o f an u n fettered  fr e e  e n te r p r ise  sy s te m , grow  com fortab le  
in  th e ir  reg u la ted  en v iron m en t and r e s i s t  m ig h tily  w hen any se r io u s  e ffo rt is  
m ad e to  d ereg u la te . S im ila r ly , r eg u la to ry  b o d ies  a cq u ire  a v e sted  in te r e s t  
in  th e ir  own e x is te n c e  and the "turf" w hich  th ey  reg u la te  w hich  p reven ts  
th e ir  o b jec tiv e  a s s e s s m e n t  o f  the r eg u la to ry  p o lic ie s  w h ich  th ey  p u rsu e. A s 
a r e s u lt , govern m en t a g e n c ie s  a r e  often  loath  to engage in c r it ic a l  s e l f -  
exam in ation . And, fin a lly , it m u st be acknow ledged  that w h ile  it  is  p o ss ib le  
to  d ea l w ith  th e s e  is s u e s  w ith  so m e  e a se  in the a b str a c t, r e a l w orld  so lu tion s  
a r e  not e a sy  to  p rod u ce . In p art, th is  is  a con seq u en ce  o f p r a c tic a l p o lit ic s  
and th e fa c t that any change in the fra m ew o rk  o f an in d u stry 's  regu la tion  m ay  
lea d  to s ig n ifica n t sh o r t-r u n  d is lo c a tio n s  or ad ju stm en ts c o s t s .  A t le a s t  as  
im p ortan t, h o w ev er , is  the s im p le  fa c t that a n sw ers  to m any o f th ese  problem s  
a r e  e x tr e m e ly  d ifficu lt to  d is c o v e r .

T h ese  fa c to r s  p rov id e  a p a r tia l exp lanation  o f w hy bank reg u la to ry  re fo rm  
e ffo r ts  have fa iled  to date and w hy the grow th o f govern m en t and reg u la to ry  
a g e n c ie s  is  se e m in g ly  in ex o ra b le . N otw ithstanding the d if f ic u lt ie s , h ow ever,
I b e lie v e  that it is  im p o rta n t--a n d  perh ap s c r u c ia l- - th a t  ban kers and bank 
r eg u la to r s  d eve lop  a sy s te m a tic  and r ea so n e d  approach to reg u la to ry  refo rm .
In m y  ju dgm ent, the fa ilu r e  to d ev e lo p  such a p o s it iv e  approach w ill  have  
s e v e r a l  a d v e r se  c o n seq u e n c es . A go ld en  opportunity w ill  be lo s t  to dea l in 
a m ean in gfu l w ay  w ith  the p ro b lem s o f e x c e s s iv e  and in e ff ic ien t regu la tion  
at both the s ta te  and fe d e r a l le v e ls  and to h igh ligh t the unintended i l l  e ffe c ts  
and hidden c o s ts  o f r eg u la tio n . S im ila r ly , an opportunity w ill  be lo s t  to 
rem ed y  cer ta in  d em o n stra b le  in a d eq u a c ies  in the p r e se n t su p e r v iso r y  
fram ew ork .

Today I do not intend to fo cu s on the su b ject o f bank reg u la to ry  re fo rm  g e n e ra l­
ly , but ra th er  a fa c e t  o f that su b ject w h ich  is  o f sp e c ia l con cern  to th is  group  
and w h ich , in m y  ju dgm ent, r e c e iv e d  far  too l i t t le  s e r io u s  atten tion  in C ongress 
and the a g e n c ie s  during the 94th C o n g r e ss -- th a t  i s ,  the overlap p in g  and, at 
t im e s , co n flic tin g  re la t io n sh ip s  b etw een  s ta te  and fe d e r a l bank reg u la tio n  and 
su p e r v is io n . It is  con ced ed  by a ll  that e x te n s iv e  o v er la p  o f law  and functions  
e x is t s .  Indeed, your c o u n se l, J im  B e ll, has b een  m o st  happy to argu e that the 
FDIC is  on ly  an in su ra n ce  c o m p a n y --a  p o sitio n  w ith  w hich  w e , o f c o u r se , take 
ex cep tio n . What is  not w e ll  known is  the exten t o f the c o s ts  and p ro b lem s that
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m ay flow  fro m  th is  d u p lication , or the gaps that m ay e x is t  in regu la tion  
by v ir tu e  o f ta sk s  s im p ly  "falling betw een  the c ra c k s . " And, c o n v e r se ly , 
w e do not have a g ra sp  o f the b en efits  that m ay  flow  as w e ll from  th is  
redundancy.

A s I have su g g ested  in the p a st, I b e lie v e  that the re la tio n sh ip  betw een  the  
sta te  and fe d e r a l bank reg u la tion  c r ie s  out for ra tio n a liza tio n  to a far 
g rea ter  exten t than d oes the fram ew ork  at the fed era l le v e l . B ecau se  I 
cannot now prove th is  c a se  to m y  own sa tis fa c tio n  and b eca u se  I am , qu ite  
fran k ly , not c er ta in  as to the app rop riate  so lu tion  to the p rob lem  w hich  I 
p e r c e iv e , I intend to p rop ose  to the FDIC Board that w e sponsor a co m p r e ­
h en s iv e  and d eta iled  exam ination  o f th is  su b ject.

A t th is  ju n ctu re , I should d ig r e s s  for a m om en t to m ake c lea r  that I do not 
m ean  to  a ttack , e x p lic it ly  or im p lic it ly , the dual sy ste m  of bank regu la tion  
and su p erv is io n  and to exp la in  w hy I think it im portant to d evelop  new  
s tr a te g ie s  a im ed  at a ssu m in g  the continued v ita lity  of that sy ste m . Indeed,
I am  opp osed  to co n so lid a tio n  o f bank su p erv is io n  and regu la tion  at the  
fed era l le v e l  b eca u se  I b e lie v e  that the e x is te n c e  of regu la tory  ch o ice  
im p lic it  in our dual s y s te m  is  one of the p r im a ry  rea so n s  that w e have a d iv e r se ,  
co m p etit iv e  and in n ovative  banking sy s te m .

This is  not to sa y  that th ere  is  any m a g ic  in the notion of a dual banking 
sy s te m  per s e . M any co u n tr ie s  get along qu ite w e ll w ith a unitary sy ste m  of  
banking. Indeed, m any argu m en ts on b eh a lf o f dual banking tend to get lo s t  
in rh e to r ic  and, a s  a r e s u lt , fa il to m ak e m o st  e ffe c t iv e ly  the c a se  in its  
fa v o r . S im ila r ly , by our attach m en t to the rh eto r ic  o f dual banking, w e m ay  
ig n o re  the need  to tak e the s tep s  n e c e s s a r y  to en su re  its  continued sta b ility .
Nor do I r e je c t  out o f hand the argu m en ts advanced by the proponents of 
co n so lid a tio n . Indeed, co n so lid a tio n  at the fed era l le v e l w ould r e su lt  in 
cer ta in  e co n o m ie s , and, if  nothing e ls e ,  w ould m ake the sy s te m  tid y  and 
m o re  co m p reh en sib le  to  th o se  u n fa m ilia r  w ith  its  in tr ic a c ie s .

N e v e r th e le s s , I s tro n g ly  favor and w il l  argue v ig o ro u s ly  for a bank regu la tory  
sy s te m  w h ich  m ain ta in s the con cep t of reg u la to ry  ch o ice  at the sta te  and 
fe d e r a l le v e ls  for  two r e a so n s . F ir s t  o f a ll , the sy s te m  is  in p la ce  and unlike  
m any oth er reg u la to ry  str u c tu r es  in govern m en t, it is  functioning e ffe c t iv e ly  
and has d em on stra ted  the ca p a c ity  to c h a n g e --to , in e ffec t , re fo rm  it s e lf .
G iven th is  fa c t, it  s e e m s  to m e  that th o se  who argue ag a in st the e ffica cy  of 
reg u la to ry  ch o ic e  bear a strong  burden o f p ersu a sio n . Secondly , and perhaps  
m o r e  im p ortan tly , banking h is to r y  d em o n stra tes  that the e x is te n c e  o f reg u la to ry  
a lte r n a tiv e s  p r o v id e s , in part a t le a s t ,  one o f the m ech a n ism s w hich  the  
reg u la to ry  r e fo r m  m o v em en t s e e k s - - a  m ea n s of se lf-a d ju stm en t and s e l f -  
r e fo rm . In e ffe c t , som eth in g lik e  a m a rk et m ech a n ism  m ay  be seen  at w ork

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



- 4 -

w ith  good reg u la tio n  driv in g  out bad o v er  the long haul.

R ecen t banking h is to r y  is  r e p le te  w ith  ex a m p les  o f th is  phenom enon. A l­
though m any d isa g r ee d  w ith  the s p e c if ic s  o f h is  d e c is io n s , it  is  c le a r , in 
r e tr o s p e c t , that J im  Saxon se r v e d  the banking in d u stry  and the public w e ll  
by a llow in g  N ation al banks to do th ings repugnant to h is  co lle a g u e s  at the 
FDIC and the F e d e r a l R e se r v e  B oard . In e ffe c t , he h elped  take banking  
out o f th e c o n se r v a tism  that w a s a ho ld over fro m  the D e p ress io n . S im i­
la r ly , in  r e c e n t m on th s, w h ile  C on gress has found i t s e l f  unable to a c t, 
sta te  le g is la tu r e s  and s ta te  r eg u la to r s  have taken th e lead  in pursuing a l ­
tern a tiv e  s tr a te g ie s  o f d ea lin g  w ith  fin a n c ia l r e fo rm  and e le c tr o n ic  funds 
tr a n sfe r  s y s te m s . A s a r e s u lt , w e  have n u m erou s la b o r a to r ie s  w h ose  
ex p er im en ts  w il l  p rov id e  in s ig h ts  a s  to the m o st  n e a r ly  op tim al approach. 
A ls o , I find it h igh ly  doubtful that a s in g le  banking agen cy  w ould have fe lt  
the need to im p lem en t s ig n ifica n t re fo rm  in its  exam ination  and su p erv iso ry  
p ro ced u res  a s  did the C om p tro ller  o f the C u rren cy 's  O ffice and, at le a s t  
at th is  ju n ctu re , I th ink it is  b e n e fic ia l not h arm fu l that th e FDIC and the 
C o m p tro ller 's  O ffice  have d ifferen t s tr a te g ie s  for dea lin g  w ith  the prob lem  
of in s id er  ab u se .

B eca u se  o f m y  v iew s  that reg u la to ry  c h o ic e  i s ,  on b a lan ce , b e n e fic ia l, m y  
p u rp ose  today in fo cu sin g  upon the o v er la p  b etw een  s ta te  and fed era l su p er ­
v is io n  and reg u la tio n  i s  not to su g g e st that e ith er  the sta te  or the fed era l  
govern m en t should r e t ir e  fro m  the f ie ld , but ra th er  that w e  should b eg in  a 
s y s te m a tic  exam in ation  o f th is  re la t io n sh ip  a im ed  at en su rin g  its  continued  
v ita lity . This is  e sp e c ia lly  im p ortant, fro m  the point o f v iew  of sta te  banking, 
g iv en  so m e  o f the fo r c e s  at w ork  in banking today. We a r e  a ll  a w are, for  
ex a m p le , o f the F e d e r a l R e se r v e  S y s te m 's  co n cern  w ith  continued attrition  
fro m  the S y stem . B eca u se  o f th is  co n cern , the F ed  is  c er ta in  to co m e fo r ­
w ard  w ith  a p ro p o sa l a im ed  at m in im iz in g  a ttr it io n  through the paym ent of 
in te r e s t  on r e s e r v e s  probably coupled  w ith  a p ro p o sa l for n ation -w id e NOW 
a cco u n ts . A t le a s t  one o b s e r v e r - -C a r te r  G o le m b e--h a s  pointed out that if  
the F ed  i s  s u c c e s s fu l  in m in im iz in g  c o s ts  o f m em b ersh ip , then a pow erful 
in cen tiv e  w il l  be crea ted  for  banks to se e k  a n ation a l ch a rter  in ord er  to 
avoid  dea lin g  w ith  two r e g u la to r s .

In m y  ju dgm ent, the b e s t  in su ra n ce  w e can have for the h ea lth  o f sta te  banking 
i s  not a d e fe n s iv e  or n eg a tiv e  p o stu re  but ra th er  an ob jectiv e  and c r e a tiv e , if 
at t im e s  pain fu l, e ffo r t to r e v ita liz e  the sy s te m . A lthough o v er la p  betw een  
sta te  and fe d e r a l su p e r v is io n  has not b een  a focu s o f attention  during the past 
th ree  y e a r s , the p ro b lem  has long been  r eco g n ized . Indeed, tra d itio n a lly , 
your own org a n iza tio n  has b een  v ig o ro u s in c a llin g  for an end to o v er la p  througlj 
the m axim u m  w ith d raw al of the FDIC and the Fed fro m  the fie ld  of supervision  
and reg u la tio n . In 1971, the CSBS r ep o rt "Toward A M ore R esp o n siv e  
R egu la tory  Structure," w h ich  w as sub m itted  to the Hunt C o m m iss io n  recom m ei
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ex ten s iv e  w ith d raw al o f the fe d e r a l p r e se n c e . The c a se  w as stated  m o st  
eloquently , o f c o u r se , by your g en era l co u n se l, who argued at your 
W illiam sb u rg  co n feren ce  in 1974 that:

"We m u st not on ly  halt the grow th of, but in itia te  a r o ll-b a c k  
o f fe d e r a l reg u la tio n  o v er  sta te  banks. Our p h ilo sop h ica l 
p o sitio n  is  that th ere  a re  two r eg u la to r s , the C om ptroller of 
the C urren cy and the sta te  su p e r v iso r s . "

And fu rther:

"The F e d e r a l R e se r v e  B oard ’s ch arge is  to d ir e c t m on etary  
p o licy . The F e d e r a l D ep o sit Insurance C orporation  is  
p r e c is e ly  th a t--a n  in su ra n ce  com pany. "

O thers have a d d re sse d  th is  q u estio n  as  w e ll. Speaking b efo re  the Utah 
B ankers C onvention e a r ly  la s t  su m m er , I argued:

"In m y  ju dgm ent, q u estio n s  p erta in in g  to the s tru ctu re  o f sta te  
banking belong  to the s ta te s  in a sy ste m  of ’dual banking. ’ For  
ex a m p le , I w ould favor an e lim in a tio n  of the sta tu tory  r e q u ir e ­
m en t that the FDIC app rove branch a p p lica tio n s. R ather, I w ould  
s im p ly  req u ir e  that the FDIC be g iven  rea so n a b le  n otice  w ith  the 
ex p ecta tio n  that the FDIC w ould p ro ceed  under its  Section  8(b) if  
the p rop osed  branch  w e r e  im prudent and con stitu ted  an u n safe  or 
unsound banking p r a c tic e . Other a r ea s  w h ere  the s ta te s  m ight 
a p p ro p ria te ly  a s s e r t  su p rem a cy  are  the a r ea s  of EFTS and co n ­
su m er  a ffa ir s . R ecen t e ffo r ts  by sta te  banking departm en ts in 
both o f th e se  a r e a s  d em o n stra te  the a b ility  o f sta te  banking 
to a s s e r t  p o s it io n s  o f le a d e rsh ip . N e e d le s s  to sa y , the c a se  
for  th is  so r t  o f fe d e r a l d e fe r en ce  to sta te  regu la tion  in  any 
of th e se  a r e a s  m u st be m ad e to the C on gress and in m y judgm ent 
should be m ad e as  a g g r e s s iv e ly  as p o s s ib le . "

A t the sa m e t im e , I m ad e a p a r a lle l argum ent w hen I sta ted  as to the subject 
of bank exam ination:

"Quite fran k ly , I should acknow ledge to you that w h ile  I support 
the w ith d raw al p ro g ra m  and am  guarded ly  o p tim istic  w ith  r e sp e c t  
to  its  r e s u lt s ,  it  is  m y  v iew  that o th er a r ea s  o f regu la tion  and 
su p e r v is io n  a r e  far m o r e  l ik e ly  can d id ates for the w ithdraw al of 
fe d e r a l p r e se n c e  and the a s se r t io n  of sta te  authority . C on gress  
has m ad e qu ite  p la in  to the banking a g e n c ie s  and e sp e c ia lly  to the  
FDIC, b eca u se  of its  p ecu lia r  r e sp o n s ib ility  to d e p o s ito r s , that 
th ey  a re  to be held  p r im a r ily  accou n tab le  for the sa fe ty  and sound-
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n e s s  o f our n a tio n 's  n e a r ly  15, 000 banks. The im p ortan ce of th is  
r e sp o n s ib ility  and the ex p ecta tion  o f C o n gress that the a g e n c ie s  
w ill  c a r r y  it  out has been u n d ersco red  in rec e n t m onths by concern  
for  fin a n c ia l m a rk e ts  and for  fin a n c ia l in stitu tio n s g en era lly .
In the p r e se n t a tm o sp h ere  and in the fo r e se e a b le  fu ture, I v iew  it  
a s  e x tr e m e ly  u n lik e ly  that C o n g ress  w ould look  favorab ly  upon FDIC 
d e fe r en ce  to the sta te  in  the a rea  o f bank exam ination  and su p e r ­
v is io n  for sa fe ty  and sou n d n ess p u rp o se s . M o reo v er , it s e e m s  to 
m e  that in  th e a r e a  o f sa fe ty  and so u n d n ess , g iven  the fe d e r a l in ­
v e stm en t in th is  a r ea  a lrea d y  in p la ce  and lik e ly  to contin ue, sta te  
go v ern m en ts  w ould  be w is e r  to m in im iz e  th e ir  in v estm en t in  
ex a m in a tio n s and aud its w hich  d u p lica te  th eir  e ffo r ts  in a r ea s  in 
w h ich  the sta te  g overn m en ts have a co m p a ra tiv e  advantage and 
w h ere  d iv e r s ity  and ex p er im en ta tio n  a r e  m o re  d e s ir a b le . "

In add ition , fo r m e r  FDIC C hairm an F rank  W ille , cu rren t FDIC C hairm an  
Bob B arn ett and fo r m e r  State Bank Su perin tendent, John H eim ann, have ad­
d r e s s e d  th e q u estio n  o f s ta te - fe d e r a l du p lication  and have com e forw ard  with
p r o p o sa ls . F rank  W ille  d is c u s se d  the m a tter  in the con text o f h is  plan for  
fe d e r a l agen cy  reo rg a n iza tio n . Under W ille*s p lan , a p rop osed  F e d e r a l Bank­
ing B oard w ould  have au th ority  to d efra y  the e x p e n ses  o f sta te  banking d e ­
p a rtm en ts  w h ich  tak e over  by co n tra c t any of the exam in ation  of su p erv iso ry  
fu n ction s o f  a fe d e r a l su p e r v iso r  o f sta te  banks. And, o f c o u r se , fo rm er  
C hairm an W ille  and cu rren t C hairm an Bob B arn ett w e r e  in stru m en ta l in the 
d eve lo p m en t and im p lem en ta tio n  o f the FDIC exam in ation  w ith draw al program  
conducted  in Iowa, G eorg ia , and W ashington.

In te s tim o n y  b e fo r e  the S en ate Banking C om m ittee  on Senator P r o x m ir e 's  r e ­
o rg a n iza tio n  p ack age , then Su perin tendent H eim ann u rged  fed era l funding 
o f s ta te  su p e r v iso r y  e ffo r ts  a s  a m ea n s o f en su rin g  qu ality  exam in ation . The 
H eim ann p ro p o sa l w a s  m o re  d e ta iled , provid ing  for  FDIC c er tif ica t io n  of 
the co m p eten ce  o f s ta te  banking d ep artm en ts pu rsuan t to fe d e r a l sta tu tory  
stan d ard s. O nce c e r t if ie d , the banking departm en t w ould function as  the 
exam in in g  and su p e r v iso r y  au th ority  for a ll  s ta te -c h a r te r e d  banking institutions 
in  the s ta te . A pp roval o f a ch a rter  ap p lica tion  by a c e r t if ie d  banking d ep art­
m en t w ould  r e s u lt  in  au tom atic  in su ra n ce  by the FDIC.

A co n c re te  e ffo r t to e lim in a te  or m in im iz e  the o v er la p  has r e c e n tly  been  
co m p le ted  at th e FDIC. A s you m a y  know, on F eb ru a ry  1, 1974, the FDIC, 
in  coo p era tio n  w ith  CSBS and the s ta te s  o f Iowa, W ashington, and G eorgia , 
em barked  upon a th ir teen  m onth p ro g ra m  w h ereb y  it w ould w ithdraw  fro m  the 
exam in ation  a c er ta in  p ercen ta g e  o f s ta te  nonm em ber banks in each  o f those  
s ta te s . The ex p er im en t w a s d es ig n ed  to study the im p lica tio n s  of r e ly in g  
s o le ly  on s ta te  banking d ep artm en t ex a m in a tio n s. A t the beginning o f 1975, 
the C orporation  d eterm in ed  that fa ir  and m o r e  co m p reh en siv e  eva lu ation  of 
the ex p er im en t could  be m ad e i f  two c o n sec u tiv e  exam in ation s w e r e  u n d er ­
taken by each  s ta te  banking d ep artm en t. A cco rd in g ly , the ex p er im en t w as  
extended . In 1976, the FDIC conducted  an exam in ation  of each  o f the banks
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w hich  had b een  exam in ed  by the s ta te s  during the p receed in g  two y e a r s , w ith  
the s ta te s  exam in in g  th o se  banks th ey  had not exam ined  in 1974 and 1975. The 
o b jec tiv e s  o f the 1976 FDIC exam in ation s w e r e  to provide a b a s is  for ev a lu ­
ating the ex p er im en t a s  w e ll a s  a s s e s s in g  the condition  of the exam ined  banks. 
E a rly  th is y ea r  an a n a ly s is  w as m ade of each  exam ination  by the FDIC D iv i­
s io n  o f Bank S u p erv is io n  and an a p p ra isa l m ad e o f the exp erim en t as a w hole . 
B ased  upon the reco m m en d a tio n s of its  D iv is io n  o f Bank S u p erv ision , the 
C orporation  d eterm in ed  not to expand the w ith draw al p rogram  on the b a s is  
that w as p u rsu ed  in the ex p er im en t. R ath er , an attem pt w il l  be m ade to 
im p lem en t a "divided exam in ation  program " w h ereb y  exam ination  and su p e r ­
v is o r y  r e s p o n s ib il it ie s  continue to be sh ared  but m anpow er is  u sed  m o re  
e ff ic ie n tly . An a g reem en t to p ro ceed  in th is  fash ion  has been  concluded in  
G eorg ia  and it  is  an tic ip ated  that such a g reem en ts  w il l  be reach ed  in other  
s ta te s .

A lthough such  e ffo r ts  a s  th is  and th e su g g estio n s  of Frank W ille , John H eim ann  
and m y s e lf  a r e  s tep s  in  the r igh t d irec tio n , th ey  do not b eg in  to a d d ress  in a 
co m p reh en s iv e  m an ner the p o s s ib le  p ro b lem s p osed  by the re la tio n sh ip  b e ­
tw een  s ta te  and fe d e r a l bank reg u la tio n . M o reo v er , w h ile  I have throughout 
th is  d is c u s s io n  r e fe r r e d  to the p ro b lem s resu lt in g  from  duplication  and c o n ­
f l ic t  in h eren t in th is  r e la t io n sh ip , I have not y e t m ade a sy ste m a tic  c a se  for 
the p ro p o sitio n  that th e o v er la p  in vo lved  c r e a te s  ser io u s  p ro b lem s.

It is  p o s s ib le , h o w ev er , to id en tify  so m e o f the so u r ce s  of ser io u s  con cern .
F ir s t  o f a l l ,  it  is  c le a r  to m e  that th er e  is  no n eed  for two com petent a g en c ies  
to exam in e  and su p e r v ise  sa fe ty  and sou n d n ess o f a s in g le  fin an cia l institu tion . 
A cco rd in g ly , e ith er  the s ta te  or fe d e r a l govern m en t is  in th is c a se  bearing  
u n n e c e ssa r y  c o s t  and w a stin g  s c a r c e  r e s o u r c e s  w h ich  m igh t be m o re  e ff ic ie n t­
ly  u sed  e lse w h e r e . F or ex a m p le , both co n su m ers  and the fin an cia l com m unity  
m igh t p ro fit  i f  th e se  s c a r c e  r e s o u r c e s  w e r e  con cen trated  on p rob lem s w hich  
a r e  not a d d re sse d  e f fe c t iv e ly  at the fe d e r a l le v e l .  And, c o n v e r se ly , by d e ­
fe r r in g  to the s ta te s  in  a r e a s  w h ere  th ey  have a com p arative  advantage, fed era l 
r e s o u r c e s  can m o r e  e ffe c t iv e ly  be brought to b ear on se r io u s  p ro b lem s. Second, 
it  a lso  s e e m s  c le a r  to m e  th at, a s  C arter G olem be su g g ested , it  is  u su a lly  
m o r e  c o s t ly  and bu rd en som e for  a bank to d ea l w ith  two reg u la to rs  than one.
And, th ird , in c a s e s  w hen p ro b lem s a r is e ,  the n eed  for two reg u la to rs  to 
coord in ate  th e ir  a c tio n s  so m e tim e s  m ea n s that a p rob lem  or v io la tion  is  dea lt  
w ith  l e s s  v ig o r o u s ly  and e x p ed itio u sly  than it  m igh t o th erw ise  have been  handled. 
We have found that the p ro b lem  o f coord in ation  is  e sp e c ia lly  s e v e r e  in bank 
fa ilu r e  c a s e s .

A lthough it is  p o s s ib le  to ou tlin e  th e se  p ro b lem s and p o s s ib le  so u r ce s  of u n ­
n e c e s s a r y  c o s t , I m u st ad m it that I do not have a p r e c is e  handle on the extent 
and c o s t s  in vo lved . Nor am  I c er ta in  that I have id en tified  a ll  the p ro b lem s or  
g iven  th em  p rop er w e ig h t. M o reo v er , w h ile  F ran k  W ille , John H eim ann and I
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h ave  su g g e ste d  in  a rough fo rm  so m e so lu tio n s to the p rob lem  , if  t h e r e  is  
on e , th e se  s tr a te g ie s  o b v io u sly  n eed  to be sp e lle d  out in  g rea ter  d e ta il than 
th ey  have b een  to date.

F or th e se  r e a so n s , X intend, a s  I su g g ested  e a r lie r , to p rop ose  to the FDIC 
B oard a co m p reh en siv e  study w hich  w il l  a ttem p t to a d d ress  in an ob jectiv e  
and sy s te m a tic  fa sh io n  the q u estio n s  I have r a ise d . Such a study w ould f ir s t  
o f a ll  a ttem p t to  d e sc r ib e  in d e ta il the r e la t io n sh ip  b etw een  sta te  and fed era l 
bank su p e r v is io n  and reg u la tion  in  ord er to pinpoint p r e c is e ly  the n atu re and 
exten t o f du p lication  and c o n flic t  that a c tu a lly  d oes e x is t  in the sy s te m . Such 
a study w ould fo cu s on th e c o s t s  and burdens that flow  fro m  such  redundancy  
as w e ll  a s  b en efits  that flow  fro m  the p r e se n t sy s te m . A d d ition a lly , the  
study w ould seek  to id en tify  sp e c ia l p ro b lem s that a r is e  a s  a r e s u lt  o f th is  
unique p artn ersh ip  betw een  th e sta te  and fe d e r a l r eg u la to r s . The goa l of 
su ch  a study w ould not be a developm ent o f one m a ste r  plan a s  to how to ration­
a liz e  th is  s y s te m  but ra th er  a s e r ie s  o f options w hich  m igh t be pu rsued  
a d m in is tr a tiv e ly , a t the s ta te  or fe d e r a l le v e l ,  in the C on gress on in sta te  
le g is la tu r e s .  It is  m y  v iew  that w e  should go forw ard  w ith  such  a p ro jec t  
b e c a u se  I b e lie v e  that th e se  is s u e s  a re  se r io u s  and b eca u se  I b e lie v e  qu ite  
s in c e r e ly  that it  is  im p ortant to un derstan d  and to attem p t to en su re  the 
v ita l ity  o f our dual sy s te m  of bank reg u la tio n  and su p erv is io n .
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