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M r. Chairm an, I w elcom e the opportunity to testify  with resp ect 

to the F ed era l Bank C om m ission  A ct o f 1977 (S. 684) and the F edera l Bank 

Exam ination Council A ct (S. 711).

I should em phasize at the outset that the FDIC is  not wedded to the 

existing regu latory  structu re. We are  quite prepared  to see the pow ers and 

resp on sib ilities  o f  the agency changed significantly . It is  ou r b e lie f that we 

should w ork to con stru ct a fram ew ork  o f supervision  and regulation which 

w ill a ssu re  the health and stability  o f  the financial system , facilita te  finan­

cia l innovation and a fford  appropriate protection  fo r  in vestors  and consum ers 

with the m inim um  n e ce ssa ry  governm ental intervention . Such a fram ew ork  

m ust take into account the dram atic changes that have o ccu rre d  in recent 

years and m ust anticipate and accom m odate the changes which a re  lik ely  

to o c cu r  during the next quarter century.

N eed less to say, the sub ject of bank agency reorganization  is  not 

a new one. Indeed, the F edera l Bank C om m ission  A ct is  essen tia lly  the 

proposal m ade by the B rookings Institution in 1937 and again by fo rm e r  

F ederal R eserv e  B oard G overn or R obertson  in 1962. M oreover, it  is 

one am ong many p rop osa ls  developed ov e r  the past fo rty  y ea rs  aim ed 

at com preh en sive reorgan ization  o f the bank regu latory  and su p erv isory  

fram ew ork . Taken togeth er, these p rop osa ls  would seem  to have ra ised  

every im aginable p oss ib ility  fo r  rearranging the functions o f the three 

fed era l banking agen cies .

Throughout the sp irited  and often quite heated debates that these 

proposals have aroused , two questions have been cen tra l: F irs t , should 

the functions o f fed era l bank supervision  and regulation be consolidated
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in a single agency o r  rem ain d isp ersed ?  Second, what is  the appropriate 

relationship betw een the form ulation  and im plem entation o f m onetary policy  

and bank superv ision  and regulation? It should be noted that these questions 

are independent and can be con s id ered  separately . While the F ed era l Bank 

C om m ission  A ct would cen tra lize  bank su p erv isory  and regu latory  functions, 

the Hunt C om m ission  would have m aintained a d isp ersed  system  at the federal 

le v e l. M oreov er , fo r m e r  FDIC Chairm an Frank W ille developed a reasonable 

fram ew ork  which con solid ates  som e functions but retains the p oss ib ility  of 

ch o ice  o f regu latory  system s at the fed era l lev e l. Although these three 

p rop osa ls  would rem ove the bank su p erv isory  resp on sib ilities  fro m  the 

F ed era l R eserv e  System , it has a lso  been  proposed  that bank supervision  

be consolidated  entirely  o r  substantially within the cen tra l bank.

We at the FDIC have studied these two questions care fu lly  during 

the past three y e a rs . In m y testim ony I have attem pted to outline fo r  you 

the argum ents that have been  advanced and our view  as to their m er its .

F o r  m y own part, I have tentatively concluded that bank supervision  and 

regulation should be d iv orced  fro m  the form ulation  and execution o f 

m onetary p o licy  as p rop osed  in  the F ed era l Bank C om m ission  A ct, but 

that, w hile cen tra liza tion  is  appropriate  fo r  certa in  functions, the public 

in terest is  better served  i f  certa in  oth er functions are  p erform ed  by 

alternative system s.

Notwithstanding the in tensive analysis that has been focu sed  upon 

the two cen tra l issu es  involving the a llocation  o f functions among the three 

agencies which regulate co m m e rc ia l banks, I would recom m end that the
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subject o f  com p reh en sive  agency reorganization  be d e ferred . My b e lie f 

that such delay is  advisable re fle cts  the fa ct that the financia l w orld  and its 

regulatory environm ent have changed rad ica lly  since the p roposa l b e fo re  us 

was f ir s t  advanced fou r decades ago. Indeed, the pace of change appears 

to be quickening. F or  exam ple, it  is  no lon ger p oss ib le  to think o f "banking" 

as som ething done so le ly  by  institutions designated "co m m e rc ia l banks. "

In the 1930 's, banks w ere banks, thrift institutions w ere  thrift institutions 

and secu rities  firm s  w ere  secu rities  f irm s . It was reasonable then to devise 

d iscre te  regu latory system s, including one fo r  co m m e rc ia l banks. S im ilarly, 

during the 1930 's it  was c le a r  that the prim ary  m iss ion  o f the bank regulatory 

structure was the protection  o f  the safety and soundness o f the banking 

system  and of individual banks. Since that tim e, the agencies have been 

assigned an in crea sin g ly  d iv erse  and som etim es potentially con flicting  set 

o f m iss ion s , including the adm inistration  o f c iv il rights and consum er 

protection  laws and g rea ter  em phasis on p olicing  d is c lo su re  under the 

secu rities  law s. That the sim ple w orld  o f the 1930 's no lon ger ex ists m eans 

that the fram ew ork  contem plated by the F edera l Bank C om m ission  A ct may 

not be su fficiently  broad  to perm it us to su perv ise  and regulate d epository  

institutions in a coherent and e ffective  fashion .

A ccord in g ly , I b e lieve  that p r io r  to effecting any com prehensive 

reorganization  o f the bank regulatory functions C on gress , the A dm in is­

tration and the agencies m ust address in d iscip lin ed  fashion  a ser ies  of 

further questions which should be answ ered i f  we are  to devise  a bank 

su perv isory  and regu latory fram ew ork  suitable fo r  the next quarter
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century. In the d iscu ss ion  which fo llow s , I suggest som e o f these questions, 

analyze the two questions centra l to the F ed era l Bank C om m ission  A ct and 

spell out two recom m endations fo r  im m ediate action . B ecause the fragm en ­

tation o f  ju r isd iction  with resp ect to the superv ision  and regulation o f bank 

holding com pany system s rep resen ts a seriou s prob lem  which should be 

reso lved  prom ptly , I would p lace  su p erv isory  resp on sib ility  fo r  the entire 

holding com pany with the agency which has p rim ary  ju r isd iction  o v e r  its 

lead bank. Secondly, I recom m end enactm ent o f a m odified  v ers ion  o f 

S. 711 which would include the F ed era l Hom e Loan Bank Board and the 

National C redit Union A dm inistration .

Although I suggest d e ferra l o f  com preh en sive reorgan ization  at 

this tim e, I hope to m ake it quite c le a r  that I be lieve  that there is  a profound 

need to p roceed  ser iou s ly  and with som e dispatch . Indeed, the questions 

which I ra ise  suggest a sign ificantly  m ore  dram atic restructuring  o f bank 

regu latory  functions than that envisioned by the F ed era l Bank C om m ission  

A ct.

I. Questions Which Ought to be A d d ressed  by a C om prehensive R eorgan i- 
zation o f Bank Supervision  and Regulation at the F ed era l L evel________

A. The im plica tion s o f financia l institution re form

Although com p reh en sive  financial institution re fo rm  at the fed era l 

leve l has fa iled  in the p o litica l arena, tech n ologica l innovations, develop ­

m ents in the m arketp lace and action  at the state leve l have tended to take 

us slow ly but surely  toward the w orld  that the Hunt C om m ission  envisioned. 

Mutual savings banks took the lead in this regard  with the developm ent of
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the NOW accounts and with such innovations as telephone tra n sfers . The 

range o f consum er and investm ent pow ers which the mutual savings bank 

industry has sought is  a lready available to savings banks and their cu stom ers 

in many o f  the 17 states in which savings banks com pete. In som e states, 

present mutual savings bank p ow ers, including in terest-paying  NOW accounts, 

actually exceed  the pow ers recom m ended by the Hunt C om m ission  R eport. 

M oreover, passage o f pending leg is la tion  providing fo r  NOW accounts on a 

nationwide b a s is , i f  it  should o ccu r , would change dram atica lly  the separation 

of functions among financia l institutions.

Other institutions are a lso  pushing v igorou sly  at the traditional 

boundaries o f  their industries so that d istinctions among financial institutions 

are in creasin g ly  b lu rred . F o r  exam ple, the expansion o f cred it  union 

activity  is  having an in creasin g ly  im portant im pact on the banking industry. 

The relative gains o f cred it  unions in financial m arkets are  likely  to in crea se  

in the future as cred it  unions acqu ire im portant new p ow ers. One o f the m ost 

im portant in itiatives is  the expanding share draft p rogram , although only 

4 percent o f fed era l cred it  unions cu rren tly  operate  such p rogra m s, with 

$200 m illion  in share account lia b ilit ie s . Another new pow er is  the recently  

legislated  in crea se  in the p erm iss ib le  term  to m aturity fo r  loans fro m  10 

years to 30 y ea rs , which e ffective ly  allow s cred it  unions to m ake m ortgage 

loans» The acqu isition  o f transaction  accounts and the in creased  term  to 

m aturity w ill certa in ly  enhance cred it  unions' ability  to com pete with other

financial institutions.
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In short, the various fo rm s  o f financial in term ed iaries - -  com m ercia l 

banks, savings banks, cred it  unions and savings and loans - -  a re  already and 

w ill in creasin g ly  be  in d ire ct  com petition  with one another. A ccord in g ly , it 

seem s to m e that an attempt to devise  a regulatory structure that is  app ro­

priate in the com ing yea rs  m ust n e ce ssa r ily  deal exp licity  with the regulation 

o f thrift institutions. It is  fo r  this reason  that I recom m end inclusion  o f the 

F ed era l Hom e Loan Bank B oard and the National C redit Union Adm inistration 

in the Council which would be established under S. 711.

B. The im plication s o f com petition  fro m  n on -d ep ository  
institutions____________________________________

I would a lso  argue that any attempt to d ev ise  a reorganization  

appropriate fo r  the next 25 y ea rs  should take into account other financia l o r  

com m erc ia l institutions, not usually con ceived  o f as depository  institutions, 

which are  in crea sin g ly  perform in g  functions ord in arily  a ssocia ted  with 

cred it  unions, savings and loans and banks. F ailure to d ev ise  a regulatory 

structure that en com passes a ll institutions which p er fo rm  sim ila r  functions 

is  unfair to those institutions which com pete within the strictu res  o f a tightly 

regulated environm ent. In particu lar, I would ca ll attention to arrangem ents 

such as the M e rr ill Lynch plan which allow  cu stom ers to borrow , w rite 

checks and m ake VISA card  purchases against in terest-b ea rin g  funds held in 

m argin  accounts. Test m arketing o f  this plan begins this m onth. S im ilarly, 

la rge  retail chains have the capability  and m ay ch oose  to o ffe r  se rv ices  

which have traditionally  been the prov in ce  o f com m erc ia l banks.
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C. The im plication s o f tech n olog ica l innovation in
e lectron ic  funds tra n sfer system s______________

The developm ent o f  e lectron ic  funds tran sfer system s w ill pose a 

series o f sp ecia l p rob lem s fo r  the bank regu latory fram ew ork  involving 

bank structure, safety and soundness, and bank secu rity . M oreover, 

e lectron ic funds tra n sfer  system s p rom ise  to further b lur the d istinctions 

among traditional financial in term ed iaries as w ell as the d istinction  between 

these institutions and other f ir m s . The regulatory prob lem s thus posed 

w ill be further com p lica ted  as sharing and join t ventures in cre a se . M o re ­

over, there still ex ist significant questions as to what ro le  the governm ent 

itse lf should play in the developm ent o f these system s. Such developm ents 

pose questions o f s ign ificance fo r  the shape o f  our regu latory fram ew ork .

D. The appropriate locu s o f  the in vestor p rotection  function

An area  o f  redundancy and con flic t  in the fed era l bank regulatory 

apparatus u n d erscored  by events o f the past three years  is  the protection  of 

investors through the en forcem en t o f secu rities  law s. C ongress m ade a 

determ ination that banks should be exem pt fro m  the reg istration  requirem ents 

of the S ecu rities Exchange A ct  o f 1933. W hatever the reasons underlying this 

exem ption o r  its  m e r its , the rapid evolution o f the holding com pany as a 

dominant banking fo rm  has served  to nullify  the advisability  o f continuing the 

exem ption. So long as holding com pany system s finance through the holding 

company rather than the bank - -  and that has been  one o f the attractive 

features o f the m echanism  - -  bank exem ption fro m  SEC ju r isd iction  is  

virtually m eaningless fo r  banks in holding com pany system s.
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The fa ct  that the SEC has secu rities  law ju r isd iction  ov er  bank 

holding com panies w hile the bank agencies have ju r isd iction  ov er  banks 

within such system s has two il l  e ffe cts . The n ecess ity  o f  dealing with 

two agencies with resp ect to d is c lo su re  m atters m ay prove cost ly  and 

burdensom e to the regulated institution, and m ay resu lt in  duplication 

o f e ffort and ex ce ss iv e  co s t  within the governm ent. Even m ore  troubling, 

perhaps, have been the som etim es b itter con flicts  betw een the SEC and 

the banking agencies with resp ect to questions o f p o licy .

It seem s to m e that C on gress should fa ce  up to this fundam ental 

anom aly in the law in the context o f a com p reh en sive  reorgan ization  e ffort. 

R espon sib ility  fo r  en forcem en t o f  the secu rities  laws should be vested  in 

either the SEC o r  a banking agency o r  a gen cies . The fa ilu re  to do so , it 

seem s to m e, w ill lead to fu rth er duplication o f tim e and e ffort as w ell as 

further con flic t  and confusion .

E . The appropriate locu s  o f  con su m er protection  and c iv il rights 
functions ___________________________________________________

Since 1968, the banking agencies have been assigned  in creasin g  

resp on sib ilities  in the c iv il  rights and consum er p rotection  a rea s . The 

agencies have been  subject to seriou s c r it ic is m  by the C ongress and 

consum er and c iv il  rights groups on the grounds that they have not been 

v igorou s in en forcem en t. Although significant and dem onstrable strides 

have been m ade, the feeling  continues that the banking agencies a re  not 

su fficiently  m indful o f their resp on sib ilities  in  these fie ld s . P aradox ica lly , 

many bankers argue that the en forcem en t o f these laws through the
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exam ination p ro ce ss  sub jects them unfairly  to fa r  m ore  rigorou s oversigh t 

than other institutions.

Som e argue that the p rim ary  m iss ion  o f  bank regu lators should 

be assuring the safety and soundness o f  the banks and that exam ining fo r  

com pliance with the con su m er and c iv il  rights laws absorbs needed resou rces  

and con flicts  with their safety and soundness m ission . They believe  that the 

F ederal Trade C om m ission  should be assigned  resp on sib ility  fo r  adm in istra ­

tion o f the con su m er law s. Others argue rather strenuously that the banking 

agencies a re  the m ost e ffective  p oss ib le  veh icle  fo r  the protection  o f co n ­

sum er and c iv il  rights.

F o r  m y own part, I am o f the view  that the banking agencies a re  the 

m ost e ffective  veh icle  fo r  the en forcem en t o f the c iv il rights and consum er 

protection  statutes, both becau se  o f their expertise  and becau se o f the regu lar 

exam ination p ro c e s s . On the other hand, there is som e risk  that a banking 

agency w hose p rim ary  con cern s are  ’ ’safety and soundness” and ’ ’com p etition ” 

may not m eet its resp on sib ility  fo r  en forcem ent o f consum er and c iv il rights 

statutes as w ell as an agency m ore  c le a r ly  dedicated to those m iss ion s . In 

any event, I b e lieve  that C ongress should con s id er  the assignm ent o f these 

functions m  the cou rse  o f  a com p reh en sive  review  o f the regulatory fram ew ork . 

If it is  determ ined that the bank regu latory  fram ew ork  should be the locu s o f 

these functions, then certa in  other functions, including consum er p rotection  

resp on sib ilities  v is -a -v is  non-bank holding com pany su bsid ia ries , p resen tly  

m the hands o f the F T C , and certa in  c iv il  rights resp on sib ilities  currently  

in the hands o f HUD, should be tra n sferred  to the bank regu latory fram ew ork .
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F. The relationsh ip  o f  state and fed era l regulation and 
supervision_____________________________________________

Still another question which has an im portant and d ire ct  bearing on 

the appropriate shape o f the fed era l regulatory structure is  the relationship 

betw een state and fed era l bank regulation. In m y judgm ent, this relationship 

c r ie s  out fo r  rationalization  to a fa r  grea ter  extent than does the fram ew ork  

at the fed era l lev e l. F o r  this reason  I p roposed  and, on August 29 o f this 

yea r, the B oard o f  D ire cto rs  o f the FDIC com m ission ed  a study to analyze 

and appraise the system  o f state and fed era l bank regulation. The study will 

a sse ss  the costs  and benefits o f this overlapping structure and w ill develop 

recom m endations fo r  its im provem ent. Even though the focu s of this study 

is  not upon the in teraction  o f the fed era l a gen cies , the p ecu liar partnership 

that exists betw een state and fed era l regulation m eans that its conclusion s 

are  lik ely  to have significant im plication s fo r  the structure o f  fed era l 

regulation as w ell.

II. Relationship betw een the F orm ulation  and Im plem entation o f M onetary 
P o licy  and Bank Supervision  and Regulation___________________________

The F ed era l Bank C om m ission  A ct would separate bank and bank 

holding com pany supervision  and regulation fro m  the m onetary p o licy  function. 

In you r le tter  inviting m e to testify , M r. Chairm an, you sp ecifica lly  requested 

that I address the m atter o f what ro le  the F ed era l R eserve  System  should 

have in  bank and bank holding com pany supervision  and regulation.

Many authorities (including som e prev iou sly  associa ted  with the 

F ed era l R eserv e  System ) have argued that substantial benefits would be
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gained by separating bank supervision  and regulation fro m  the form ation  

and im plem entation o f  m onetary p o licy  and that the costs  o f  such separa­

tion would be  n eg lig ib le . On the other hand, representatives o f the F ed era l 

R eserve  System  argue that significant su p erv isory  and regu latory resp on s i­

b ilities  a re  required  fo r  the e ffective  conduct o f m onetary p o licy . They 

argue as w ell that an understanding o f  the nuances o f m onetary p o licy  and 

of developm ents in the econom y fa cilita te  bank supervision .

Three m a jor  argum ents have been advanced in support o f the rem oval 

o f the F edera l R eserve  System  fro m  bank supervision  and regulation. F irs t, 

it has been argued that the F ed era l R e se rv e 's  resp on sib ility  fo r  bank super­

v ision  d iverts attention fro m  m onetary p o licy  form ation  which m ay reduce 

its e ffectiven ess in  im plem enting m onetary p o licy . F orm er  F edera l R eserve  

Board G overn or Jam es R obertson  v o iced  this con cern  in stating:

As a p ra ctica l m atter, I be lieve  it would be ser iou s ly  detrim ental 
to p lace  in the B oard the im portant additional resp on sib ilities  that 
would accom pany un ification . There a re  lim its to a m an 's  ability 
e ffective ly  to p erfo rm  his assigned duties. In ou r com p lex  society , 
m ere ly  keeping in form ed  o f what is going on in the national econom y 
is  becom ing m ore  and m ore  d ifficu lt. D eveloping and im plem enting 
appropriate m onetary p o licy  at a given tim e requ ire  consideration  
and evaluation o f the sign ificance o f  an enorm ous volum e o f ava il­
able data and their in terrelation sh ips. The resp on sib ilities  are  o f 
such m agnitude that the Board should not be a lso burdened with 
the p erform an ce  o f bank su p erv isory  functions. Supervision is  too 
im portant a function in itse lf  to be the F ederal R e se rv e 's  p art-tim e  
job .

This argum ent has assum ed grea ter im portance today than when f ir s t  

m ade by G overn or R obertson  becau se  o f  the F ederal R e se rv e 's  m ushroom ing 

respon sib ility  under the c iv il rights and consum er protection  laws and because 

of the ever in creasin g  burden o f holding com pany supervison  and regulation.
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Second, som e o b se rv e rs  find the existing concentration  o f pow er 

within the F ed era l R eserve  System  disturbing, given its insulation fro m  

the p o litica l p ro ce s s , and would fa v or  separation  o f the su p erv isory  and 

m onetary p o licy  functions on this ground. Even supporters o f consolidation  

within the B oard o f G overn ors recog n ize  the potential p rob lem , as G overnor 

Holland indicated in suggesting that a partia l consolidation  "would accom p lish  

a good deal o f what is  c la im ed  would be accom plish ed  by a com p lete  co n s o li­

dation o f F ed era l bank su p erv isory  functions, without som e o f the dangers 

o f com p lete  un ification . . . . "

Third, it is  argued that when the im plem entation o f m onetary p o licy  

goals and bank supervision  a re  com bined , the fo rm e r  w ill inevitably take 

p reced en ce , leading to inconsistent and inequitable bank supervision . F or  

exam ple, it is  argued that the m onetary authority would be loathe to restra in  

the a g gress iv e  p o lic ie s  o f  a group o f  overextended  m oney cen ter institutions 

when m onetary p o licy  goals are aim ed at cred it expansion. C on versely , it 

is  argued that the F ed era l R eserve  B oard m ight m ove to check  bank holding 

com pany expansion on safety and soundness grounds when its  actual reason 

is  to e ffe ct  a re s tr ic tiv e  m onetary p o licy . Events during the period  

1971-197 5 are  cited  to support this proposition . Many, including fo rm e r  

FDIC Chairm an Frank W ille, be lieve  this inappropriate, arguing that bank 

supervision  and regulation should be based upon an independent appraisal 

o f the condition o f the bank and not upon the m onetary goals of the m om ent. 

F o rm e r  FDIC Chairm an W ille co n c ise ly  stated the ca se  as fo llow s :

The ba sic  p rob lem , o f co u rse , is  that w here the im plem entation
o f m onetary p o licy  goals is  com bined with bank regulation and
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supervision , the fo rm e r  w ill always be view ed as m ore  im portant 
than the la tter and the tem ptation o r  threat is  ever present to use 
the pow ers o f  regulation and supervision  to rew ard banks fo r  their 
coop era tion  o r  to penalize banks fo r  their lack  o f cooperation  
with the B oard 's  m ost recen t view  o f  its m onetary p o licy  goa ls. 
Since those goa ls change with som e frequ en cy , the likelihood  of 
a consistent, evenhanded approach to m atters o f  bank regulation 
and superv ision  o v e r  any length o f  tim e is  v ery  m uch in doubt. 
W hereas p r io r  to 1970, this was a sp ecia l con cern  only o f  la rge  
State m em b er banks which the F ed era l R eserv e  System  actually  
exam ined o r  o f  m em ber banks fo rce d  to the discount window, 
it  is  now the con cern  o f every  bank in a holding com pany system .

Although I b e liev e  that the f ir s t  and third o f these argum ents have 

som e m erit, I think that the determ ination  o f whether o r  not to separate the 

form ulation  and im plem entation o f m onetary p o licy  fro m  the supervision  and 

regulation o f banks and bank holding com panies m ust u ltim ately turn on the 

m erits  o f  the ca se  which the F ed era l R eserv e  B oard m akes fo r  the p rop o ­

sition that su p erv isory  and regu latory  resp on sib ilities  a re  n ecessa ry  fo r  

the e ffective  conduct o f m onetary p o licy .

The F ed era l R eserve  has stated two reason s. F irs t  o f a ll, the 

Board o f G overn ors has contended that in form ation  gained d ire ctly  fro m  

exam ination and su perv ision  o f banks p rov ides a usefu l input in the 

form ulation  o f m onetary p o licy . The argum ent im plies that su p erv isory  

resp on sib ilities  prov ide the B oard with a tangible fe e l fo r  events in the 

banking system . F o rm e r  G overn or Holland argued in  testim ony b e fore  

this C om m ittee that "exam in er a sset evaluations supply firsthand knowledge 

o f the changing quality o f  cred it . . . .  This prov ides valuable supplem ents 

to the m eaning o f the quantitative statistics  on m onetary  and cred it

a g g r e g a te s ."
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This argum ent m ay be challenged on at least three grounds. F irs t  

o f  a ll, the F ed era l R eserve  does not need to be engaged active ly  in su perv i­

sion to obtain such in form ation . It could be attained ea s ily  through co n v e r ­

sations with su p erv isory  agencies o r  through participation  on th eir boards. 

A lternatively , the B oard could  be given authority to co lle c t  in form ation  

reflectin g  cred it  quality in other ways that do not involve the fu ll panoply 

Of su p erv isory  resp on sib ilit ie s . Second, even i f  m onetary p o licy  benefits 

fro m  in form ation  provided  firsthand through d ire ct  supervision , which can ­

not be obtained in other w ays, one still m ust con s id er  whether the value o f 

such in form ation  outweighs the very  substantial costs  in term s o f tim e and 

re so u rce s  that are consum ed by su p erv isory  and regu latory  resp on sib ilities . 

F inally, many analysts question whether such in form ation  can p oss ib ly  be 

relevant given the lags betw een changes in cred it  quality and the exam ination, 

and betw een events in the econ om y and changes in cred it  quality.

The second  reason  ord in a rily  given fo r  the F ed era l R e se rv e 's  

retention o f su p erv isory  and regu latory  resp on sib ilities  is ,  in e ffe ct , that 

they are  m utually reen forcin g . Again, testify ing b e fo re  this C om m ittee, 

then G overn or Holland a sserted :

Now m ore  than ev er , the F ed era l R e s e rv e 's  ro le  as 
m onetary p o licym ak er and as lender o f  last re so rt  
in teracts with the e ffects  o f  prevailing  bank 
su p erv isory  and regu latory  p o lic ie s . Each o f these 
p o lic ie s  in crea sin g ly  in fluences the e ffectiven ess o f 
the other. To d iv orce  them  is  to weaken both.

G overn or Holland argued by way o f exam ple that i f  the bank su p erv isor  a lters

bank capital o r  liqu idity  standards "at an inopportune m om ent, he can dilute

o r  fru strate  fo r  a tim e the thrust o f m onetary p o licy . 11
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The d ifficu lty  with this position  is  re la tive ly  straightforw ard and it 

is derived  fro m  fo rm e r  Chairm an W ille 's  argum ents. Som etim es ob jective  

su perv isory  standards w ill and should run counter to the thrust o f m onetary 

policy  and w ill, th ere fore , dilute o r  tend to fru stra te  it. This w ill be the 

case  whether o r  not superv ision  is  within o r  outside o f  the F ed era l R eserve  

System  unless the B oard is  rea lly  arguing that supervision  and regulation 

ought to be used to fa cilita te  the im plem entation o f  m onetary p o licy . This, 

of co u rse , would be ob jected  to by those who b e liev e  in consistent and 

equitable supervision  and regulation and by m onetarists who would argue 

that the attem pt to use such a too l is  a w holly inappropriate and ultim ately 

an in e ffective  way to conduct m onetary p o licy . One m ight, how ever, a cc  ept 

the B oard 's  argum ent if it  could be dem onstrated that the alteration  o f 

su perv isory  standards is  an esp ecia lly  e fficien t lev er  v is -a -v is  m oney 

supply con tro l - -  one which is  tru ly  n ecessa ry .

Thus fa r , I am  unpersuaded by the ca se  put forw ard  by the F edera l 

R eserve  against this cen tra l feature o f the F edera l Bank C om m ission  A ct. 

F u rth erm ore , I be lieve  som e benefits w ill be gained fro m  the functional 

separation o f superv ision  and m onetary p o licy . H ow ever, as I indicated 

at the outset, m y con clu sion  in this regard  is  tentative. I have an open 

mind on this issu e  becau se  the argum ents m ade to date have been la rg e ly  

rh etorica l and I am  confident that con cre te  evidence and significantly 

m ore  v igorou s analysis can be brought to bear on this subject by the

F edera l R eserve  B oard and oth ers.

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



-  1 6  -

IH. Should A ll the Functions o f  Bank and Bank Holding Com pany Regulation 
and Supervision  be C onsolidated in a Single A gency?______________________

The second cen tra l issu e  ra ised  by the F edera l Bank C om m ission  

A ct is  whether bank and bank holding com pany regulation at the fed era l level 

should be consolidated  in  a single agency. A s I indicated at the outset,

I am  o f the view  that it would be unwise to cen tra lize  all bank regulatory 

functions in a single agency. This view  a r ise s  out o f m y judgm ent that the 

ex istence o f a lternative regu latory system s g ives r is e , to a m uch greater 

d egree , to con stru ctive  innovation in regulation and in financia l se rv ices  

than it does to regu latory  "laxity . " That is , I b e lieve  that the ex istence of 

som e degree  o f regu latory  ch o ice  prov ides a better m echanism  o f regulatory 

re fo rm  than would con solidation  o f regu latory and su p erv isory  respon sib ility  

within a single agency. N everth eless , I am w ell aware that there are  

resp ectab le  argum ents to be m ade fo r  the proposition  that som e o r  all 

o f the functions o f bank regulation should be consolidated .

It has been  argued that:

- con solidation  would lead to econom y and e ffic ien cy  o f operation

- consolidation  would elim inate certa in  fr iction s  and p ra ctica l 
p rob lem s

- consolidation  would facilita te  the handling o f d is tressed  bank 
ca ses  and bank fa ilu res

- consolidation  would resu lt in  un iform ity  o f approach 
and elim inate certa in  inequities

- consolidation  is  n ecessa ry  to elim inate a "com petition  in lax ity "

- consolidation  would im prove  the supervision  and regulation of 
bank holding com pany system s.
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U ltim ately, it  seem s to m e that the d ecis ion  to cen tra lize  turns on 

the question o f w hether, on balance, a system  o f divided o r  fragm ented 

regulation leads to "la x ity "  detrim ental to the public in terest, o r  whether 

it resu lts in  a m ore  dynam ic and e ffective  system  o f regulation. I am  o f 

the latter view  believ ing  that the benefits o f such a system  are  substantial.

By contrast, the benefits - -  la rg e ly  o f e ffic ien cy  and econom y - -  which 

would flow  fro m  consolidation  are  m odest o r  m ay be obtained without 

centralizing all regu latory  functions in a single agency.

A s I indicated  at the outset, the F ed era l Bank C om m ission  A ct 

does add ress  what I con s id er  to be the m ost im m ediately  pressin g  p rob lem  

associa ted  with the presen t regu latory structure - -  the fragm ented regulation 

o f holding com pany system s. B ecause I b e lieve  that this prob lem  can and 

should be dealt with without a com preh en sive  reorgan ization  o f the regulatory 

structure, I shall d iscu ss  this p rob lem  and m y proposed  resolution  separately. 

B efore  doing so, I shall exam ine and evaluate the argum ents which fa vor  

centra lization  o f bank regulatory functions.

A . E conom y and e ffic ien cy  o f operation

C onsolidation  would lead to econ om ies by elim inating the duplication 

of som e functions. A lso , the la rg e r  scop e  o f a single agency m ay a fford  

new p oss ib ilit ie s  fo r  d iv ision  o f labor and specia lization  which w ill resu lt 

in additional econ om ies . In addressing the F edera l Bank C om m ission  

p roposal, the FDIC has attem pted to identify and weigh the im portance 

of the econ om ies that would flow  fro m  consolidation  in a single agency.
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D uplication is  p articu larly  expensive in certa in  areas including, fo r  

exam ple, m aintenance o f  sophisticated  com puter equipm ent, em ploym ent and 

training o f highly sp ecia lized  p ersonn el, data co lle c tion  and data p rocess in g . 

E con om ies could  be ach ieved  by com bining lega l, resea rch , training and 

other Washington o ff ic e  functions. E con om ies a lso  would flow  fro m  the 

elim ination  o f sen ior agency staff tim e spent com m unicating and keeping 

current with the a ctiv ities  o f  the other a gen cies . C onsiderable tim e presently  

spent in form ulating p o licy  and regulations would be saved.

A lso , m ore  e ffic ien t use could be m ade o f exam iner tim e and 

talent. T ravel tim e of exam in ers could  be reduced becau se  the num ber 

o f financia l institutions in any geographic area would in crea se  substantially.

A single agency could a lso  m ake m ore  e fficien t use of sp ecia lized  expertise  

to handle com p lica ted  cred its  and to concentrate on such areas as trust 

a ctiv ities , international departm ents and fo re ign  o ffice s  o f  financial institu­

tions, data p rocess in g  and other areas o f autom ated activ ity  and com plian ce 

with fed era l and state statutes in the con su m er protection  area . A single 

agency would elim inate d ifferen ces  in rep orts filed  by financia l institutions, 

thereby elim inating som e duplication and redundant e ffort in adm inistering 

and p rocess in g  such rep orts . C onsolidation  o f training p rogram s would 

lead to som e econ om ies and would m ake it m ore  fea s ib le  to develop advanced 

and sp ecia lized  training p rogra m s.

Notwithstanding the benefits to be gained fro m  consolidation  in these 

areas, it should be noted that bank exam ination, the activ ity  consum ing the 

bulk o f agency re so u rce s , would be affected  little  by consolidation . Bank
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exam inations a re  labor intensive and in this area each o f the agencies has 

reached a s ize  in which m ost econ om ies o f sca le  have been rea lized . Our 

analysis o f this function showed that consolidation  is  highly unlikely to 

affect very  greatly  the personn el requirem ents fo r  the examining fo r c e  o r  

result in significant co s t  savings.

Thus, while som e savings would undoubtedly resu lt fro m  con so lid a ­

tion o f the three a gen cies , these savings would not be so great as one m ight 

initially im agine. M oreov er , many of the econ om ies which would resu lt from  

consolidation  in a single agency could be  achieved through voluntary co o p e ra ­

tion o r  through the sort o f body envisioned in S. 711.

B. F riction s  and p ra ctica l prob lem s

C onsolidation m ay elim inate existing fr iction s  in com m unication  

and coord ination . This would be p articu larly  b en eficia l in the area o f 

problem  bank ca ses  and bank holding com pany supervision . It would a lso  

be useful in the drafting o f regulations and in dealing with com p lex  p rob lem s 

such as the developm ent o f e lectron ic  funds tran sfer system s. It would 

alleviate d ifficu lties  som etim es encountered in evaluating the soundness 

of the loans m ade by severa l d ifferent financial institutions to a single, 

nationally based  com pany. A single agency would achieve a unified approach 

to dealing with fo re ig n  banking institutions and prob lem s of fo re ign  lending. 

F urth erm ore, the adm inistration o f a single agency, and oversigh t by the 

C ongress, the E xecutive B ranch, and the public would be greatly  sim plified . 

The public would not be confused about the agency to which it should d irect
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an inquiry. C on gression a l requests fo r  in form ation  would no lon ger have 

to be coord inated  with severa l agen cies.

C. The handling o f d is tressed  bank ca ses  and bank fa ilu res

The existing bank regu latory fram ew ork  does not delineate c lea rly , 

either by statute o r  custom , the d iv ision  o f authority and resp on sib ility  in 

d is tress  ca se s . Lack o f c la rity  as to ju r isd iction  could lead to seriou s 

p rob lem s in com m unicating in form ation  and in coordinating a ctiv ities . 

C onsider, fo r  exam ple, the easily  im agined ca se  in which a national bank 

that is  a lead bank in a holding com pany system  is  in the throes o f a liquidity 

c r is is  and lik e ly  but not certa in  to fa il . The C om p tro ller  o f the C urrency 

as ch a rte rer  would be d ire ct ly  involved  in seeking a solution to the problem  

short of fa ilu re  and would be con cern ed  as to when an in solven cy  determ ina­

tion is  requ ired . The F ed era l R eserv e  would be involved  as su p erv isor of 

the holding com pany and as potential sou rce  of liquidity through the discount 

window. F inally, the FDIC as in su rer  and potential liquidator would be 

seeking, within statutory lim its , to form u late  the resolu tion  which would 

be least d isruptive to the com m unity involved .

N eed less to say, the potential fo r  confusion , con flict  and delay is 

substantial. Indeed, it  has been  a sserted  that the p rotracted  resolution  

o f the Franklin National Bank ca se  was the resu lt o f the regulatory structure 

and, as one participant in that ca se , I am certa in  that there is  an elem ent 

o f truth to that a ssertion . C om parable p rob lem s have a r isen  in  other

m a jor  bank fa ilu res .
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A ccord in g ly , it is  fa ir  to say that consolidation  would fa cilita te  the 

handling o f bank fa ilu res  at the fed era l leve l in som e m easu re . (It should, 

how ever, be noted that m ore  seriou s p rob lem s a r ise  in dealing with state 

authorities in  state bank fa ilu res . ) The benefits to be gained are  not in m y 

judgm ent su fficiently  great as to prov ide a com pelling  ca se  fo r  consolidating 

the banking a gen cies . M oreov er , notwithstanding som e con flict  and delay, 

m a jor bank fa ilu res  have been handled with a m inim um  o f i l l  e ffects .

■D* U niform ity o f approach and elim ination o f inequities

D ifferen ces in regulation, exam ination standards and reporting 

requirem ents among the agencies lead to d ifferent treatm ent o f  person s and 

institutions s im ila rly  situated, som etim es resulting in significant inequities. 

A single agency would bring un iform  treatm ent to a ll financial institutions in 

such m atters as ru les , regulations, standards and p roced u res . Banks would 

a lso be subject to g rea ter  un iform ity  with resp ect to loan c la ss ifica tion s , 

p o lic ie s  on capital adequacy and other areas related  to bank exam inations 

and su p erv isory  p o licy . Holding com pany su perv ision  and m e rg e r  p o licy  

are two areas w here a un iform  approach is  highly d esirab le .

While con solidation  undoubtedly w ill resu lt in  im provem ents in 

un iform ity o f approach and elim inate som e inequities, d ifferen ces  in the 

approach o f various individuals and groups within an agency m ay be as great 

as the d ifferen ces  in  approach among the agen cies. F or  exam ple, p o licy  

d ifferen ces tend to ex ist among the d ifferent regional o ffice s  o f  the FDIC, 

partly as a resu lt o f d ifferent persona l styles and partly  as a resu lt o f
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unique lo ca l c ircu m sta n ces . A ccord in gy , it should not be expected  that 

consolidation  would n e ce s sa r ily  bring about com plete  un iform ity  o f  approach.

E. "C om petition  in la x ity "  vs the benefits of d isp ersed  
regulation ___________________________________________

It should be obvious at this juncture that the p rop osa l to consolidate

som e o r  a ll o f the functions o f bank supervision  and regulation m ay have som e

m erit . I have not, h ow ever, d iscu ssed  the argum ent m ost often re lied

upon by proponents o f  consolidation  in a single agency. This argum ent is

grounded in the notion that the ex isten ce  o f regu latory  ch o ice  allow s bankers

to play regu lators o ff  against one another in o rd e r  to obtain le s s  v igorous

regulation. In short, it  is  a sserted , the p oss ib ility  o f  regulatory ch o ice

leads to a "com petition  in la x ity "  among the regu lators.

Opening hearings on the F ed era l Bank C om m ission  A ct on

O ctober 31, 1975, M r. Chairm an, you stated the argum ent w ell that

. . . th e re 's  a strong tendency fo r  the regu latory  agencies to 
be  fa r  m ore  lenient, too lenient, too p e rm iss iv e . They fa il to 
exert the kind o f d iscip lin e  and stringency in their exam ination 
than they would i f  they did not have at least the recogn ition  o f 
the fa ct that if they are  too str ict and too tough that they w ill 
lo se  som e o f the banks b ecau se , o f  co u rse , banks are  fr e e  to 
m ove fro m  being State banks to national banks, to State m em ber 
banks to State nonm em ber banks w h erever the ju r isd iction  would 
be ligh test and ea s iest  and the m ost p erm iss iv e .

Several points a re  often cited  as support fo r  this argum ent. During 

the early  1960 's , C om p tro ller  o f  the C u rren cy  Jam es Saxon expanded the 

pow ers o f national banks through a se r ie s  o f  rulings, and was quite lib era l 

in granting national bank ch a rters  and branch applications - - a  sharp 

rev ersa l o f the p o lic ie s  o f  his im m ediate p re d e c e s s o rs . These p o lic ie s
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provoked sharp c r it ic is m , p articu larly  fro m  the F edera l R eserve  B oard, 

and severa l o f h is rulings w ere  overturned  in the cou rts .

R ecent m e rg e r  d ecis ion s  by the O ffice  o f  the C om p troller have been 

used to support the "com petition  in la x ity " argum ent. The C om p tro ller  has 

been significantly  m ore  w illing to grant m e rg e r  applications than the FDIC 

and the F ed era l R eserv e  B oard, and many have been granted in  the fa ce  o f 

adverse findings by  the Justice Departm ent. The tendency has been so 

pronounced that som e state banks have shifted to national ch arters  in o rd e r  

to obtain a m e rg e r  approval. In addition to these illu stra tion s, it has a lso 

been suggested by som e that one o r  m ore  o f the recent la rge  bank fa ilu res  

may have, at lea st partly , been the resu lt o f com petition  in laxity. F inally, 

while the ch arges have not been docum ented, it  has been  asserted  that the 

F ederal R eserv e  S ystem 's con cern  with m em bersh ip  attrition has led to 

a tem pering o f regu latory  zea l.

F rom  these illu stra tion s, it is  argued that regulators unduly con ­

cerned with maintaining their m arket share o f  regulatees have acted in ways 

contrary to the public in terest. Although a given regu lator m ay have been 

concerned  with m aintaining h is share o f the m arket fo r  regu latees, I do 

not be lieve  that this con cern  has been a significant fa cto r  in bank regulation. 

Perhaps I am naive, but in no instance have I even suspected that a regulator 

was m otivated by such a con cern  during the tim e that I have been in Washington. 

F or exam ple, w hile it  is  true that the C o m p tro lle r 's  m e rg e r  p o licy  was m ore

favorable to m e rg e rs  than that o f the FDIC during the early  1 9 70 's, I am
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convinced that this re flected  leg itim ate d ifferen ces  ov er  p o licy  and the law 

and not any e ffort fo r  agency se lf-aggran d izem en t.

I am troubled  by the "la x ity "  argum ent on one further s co re . I am 

w ell aw are o f the e ffectiven ess  o f a pithy and evocative  phrase. And, I have 

been guilty o f  using such phrases in ways that m ay attractively  m isrep resen t 

the rea lity  which I am d escr ib in g . N everth e less , it is  m y s in cere  hope that 

we can and should put behind us the use of the phrase "com petition  in lax ity" 

in fa v or  o f h ard -n osed  and ob jectiv e  an a lysis . I say this fo r  a very  sim ple 

reason . In its im plica tion , the phrase is  in accu rate  and g ro ss ly  unfair to 

the m en and w om en who su perv ise  and regulate banks and who use their 

best judgm ent and ability  to c a r r y  out the mandate o f C ongress and act in 

the public in terest. M oreov er , its  usage is  in  m y opinion in sen sitive , and 

I challenge those who re so r t  to it to spend som e tim e with bank regulators 

to see whether they com pete in  "laxity . "

Indeed, although use o f the phrase "com petition  in e x ce lle n ce "  

represen ts re s o r t  to platitude as w ell, m y experien ce  at the FDIC indicates 

that p ro fess ion a l prid e  is  a strong m otivating fo r c e .  FDIC exam iners 

b e lieve  that they exam ine and su perv ise  banks m o re  e ffective ly  than the 

exam iners o f  the other two agen cies , and they w ork hard to a ssu re  that 

they do. M oreov er , un less I m isjudge m y co lleagu es on the panel, I am 

quite certa in  that our own p ro fess ion a l pride leads us to com pete in ways 

that redound to the public benefit.

F inally , and m ost im portantly , banking h istory  dem onstrates con ­

c lu sive ly  that the ex isten ce o f regu latory  a lternatives p rov id es , in  part at
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least, one o f the m echanism s which the regu latory  re fo rm  m ovem ent seeks 

- - a  m eans o f se lf-ad ju stm en t and s e lf -r e fo r m . In e ffect, som ething like a 

m arket m echanism  m ay be seen at w ork with good regulation driving out bad 

over the long haul. In short, I b e lieve  that alternative regu latory system s 

serve a regu latory  re fo rm  function analogous to z e r o -b a s e  budgeting and 

"sunset" law s.

R ecent banking h is tory  is  rep lete with exam ples o f this phenom enon. 

Although many d isagreed  with the sp ec ifics  o f  h is d ecis ion s  it is  c le a r , in 

retrosp ect, that Jim  Saxon served  the banking industry and the public w ell 

by allowing national banks to do things repugnant to his co lleagu es at the 

FDIC and the F ed era l R eserve  B oard. In e ffect, he helped take banking 

and bank regulation out o f the con serva tism  that was a h o ld over fro m  the 

D epression . M oreov er , I find it  highly doubtful that a single banking agency 

would have fe lt  the need to im plem ent re fo rm s in its  exam ination and super­

v isory  p roced u res as sign ificant as those recen tly  adopted by the C om p troller 

of the C urrency as a resu lt o f  the Haskins and Sells study o f that o ffice . At 

least at this jun cture, I think it  is  b en e fic ia l, not harm ful, that the FDIC 

and the C om p tro lle r ’ s O ffice  have d ifferen t strategies fo r  dealing with the 

problem  o f in s id er  abuse. M oreov er , w hile one m ight argue that the 

developm ent o f d ifferent early  warning system s involves co st ly  duplication,

I b e lieve  that the com petition  which I have watched in this area  is  healthy 

and in the best in terest o f the banking system .

In addition to the regu latory  re fo rm  function which is  served  by a 

system  involving regu latory  a lternatives, the ex isten ce o f  m ore  than one
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banking agency prov ides the C on gress and the public with in form ed  cr it ic s  

and alternative sou rces  o f  ana lysis. F o r  exam ple, reg a rd less  o f  the relative 

m erits  o f  the resp ective  p osition s, I be lieve  that it was a healthy and vital 

sign that the FDIC was able to com m ent on the b ill p roposed  by the F ederal 

R eserv e  and the A dm inistration  provid in g, among other things, fo r  the 

expansion o f NOW accounts nationwide and fo r  the paym ent o f in terest on 

re s e r v e s .

F inally , and in the sam e vein, the ex isten ce o f  m ore  than one 

agency resp on sib le  fo r  safety and soundness prov ides a backup o r  w atch-  ̂

dog w hich, rather than allow ing o r  encouraging laxity, tends to deter it. 

Although the FDIC has ra re ly  em ployed its  standby authority to exam ine j, 

m em ber banks, this too l p rov ides the in su rer  o f  banks with the m eans to r 

a ssu re  the accountability  o f the other agen cies.

IV. Bank Holding Company Regulation and Supervision

In m y opinion the m ost seriou s inadequacy in the presen t regulatory 

fram ew ork  at the fed era l lev e l is  the fragm entation  o f bank holding com pany 

superv ision . R ecent events have illu strated  that the existing fram ew ork  is  

not only unduly co s t ly  becau se  o f  the overlapping and con flictin g  ju risd iction s 

involved but a lso  sim ply has not functioned p rop er ly  in som e instances. In 

three o f  ou r la rg est bank fa ilu res  - -  the in so lven cies  o f Ham ilton National 

Bank o f  Chattanooga and the A m erican  City Bank o f M ilwaukee and the d is ­

tressed  m e rg e r  o f the P a lm er National Bank o f Sarasota, F lorid a  - -  the 

cause was rather m a ssive  unsafe and unsound lending p ra ctice s  o ccu rrin g
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in the essen tia lly  unsupervised  environm ent o f a non-banking holding com pany 

affiliate. The fa ilu re  o f the Ham ilton Bank is  perhaps the m ost graphic ca se . 

But fo r  the $80 m illion  in m ortgages initiated by its A tlanta-based m ortgage 

company a ffilia te , and then dumped on the bank when things went bad, the 

Hamilton Bank probably  would be in ex isten ce today.

These ca ses  illu strate  two points which should be recogn ized  by 

both the banking agencies and the C on gress . F irs t  o f a ll, the notion that 

one segm ent o f  a holding com pany system  can be insulated fro m  the rem ainder 

of the system  is  quite sim ply untrue. It is  the w orst fo rm  o f se lf-d ecep tion  

to think that the lead bank in  a holding com pany is  in a safe and sound con d i­

tion because its last exam ination was sa tisfa ctory , i f  other fa cets  o f the 

holding com pany system  are  not undergoing equally rigorou s scrutiny. My 

point is  that when bank holding com panies w ere  allow ed to p roceed  in a 

manner that would be unacceptable in a co m m e rc ia l bank, som e of them 

were encouraged, in e ffect, to undertake enorm ous risk .

The second point flow s fr o m  the f ir s t , that is , it sim ply m akes no 

sense fo r  as m any as fou r bank regu latory agencies to have safety and 

soundness ju r isd iction  ov e r  various segm ents o f an integrated business 

enterprise . Inevitably, this approach w ill be at tim es con flicting  and 

uncoo rdinated.

During the C ongression a l debate o v e r  the 197 0 Am endm ents to the 

Bank Holding Company A ct o f 1956, holding com pany safety and soundness 

regulation and supervision  w ere la rg e ly  d isregard ed . The em phasis at that 

tim e was on providing safeguards against undue concentration  o f econom ic
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pow er stem m ing fro m  bank holding com pany acqu isitions o f banking and 

non-banking su b sid ia ries . F o r  exam ple, in  testim ony on the 197 0 

Am endm ents b e fo re  the Senate Banking and C urren cy  C om m ittee, Charls 

W alker, Under S ecretary  o f  the T reasu ry , stated that leg is la tion  was 

required  to stop the trend tow ard the m erging o f banking and co m m e rce  

that was taking p lace  through the veh icle  o f the one-bank holding com pany. 

F ed era l R eserv e  B oard Chairm an A rthur B um s vo iced  s im ila r  con cern . 

Although there was d iscu ss ion  during con sideration  o f the 1970 Amendm ents 

about d isp ersin g  su perv ision  and regulation o f  bank holding com panies among 

the three fed era l bank regu latory agen cies , the em phasis on the com petitive 

and banking structure aspects o f the bank holding com pany m ovem ent, coupled 

with the F ed era l R e s e rv e 's  resp on sib ility  fo r  adm inistering the 1956 Banki 

Holding Company A ct, led  the C on gress u ltim ately to delegate respon sib ility  

fo r  adm inistering the 1970 Am endm ents to the F ed era l R eserve  System .

That such little  con sideration  was given to the consequ ences o f 

fragm enting resp on sib ility  ov er  the d ifferent segm ents o f  a holding com pany 

system  probably  re fle cted , in  part, the prevailing theory that the resp ective  

entities within a system  could be e ffectiv e ly  insulated fro m  troubles elsew here 

in the system . It a lso  m ay have re flected  the notion that the la rg e r  institu ­

tions in the holding com pany system , like the lead bank, would be a sou rce 

o f strength fo r  a ll the com ponents o f the system . Events sin ce the passage 

o f the 1970 Am endm ents have dem onstrated  flaw s in these assum ptions and 

the inherent w eakness o f the fragm ented regu latory fram ew ork  supervising 

the various com ponents o f a bank holding com pany system . In spite o f the
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rhetoric about the lega l separateness o f  each entity within the bank h o ld ­

ing com pany, it has b ecom e  m ore  and m ore  apparent as we have gained 

experien ce that a bank holding com pany should be regarded  as a single, 

integrated unit.

Even if it w ere  not p oss ib le  to illu strate  the ad verse  consequ ences 

o f the present fram ew ork  in  con cre te  ca ses  such as the Ham ilton fa ilu re , 

the presen t fram ew ork  should be re jected  both becau se  o f the governm ental 

waste that resu lts fro m  the u n necessary  duplication o f e ffort and because o f 

the burden im posed  upon the banker who m ust deal with fou r bank regulators 

as w ell as the SEC, the Justice D epartm ent, the FTC and m isce llan eou s 

other regu latory  b od ies . In m y judgm ent, this p rob lem  should be rem edied  

im m ediately by charging the su p erv isor  o f the lead bank in a holding co m ­

pany system  with the prim ary  su p erv isory  resp on sib ility  fo r  the entire 

system . I would not at this tim e, h ow ever, shift the F edera l R eserve  

B oard 's  p resen t ro le  in determ ining p e rm iss ib le  activ ities fo r  bank holding 

com panies. N or would I shift resp on sib ility  fo r  approving holding com pany 

form ations and acqu isition s.

V. The F ed era l Bank Exam ination Council A ct (S, 711)

S. 711 would establish  a F ed era l Bank Exam ination Council to p r e ­

scr ib e  un iform  standards and p roced u res fo r  the exam ination o f com m erc ia l 

banks by the C om p tro ller  o f the C urren cy , the F ed era l D eposit Insurance 

C orporation  and the F ed era l R eserve  System . The Council m ight a lso  make 

recom m endations to prom ote un iform ity  in bank superv ision . In addition to
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establishing un iform  exam ination standards, the Council would, under the 

proposed  leg is la tion , conduct sch ools  fo r  fed era l exam in ers, which would 

be open to state bank exam in ers, and would develop  un iform  reporting 

system s fo r  banks, bank holding com panies and non-bank su bsid ia ries .

In addition, the leg is la tion  would p rov ide fo r  establishm ent o f a lia ison  

com m ittee on u n iform  standards and p roced u res by state and fed era l bank 

su p erv isory  a gen cies . The Chairm an o f the Board o f G overn ors of the 

F ed era l R eserv e  System  would be Chairm an o f the C ouncil. With certa in  

m od ifica tion s, I support the essen tia l thrust o f this leg is la tion .

F irs t  o f a ll, I oppose the requ irem ent that un iform  exam ination 

and su p erv isory  standards be established . A s I have indicated, one o f the 

great v irtues o f  ou r existing regu latory  structure is  the p oss ib ility  fo r  

crea tiv ity  and innovation. The exam ination p ro ce ss  is  one of those activ ities 

that benefits m ost fro m  com petition  and experim entation  among bank regu­

la tors . A  study o f bank exam ination would revea l that num erous innovations, 

changes and im provem ents have been  p roposed  and many have been adopted 

during the past fou r y e a rs . I, fo r  one, b e lieve  that this would have been 

le s s  lik e ly  to have o ccu rre d  i f  u n iform ity  had been  m andated. F or  this 

reason , I strongly  recom m end that the C ouncil p erform  adv isory , c o o r d i­

nating and watchdog functions and that it not be requ ired  to set uniform  

standards.

Second, I would assign  to the C ouncil the functions o f the existing 

Interagency Coordinating C om m ittee and would add the F ed era l Hom e Loan

Bank B oard and the National C redit Union A dm inistration  to the Council.
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As I indicated at the outset, I be lieve  that these two agencies m ust be 

included in any e ffort to reorgan ize  the banking agen cies .

Third, I op pose  designating the Chairm an o f the F edera l R eserve  

Board as Chairm an o f  the C ouncil fo r  two reason s. F irs t  o f  a ll, I be lieve  

that the Chairm an should be able to devote con sid erab le  tim e and e ffort to 

the activ ities  o f the C ouncil and I ser iou s ly  doubt that the Chairm an o f the 

Board o f  G overn ors would have tim e to do so» And second, with resp ect 

to su p erv isory  m atters , X can see no sp ecia l advantage o r  exp ertise  that 

the F ed era l R eserv e  System  p o sse sse s  o v e r  the other agencies that should 

lead to the designation  o f  its Chairm an as Chairm an o f  the Council.

# # # # # #
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