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The experience of financial institutions in the current period of credit 
stringency lends support to the view "that the future of financial inter
mediaries is in the direction of 'merging toward the center'," declared 
rha-ii-m̂ n v — \ Rar|fia11 of the Federal P ftp n si t T-n.sji.r-anre  forparaXion at 
the second general Session .p-f-ihe 95th^r>nua1 Convention of The_American 
Bajnkers Association meeting in Honolulu, Hawaii. The "merging toward the 
center" concept^almost needs to become a~~reality because of the nature of 
our problems today, Mr. Randall asserted. The solution of the complex of 
problems facing the nation at the present time, such as the problems of 
the city, can come "if our nation can only discover and mobilize an inten
sity of motivation and dedication similar to that brought to bear on our 
exploits in space" and marshal our resources for an attack on these problems.

Because so many of our major problems are "people-oriented," direct communi
cation -- where people can communicate on a face-to-face basis -- is one of 
the most effective means of handling the search for solutions, Chairman 
Randall observed. Banking is particularly well-fitted to be involved in 
the nation's attempts to solve some of these economic and social problems 
because "banking has traditionally been heavily 'people-oriented'." Banks 
are logical channels of communication in the communities they serve. They 
have the experience and the expertise, and they have long served as inter
mediaries in the marketplace. They are in a strategic position to communi
cate and discover the need -- and also to help satisfy that need,"
Chairman Randall pointed out.

Changes over the years in financial requirements as well as in sources of 
financing and recent fiscal and credit restraints, however, have prevented 
banks from participating fully in financing of the nation's credit needs, 
Chairman Randall said. Attempts by banks to regain their intermediary 
function through such "innovations" in the financial community as increas
ing recourse to the Federal funds markets and the Eurodollar markets should 
not be viewed as "necessarily unhealthy and of such a nature as to require 
strict supervision or outright prohibition." Rather, they might be construc
tively considered as adaptation by banks to the realities of the current 
environment in order to enable them to continue to perform the functions of 
an intermediary.

"Banks should not be denied their appropriate and long-standing role of 
intermediary by unnecessary regulations or statutory prohibitions,"
Chairman Randall continued. "They should not be confined solely to those 
specific activities in which they have engaged in the past. Nor should
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they be allowed unquestioningly to enter into just any type of activity." 
In the process of merging toward the center, Chairman Randall observed 
that the thrift institutions risk a loss of identity, but the advantages 
for the nation outweigh the disadvantages. The greater diversity -- in 
portfolios and in liability structure -- of banks with their multi-purpose 
activities gives banks "the necessary added flexibility in adapting to 
changing circumstances and in serving changing needs."
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As the end of my term -- first as a member of the Board of Directors 

of the Federal Deposit Insurance Corporation and then as Chairman -- nears, 

I find myself increasingly looking toward the future and wondering what it 

holds for banking and the economy as a whole. This seems to be an appro

priate time to review the past for the lessons to be learned and for the 

portents that the past contains for the future.

Horizons for all of us have been immeasurably broadened recently by 

our spectacular accomplishments in space exploration. These successes 

would not have been possible without the complete and wholehearted 

cooperation and dedication of everyone involved -- from individuals to 

governments. Our sights were set high but our efforts proved equal to 

the occasion. We faced and met the challenge. It was truly a team 

effort" of which we can all be proud -- and one in which we can each 

feel to have had a part, however small.

All of us have, as a result, a greater sense of national and indi

vidual achievement -- and possibly even an enhanced confidence in our 

own ability to carry out some of the more mundane tasks that face us 

daily on earth. Nevertheless, these are important tasks that carry a 

sense of urgency -- and they are in areas where results are difficult 

to achieve and progress agonizingly slow. I refer in particular to the 

complex of problems best illustrated by the problems of the city -- urban 

decay, poverty, pollution, education, the flight to the suburbs, and mass 

transportation and communications systems, to mention but a few. The
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difficulties that we encounter in seeking solutions should not be per

mitted to deter or discourage us from tackling these problems and trying 

to solve them. But this will require as much imagination, courage, 

energy, and persistence as have ever been needed in the past to over

come difficulties.

If our nation can only discover and mobilize an intensity of moti

vation and dedication similar to that brought to bear on our exploits 

in space, we shall have taken a major step toward solving some of these 

problems. Some of them may seem almost intractable -- but so did the 

conquest of space. Marshalling of our resources -- both real and 

financial -- for an attack on urban ills can have far-reaching benefits 

for our economy and for the people of the nation. The fact that current 

inflationary pressures tremendously complicate the financial aspects of 

proposed solutions to many of these urgent problems does not justify 

do-nothing policies. We must make a start now.

The problems facing us today are probably more "people-oriented" 

and more "people-involved" than in the past. In the pioneer days, 

adequate food and shelter constituted the principal and almost ex

clusive objective of economic activity. Now this is no longer true.

It is partly because people are so closely and inextricably involved 

in today’s problems -- against the background of their own heritage 

and environment, their own identities, and their individual perspec

tives -- that the solutions are harder to find.

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



-3-

Banking, however, is particularly well-fitted to be involved in 

the nation's attempts to solve some of these economic and social prob

lems because banking has traditionally been heavily 'people-oriented.

This characteristic is well-illustrated by its intermediary activities, 

which have played a major role in financing the development of our 

nation's industry, commerce, and agriculture. Banking -- and bankers 

have not always had -- and may not now have -- such a constructive image. 

But it is well to emphasize that the image is less important than the 

real contributions that banking has made in the past -- and can make -- to 

solutions of the critical problems of our times.

In the attempts to find answers to the array of current problems, 

the approaches have been various and oftentimes inconsistent. Some 

problems have been tackled on a piecemeal basis and others on a broader 

scale. At times, new institutions were established, existing institu

tions of various kinds were enlisted, or the Federal Government s 

assistance was sought. As a result, the basic problems seem to have 

acquired an unnecessary added complexity because of the diversity in 

the approaches to the solutions. Now, therefore, we may have reached 

the point where there is a need for serious rethinking of our approach. 

Further proliferation of institutions adds only to confusion not to 

greater efficiency and effectiveness. Further adaptation of existing 

institutions is limited, and the Federal Government's role may need to

be modified.
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As President Nixon has pointed out recently, the trend over much of 

our recent history has been for power to flow from the cities and the 

states to Washington, especially accentuated and accelerated during 

periods of war and domestic crisis. Oftentimes the "Federal solution" 

was chosen out of habit -- rather than after considered reflection on 

the alternatives. There is now a developing sentiment in favor of a 

return to a greater degree of local participation and local initiative -- 

in banking as well as in other areas -- partly because of problems 

highly visible at the State and local level. The advantages of greater 

familiarity and understanding of local problems by those situated close 

to the source of trouble -- both geographically and substantively 

appear obvious. On the other hand, proximity does not constitute the 

only relevant consideration in localizing the mechanisms for problem

solving. I would like to suggest that this "new Federalism" carries 

with it also a "new" way of looking at problem-solving -- as a different 

way of handling problem-solving in addition to a shifting in the focus 

of governmental power.

Because so many of our major problems are people-oriented, it 

becomes increasingly important to find the most effective means of 

handling the search for solutions. Direct communication among those 

involved, for instance, must be developed in order to facilitate the 

necessary concentration of energies and resources in the critical 

problem areas -- and this is most readily achieved at a level where 

people can communicate on a face-to-face basis. This -- as I see 

it -- is an essential element in the "new Federalism.
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Not only is banking "people-oriented11 but banking is essentially 

a "local" enterprise -- despite the development of huge business and 

banking concerns whose activities extend across the nation and through

out the world. Banks therefore are logical channels of communication 

in the communities they serve. They have the experience and the ex

pertise. They have long had a major role in channeling savings -- 

particularly those of the small saver -- into productive use.

That banks should be permitted to serve the marketplace is axiomatic 

because here contacts among people are face to face. During the past 

several years, the financial requirements of the economy have been 

changing somewhat more rapidly than in the past -- both in size and 

scope -- as new problems emerged or old problems reappeared in new 

guises. The sources of financing have also shifted and, as a conse

quence, the intermediary role of banks has diminished relatively.

Recent policies of fiscal and credit restraint have imposed 

particularly heavy burdens on banks and have weakened their ability 

to act as intermediaries. The market mechanism for allocation of 

credit has not been permitted to function at optimum effectiveness, 

and inequities and inefficiences have developed in the credit markets.

It is a handicap that prevents banks from participating to their fullest 

capacity in financing of our nation’s credit requirements. Corporations, 

for example, are increasingly being forced into the market to compete 

for funds, thus adding to the competitive disadvantage of our inter-

Some of the new means of financing that havemediary institutions.
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developed outside the banking system, moreover, may not be as efficient 

allocators of funds among competing uses as banks. Sheer market power 

may exert undue influence.
The increasing recourse by banks to the Federal funds market to meet 

short-term requirements, to the Eurodollar market, to the use of loan 

repurchase agreements —  all testify to the ability of banks to meet and 

accommodate to an ever-changing world. There is a tendency to view a 

number of these recent "innovations'’ in the financial community as neces

sarily unhealthy and of such a nature as to require strict supervision 

or outright prohibition. More constructively, these developments may 

be considered as a demonstration of a healthy adaptability by banks to 

the current environment in order to enable them to continue to perform

the functions of an intermediary.

Banks should not be denied their appropriate and long-standing 

role of intermediary by unnecessary regulations or statutory prohi

bitions. Quite the contrary, they must be permitted in a more positive 

way to serve the marketplace and participate actively in the economy.

They should not be confined solely to those specific activities in 

which they have engaged in the past. Nor should they be allowed 

unquestioningly to enter into jq.st any type of activity.

The specialization of the thrift institutions in mortgage financing, 

for example, and the seriousness of their disadvantage in periods of 

credit stringency have led me, moreover, to the conclusion that the 

future of financial intermediaries is in the direction of "merging
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toward the center.” I discussed this concept a number of years ago -- 

and as time passes I think the concept gains added validity. The impact 

of credit restraint on banks has fortunately been less severe when they 

are engaged in multi-purpose activities. Their greater diversity -- in 

portfolios and in liability structure gives them the necessary added 

flexibility in adapting to changing circumstances and in serving 

changing needs.

A "merging toward the center” of our financial institutions almost 

needs to become a reality because of the nature of our problems today.

The fact that banks are people-oriented makes them particularly relevant 

in resolving difficulties today -- and they are well-situated because 

they have the broader capabilities to provide a wide range of financial 

services. They are in a strategic position to communicate and discover 

the need —  and also to help satisfy that need. The limited powers of 

the thrift institutions not only make them more vulnerable to the vagaries 

of the marketplace but weaken their ability to serve it. ’’Merging toward 

the center" would give such institutions the greater flexibility which 

they need -- but with a possible loss of present identity. The advan

tages, however, for the nation would outweigh the disadvantages.

The Corporation’s interest in the search for answers to the problems 

of the economy and of our society and our interest in banking’s role 

evolve from our supervisory responsibilities —  initially for the pro

tection of depositors through deposit insurance. In today's world,
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this protection cannot be narrowly construed as a concern for solvency 

alone because preservation of the general health and dynamism of the 

banking system and of the nation is fundamental to the protection of 

depositors' funds in banks. It should be recognized that banks can -- 

and must be permitted to -- make a major contribution to the problem

solving effort -- not for reasons of self-gratification for the industry 

but because such recognition will enable the economy to maximize the 

benefit of banking's impressive capabilities.

The Corporation has also for a long time been particularly identified 

with State-chartered banks and has concentrated a significant proportion 

of its efforts in support of the State bank supervisors and the State 

banking system at the Federal level. It is a role that has been most 

rewarding and congenial. Because the need for better communications 

in problem-solving is more important than ever before, the State banking 

departments and State banking systems should be encouraged to become 

more effective. The Corporation is prepared to support such a program.

The Corporation continues, however, to have its own statutory responsi

bilities which cannot be delegated to others or allowed to lapse, 

otherwise we ourselves would be derelict in our responsibilities.

This then is the challenge that banking faces -- one for which it 

is well-equipped and well-qualified. Modifications are inevitably needed 

to keep pace with changes in the economy -- and the will to meet the 

challenge must be encouraged. By the time we land on Mars, hopefully
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we may have solved many of our present problems. More problems will 

doubtless follow -- which can also be solved given the determination 

to do so. People -- their lives, their hopes, and ambitions -- are 

our most important resource and must not be neglected.

#################
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