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Mr. Chairman and Members of the Subcommittee on Financial 
Institutions:

The Federal Deposit Insurance Corporation welcomes this 

opportunity to discuss possible reforms in the nation's financial 

structure. Your hearings are timely, in view of the Administration's 

recent submission of proposed legislation (S. 2591) to implement the 

policy positions it took in reviewing the Hunt Commission's recom

mendations to the President in December 1971. Generally speaking, 

the FDIC supports the basic purpose of the financial reforms proposed 

by the Administration. While many of these proposals are controversial, 

we believe they are basically sound. We hope that Congress will 

ultimately share this view.

Interest Rate Ceilings and Expanded Liability Powers

For several years it has been fashionable for Government 

officials and executives of financial institutions to state that they favor 

elimination of deposit interest ceilings in principle. But times never 

seem quite appropriate to effect that change, and we need review only 

the events of this past summer to recognize how predictable were the 

reactions even to a limited waiver of Regulation Q ceilings. By opting

the elimination of interest rate ceilings, thefor a future date for
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Administration's proposals on financial institutions assume a com

promise position enabling banks and thrift institutions to make 

appropriate adjustments in anticipation of such a change. Some will 

protest the length of the adjustment period (5 1/2 years), but what 

is even more important is the Administration's commitment to the 

elimination of the ceilings as of a specific future date. Concomitant 

with the elimination of the ceilings, it might be helpful if a temporary, 

stand-by authority to set deposit ceilings were vested in one of the 

bank regulatory agencies for a short period following the adjustment 

period to enable the agencies and Congress to assess the reactions of 

the different institutions to their new powers and the new competitive 

environment.

At least prior to the rate changes inaugurated last July, interest 

ceilings caused depositors, particularly small depositors, to be short 

changed. Deposit rate ceilings have distorted the allocation of our 

financial resources and, on balance, they have probably adversely 

affected the flow of money into those sectors of the economy the Congress 

may have wanted to favor.

Interest ceilings tend to limit rate competition. The result 

has been that the small saver generally has been able to earn 

interest at a rate that, at times, was four or five percentage points
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below prevailing long-term market interest rates, and even, at 

times, was below short-term rates. Additionally, discrimination 

against the small, less sophisticated saver has been consciously 

implemented by raising the minimum denomination for Government 

security purchases, by differentiating rate ceilings according to 

deposit size and by distinguishing the various categories of certificate 

from an ordinary passbook account. The effect has not only been 

unfair to the average depositor; it has also limited his inducement to 

save during periods of buoyant demand, rising prices and high interest 

rates.

Direct restrictions as to rate competition have led to indirect 

rate competition through such mediums as premiums, marginal 

services, more liberal terms in matters other than rate and perhaps 

overly elaborate offices. The public and the economy as a whole might 

well have been better served by direct rate competition.

Some industry groups and observers believe that interest 

ceilings and differentials have protected institutions from deposit out

flows to more aggressive institutions of the same type and, under some 

circumstances, reduced outflows from thrift institutions to commercial 

banks. While there appears to be some substance to this position,
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under certain conditions, it is more important to note that, on balance, 

interest ceilings probably have contributed to, rather than discouraged, 

disintermediation from both commercial banks and thrift institutions 

during periods of rising interest rates. Rate limitations imposed upon 

banks and thrift institutions under such conditions have resulted in a 

wide spread between the rates they can pay and those available in the 

money market. This wide rate spread has, of course, caused a large 

volume of fund outflow from banks and thrift institutions. As a result 

of significant fund outflow from financial intermediaries, those 

borrowers not having access to money and bond markets - -  principally 

mortgage borrowers and small businesses - -  have been even more 

severely affected by tight money than might have been the case if no 

ceilings had existed and at least some money had been available even 

at a higher price.

I am not suggesting that elimination of interest ceilings will 

totally eliminate disintermediation. Indeed, as long as substantial 

reliance for economic stabilization is placed upon monetary policy and 

as long as interest rates periodically attain or approach new highs, 

some degree of disintermediation will always be a potential problem.
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But it should be less of a problem in an environment where financial 

institutions are free to pay competitive rates.

The arguments advanced in defense of interest ceilings seem 

less convincing and less releyant today than at various times in the 

past. Interest ceilings, along with the prohibition of interest payments 

on demand deposits, were put into effect in the early 1930's largely 

because it was felt that deposit rate competition, through its impact 

on earnings and asset quality, contributed to bank failures in the 20' s 

and early 30's. More recent studies have seriously questioned the 

importance of this relationship to the incidence of bank failures.

Moreover, while greater deposit rate competition could have a signifi

cant impact on the earnings of bapks or thrift institutions, I do not feel 

that the public is well served by the present policy which insulates 

banks and thrift institutions from competition to the degree that high 

earnings are assured even for institutions with questionable management 

quality. And I strongly believe that the basic managerial competence of 

banks and thrift institutions is such that few would encounter any difficulty 

in qn environment without rate ceilings - - s o  long as they had adequate 

time to adjust their asset and liability structures before such intensified 

competition was implemented.
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The fact that a s se ts  o f  thrift  institutions tend to be lo n g -te r m  

in nature and that in terest  rates  have gen e ra l ly  r is e n  during the past 

s e v e r a l  d ecad es  b o ls te r  the argum ent favor in g  insulation  o f  thrift 

institutions f r o m  bank rate com petit ion . But a vera ge  y ie lds  on thrift 

institution p o r t fo l io s  have r ise n  substantia lly  during the past seven  

y e a rs  and, desp ite  the rapid recen t  in c r e a s e  in in terest  ra te s ,  thrift  

institutions a re  cu rre n tly  in a s tron g er  earn ings  p os it ion  than in any 

oth er  re ce n t  high in te re s t  rate p e r io d .  The additional p o r t fo l io  

f le x ib i l i ty  p ro p o se d  by  the A d m in is tra tion  fo r  fe d e ra l ly  ch artered  

thrift  institutions - -  and I w ill  d is cu ss  this p a r t icu la r  issu e  sh ortly  

in g re a te r  detail - -  w ill  better  enable thrift  institution earn ings  to 

keep  pace with m a rk e t  ra tes .  And, in the long run, an em p h as is  on 

lon g er  d eposit  m atu r it ies  should help to s tab ilize  the earn in g s ,  and 

hence the com petit ive  p os it ion ,  o f  thrift  institu tions.

The argum ents  I have advanced on beh a lf  o f  the eventual 

e lim in ation  o f  in te re s t  ce i l in gs  have to do with m atters  o f  equity  to 

the d e p o s ito r ,  r e s o u r c e  a llo ca t ion  and a m o r e  e f f ic ie n t  f inancia l 

sy s te m . T h ese  m ay  not be the kinds o f  a rgum ents  that w ill  draw a 

la r g e ,  v o ç a l  constituen cy . N e v e r th e le s s ,  I b e l ie v e  the public  in terest
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would be w e ll  serv ed  i f  these argum ents re c e iv e  the full attention 

o f  this C om m ittee  as it co n s id e rs  leg is la tion  such as S. 2591.

The A d m in is tra t io n 's  p ro p o sa ls  would give fed era lly  chartered  

thrift  institutions the right to o f fe r  demand dep os its .  Such authority 

p re se n t ly  ex is ts  fo r  mutual savings banks in D e law a re ,  M aryland and 

New J e r s e y  and the s e rv ic e  is being o f fered  to a lim ited  degree  in all 

three ju r is d ic t io n s ,  Connecticut mutuals w ill  be able to o f fe r  checking 

accou n ts  no la ter  than D e ce m b e r  31, 1975. F e d e ra l  savings and loan 

a s so c ia t io n s  a lso  have lim ited  third party paym ent authority i f  it takes 

the fo rm  o f  a nonnegotiable o rd e r  drawn fo r  certa in  sp e c i f ie d  housing 

p u r p o s e s .

Enactm ent o f  this p ro p o s a l  should broaden  the liab ility  base  of 

thrift  institu tions, le s se n  their  vu lnerab ility  to deposit  outflows and 

contribute  to the ir  ability  to be reason ab ly  fu l l - s e r v i c e  fa m ily -o r ie n te d  

institu tions. While the A dm in istra tion  has suggested  that thrift  institu 

tions should be a llow ed to com pete  fo r  co rp o ra te  demand d ep os its ,  I 

b e l ie v e  this p ro p o se d  authority should not be granted unless  authority 

is a lso  co n fe r r e d  on thrift  institutions fo r  m o re  genera l business  

lending op erat ion s  than S. 2591 p r o p o s e s .
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The A d m in is tra t io n 's  p ro p o s a ls  would not p e rm it  in terest  payv 

m ent on demand d e p o s its ,  although they would m ove  in this d ire c t io n  

by  a llow ing  banks and thrift  institutions in a ll  s tates  to o f fe r  N O W -type 

a cco u n ts .  I su sp ect  the C on gress  m a y  w ish  to exam ine the resu lts  o f  

the cu rren t  ex p er im en t  with NOW accounts  in M assach u se tts  and New 

H am pshire  b e fo r e  perm itting  the nationwide extension  o f  this new 

p r a c t i c e .

Changes o f  P o w e r s  on A s s e t  Side

B road en in g  the s cop e  o f  loans and investm ents  that financial 

institutions can le g a l ly  m ake w ill  tend to benefit  the public  in at least 

two w ays . F ir s t  o f  a l l ,  it w ill  resu lt  in in c r e a s e d  com petit ion  in loan 

m a rk e ts  leading to a g re a te r  num ber o f  a lternative  s o u r ce s  o f  funds 

fo r  potential b o r r o w e r s  and, in som e  in s ta n ce s ,  m o r e  favorab le  le n d 

ing t e r m s .  A d d it iona lly ,  we b e l ie v e  that a b road en ed  scop e  o f  

op era t ion s  w ill  resu lt  in thrift  institutions that a re  m o r e  d iv e rs i f ie d  

and b e tter  able to cope  with in terest  rate fluctuations than at p resen t.

The A d m in is tra t io n 's  p ro p o s a ls  advocate  in c re a s in g  the a sse t  

options ava ilab le  to fe d e ra l ly  ch a rtered  thrift  institu tions. The im pact 

o f  these p r o p o s a ls  w ill  be felt m o s t  by  savings and loan a s s o c ia t io n s .
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Commercial banks, of course, already have even broader options 

at their disposal, as do mutual savings banks in at least some of the 

17 States and Puerto Rico in which they operate.

The Chairman of the Federal Home Loan Bank Board will 

undoubtedly address in some detail the question of expanded asset 

powers insofar as it applies to savings and loan associations. I will 

therefore restrict myself to a few general observations within this 

context before moving to a more specific discussion of the asset 

recommendations which affect the 484 mutual savings banks in this 

country.

The Administration's proposals would enable savings and loan 

associations to make consumer loans for the first time. They would 

be allowed to make such loans up to 10 percent of assets plus the 

unused portion of a 10 percent limit on corporate bonds and commer

cial paper and plus the unused portion of a 3 percent limit on leeway 

investments. This would enable most savings and loan associations 

£o make consumer loans up to an amount that approximates the share 

of commercial bank assets (about 12%) currently held in the form of 

consumer loans. Some savings and loans may eventually prove to be 

vigorous competitors in the area of consumer lending. But we should
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not exp ect  too m uch  too soon  in this a re a :  substantial and pro fitab le  

penetration  o f  the co n su m e r  loan m ark et  w ill  not c o m e  e a s i ly  o r  

qu ick ly  to any institution w hich now enters  the f ie ld  fo r  the f i r s t  t im e.

A  m o r e  v a r ie d  a s se t  p o r t fo l io  that includes  co n su m e r  loans , 

c o r p o r a te  bond s , c o m m e r c ia l  paper and con stru ct ion  loans w ill  provide  

savings and loan a s so c ia t io n s  with m o r e  f le x ib i l i ty ,  a sh o r te r  a vera ge  

a s s e t  m atu rity  and som ew hat m o r e  liquidity. As a re su lt ,  the 

v u ln era b il ity  o f  savings and loan a s so c ia t io n s  to outflows o f  funds in 

p e r io d s  o f  r is in g  in te re s t  rates  should be som ew hat red u ced . If such 

outflow s during these p e r iod s  a re  s tem m ed , we m ight ex p e c t  a 

m o d e ra t io n  o f  the wide c y c l i c a l  swings in the av a ilab il ity  o f  funds to 

the m ortg a g e  m a rk et  that we have been  e x p e r ie n ce in g  during the past 

f ifteen  y e a r s .  F ir s t ,  the ab ility  o f  savings and loans to com pete  fo r  

funds in p e r io d s  o f  r is in g  in te re s t  rates  would be enhanced. A d d it ion 

a l ly ,  we m ight ex p e c t  savings and loans to shift away f r o m  the 

m ortg a g e  m ark et  in p e r io d s  o f  m o n e ta ry  e a s e ,  when m ortgage  funds 

ty p ica l ly  a re  abundantly a v a ilab le ,  and to p la ce  g re a te r  em phasis  on 

m o r tg a g e s  in p e r io d s  o f  m on eta ry  r e s t r i c t io n  when lon ger  t e r m  loan 

co m m itm e n ts  a re  apt to be m o s t  a ttra ctiv e .  (This would assu m e a 

w il l in gn ess  to red u ce  other fo rm s  o f  lending o r  to s e l l  other a s se ts

at such t i m e s . )
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B ecau se  the a sse t  pow ers  o f  savings banks are  d eterm ined  by 

the laws and regulations o f  the 17 States and P u erto  R ico  w here 

savings banks ex is t  and beca u se  m any o f  these have authorized  the 

p o w e rs  sought by  S. 2591, the A d m in is tra tion 's  p roposa ls  on a sse t  

d iv e r s i f ic a t io n  are  l ike ly  to have co n s id era b ly  less  im pact on savings 

banks than on savings and loan associations..

Upon co n v e rs io n  to a fed era l  ch a rter ,  a savings bank would 

be entitled to acqu ire  quality c o m m e r c ia l  paper and private investm ent 

grade se cu r it ie s  up to a lim it of 10 p ercen t  o f  a s s e t s .  But no state 

law p re se n t ly  forb ids  co rp o ra te  debt investm ents by  mutuals and only 

O regon  and C onnecticut im p ose  an investm ent l im it  be low  the 10 p ercen t  

p r o p o s e d  by the A dm in istra tion . M o r e o v e r ,  FDIC data indicate that as 

o f  June 30, 1973, co rp ora te  obligations aggregated  12. 1 p ercen t  of 

total a s se ts  o f  all mutual savings banks and 12 .4  percen t o f  fed era lly  

insured  mutual savings banks. Pennsylvania  savings banks had the 

highest such ratio (20 .8  percen t)  and A laska savings banks the low est

( less  than one percen t) .

A  fed era l  savings bank would have no authority under the 

A d m in is tra t io n 's  re com m en d ation s  to invest in equity se cu r it ie s .

S ta te -ch a rte re d  mutual savings banks that con vert  to a federa l  charter
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w ould , under S. 2591, be able to "g ra n d fa th e r "  their  cu rren t  holdings 

o f  equity investm en ts .  But what is im portant to note is that with the 

excep tion  o f  Indiana, Ohio, O regon  and W isco n s in ,  all states with 

m utual savings banks p e rm it  equity investm ents  and June 1973 

sta tis t ics  show that a ll  mutual savings banks as a group  held equities  

equal to a p p ro x im a te ly  3. 7 p ercen t  o f  their  total a s s e ts .

The A d m in is tra t io n 's  r e co m m e n d a t io n  that thrift institutions 

be p erm itted  to m ake in ter im  con stru ct ion  loans w ould , once  again, 

a f fe c t  savings and loan a sso c ia t io n s  m o re  than mutual savings banks. 

A l l  savings bank ju r isd ic t io n s  p re se n t ly  p e rm it  such institutions to 

engage in som e  fo r m  of con stru ct ion  lending. As o f  June 30, 1973, 

FDIC f igu res  indicate  that con stru ct ion  loans aggregated  1 .2  p ercen t  

o f  the a s se ts  o f  a ll  savings banks. Indeed, s e v e r a l  la rge  mutual 

savings banks are  a lread y  operating  w ell deve lop ed  con stru ct ion  loan 

departm ents  w hich  sp e c ia l iz e  in financing large  c o m m e r c ia l  p r o je c ts .

C on su m er  loan authority  a lso  should not be a totally  new 

e x p e r ie n c e  to a mutual savings bank s ince  their  state laws enable 

them  in a ll  17 savings bank States and P u erto  R ico  to make con su m er  

loans o f  one so rt  o r  another. But in m any states the authority  is

l im ited .  Thus, the state laws o f  A lask a , D e la w a re ,  M innesota , New
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J e r s e y ,  Pennsy lvan ia  and P u erto  R ico  l im it  con su m er  loans to the 

hom e im p ro v e m e n t  and higher education ca te g o r ie s .  In New Y o rk ,  

mutual savings banks m ay a lso  m ake loans fo r  the purchase  o f  m ob ile  

hom es  and coop era t iv e  apartm ents.

It is in teresting  to note, as the Table be low  for  June 30, 1973, 

in d ica te s ,  that even in states such as C onnecticut, M aine, M aryland, 

M assach u setts  and Washington, w here re la t ive ly  b road  con su m er  loan 

authority  e x is ts ,  the ratio  o f  con su m er  loans to total a sse ts  rem a in s ,  

with the excep tion  o f  the four mutuals in M aryland, r e la t iv e ly  low 

(even the M aryland figure is be low  the nationwide percen ta ge  fo r  insured  

c o m m e r c ia l  banks):

Table I

Mutual
Savings
Banks C on sum er Loans T ota l A s s e ts Ratio

(000) (000)

Conne cticut 68 271 ,921 8 ,0 7 3 ,7 8 9 3. 37%

Maine 32 52 ,832 1 ,4 1 3 ,8 5 6 3. 74%

M aryland 4 130,253 1 ,2 4 8 ,0 3 5 10. 44%

Mas sachusetts 167 392 ,211 1 6 ,6 0 6 ,2 1 1 2. 36%

W ashington 9 4 9 ,0 5 4 2 ,0 5 2 ,2 1 1 2. 39%

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



14 -

A s  noted e a r l i e r ,  f e d e r a l ly  ch a rte re d  savings banks would 

re q u ire  t im e and a s ign ificant m anagem ent co m m itm e n t  to d eve lop  the 

e x p e r t ise  n e c e s s a r y  fo r  e f fe c t iv e  com petit ion  in the b roa d  co n su m e r  

loan f ie ld  en v isaged  by  S. 2591.

The FDIC fa v o rs  a dual ch a rter in g  sy s te m  fo r  mutual savings 

banks in the 17 States and P u erto  R ico  w here  they now op era te .  Such 

an option would enable each  bank to w eigh  the re la tive  m e r i ts  o f  rem ain  

ing s ta te -c h a r te r e d  o r  opting instead fo r  the p ow ers  env isaged  by 

S. 2591. In m any sta tes , there  would be substantial reason s  to rem ain  

s ta te - c h a r te r e d ,  while in others  the fe d e ra l  ch a rte r  a lternative  m ight 

w e ll  be p r e fe r a b le .  In none o f  the s ta tes , I m ight add, would the 

advantages o f  the fe d e ra l  ch a rte r  option be so ove rw h e lm in g  as to 

d e s t r o y  the value o f  a state ch a rte r .

I su sp ect  the p r e fe r r e d  c o u r se  w ill  depend on an individual 

ban k 's  a s s e s s m e n t  o f  its own future operations  and o f  the future l e g i s 

lative  c l im ate  fo r  mutual savings banks both in the C on gress  and in 

the ir  r e sp e c t iv e  state le g is la tu r e s .  I m ight further o b s e r v e  that 

C o n g re ss io n a l  act ion  in m any instances  has trad it ion a lly  led to c o n 

s id era t ion  by  state le g is la tu re s  o f  con s isten t  act ion . If s e v e r a l  state 

le g is la tu re s  w ere  to enact laws expanding the d ep os it ,  c o n su m e r  loan
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and branch ing  pow ers  o f  savings banks, there m ight w ell  be few, if  

any, co n v e rs io n s  by  mutual savings banks to a fed era l  ch a rter .  Even 

i f  this w ere  to be the final outcom e o f  S. 2591, the benefits  a im ed  at by  

the A d m in is tra t io n 's  p ro p o sa ls  m ight then be re a lized  on a d ecen tra lized

b a s i s .

We have e v e r y  reason  to b e liev e  that the use o f  third party 

paym ent authority com bined  with the use o f  b road  con su m er  loan 

authority  w ill  u lt im ate ly  lead to an in cre a se  in the num ber o f  c re d it  

s o u r ce s  availab le  to b o r r o w e r s ,  and the in cre a s e d  com petit ion  sure 

to resu lt  would encourage  the low est  p oss ib le  in terest  cos ts  cons isten t  

with e f f ic ie n t  operation . The use o f  check ing  account and NOW account 

s e r v i c e s  at thrift  institutions would constitute another fo rm  o f d eposit  

com petit ion  and m ight serve  as a conven ience  for  som e thrift in stitu 

tion cu s to m e rs  who do not utilize  c o m m e r c ia l  banks. T o  the extent 

these  s e r v ic e s  a ttract  o r  retain  deposit  c u s to m e r s ,  the stability  o f 

the dep os it  s tru ctu res  should be sm ooth er  than m ight o therw ise  be the

ca s e .

In any event, i f  for  w hatever reason , variou s  s ta te -ch a rte re d  

m utual savings banks chose  to b e co m e  fed era l ly  ch a rtered , they would 

have availab le  re la t iv e ly  b ro a d ,  but by  no m eans unfettered , authority
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on both the a s s e t  and l iab ility  side o f  the ir  led gers  to conduct a viable  

and com petit ive  fa m ily -o r ie n te d  financial institution. And in p e r iod s  

o f  d is in term ed ia t ion ,  they should have a solid  ab il ity  to com pete  m o r e  

e f fe c t iv e ly  fo r  loanable funds.

R es id en tia l H ousing C red it

The A d m in is tra t io n 's  re com m en d a t ion s  fo r  expanded a s se t  

p ow ers  a re  l ik e ly  to in c r e a s e  com petit ion  and public  conven ience  w ith 

out substantial in c r e a s e  in r isk  to the f inancia l s tructure  as a w hole . 

T h ey  should a lso  a s s is t  d ep os it  institutions in m a x im iz in g  p or t fo l io  

y ie ld s ,  while the A d m in is tra t io n 's  l iab il ity  p ro p o s a ls  should sm ooth  

out the peaks and va lleys  in the flow  o f  funds to such  institu tions. But 

I think it o v e rs ta te s  the e f fe c t  o f  these recom m en d a t ion s  to c la im  for  

them  as w e ll  an inev itab le ,  b e n e f ic ia l  e f fe c t  on c r e d it  flow s to 

re s id e n t ia l  housing in future p e r iod s  o f  tight m on ey . At b e s t  such an 

e f fe c t  can only  be in d ire c t  - -  through in cre a s e d  earn in g s ,  through the 

a b il ity  th ereb y  to pay com petit ive  m arket  rates  on d e p o s its ,  and 

through in c r e a s in g ly  stable and p red ic tab le  dep os it  f low s . E ven  under 

such  c i r c u m s t a n c e s ,  a net plus for  housing would be fe lt  only if  

institu tional m anagem ents  w e re  d eterm in ed  to c o m m it  new funds to
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res id en t ia l  housing in such proport ion s  that the total would a p p r o x i 

m a te ly  equal the p ercen tage  o f  total a sse ts  p resen tly  invested  by  all 

d ep os it  institutions.

Any doubts I m ight have that this w ill be the case  stem  fro m  

the fact that there appears to be an in verse  c o r re la t io n  today betw een 

the d egree  o f  d iv e rs i f ica t io n  perm itted  to an institution and its c o m m it 

m ent to the res id en tia l housing s e c to r .  The average  c o m m e r c ia l  bank, 

with the b ro a d e s t  capacity  to d iv e r s i fy  loans and in vestm en ts , devotes  

a far  s m a lle r  percen tage  o f  its total a sse ts  to res id en tia l  m ortgage  

loans than the average  savings and loan a s so c ia t io n  - -  the institutional 

type with the least  opportunity to d iv e r s i fy  at the p resen t  t im e.

As of June 30, 1973:

c o m m e r c ia l  banks w ere  investing only about 9. 0 
p e rce n t  o f  their  total assets  in res id en tia l  m o r tg a g e s ;

mutual savings banks had about 55 percent of their 
assets invested in such instruments, and

- -  savings and loan a sso c ia t io n s  w ere  allotting about 
77 p ercen t  o f  their  total a ssets  to such m o r tg a g e s .

Since m any savings banks a lrea d y  have broad  a sse t  p o w e rs ,  we 

tend to a ssu m e that the added p ow ers  p ro p o se d  by the A dm in istra tion  

w il l  not have any substantial e f fe c t  on the flow  o f  their  funds to
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res id e n t ia l  housing. Yet the sam e p ro p o s a ls  a lso  apply to the nation 's  

savings and loan a s so c ia t io n s  that p re se n t ly  invest a la rge  portion  o f  

the ir  a s se ts  in res id en t ia l  housing. If that m uch  la r g e r  industry , in 

u tiliz ing  the sam e p ow ers  under the sam e com petit ive  conditions , w ere 

to reduce  the p ercen ta ge  o f  its total a sse ts  com m itted  to res id en tia l 

housing to the sam e 55 p ercen t  o f  a s se ts  p re se n t ly  invested  by  the 

savings bank industry  - -  even  if this o c c u r r e d  gradually  o v e r  t im e - -  

the e f fe c t  on the res id en t ia l  housing s e c to r  could  be a d v e rs e  despite  

im p ro v e d  flow s o f  funds.

This potentia l d e c r e a s e  in m ortg a g e  c re d it  ava ilab il ity  has been 

a d d r e ss e d  by  other p ro p o sa ls  and is l ik e ly  to be o f fse t  to som e  extent by 

in c r e a s e d  lending in this m ark et  by  c o m m e r c ia l  banks.

F ir s t ,  and m o st  im p ortan tly , the p ro p o s e d  tax c re d it  on 

re s id e n t ia l  m ortg a g e  in com e would be ava ilab le  to c o m m e r c ia l  banks 

and would in c r e a s e  the re la t ive  y ie ld  on these instrum ents  above what 

it has been  under cu rren t  cond it ions . This new y ie ld  d if fe ren t ia l ,  

in c r e a s in g  s tead ily  as the b a s ic  com m itm en t  to res id e n t ia l  housing 

r i s e s  above 10 p e rce n t  o f  total a s s e t s ,  should induce m any c o m m e r c ia l  

banks to in c r e a s e  the ir  holdings o f  such in stru m en ts . Second , consum ers  

would have the option o f  obtaining m o s t  f inancia l s e r v ic e s  they need,
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l\iding checking  accounts and con su m er  loans, as w ell as home 

m o r tg a g e s ,  f r o m  thrift institu tion s . Consequently , c o m m e r c ia l  banks 

would no lon ger  en joy  the benefit  o f being the sole  fu l l - s e r v i c e  institu 

tions in m o s t  m a rk e ts .  In o rd e r  to com pete  e f fe c t iv e ly  in this new 

env iron m en t and retain  con su m er  deposit  b a la n ces ,  c o m m e r c ia l  banks 

m ight a lso  fee l  the need to in c re a se  their m ortgage  lending s e r v ic e s  

to these sam e cu s to m e r s .  T h ird , the p roposed  changes include p r o v i 

s ion  fo r  l ib e ra l iz e d  lending pow ers  for  national banks with r e s p e c t  to

re a l  estate loans.

A gain , thank you for  the opportunity o f  appearing b e fo re  you on 

S. 2591. I hope m y  presentation  w ill  be helpful to the C om m ittee  in 

its d e l ib e ra t io n s .  Should there be additional data w hich the Com m ittee  

w ishes  the C orp ora t ion  to p rov id e ,  we w ill ,  o f  c o u r s e ,  be glad to do so.
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