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The proposed C itico rp  note issu e  rep re sen ts  a crea tiv e  

and im aginative financing plan for its  is s u e r  sin ce it  is  lik e ly  to reduce 

the average co st and lengthen the average m atu rity  of C itico rp 's  funds.

In its  o rig in a l form  and in its p resen tly  rev ised  fo rm , the issu e  is  a lso  

designed to appeal to a broad range of in v esto rs and sa v e rs . T hese 

include m any who have been co n sisten t depositors at the nation 's th rift  

institu tions and sm a lle r  co m m e rcia l banks - -  and th ere in  lies  the rub.

The nation 's th r ift  institu tions and sm a lle r  co m m e rcia l 

banks have been the p rincipal suppliers of funds for res id en tia l home 

m o rtg ag es, with savings and loan a sso cia tio n s  having the highest p e r ­

centage of the th ree types of institu tions in to ta l a s s e ts  com m itted to 

re s id e n tia l home m ortgag es and m utual savings banks the second highest 

p ercentage of a s s e ts  so com m itted. Both fo rm s of th r ift  institu tions in 

re ce n t m onths have been hard hit by a slowdown of incom ing funds a v a il­

able fo r housing investm ent. In the case  of m utual savings banks (m ost 

of whom a re  supervised and exam ined at the F e d e ra l lev e l by the FD IC ), 

p re lim in ary  deposit p ro jectio n s indicate reco rd  net outflows of funds for 

the cu rren t month. A dditionally, th ese  banks suffered a net outflow of 

ap p roxim ately  $350 m illio n  la s t  month - -  the w orst June fig u res ev er 

reco rd ed . The F e d e ra l Home Loan Bank B oard  can, I am  su re , give 

you the d etails of deposit tren d s among the n atio n 's F e d e ra lly  insured

savings and loan a sso c ia tio n s .
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T h rift  institu tions and banks which have alread y  found th em ­

se lv es unable to a ttra c t  funds e ffec tiv e ly  in the cu rren t high in te re s t  

ra te  environm ent now face the added com petitive challenge of proposed 

is s u e s , like C itic o rp 's , which w ill have undoubted appeal to th e ir  

trad itio n al cu sto m ers - - a  challenge which cannot be re a lis t ic a lly  

answ ered in the case  of the th r ift  institu tions by som e d ra m a tic , a c r o s s -  

th e-b o ard  in c re a se  in deposit ra te  ceilin gs b ecau se the earnings of such 

institu tions would not p erm it the payment of the m uch higher ra te s  

p resen tly  needed to a ttra c t  deposit funds.

As you know, Regulation Q and com parable provisions of 

FD IC and F H L B B  regulations p resen tly  lim it the ra te s  of in te re s t  which 

can be paid by m ost d ep ositary  institu tions to th e ir  deposit cu sto m ers.

R ates of in te re s t  on deposits of $ 1 0 0 ,0 0 0  or m ore a re  p resen tly  unregulated, 

but passbook savings ra te s  below that amount cannot exceed  5% per annum 

for co m m e rc ia l banks and 5 1/4% for the nation 's th r ift  in stitu tion s. 

C e rtifica te  accounts pay m o re , depending on m atu rity  and denom ination, 

ranging up to 7 1/4% per annum for co m m e rcia l bank tim e deposits of 

$1 , 0 0 0  or m ore held on deposit for four y e a rs  or m ore and up to 7 1/2% 

per annum fo r a com parable th r ift  institu tion  c e r t if ic a te . Substantial 

in te re s t  ra te  penalties a re  im posed if  the depositor seeks e a r ly  redem ption. 

In addition, under the regulations of a ll th ree  ra te -s e ttin g  a g e n cie s , the

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



- 3 -

ceilin g  ra te s  apply to nondeposit obligations of insured banks and 

a sso cia tio n s  u nless they fa ll into certa in  sp ecified  ca te g o rie s . The 

only subordinated note category  which is  excepted a re  those which have 

"an  orig in al m atu rity  of seven y e a rs  or m o re "  and which a re  "in  an 

amount of at le a s t  $500" (so long as other tech n ica l requ irem en ts a re  

m e t, the purpose of which is to d istinguish such notes from  deposit 

instru m ents of the sam e institu tion).

The proposed C itico rp  note is  not a deposit, but it w ill 

obviously com pete with a deposit along with other m ark et instru m ents 

p resen tly  availab le to the public. What m akes the C itico rp  note, even 

in rev ised  fo rm , look m ore like a deposit than other m ark et instrum ents 

is  its  re la tiv e ly  low denom ination ($5, 000 in itia lly  but $ 1 , 0 0 0  subsequently), 

its  issu an ce by a bank holding company whose p rin cip al a ffilia te  and 

public identification  is synonymous with the nation 's second la rg e s t  insured 

bank, and its  optional redem ption fea tu res which a re  availab le to an 

in v estor long b efo re  its  potential 15-y e a r  m atu rity . While a ll of these 

fea tu res have a b earin g  on the com petitive th rea t which som e of the 

n ation 's dep ositary  institu tions see in the C itico rp  note, and o th ers like 

which m ay be issued  in the fu ture, it  is the e a r ly  redem ption featu re at 

the h o ld er's  option which m ost d ire c tly  com petes with the tim e deposits 

which p resen tly  can be offered  by the nation 's th r ift  institu tions and banks.
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To i l lu s tra te , a tim e deposit of a m utual savings bank or a 

F e d e ra lly  insured savings and loan a sso c ia tio n , issued  for the 23 months 

p resen tly  contem plated as the required  te rm  b efore  the e a r l ie s t  perm itted 

redem ption of the C itico rp  note, could c a r ry  a m axim um  in te re s t  ra te  of 

6 1/2% per annum fo r th rifts  and a m axim um  in te re s t  ra te  of 6% per 

annum fo r co m m e rcia l banks under Regulation Q. Even if  the e a r l ie s t  

perm itted  redem ption w ere extended to four y e a rs  ra th er  than 23 m onths, 

the m axim um  perm itted ra te  under Regulation Q would be 7 1/2% for 

th r ifts  and 7 1/4% for co m m e rcia l banks. Only at the se v en -y ea r  point 

would a com peting bank be able to o ffer an instru m ent of com parable 

a ttra c tiv e n e ss . Put another way, i f  an insured bank or a sso c ia tio n  w ere 

to copy word fo r word the te rm s of the C itico rp  note and w ere able to 

pay the ra te s  req u ired , it  would find that the optional redem ption could 

not be e x e rc isa b le  under our p resen t regulations until seven y e a rs  had 

passed .

Of co u rse , the agen cies have the option, under ex istin g  law, 

o f changing th e ir  Mse v e n -y e a r"  ru le for subordinated note issu e s  and 

the option of perm itting a v a r ia b le -ra te  tim e deposit som ewhat s im ila r  

to the C itico rp  note, a suggestion which I put forw ard for com m ent on 

b eh alf of the FDIC in May. But a lm o st no th r ift  institu tion  would have 

the earnings power at p resen t to pay a 9. 70% per annum ra te  for long
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on any sig n ifican t proportion of its  to ta l d ep osits. To rem edy this b a s ic  

problem  of the th r ift  in stitu tio n s, it  is  apparent that the long-run  

leg is la tiv e  o b jectiv e should be to im prove the potential earnings power 

of the nation 's th r ift  in stitu tio n s, thereby  enabling them  to a ttra c t  funds 

in our in crea sin g ly  com petitive fin an cia l m ark ets and enabling them  to 

continue th e ir  p resen t com m itm ent to the nation 's housing and m ortgage 

m ark et.

As to the b ill  p resen tly  b efo re  the C om m ittee, its  te rm s go 

fa r  beyond any provisions n e c e s s a ry  to deal with the potential m isch ie f to 

the flow of funds to the nation 's th r ift  institu tions and to housing which m ay 

be caused by the optional redem ption fea tu res of the proposed C iticorp  

note. The FD IC th e re fo re  opposes its  enactm ent. A m ore lim ited  b ill  

dealing ex clu siv e ly  with the proposed e a r ly  redem ption featu re can be 

draw n, how ever, and m ay appeal to the m em b ers of th is Com m ittee if  

it  b e lie v es the C itico rp  change announced la s t F rid ay  does not go 

su fficien tly  fa r  to d istinguish  the proposed note fro m  a deposit account 

su b ject to Regulation Q ce ilin g s .
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