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The F edera l D eposit Insurance C orporation  appreciates this 

opportunity to subm it its view s with resp ect to S. 3817 and other p ro 

posa ls to amend the National Bank A ct, the F edera l D eposit Insurance 

A ct and the National Housing A ct to authorize national banks, F ed era lly  

insured S tate-chartered  banks and F ed era lly  insured savings and loan 

associa tion s  to charge in terest rates to corp orate  b orrow ers  at rates 

re flectin g  present m arket conditions.

S. 3817 would perm it a ll com m ercia l banks insured by this 

C orporation  (whether national or S tate-chartered) to charge up to 5 p e r 

cent above the F edera l R eserve  discount rate on loans to corporate  

b orrow ers  ir resp ectiv e  o f a m ore  restr ic tiv e  State constitutional or 

statutory prov ision . P resen tly , national banks are lim ited by F ederal 

law (12 U. S. C. 85) to the greater o f either 1 percent above the F ederal 

R eserve  d iscount rate or the rate perm itted by applicable State law (or 

7 percent if  no rate is fixed by State law). State banks are at present 

governed ex clu s iv e ly  by State law in this regard .

It can be p ersu asive ly  argued that usury ce ilin gs , whether 

im posed  by F edera l or  State law, are  a p articu larly  inadequate and 

inequitable form  of p r ice -co n tro l leg isla tion  which can have the p ractica l 

e ffe ct  o f d iverting available funds away from  their intended b en e fic ia ries
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and into loans and investm ents not sub ject to such ce ilin gs . They can 

a lso  resu lt in m ore  onerous term s as to noninterest rate features than 

m ight be the case with higher in terest rate lim its . Such a rtific ia l 

restra in ts on the free  flow  o f available cred it m ay in som e circu m stan ces 

cause certa in  segm ents o f the econom y to be m ore  sev ere ly  hurt than 

others when the ov era ll supply o f cred it is curtailed .

The FDIC is  in the p rocess  o f review ing the available data as 

to recen t cred it flow s in States like T en n essee , A rkansas and Montana 

that m ight be a ffected  by the proposed  leg isla tion  and w ill file  this in fo r 

m ation with the Subcom m ittee as soon as p oss ib le . M ost State usury 

law s, how ever, a lready  exem pt loans to corporate  b orrow ers  from  the 

ce ilin gs they im pose and others have significantly  higher lim its fo r  

corp orate  b orrow ers  than the usury lim its o f the three States m entioned. 

F our States in the latter ca tegory , with ceiling  rates for  corporate  

b o rro w e rs  apparently set by statute at 12 percent per annum, could 

a lso  be im m ediately  a ffected  by  the proposed leg islation  since it would 

authorize a corp orate  usury ce iling  higher than 12 percent per annum 

at least in itia lly .

Our natural p re feren ce  would lie in a réévaluation by each  State 

o f  the com petitiveness o f cred it m arkets a ffected  by its usury ce ilin gs.
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When it appears that com petition  in such m arkets is adequate to protect 

the public in terest, usury ceilings could gradually be rem oved , in a 

m anner s im ila r  to that recom m ended in the D ecem ber 1972 rep ort o f 

the National C om m ission  on Consum er F inance, so as to foster  the free  

flow  o f available cred it within a com petitive m arket structu re. S. 3817, 

by lim iting the duration o f its p rov ision s to three y e a rs , concedes the J 

d esira b ility  o f such a State-by-State review  but a lso  recogn izes  the fact 

that obtaining such a review  and then im plem enting it e ffe ctiv e ly  might 

not be feasib le  in tim e to alleviate im m ediate lending d islocations in a 

num ber o f States because o f leg isla tive  or constitutional procedures 

which m ight apply. The prov ision s o f  S. 3817 would, how ever, be 

lim ited  to only a sm all num ber o f States in im m ediate im pact and would 

not constitute an undesirable precedent for  F edera l preem ption  o f State 

usury ce ilin gs gen era lly  or perm anently.

In lieu  o f tying the h igher, tem p orary  F ed era l usury ceiling  to 

the F edera l R eserve  discount rate, we would suggest that better resu lts 

m ight be obtained by using a m arket-determ in ed  rate, such as the prim e 

com m ercia l paper rate or the T reasu ry  b ill discount rate. Changes in 

the F ed era l R eserve  discount rate are made with a num ber o f fa ctors  in 

mind and have frequently lagged behind m arket rate m ovem ents. The
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rate today appears substantially out o f line with m arket rates applicable 

to both sh ort-term  and lon g -term  loans to corp orate  b o rro w e rs . Some 

o f this p rob lem  is , o f cou rse , overcom e  by  setting the p erm iss ib le  

F ed era l rate 5 percent above the F ed era l R eserve  d iscount rate.

H ow ever, whether the Subcom m ittee adopts this suggestion as 

to the base rate to be utilized  or not, the C orporation  would strongly  

support enactm ent o f S. 3817 or a b ill o f  s im ilar substance under present

econ om ic conditions.
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