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F or  the past six  m onths, a to p -le v e l staff group within the F ed era l 

D eposit Insurance C orporation  has been attempting to identify significant 

and dem onstrable points o f fr ic t ion  within the present F ed era l bank regulatory 

structure which m ight justify  recom m endations fo r  m a jor C ongression al 

re form . That group has a lso review ed  the F ed era l su p erv isory  experience 

over the past five yea rs  in dealing with large p rob lem  banks and a number 

of large bank fa ilu res  to determ ine if  that experience m ight justify  sim ilar 

recom m endations. F inally, the group has attempted to analyze the potential 

advantages and disadvantages of a single F edera l bank regulatory agency 

which m ight e x e rc ise  all of the pow ers which are today vested  in the 

C om p troller o f the C urrency and the FDIC as w ell as the exam ination and 

su p erv isory  pow ers presently  vested  in the F edera l R eserve  System .

Stated su ccin ctly , the group has identified only two significant and 

dem onstrable points of fr iction  within the present structure: one relating to 

d ifferent agency attitudes toward bank acquisitions under the F edera l Bank 

M erger A ct, the other relating to the overlapping authority of the F edera l 

R eserve  System  in connection  with one-bank holding com panies in which the 

only bank subsid iary is either a national bank supervised  by the C om ptroller 

o f the C urrency  o r  a nonm em ber bank supervised  by som e State banking 

departm ent at the State lev e l and the FDIC at the F edera l level. As the 

Subcom m ittee w ill recog n ize , neither of these item s had anything to do with 

the fa ilu re  or near fa ilu re  o f United States National Bank, Franklin National 

Bank o r  Security National Bank. The group further found that the existing
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agency structure was not a sign ificant fa ctor  in any o f the recen t fa ilures 

which have been so w idely p ub licized  and that a d ifferent bank agency 

structure at the F ed era l leve l would not n e ce ssa r ily  have prevented any o f 

them . This finding re fle c ts , I am sure, the tru ism  that no agency w ill be 

any better than its leadersh ip  or the m en and wom en who staff it.

If recen t bank fa ilu res provide no justifica tion  in fact for  m a jor  

bank agency re fo rm  at the F edera l leve l, the case for  a consolidated , 

a ll-p ow erfu l bank agency m ust rise  or  fa ll on the weight which C ongress 

attaches to its resp ective  advantages and disadvantages. The creation  of 

such an agency would be such a fa r -rea ch in g  and dram atic change in the 

existing ord er  o f things that I believe the Subcom m ittee m ight find useful 

our sta ff's  sum m ary o f the p ros  and cons o f such an agency.

ARGUMENTS IN FAVOR OF A SINGLE, A L L -P O W E R F U L  FEDERAL BANK 

REGULATORY AG EN CY;

1. S im plification  o f A dm inistration ; Im proved Internal and E xternal 

C om m unication. A single agency would provide a single foca l point for

C ongression a l and A dm inistration  contact on m atters o f bank regulation 

and supervision . A dditionally , sill public inquiries on m atters o f banking 

and bank regulation could be addressed  to the single agency. A ll agency 

actions and d ecis ion s would orig inate, presum ably, from  a single A dm in is­

trator or  a single B oard. Instead o f 14 FDIC reg ion s , 14 National bank 

regions and 12 F ed era l R eserve  D istr icts  (few of which are today identical) 

a m uch sim p ler regional setup could be achieved
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2. E lim ination o f Conflicting G oals. The fact that the scope of resp on sib ilities  

d iffers  among the three F edera l banking agencies resu lts in a num ber of 

internal con flicts  with resp ect to the handling of su p erv isory  p rob lem s. This 

is thought by many to be a particu lar prob lem  fo r  the F edera l R eserve  System  

whose principa l function is the form ulation  and im plem entation of m onetary 

p o licy . These o b serv ers  believe  that where the im plem entation of m onetary 

p o licy  goals is com bined with regular bank exam ination and supervision , the 

fo rm e r  "will always be view ed as m ore  im portant than the latter and w ill 

prevent a consistent, evenhanded approach to m atters o f bank supervision .

This potential p rob lem  would be reduced by setting up a single bank regulatory 

agency d ivorced  from  m onetary p o licy  resp on sib ilities .

3. E conom y and E fficien cy  o f Operation. C onsiderable econom y could be 

achieved by com bining the lega l, resea rch , training and other Washington 

O ffice  functions of the three existing bank regulatory agencies. There would 

be a reduction in sen ior agency staff tim e spent com m unicating with and 

keeping current with the activ ities o f other agencies.

M ore e fficien t use could be m ade of exam iner tim e, training and 

sp ecia lized  cap ab ilities . A single agency would elim inate d ifferen ces in the 

fo rm  and substance o f reports o f exam ination and would be able to issue 

un iform  instructions to a ll exam in ers. T ravel tim e of exam iners could be 

reduced, and in many instances where it has not h ereto fore  been fea sib le , 

a ll banks within a particu lar com m unity could be exam ined sim ultaneously.

A single agency could m ake m ore  efficien t use o f sp ecia lized  expertise  to
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handle com plicated  cred its  and to concentrate on such areas as trust activ ities, 

international departm ents and fo re ign  o ffice s  o f insured banks, certa in  data 

p rocess in g  and other areas of autom ated activ ity , and com pliance with 

F ed era l and State statutes in the consum er protection  area . E conom y could 

be achieved through a single training p rogram  which would not only reduce 

existing duplication, but facilita te  the developm ent o f m ore  advanced and 

sp ecia lized  training.

A single agency would elim inate d ifferen ces in rep orts filed  by 

insured banks, thereby elim inating som e duplication o r  redundant e ffort in 

adm inistering and p rocess in g  such rep orts , in com puter costs  and in p ub lica ­

tion co s ts .

4 . E lim ination o f Actual o r  Potential P o licy  C on flicts . A  single agency would 

bring un iform  treatm ent to all insured banks in such m atters as ru les , regu ­

la tions, standards and p roced u res . F or  exam ple, a single, rather than three 

separate guidelines on a subject, such as in sider transactions, could be 

e ffected . A lso , un iform  application of statutory p ow ers, such as cease  and 

d esist p ow ers, would resu lt. Banks would a lso  be subject to greater uniform 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.

C onsolidation would resu lt in a single p o licy  on chartering , branching 
* /

and m e rg e rs .

* / The C om p troller is the only F ed era l banking agency having chartering and 
branching authority, but the FDIC and to a le s s e r  extent the F edera l R eserve  
each play an im portant ro le  in the establishm ent and branch expansion o f 
State banks.
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5. Facilitating the Handling of Failing Banks. It has been alleged  that the 

involvem ent o f three F ed era l banking agencies in the handling o f som e failing 

banks prolongs and overly  com plicates an appropriate resolution  o f the p rob lem . 

A single agency probably  could reduce the tim e involved. Under present 

arrangem ents, it is d ifficult to con sid er all a lternatives m ore  o r  less  

sim ultaneously, because the three agencies have som ewhat d ifferent pow ers 

related  to solving these prob lem s (e. g. , the C om ptroller has som ewhat m ore  

flex ib ility  in arranging a National bank m erg er which does not requ ire  specia l 

G overnm ent financial assistan ce  o r  guaranties, while the F ed era l R eserve  can 

provide liquidity assistan ce  and the FDIC can provide other types of financial 

a ssistan ce  to insured banks rega rd less  of ch arter).

6. Im proved Regulation of Bank Holding C om panies, -Their A ffilia tes , and 

Certain Other Bank R elationships. A single F ed era l bank agency would have 

resp on sib ility  fo r  exam ining banks and their holding com pany a ffilia tes, 

thereby facilitating a m ore  com plete p icture of the entire operation  and the 

assessm en t o f the ov era ll risk  exposure of the bank(s) and the holding com pany. 

Under present arrangem ents the F edera l R eserve  has certa in  regulatory 

authority over  the activ ities of holding com panies whose principa l assets may 

be banks subject to the regulation of the other two F edera l banking agen cies.

When C ongress addressed  the bank holding com pany issu e  in 1970 

and concentrated  regulatory authority within the F edera l R eserve , C ongress 

was p rim arily  con cern ed  with the range of p erm iss ib le  nonbank but bank- 

related  activ ities to be m ade available to such holding com panies. In m ore
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recen t years  issu es related  to financial arrangem ents of holding com panies 

and their im pact on bank risk  have becom e m ore  im portant than p erm issib le  

a ctiv ities , and the presen t regu latory  arrangem ent does not seem  to be w ell 

suited to deal with these is su e s . Even apart fro m  the holding com pany fra m e­

w ork, there exist in today 's banking system  many com plicated  financial 

arrangem ents a ssocia ted  with joint ventures and shared cred its  w here the 

presen t F ed era l regu latory  structure m akes it d ifficu lt to get a com plete 

p icture of a bank's r isk  exposure in a particu lar transaction . A single 

agency could am eliorate  this situation.

7. Gains to Banks and Bank C ustom ers fro m  a Single F ed era l A gency. 

D ifferen ces in regulations, in exam ination standards and reporting req u ire ­

m ents among the F edera l banking agencies m ay result in different treatm ent 

o f s im ila r situations and, as a resu lt, in som e inequities. In addition, there 

are  costs  im posed  on the banks and the public in having to w ork with and 

understand these d ifferen ces .

8. Adjusting to a Rapidly Changing Environm ent. Rapid changes have been 

occu rrin g  in banking in recen t years  - -  fo r  exam ple, in such developm ents 

as the growth of bank-related  activ ities a cro ss  State lines through holding 

com pan ies, innovations in the paym ent system  and the grow ing im portance 

of international operations in the activ ities of la rge  banks - -  and there is  no 

reason  to assum e that this p ro ce ss  w ill d ece lera te . A  single F ederal banking 

agency m ay be in better position  to com m and the technical and sp ecia lized
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re so u rce s  and to e x e rc is e  the adm inistrative flex ib ility  n ecessa ry  to cope 

with this changing environm ent.

ARGUMENTS AGAINST A SINGLE, A L L -P O W E R F U L  FE D ERAL BANK 

REGULATORY AGEN CY:

1. The P resen t System  Has W orked R easonably W ell. Despite what appears 

to be a cum bersom e structure on paper, the present system , fo r  the m ost 

part, has w orked w ell. In considering  the substantial rev is ion  n ecessa ry  to 

bring about a single a ll-p ow erfu l agency, it is  im portant to rea lize  that this 

would involve a con siderab le  disruption in o rd erly  operations and that it 

m ight take years fo r  a sm ooth-running agency to be established. The cost 

o f this d isruption should be weighed against the assum ed benefits o f such a 

single agency.

2. Such an A gency W ill Not be a Panacea. A single a ll-p ow erfu l agency w ill 

not assure un iform  and quality p erform an ce  in all exam inations and in all 

su p erv isory  a ctiv ities . Quality d ifferen ces w ill p e rs is t . Our own study of 

the exam ination p ro ce ss  suggests that there are regional and quality d if­

fe ren ces  within each agency which m ay exceed  interagency d ifferen ces .

With resp ect to im proving the flow  of in form ation , greater interagency 

coord ination , even within the present system , m ight accom p lish  m uch of 

what could be accom p lish ed  through a single agency. Under the present 

system  there m ay be con siderab le  room  fo r  im proving exam ination techniques 

and im proving the a llocation  of su perv isory  re so u rce s , and we have been
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devoting con sid erab le  e ffort in this d irection  at the FDIC. H ow ever, a 

single agency w ill not, by itse lf, bring about such im provem ents.

3. Concentration o f P ow er and the E lim ination o f R egulatory C hoice.

Creating a single, a ll-p ow erfu l agency would concentrate an extraordinary 

amount of pow er within a single unit o f governm ent. Banks and the public 

could  be subject to re la tive ly  a rb itrary  o r  re la tive ly  in flex ib le  behavior.

One advantage of the present system  or  one containing m ore  than a single 

agency is  that such a system  p rov ides C ongress and the agencies them selves 

with an in form ed  group of potential c r it ic s  which have no vested  financial 

in terest in the outcom e of a particu lar cou rse  of action . This is  a luxury 

that has not always been available in the case  of other Governm ent regulatory 

agen cies , whose c r it ic s  generally  have com e from  the industry being regulated.

While the existing F ed era l and State agencies have at tim es appeared 

to be com peting in their attem pts to accom m odate banks under their im m ediate 

superv ision , d ifferen ces in agency p o licy , som etim es influenced by the threat 

o f a shift in su p e rv iso r (s ), have a lso p erform ed  a p ositive  ro le  in lim iting 

unreasonable, in flex ib le  or  arb itrary  behavior on the part of one or  m ore  of 

these agen cies . Not a ll "agency  shopping" has been contrary  to the public 

in terest. Indeed, there are num erous instances w here the opposite has 

o ccu rre d , w here the initial agency was not su fficiently  receptive  to public 

need or changing p ra ctice  or  w here it was too strongly influenced by the 

existing banking establishm ent, as fo r  exam ple in its chartering or  branching 

p o lic ie s . In such instances a change of su p erv isory  authority by the d issatisfied
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bank o r  its orga n izers  m ay w ell have been in the public in terest. The 

availability  o f a ch o ice  among su p erv isory  authorities has, o f cou rse , 

been the lifeb lood  o f the so -ca lle d  dual banking system  in this country.

4. B enefits o f D iversity . While a single, a ll-p ow erfu l agency could m ore  

read ily  support sp ecia lized  training and resea rch , this m ay be outweighed 

by the potential benefits fro m  the d iv ers ified  and som ewhat independent 

e fforts  o f three separate F ed era l agen cies, just as it is  by the d iversified  

and independent e fforts  of som e State banking departm ents. There m ay be 

a grea ter tendency to experim ent and to be receptive  to change with three 

such agencies than with only one, since the odds are high that at lea st one 

o f the three m ight be recep tive  to experim entation and change at any point in 

tim e. This is  lik ely  to be the case  not only from  the standpoint of developing 

exam ination and su p erv isory  techniques, but a lso  from  the standpoint of 

accepting and encouraging innovation in banking p ra ct ice s . In the past this 

potential fo r  flex ib ility  and experim entation has produced substantial public 

benefit, and it is  lik e ly  to do so in the future.

* * * * *

* /
D irector  L eM aistre  and I b e lieve  it would be a grave m istake to 

consolidate the existing pow ers o f a ll three F edera l bank agencies into one 

single, a ll-p ow erfu l agency of the type d escribed , la rge ly  because we be lieve

# /  The C om p troller o f the C urren cy , who serves ex o ffic io  as the third 
m em ber o f the FDIC B oard o f D ire cto rs , has prev iou sly  expressed  to the 
Subcom m ittee his v iew s on the general subject of bank regulatory re form , 
and re fe ren ce  is m ade to pages 1-5 o f his statement of July 17, 1975, fo r  
an accurate  statem ent o f his position .
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it would elim inate any m eaningful ch o ice  between the regu latory options now 

available to the nation 's insured  banks. We b e lieve  that over  the years  the 

banking public has benefitted fro m  the flex ib ility  in chartering and su p erv i­

sion which that ch o ice  entails and that it should not be lightly d iscarded .

Such a consolidation  rep resen ts one extrem e, how ever, o f the broad 

spectrum  of p roposa ls  which m ight appropriately  be con sidered  by the Congress 

if  it determ ines that significant change should be made in the existing structure 

o f bank regulation at the F edera l lev e l. We b e lieve , fo r  exam ple, that it may 

be p oss ib le  to achieve many of the advantages of g reater centra lization  without 

giving up the m eaningful regu latory ch o ice  to which we have re fe rre d .

We have no sp ecific  p rop osa l to lay b e fore  you today that would, in 

our judgm ent, a ccom p lish  this interm ediate resu lt, but we have asked our 

staff to continue their e fforts  to see if a feasib le  and detailed p roposa l can 

be developed that would m eet our two ob jectives  as w ell as the needs o f other 

leg itim ate regu latory in terests , such as the form ation  and im plem entation 

o f m onetary p o licy . Should those e fforts p rove su ccess fu l, you m ay be sure 

that the resu lts w ill be brought to the Subcom m ittee 's attention.

I would conclude by stating that the FDIC is  not wedded to the existing 

bank regu latory  structu re. It is quite p repared  to see its own pow ers and 

resp on sib ilities  sign ificantly  changed if the C ongress be lieves such changes 

are  lik ely  to lead to a m ore  rational system  of bank regulation in behalf of 

the A m erican  public. This is  a com plex  area , how ever, fo r  leg isla tive  

re fo rm , and I would urge the greatest ca re  and deliberation  on the part of 

the Subcom m ittee as it p ro ceed s .
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