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Starting in January, a top -lev e l staff group within the Federal 

D eposit Insurance C orporation  has been attempting to identify significant 

and dem onstrable points of fr iction  within the present F ederal bank regu ­

latory  structure which m ight justify  recom m endations fo r  m a jor C on gres­

sional re form . That group has a lso review ed the F ederal su perv isory  

experience over the past five  years in dealing with large problem  banks 

and a num ber of large bank fa ilu res to determ ine if that experience might 

justify  sim ila r recom m endations. F inally, the group has attempted to 

analyze the potential advantages and disadvantages qf a single F ederal bank 

regulatory agency which m ight ex e rc ise  all of the pow ers which are today 

vested in the C om p troller of 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 ederal R eserve 

System .

Stated succinctly , the group has identified only two significant and 

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

different agency attitudes toward bank acquisitions under the F ederal Bank 

M erger A ct, the other relating to the overlapping authority of the Federal 

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

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

of the C urrency or a nonm em ber bank supervised by som e state banking 

departm ent at the state leve l and the FDIC at the F ederal leve l. As the 

Com m ittee w ill recogn ize , neither of these item s had anything to do with 

the fa ilu re  or  near fa ilu re  of United States National Bank, Franklin National
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Bank o r  Security National Bank. The group further found that the existing 

agency structure was not a significant fa ctor in any of the recent fa ilu res 

which have been so w idely publicized  and that a different bank agency 

structure at the F ederal level would not n ecessa rily  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 leadership  or the m en and wom en who staff it.

If recen t bank fa ilu res  provide no justification  in fact fo r  structural 

re fo rm  of bank regulation at the F ederal lev e l, the case  fo r  a consolidated  

bank agency which com bines all the pow ers of the three existing agencies 

m ust r is e  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  of things that 

I be lieve  the Com m ittee might find useful our sta ff's  sum m ary of the p ros  

and cons o f such an agency.

ARGUMENTS IN FAVOR OF A CONSOLIDATED FEDERAL BANK REG U LA­
TORY AGENCY OUTSIDE THE FEDERAL RESERVE SYSTEM

1. Sim plification  of Adm inistration ; Im proved Internal and External 

C om m unication. A consolidated  agency would provide a single fo ca l point 

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

and superv ision . A dditionally, a ll public inquiries on m atters of banking and 

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

and d ecis ion s would originate, presum ably, fro^n a single A dm inistrator or 

a single B oard. Instead of 14 FDIC regions, 14 National bank regions and
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12 F ed era l R eserve  D istricts (few of which are today identical) a much 

sim pler regional setup could be achieved.

2. Elim ination of M onetary P o licy  as a Conflicting G oal. The 

fact that the scope of resp on sib ilities  d iffers among the three Federal 

banking agencies resu lts in a num ber of internal con flicts  with resp ect 

to the handling of su perv isory  p rob lem s. This is thought by many to be 

a particu lar prob lem  fo r  the F ederal R eserve  System  whose principal 

function is the form ulation  and im plem entation of m onetary p o licy . These 

ob serv ers  b e lieve  that w here the im plem entation of m onetary p o licy  goals 

is com bined with regular bank examination and supervision , the fo rm er  

w ill always be view ed as m ore  im portant than the latter and w ill prevent

a consistent, evenhanded approach to m atters of bank supervision . This 

prob lem  would be reduced by setting up a single bank regulatory agency 

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

3. Econom y and E fficiency  of O peration. 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 agen cies. 

There would be a reduction in senior agency staff tim e spent com m unicating 

with and keeping current with the activ ities of other agencies.

M ore efficien t use could be made of exam iner tim e, training and 

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

form  and substance of rep orts of examination and would be able to issue 

uniform  instructions to all exam iners. T ravel tim e of exam iners could be
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reduced, and in many instances where it has not h eretofore  been feasib le , 

all banks within a particu lar com m unity could be examined sim ultaneously. 

A single agency could m ake m ore  efficien t use o f specia lized  expertise to 

handle com plicated  cred its  and to concentrate on such areas as trust 

activ ities, international departm ents and foreign  o ffice s  of insured banks, 

certain  data p rocess in g  and other areas of automated activity, and c o m ­

pliance with F ederal and state statutes in the consum er protection  area . 

Econom y could be achieved through a single training program  which would 

not only reduce existing duplication, but facilitate the developm ent of m ore  

advanced and sp ecia lized  training.

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

insured banks, thereby elim inating som e duplication or  redundant effort 

in adm inistering and p rocessin g  such rep orts , in com puter costs  and in 

publication costs .

4. E lim ination of Actual or  Potential P o licy  C on flicts . A single 

agency which was expected to treat all insured banks alike, regard less of 

ch arter, would bring totally un iform  treatm ent in such m atters as ru les, 

regulations, standards and p roced u res . F or exam ple, a single, rather 

than three separate guidelines on a subject, such as insider transactions, 

could be e ffected . A lso , uniform  application of statutory pow ers, such as 

cease  and desist pow ers, would resu lt. Banks would also be subject to 

greater un iform ity with resp ect to loan class ifica tion s , p o lic ies  on capital
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adequacy and other areas related to bank exam inations. Consolidation of

this kind would a lso resu lt in a single p o licy  on chartering, branching and 
* /

m e rg e rs .

5. Facilitating the Handling of Failing Banks. It has been alleged 

that the involvem ent of three F ederal banking agencies in the handling of 

som e failing banks prolongs and overly  com plicates an appropriate resolution  

of the p rob lem . A  single agency probably  could reduce the tim e involved. 

Under present arrangem ents, it is d ifficu lt to con sider all alternatives m ore  

or  le s s  sim ultaneously, because the three agencies have somewhat different 

pow ers related  to solving these problem s (e, g . , the C ornptroller has con s id ­

erable flex ib ility  in arranging a national bank m erg er which does not require 

specia l G overnm ent financial assistan ce or guaranties, while the F ederal 

R eserve  can provide liquidity assistan ce  and the FDIC can provide other types 

of financial a ssistan ce  to insured banks regard less  o f 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 ederal bank agency would 

have resp on s ib ility 'fo r  examining 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 of the overa ll risk  exposure of the holding com pany and its

* /  The C om ptroller is  the only F edera l banking agency having chartering and 
branching authority, but the FDIC and to a le s s e r  extent the F ederal R eserve  
each play an im portant ro le  in the establishm ent and branch expansion of State 
banks.
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affiliated banks and nonbank bu sin esses . Under present arrangem ents the 

Federal R eserve  has certa in  regulatory authority over the activ ities of 

holding com panies whose principal assets m ay be banks subject to the 

regulation o f the other two F ederal banking agencies.

When C ongress addressed  the bank holding com pany issue in 1970 

and concentrated  regu latory authority within the F ederal R eserve , C ongress 

was p rim arily  concerned  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  

recent 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  

activ ities, and the present regulatory arrangem ent does not seem  to be w ell 

suited to deal with these issu es . Even apart from  the holding com pany 

fram ew ork , there exist in today’ s banking system  many com plicated  financial 

arrangem ents associa ted  with joint ventures and shared cred its  where the 

present F ed era l regulatory structure m akes it d ifficu lt to get a com plete 

p icture o f a bank's risk  exposure in a particu lar transaction . A single 

agency could am eliorate  this situation.

7. Gains to Banks and Bank C ustom ers from  a Single F ederal 

A gen cy . D ifferen ces in regulations, in exam ination standards and reporting 

requirem ents among the F ederal banking agencies may resu lt in different 

treatm ent of s im ilar 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

work with and understand these d ifferen ces.
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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 panies, innovations in the payment system  and the

growing im portance of international operations in the activ ities of large

banks - -  and there is  no reason  to assum e that this p ro ce ss  w ill d ece lera te .

A  single F edera l banking agency m ay be in better position  to com m and the

technical and sp ecia lized  re so u rce s  and to e x erc ise  the adm inistrative

flex ib ility  n ecessa ry  to cope with this changing environm ent.

ARGUMENTS AGAINST A  CONSOLIDATED FEDERAL BANK REGULATORY 
AGENCY THAT COMBINES A L L  THE EXAMINATION. SUPERVISION AND 
REGULATORY POWERS OF THE THREE EXISTING FEDERAL AGENCIES

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

appears to be a cu m bersom e structure on paper, the present system , fo r  the 

m ost part, has w orked w ell. In considering the substantial rev ision  n ecessa ry  

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

a consolidation  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 disruption should be weighed against the assum ed benefits of 

such a single agency.

2. Such an A gency W ill Not be a P anacea. A single a ll-p ow erfu l

agency w ill not assure uniform  and quality perform 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
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d ifferen ces within each agency which m ay exceed interagency d ifferen ces .

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

coordination , even within the present system , m ight accom plish  much of 

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

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

and im proving the a llocation  of su perv isory  reso u rce s , and we have been 

devoting con siderab 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 of Pow er and the Elim ination of Regulatory C h oice . 

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

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

could be subject to re la tive ly  arb itrary  or rela tively  in flexible behavior.

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

agency is that such a system  provides C ongress and the agencies them selves 

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

in terests 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, w hose c r it ic s  generally  have com e from  the industry being regulated.

While the existing F ederal and state agencies have at tim es appeared 

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

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

o f a shift in su p erv isor(s ), have a lso p erform ed  a positive ro le  in lim iting 

unreasonable, in flex ib le  or arb itrary  behavior on the part o f one or m ore  of
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these agen cies . Not all "agency shopping" has been contrary to the public 

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

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

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

existing banking establishm ent, as for  exam ple in its chartering or bran ch ­

ing p o lic ie s . In such instances a change of supervisory  authority by the 

d issa tisfied  bank or its organ izers may w ell have been in the public in terest.

The availability  of a ch oice  among supervisory  authorities has, of cou rse , 

been the lifeb lood  of the dual banking system  in this country.

4, Benefits of D ivers ity . While a single a ll-p ow erfu l agency could 

m ore  readily  support specia lized  training and resea rch , this m ay be out­

weighed by the potential benefits from  the d iversified  and somewhat independent 

e fforts  of three separate F ederal agencies, just as it is by the d iversified  and 

independent e fforts  of som e state banking departm ents. There may be a greater 

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 least one of the three might 

be recep tive  to experirhentation and change at any point in tim e. This is likely  

to be the case  not only from  the standpoint of developing examination and 

su p erv isory  techniques, but also from  the standpoint of accepting and en cou r­

aging innovation in banking p ra ctice s . In the past this potential fo r  flex ib ility  

and experim entation on a sta te-by -sta te  basis or  by separate agencies has 

produced substantial public benefit, and it is likely to do so in the future.
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* /
D irector L eM aistre and I be lieve  it would be a grave m istake to 

consolidate the existing pow ers of a ll three F ederal bank agencies into one 

single a ll-p ow erfu l agency of the type d escrib ed , la rge ly  because we believe 

it would elim inate any m eaningful ch o ice  between the regulatory options now 

available to the nation 's insured banks. We believe  that over the years the 

banking public has benefitted fro m  the flex ib ility  in chartering and supervision  

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

Such a consolidation  represen ts one extrem e, how ever, of the broad 

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

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

of bank regulation at the F ederal lev e l. We b e lieve , fo r  exam ple, that it m ay 

be p oss ib le  to ach ieve many of the advantages of greater centralization  without 

giving up the m eaningful regulatory ch oice  to which we have re fe rre d .

A CENTRALIZATION PROPOSAL WHICH PRESERVES A REGULATORY CHOICE 

This m orning I am prepared  to o ffe r  such an interm ediate p roposa l - -  

a p roposal which could rea lize  a significant num ber o f the benefits which ought 

to flow  from  a g rea ter 'cen tra liza tion  of bank regulatory functions at the F edera l 

leve l, yet retains what I be lieve  to be the key benefits of innovation, s ta te -b y - 

state d iversity  and protection  against bureaucratic rig id ity  and in flex ib ility

* / The C om ptroller of the C urrency, who serves ex o ffic io  as the third 
m em ber of the FDIC Board of D irectors , w ill no doubt be expressing his 
separate view s on the general subject of bank regulatory re form , and 
nothing in this statement should be construed as reflecting  the view s of 
his o ffice  on any facet of bank regulatory re form .
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which flow  from  the regulatory ch oice  presently  available to a lm ost all 

insured banks. Unlike a num ber of other variants on regulatory consolidation  

that have been advanced, this one could be easily  and quickly im plem ented 

with very  little disruption of existing personnel and p roced u res . It m aintains 

a sp irit of con tro lled  com petition  between regulatory o ffic ia ls , thereby 

encouraging internal review  and better regulatory p erform an ce . F inally, 

it has the virtue of being susceptib le to further evolution in the light of actual 

experien ce  with its benefits and d efic ien cies  and in the light of ongoing d eve lop ­

m ents in the financial structure, such as m ore  intensive com petition  between 

com m erc ia l banks and thrifts, m ore  extensive interstate banking and m ore  

com prehensive depositor se rv ice  through EFT fa c ilit ie s  and w ire transfer 

system s. B rie fly  stated, it contains these elem ents:

1. The O ffice  of the C om ptroller of the C urrency would be con - 

tinued with only two significant m odifica tion s in its existing pow ers and 

ju r isd iction . The fir s t  would authorize the C om p troller to approve or deny 

nonbank acquisitions by one-bank holding com panies in a ccord an ce  with 

Regulation Y § 225.4  w here the only bank subsidiary of the holding com pany 

is a national bank and would s im ila rly  p lace in the C om p tro lle r ’ s O ffice  full 

exam ination and su p erv isory  pow ers over each such one-bank holding com pany. 

The second significant m odification  I would recom m end would be to transfer 

ju r isd iction  over  m erg ers  and sim ilar types of acquisitions where the resulting 

bank is a national bank to the m u lti-m em ber board d escribed  below .

2. The bank exam ination and su perv isory  pow ers of the F ederal 

R eserve  System  and the FDIC dealing with S tate-ch artered banks would be
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com bined in a new o f f ic e , headed by a single adm in istrator, as suggested 

by the Hunt C om m ission . This o ffic ia l, who would serve a fiv e -y e a r  term  

like the C o m p tro lle r 's , m ight be named the "F ed era l Supervisor of State 

Banks. " He too should be authorized to approve or deny nonbank acquisitions 

by one-bank holding com panies in accord an ce  with Regulation Y § 225„4 where 

the only bank subsidiary of the holding com pany fa lls  within his ju risd iction  

(if e. , w here it is S tate-chartered) and to conduct all F edera l exam ination 

and su p erv isory  activ ities with resp ect to such a holding com pany. J u ris ­

d iction  over m erg ers  and sim ilar types o f acquisitions w here the resulting 

bank is a State bank would be tran sferred  to the m u lti-m em ber board  d escribed  

below .

3. A  fiv e -m em b er  F edera l Banking Board would be created , with 

three ex o ffic io  m em b ers : the C om p troller of the C urrency , the F ederal 

Supervisor of State Banks, and a G overnor of the F ederal R eserve  System  

designated fo r  this purpose by the Board of G overn ors. The two rem aining 

m em bers would be appointed by the P resident and con firm ed  by the Senate 

fo r  term s of five y ea rs  each, one o f whom the P resident would designate as 

Chairm an. The pow ers of this Board should be lim ited  to those n ecessa ry  

to im plem ent un iform  national p o licy  in the regulation o f the nation 's banks 

and should be very  carefu lly  and sp ecifica lly  detailed by the C ongress in its 

enabling leg isla tion .

Since I believe  the C ongress has already indicated the desirab ility  

of a un iform  national p o licy  in the follow ing areas, I would assum e that each
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of them  would be adm in istered  by the proposed  F edera l Banking B oard:

(i) the F edera l deposit insurance p rogram , including the present liquidation 

and re ce iversh ip  functions of the FDIC, the present financial assistan ce  

authority of the FDIC with resp ect to banks in danger of c los in g , and the 

pow ers of the FDIC relating to the custody, con tro l and investm ent of the 

FDIC trust fund; (ii) the bank holding com pany pow ers presently  vested  in 

the F edera l R eserve  Board - -  other than those related to one-bank holding 

com panies which I would assign  to the C om p troller o f the C urrency or the 

F edera l Supervisor of State Banks, i. e. , the pow er to approve or  deny 

sp ecific  nonbank acquisitions of one-bank holding com panies in accord an ce  

with Regulation Y § 225 .4  and the resp on sib ility  to exam ine and supervise 

such one-bank holding com panies and all of their a ffilia tes; (u i) bank acqu i­

sitions which p resen tly  fa ll under the Bank M erger A ct; (iv) the prom ulgation 

of un iform  regulations applicable to all insured banks which the C ongress 

has h ereto fore  assigned to the F ed era l R eserve  B oard, such regulations to 

be en forced  in the case  of national banks by the C om p troller of the C urrency 

and in the case  of State banks by the F ed era l Supervisor of State Banks; 

and (v) the co lle ction  of basic  financial data and other essen tia l inform ation 

fro m  insured banks which is  needed on a un iform  basis  rega rd less  o f ch arter.

* /  Exam ples o f such regulations include those relating to nonbank activ ities 
under the Bank Holding Company A ct and those prom ulgated o r  to be p rom u l­
gated under the T ruth -in -L ending A ct, the Fair C redit Billing A ct, the Equal 
C redit Opportunity A ct, and the F ederal Trade C om m ission  Im provem ents A ct.
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O bviously, the availability  o f a m u lti-m em ber Board fo r  these basic 

purposes m ight prom pt the C ongress to rev iew  other statutes which contem plate 

tripartite  rulem aking and en forcem ent, such as the Bank P rotection  A ct, 

but in m y view  C ongression al additions to the pow ers of the F edera l Banking 

Board should be str ictly  lim ited  to those w here the need fo r  un iform ity is 

obvious and convincing. To assign  all m atters of substance to this Board, 

even if national un iform ity is not requ ired , would only serve  to detract from  

the flex ib ility  and vitality  that is p oss ib le  with separate national and state 

banking system s.

4. The F edera l Banking Board should have certa in  pow ers of 

oversight in the exam ination and supervision  of insured banks. My p roposal 

contem plates the continued exam ination of national banks by the C om p troller 

of the C urrency  and the exam ination o f State banks by the F edera l S u pervisor 

of State Banks in conjunction with state banking departm ents. The proposed  

F ederal Banking Board would, how ever, be adm inistering the deposit insurance 

program  and it should routinely exam ine a sm all percentage of both national 

and State banks annually in o rd er  to evaluate the quality of the exam ination 

reports it re ce iv e s  on a regular basis  fro m  their resp ective  su p erv isors .

F or this purpose, it w ill need a m odest num ber of experienced  and w e ll-  

trained exam iners and support personn el whose ranks it can supplem ent by 

tem porary  details fro m  the O ffice  of the C om ptroller and the o ffice  of the 

F ederal Supervisor of State Banks. The Board should a lso  have the pow er
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to synchronize exam inations of a ll bank su bsid iaries and a ffilia tes of m u lti­

bank holding com panies, even though the actual bank exam ination w ork is 

p erform ed  by the C om p troller o f the C urrency and the F edera l S u pervisor 

of State Banks, In addition, the Board should have fu ll authority to c o ­

ordinate, synchronize and supervise the workout of system w ide prob lem s 

in m ulti-bank holding com panies.

5. The F ed era l Banking Board should m aintain c lo s e  working 

relationsh ips with the F ed era l R eserve  System  as the nation ’ s central bank. 

These relationsh ips are likely  to be m u lti-fa ceted  in view  of the F ederal 

R e se rv e ’ s ro le  as ’ ’lender o f last re so r t , ” form u lator of m onetary p o licy  

and the nation ’ s representative among central banks of the w orld . This is 

one reason  why the F ed era l Banking Board I am proposing has among its 

m em bers a G overnor o f the F edera l R eserve  B oard, but m ore  explicit 

relationsh ips w ill be n ecessa ry . The F edera l R eserve  System  should be 

authorized, fo r  exam ple, to continue to co lle c t  from  all m em ber banks the 

inform ation  n ecessa ry  fo r  the form ulation  and im plem entation of m onetary 

p o licy , while the F edera l Banking B oard would be charged with the duty to 

develop, com p ile  and transm it any other in form ation  on the banking system  

which the F edera l R eserve  needs in the form ulation  o f m onetary p o licy  or 

in its ov ersea s  re la tion s. The F ed era l R eserve  System  should have regular 

input into the d ecis ion s o f the C om p troller of the C urrency , the F edera l 

S u perv isor of State Banks and the F edera l Banking Board with resp ect to 

the activ ities o f fore ign  banks and their a ffilia tes in this country as w ell as
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the a ctiv ities o f U. S. banks o v e rse a s . E m ergency  borrow ings fro m  the 

F ederal R eserve  discount window should be available to m em ber and non­

m em ber banks alike upon certifica tion  by the F edera l Banking Board that 

they are in danger of failing and that such assistan ce  is  n ecessa ry  fo r  a 

tem porary  period  until a m e rg e r , a rece iversh ip  sale or  som e other o rd erly

resolution  o f the bank's p rob lem s is arranged. The F ederal Banking Board, 

in turn, should be authorized to guarantee the repaym ent of such borrow ings 

to the F edera l R eserve  System  out o f the re so u rce s  of the F edera l deposit 

insurance fund which the F edera l Banking Board w ill be adm in istering.

The F ed era l Banking Board should a lso be requ ired  by law to keep the 

F edera l R eserve  System  fully in form ed with u p -to -d a te  in form ation  as to 

the financial condition o f a ll such banks engaged in em ergency  borrow ing 

fro m  the F edera l R e se rv e 's  discount window. These sp ecia l p rov is ion s 

would not a ffect other types of borrow ing by m em ber banks from  the d is ­

count window.

6, The F edera l Banking Board should pay a ll costs  of exam ination 

and supervision  in cu rred  by the C om ptroller o f the C urrency and the F edera l 

Supervisor of State Banks and should have further authority to defray the 

expenses o f qualified state banking departm ents which take over by contract

I The authority to guarantee such em ergency  borrow ings fro m  the F edera l 
R eserve  m ay m ake an in crea se  d esirab le  in the amount, presently  $3 b illion , 
which the FDIC (and the proposed  F ed era l Banking Board in the future) can 
draw from  the United States T reasu ry  on demand, over  and above the assets 
available in the F edera l deposit insurance fund.
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any of the exam ination o r  su p erv isory  functions of the F ed era l Supervisor of 

State Banks. These expenses can be read ily  absorbed , without the a p p rop ria ­

tion o f tax revenues ra ised  fro m  the general public, in the g ross  annual incom e 

derived  by the F edera l Banking Board fro m  F edera l deposit insurance 

prem ium s paid each year by the nation 's insured banks and fro m  the in vest­

ment incom e of the F edera l deposit insurance fund accum ulated since 1934.

¡¡¡< >!< >!< sje >!<

It is obvious that this p roposa l has two basic fea tu res. One attempts 

to accom m odate the demands fo r  greater centra lization  at the F edera l leve l 

with the traditions and potentials of our existing system  of national and state 

banks. The other rem oves the F ed era l R eserve  B oard from  d ay -to -d ay  

decision -m aking  in m atters o f banking regulation and supervision  when its 

principal job  is  and w ill no doubt rem ain the form ulation  and im plem entation 

of m onetary p o licy . A  w ord about each of these m atters is  n ecessa ry .

O ver the y ea rs , the fact that com peting banks could be chartered  

and regulated under either F ederal or  state law has resu lted  in significant 

benefits to the A m erican  public by way of financial se rv ice  and conven ience. 

F or  qualified people seeking to enter the banking bu sin ess, a turn-dow n by 

the C om p troller o r  the lo ca l State S u pervisor was not n ecessa r ily  the end 

of the lin e. Many banks which have survived and p rosp ered  would not be 

in business today if an alternative m eans o f entry had not been p oss ib le  

in itially . This is only one exam ple, but perhaps the c lea res t, o f how public
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convenience and needs can be served  despite an initial denial by a d ifferent 

regu lator. Although many innovations in banking se rv ice  since I960 have 

been encouraged by rulings o f su ccess iv e  national bank authorities, only to 

be authorized thereafter by state su p erv isors  or  state leg is la tu res fo r  

S tate-ch artered  banks, it would be w ell to rem em ber that the f ir s t  branches 

w ere established by State banks acting under state authority, the f ir s t  rea l 

estate loans w ere m ade by State banks and State banks w ere the ones f ir s t  

authorized to o ffe r  fid u ciary  se rv ice s  to their cu stom ers . M oreover, one 

cannot d isrega rd  current state e fforts  in the area  of e lectron ic  funds 

tran sfer, consum er protection  and financial re fo rm . In this last regard ,

I think it highly significant that M aine has already im plem ented the essential 

elem ents o f the re fo rm s  proposed  by the Hunt C om m ission  and contained in 

the A dm in istration 's  p roposed  F inancial Institutions A ct. Som e banking 

innovations spread only fro m  one state system  to another, frequently with 

variations suggested by experien ce or a d ifferent banking environm ent.

When it functions p rop erly , the dual banking system  is both p ro -con su m er , 

in the sense that it fo&ters the introduction o f s e rv ice s  bank cu stom ers need 

or  d e s ire , and p ro -com p etitiv e , in the sense that a lib e ra l p o licy  in one 

system  with resp ect to new ch a rters , new branches or new serv ices  can 

perm anently disrupt a con fortable  status quo in a given se rv ice  area with 

obvious benefits to lo ca l bank cu stom ers .

A p rop er ly  functioning dual banking system  is a lso  a significant 

protection  against unreasonable, in flex ib le  or  arb itrary  regu latory  conduct,
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as is voluntary m em bersh ip  in the F edera l R eserve  System . Without new 

ideas, persisten tly  applied, nurtured and absorbed , any bu reau cracy  can 

go through an oss ifica tion  p ro ce ss  just like the p etrified  fo re s ts  that long 

ago stopped producing tre e s . This hasn 't happened in bank regulation, or  

at least not fo r  long, la rg e ly  because the number of regu lators is  so la rge  

and the p oss ib ility  of switching regu lators is so w idely recogn ized  that new 

ideas, sooner or la ter, w ill have to be con sidered  by even the m ost resistant 

of regu latory  authorities. C om petition among bank regu la tors, in other w ords, 

can be a healthy thing if it leads to better examining techniques, better adm in­

istra tive  p roced u res , im proved  financial se rv ice s  fo r  the public, o r  a m ore  

com petitive banking environm ent.

A ccord in g ly , I be lieve  our system  of national and State banks, 

separately  chartered  and regulated, is worth p reserv in g . This accounts fo r  

the prom inence I would continue to give to the O ffice  of the C om ptroller and 

fo r  the ro le  I would envisage fo r  the p roposed  F ed era l Su pervisor of State 

Banks v is -a -v is  state banking departm ents. While the C om p tro lle r 's  O ffice  

has been on the defensive in the past two yea rs  becau se  o f the w idely pu b li­

c ized  fa ilu res  and near fa ilu res  of la rge  national banks, num erous re form s 

have been instituted and there seem s now to be a general a lertness to p rob lem  

situations and a determ ination to deal with them fo rce fu lly  that augurs w ell fo r  

the future. Many state banking departm ents continue to be plagued by low  sa la ­

r ie s , inadequate num bers o f experienced  exam iners and underfunding gen era lly , 

but the num ber o f departm ents capable of taking over a significant portion  of
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the state bank exam ination and su p erv isory  load now supplied by F ed era l 

R eserve  and FDIC personn el could be substantially in creased  with F ed era l 

funding fro m  the incom e stream  of the FDIC as contem plated by m y p rop osa l. 

The consolidation  p roposa ls  now pending in the C ongress a ll seem  to con ­

tem plate the exact sam e treatm ent o f national and State banks at the F edera l 

lev e l, an hom ogenization  which in m y view  would, over  tim e, d estroy  the 

vitality of the dual banking system .

I think it im perative , how ever, that the insuring agency, which in 

m y p rop osa l is  the F edera l Banking B oard, should have the pow er to spot- 

check by actual exam ination each year a sm all percentage of State and 

national banks. This w ill enable the Board to m onitor the quality o f the 

exam ination rep orts it re ce iv e s  on a regular basis  from  the C om p tro lle r ’ s 

O ffice , fro m  the F edera l Supervisor of State Banks and conceivably  fro m  

qualified state banking departm ents in states w here the F edera l Supervisor 

of State Banks has withdrawn, in whole or  in part, fro m  the exam ination and 

supervision  o f State banks. This explicit exam ination pow er should help keep 

both national bank and'State bank examining fo r ce s  on their toes and should 

prov ide an additional incentive beyond the dual system  itse lf to keep the 

im m ediate su p erv isors  of both types o f banks fully responsive to new d eve lop ­

m ents in banking and to em erging public needs. M oreover, I would envision 

that when significant inadequacies are  found in the available su p erv isory  

too ls , the F ed era l Banking Board would convey to the C ongress and otherw ise 

make public its view s and recom m endations.
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The rem oval of the F edera l R eserve  B oard from  d ay -to -d a y  d e c is io n ­

making in m atters of banking regulation and supervision  is overdue. In that 

regard , I share the view  expressed  by fo rm e r  V ice  Chairm an R obertson  

a lm ost ten years  ago, and echoed by G overnor Bucher e a r lie r  this yea r, 

that "Supervision  is too im portant a function in itse lf to be the F edera l 

R e se rv e 's  p art-tim e  job . " If that was true p r io r  to the enactm ent o f the 

1970 Bank Holding Company A ct Am endm ents and the various "con su m er 

p rotection " laws the Board is now adm inistering, it is  even m ore  p ersu a ­

sive today.

The b a sic  p rob lem , o f cou rse , is  that w here the im plem entation 

of m onetary p o licy  goals is  com bined with bank regulation and supervision , 

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

tem ptation or threat is ever present to use the pow ers o f regulation and 

supervision  to rew ard banks fo r  their cooperation  or to penalise banks fo r  

their lack  of cooperation  with the B oard 's  m ost recent view  of its m onetary 

p o licy  goa ls . Since those goals change with som e frequency, the likelihood  

of a consistent, evenhanded approach to m atters o f bank regulation and 

supervision  over  any length o f tim e is very  m uch in doubt. W hereas p r io r  

to 1970, this was a specia l con cern  only of la rge  State m em ber banks which 

the F edera l R eserve  System  actually exam ined or of m em ber banks fo rce d  

to the discount window, it is now the con cern  of every  bank in a holding

com pany system .
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A m a jority  o f the present Board of G overnors has stated that

"N ow, m ore  than ever b e fore  . . . "  the nation 's centra l bank "needs to be

involved in the p ro ce s s  o f bank regulation and su p erv ision " since "the F ed 's

key ro le s  as m onetary p o licy -m a k er  and as lender of last re so r t  reach  into

te rr ito ry  conditioned by prevailing bank su p erv isory  and regu latory p o lic ie s .

Each o f those sets o f public p o lic ie s  a ffects the e ffectiven ess o f the other.
* /

Their c lo s e  coord ination  is  m uch to be d e s ir e d ."  The p roposa l I am 

making recogn izes  the need fo r  c lo se  coord ination , but it does not concede 

the n ecess ity  fo r  m onetary p o licy  purposes o f d ay -to -d ay  involvem ent by 

the Board o f G overn ors in bank exam ination, bank holding com pany d ecision s 

or  the im plem entation o f num erous "con su m er p rotection " law s. So far as 

I am  aw are, m y view  o f these m atters is shared by m ost knowledgeable 

o b se rv e rs  outside the System  and by quite a few  within it.

Without elaborating in detail, which I w ill f ile  with the Com m ittee 

in due cou rse , I be lieve  that m y p roposal a lso deals e ffective ly  with the fo llo w ­

ing p rob lem s of bank regulation at the F edera l leve l:

- -  It p rov ides a m ore  log ica l regu latory  fram ew ork  
fo r  dealing with the expansion and soundness o f 
one-bank holding com panies, a holding com pany 
group which is  lik ely  to in crea se  significantly in 
num ber and im portance as m ore  and m ore  states 
m ove to fu ll statewide branching.

* /  July 20, 1975, testim ony o f G overnor Holland b e fore  the Subcom m ittee 
on F inancial Institutions, Supervision, Regulation and Insurance of the House 
Banking, C urrency and Housing C om m ittee.
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- -  It centers in a m u lti-m em ber board , w here the 
F ed era l regu lators of national and State banks 
can both be heard, fu ll respon sib ility  fo r  the 
developm ent and regulation o f m ulti-bank 
holding com panies and fo r  prom ulgating the 
p erm iss ib le  nonbank activ ities of a ll bank 
holding com panies.

- -  It cen ters in the sam e m u lti-m em ber board  resp on ­
sib ility  fo r  developing un iform  standards to govern 
the acqu isition  o f two o r  m ore  insured banks, 
rega rd less  of the technical fo rm  of the acquisition  
and rega rd less  o f the charter status of the resulting 
bank.

- -  It crea tes  a better m echanism  than exists today fo r  
the total coord ination  o f regu latory  e fforts  to reso lve  
the p rob lem s o f failing banks, including a lim ited  
pow er in the proposed  F edera l Banking Board to 
o v e rse e  the exam ination quality of the C om p tro lle r ’ s 
O ffice  and the o ffice  o f the F edera l Supervisor of 
State Banks. * /

The p rop osa l does not attempt to re so lv e  som e im portant, but 

currently  p erip h era l, issu es  in bank regulation today, such as (i) whether 

the pow er to set deposit rate ce ilin gs should continue to res id e  in three 

d ifferent F edera l agencies or should be tran sferred  exclu sive ly  to the F ed era l 

R eserve  as the nation ’ s centra l bank; or (ii) whether the concept o f ’ 'm em b er­

ship" in the F edera l R eserve  System  should be rep laced  by un iform  re se rv e s

* /  Several other aspects of m y p roposa l would a lso  cen tra lize  and im prove 
the handling o f failing banks. These include the centralization  within the 
F edera l Banking Board of (1) the present authority of the FDIC to provide 
financial a ssistan ce  to fa iling banks; (2) the authority to ce rt ify  to the F edera l 
R eserve  System  the need fo r  em ergency  discount window borrow ing , the 
m onitoring o f banks in that situation, and the authority to guarantee to the 
F ed era l R eserve  System  that such em ergency  borrow ings w ill be repaid; 
and (3) bank m erg er  d ecis ion s and decision s on m ulti-bank holding com pany 
acqu isitions which are som etim es essen tia l fo r  the resolution  of a failing 
bank p rob lem .
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and equal a c ce s s  to F ed era l R eserve  fa c ilit ie s ; o r  (iii) whether in due cou rse  

the regu latory  structure and insurance p rogram s fo r  savings and loan a s s o ­

ciations and cred it unions should be m elded into the proposed  F ed era l Banking 

B oard. My p roposa l assum es that these m atters w ill rem ain tem p orarily  

as they a re , pending m ore  detailed and concentrated  study of the in te r ­

relationsh ips which would be changed if  C ongress m oves away fro m  the 

existing ord er  in any one o f these a rea s .

I b e liev e , how ever, that m y p rop osa l would be com patible with and 

could be adjusted to m ost o f the solutions which have been o ffered  on these 

con trov ers ia l m atters. In that sense, the regu latory  restructuring I am 

proposing should be con sidered  an in terim  structure, susceptib le  of further 

evolution in the light o f experience and future developm ents in financial 

com petition  and s e rv ice . If thrift institutions re ce iv e  enlarged pow ers both 

on the asset and liab ility  side and the p rotection s they presently  enjoy, like 

the Regulation Q d ifferentia l, are in tim e rem oved , they should be subject 

to regulation and re se rv e  requirem ents sim ilar to those im posed  on c o m ­

m e rc ia l banks. If EFT developm ents or  the interstate activ ities o f banks 

and bank holding com panies presen t d ifficu lt or  insoluble p rob lem s of 

regulation fo r  state banking departm ents, I would expect a significant shift 

of authority over  la rge  State banks to take p lace  as between state su p erv isors  

and the F edera l Supervisor of State Banks; at the sam e tim e, the nationwide 

ju risd iction  and capabilities of the C om p tro lle r ’ s O ffice  m ay b ecom e an 

in creasin g ly  pow erfu l incentive fo r  such banks to assum e a national ch a rter .
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None of us can be cla irvoyant about the future activ ities o f deposit 

institutions in this country ten, fifteen  or twenty yea rs  hen ce. The pace o f 

change is  a cce lera tin g , in m y judgm ent, not slowing down. What we need 

is a regu latory  structure that w orks w ell under a wide variety  of c ir cu m ­

stances, that rem ains recep tive  to new ideas, that can endure s tress  and 

still stay flex ib le  in the light o f the new technology which is  constantly 

enlarging the reach  o f our financial institutions. The p roposa l I am  making 

today m ay, I hope, be a contribution to that end.

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

bank regu latory structure. It is quite prepared  to see its own pow ers and 

resp on sib ilities  significantly 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 form , and I would urge the greatest ca re  and deliberation  on the part of 

the C om m ittee as it p ro ceed s .
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