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M r. Chairm an and M em bers of the Subcom m ittee:

I appreciate  this opportunity to testify  on the p roposed  "F in an cia l 

R e form  A ct o f 1976, " a b ill designed to re fle ct  testim ony and com m ents 

re ce iv e d  in connection  with your S u bcom m ittee 's  FINE Study "D iscu ss ion  

P r in c ip le s . " The b ill a lso  in corp ora tes  a num ber o f p rov is ion s  fro m  the 

S en ate-passed  "F in an cia l Institutions A ct"  (S. 1267), fro m  leg is la tive  

p rop osa ls  by the F ed era l bank regu latory  agen cies designed to strengthen 

their available regu latory  p roced u res  to prevent and c o r r e c t  p rob lem  bank 

situations (S. 2304, H. R. 9743 and T itle  I of H. R. 10183) and fro m  the 

F D IC 's p rop osed  "housekeep ing" b ill (S. 2233, H. R. 9742 and T itle  IV of 

H. R. 10183).

The b ill b e fore  the Subcom m ittee is long and com p lex . Many of 

its p rov is ion s  are  in terre lated , and som e, fo r  technica l con s isten cy  and 

c la r ifica tio n , m ay requ ire  am endm ents to F ed era l law beyond those 

p resen tly  contem plated . B ecause of the short tim e which has been a v a il

able to analyze a ll the ram ifica tion s of the b ill and its recen tly  p roposed  

am endm ents, I resp ectfu lly  request that the FDIC be allow ed to file  fo r  

the re co rd  such additional com m ents and suggestions o f both a technica l 

and a substantive nature as m ay be appropriate in the light of our continued 

study o f this im portant leg is la tion .

On the substantive side, I have p rev iou sly  testified  fo r  the 

C orporation  in general support of the ob jectiv es  and p rov is ion s of the 

S en ate-p assed  F inancia l Institutions A ct, p articu la rly  those p rov is ion s
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w hich would en large the a sset and liab ility  pow ers of thrift institutions, 

p rov id e  a F ed era l ch arter option fo r  mutual savings banks, and schedule 

a gradual phasing out o f the deposit rate ce ilin gs p resen tly  found in 

R egulation Q and its FDIC counterpart. N aturally, the C orporation  would 

fa v or  those sam e p rov is ion s  in the House b ill, as w ell as those su p erv isory  

and housekeeping p rov is ion s  which have been p rev iou sly  introduced at the 

F D IC 's request and are now included in the sam e b ill.

This m orning I intend to confine m y rem arks * to five  aspects

included in o r  relevant to the p roposed  House b ill:

- -  the proposed^restructuring  of the F edera l bank 
regu la tory  agen cies ,

- -  the requ irem ent that FDIC and the proposed  
F ed era l Banking C om m ission  operate on 
appropriated  funds,

- -  the im position  of F ed era l R eserve  re se rv e  
requ irem en ts on all State banks having third 
party paym ent accounts exceeding $15 m illion ,

- -  the need fo r  a fresh  look  at the cou n try 's  housing 
goa ls  and in centives, and

- -  the d es ira b ility  of further leg is la tion  to mandate 
additional financia l and operating d is c lo su re  on 
insured  banks with few er than 500 sh areh olders.

* In fa irn ess  to m y s u cce sso r  as Chairm an of the FDIC and to the 
C om p tro ller  of the C urrency  who serv es  ex o ffic io  on the FDIC Board 
o f D ire cto rs  and w ill be presenting the v iew s of his o ffice  tom orrow , 
these rem ark s should be con s id ered  p erson a l observation s of the 
p resen t incum bent and not n e ce s sa r ily  the p resen t o r  future view s of
the FDIC.
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I. A gen cy  R estructuring

My D ecem ber 9 testim ony b e fore  this Subcom m ittee contained

a sp e c if ic , interm ediate p rop osa l fo r  F ed era l bank agency restru cturing

which I think su p erior to the p rov is ion s  presently  in the b ill b e fore  you,

b ecau se  it would have consolidated  F ed era l oversigh t of S ta te-ch artered

banks in one o ff ic e , p reserv ed  significant play between national and State

banking system s and prov ided  fo r  an evolutionary structure (the p rop osed

F ed era l Banking B oard) which would include among its five  m em b ers  the

C om p tro lle r  o f the C u rren cy , the F ed era l S u perv isor of State Banks, and

a G overn or o f the F ed era l R eserve  System .
*

T itle  I o f the p rop osed  F inancial R eform  A ct, by consolidating the 

p resen t su p erv isory  pow ers of the C om p tro ller  o f the C urren cy  over  

national banks and the F ed era l R eserve  System  over  bank holding c o m 

panies and State m em ber banks, adopts som e asp ects of m y e a r lie r  

p rop osa l at the expense o f o th ers . It p rov ides fo r  the rem oval of the 

F ed era l R eserv e  System  fro m  d ay -to -d a y  su perv ision  o f bank holding 

com pan ies and State m em ber banks, a tran sfer of pow er I continue to ‘ 

support w holeheartedly . Such a tran sfer does not requ ire  that the F ed era l 

R eserv e  conduct its m onetary p o licy  in a vacuum , and no resp on sib le  

p erson  has suggested that the F ed era l R eserve  System  be denied in fo r 

m ation about banking developm ents which it needs to conduct the 

a ll-im p orta n t m onetary a ffa irs  o f the country. No convincing argum ent 

has yet been advanced, how ever, to ju stify  the daily d iversion  of the
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staff and m em b ers  of the B oard o f G overn ors away fro m  m onetary p o licy  

issu es  to such m atters as regu lation -w riting  under T ru th -in -L en d in g ,

F a ir  C redit B illing , and Equal C redit Opportunity o r  the thousands of 

d ec is ion s  requ ired  annually under the Bank Holding Company A ct A m end

m ents o f 1970. The F inancial R eform  A ct would a lso  con solid ate  in one 

p la ce  the regulation  and su p erv ision  o f m ost of the nation ’ s la rg e r  banks 

(no nonm em ber co m m e rc ia l bank today exceed s $2 b illion  in s ize ), but it 

does so at potentially  great r isk  to the m a jor  State banking system s of the 

country if the p rop osed  C om m ission  fa ils  to perm it som e d ivers ity  between 

the way in v/hich national and State banks operate . The b ill b e fore  you a lso  

d iv ides ju r isd iction  over  State banks between the FDIC and the proposed  

C om m iss ion , depending on whether o r  not the bank is a m em ber of a 

holding com pany system . A pparently, the FDIC would a lso  have ju r is 

d iction  ov er  State banks that are ’ 'm e m b e rs ” of the F edera l R eserve  System, 

so long as they w ere  not in a holding com pany. I urge the Subcom m ittee to 

rev iew  these m atters ca re fu lly , cla rify in g  them  as n ecessa ry , and again 

con s id er  the alternative I p roposed  in D ecem ber.

II. P lacing  the F ed era l Bank A gen cies on A ppropriated  Funds

It is no acciden t, in m y judgm ent, that the three F ed era l bank 

agen cies  have rem ained over the y ea rs  re la tive ly  untouched by p o litica l 

scandal or  intim idation , I fea r , how ever, that this track  re co rd  could  be 

substantially a ltered  if the p rop osed  F ed era l Banking C om m ission  and the
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FDIC w ere  to be p laced  on an appropriated  funds b a s is , sub ject in the 

f ir s t  stage o f the p ro ce s s  to the tender m e rc ie s  of the White House and 

the O ffice  o f M anagem ent and Budget and in the second stage to the varied  

in terests o f individual C ongressm en . The p ra ctica l e ffect o f the a p p rop ria 

tion  p r o c e s s  would be to give the p o lit ica l operatives of the White House 

and the C on gress substantial con tro l ov er  the person n el, the d a y -to -d a y  

op era tion s , and the leg is la tive  p osition s"''’' taken by the C om m ission  and 

the FDIC, and I need not rem ind you how sensitive m any o f these agency 

d ec is ion s  can be.

The C on gress  and the public m ust, h ow ever, hold every  agency o f 

governm ent, and its resp on sib le  o ff ic ia ls , accountable fo r  their p erform an ce  

o f duty. In part, this is a ccom p lish ed  today through the requirem ent of an 

annual rep ort to the C on gress , through oversigh t hearings of the resp on sib le  

C om m ittees and Subcom m ittees o f the two H ouses and through the lim ited  

GAO audit which is p resen tly  conducted each year of FDXC's "financia l 

tran saction s . "  In addition, the F reed om  of Inform ation A ct is opening 

m o re  and m ore  o f the a ctiv ities  and d ecis ion s  of the F edera l bank agen cies 

to public scrutiny . This p ro ce s s  o f en forcing  accountability  on the bank 

regu la tory  agen cies could  be further strengthened by (i) requiring p er iod ic

In this re sp ect , in so far as OMB is con cern ed , the im position  of the 
appropriations p roced u re  on the FDIC could have the p ra ctica l e ffect of 
nullifying recen t leg is la tion  which ex p ress ly  exem pted the FDIC fro m  
obtaining OMB clea ra n ce  b e fo re  submitting its positions on leg is la tive  
m atters to the C on gress .
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rep orts  to the C on gress on sp ec ific  subjects of in terest to the resp on sib le  

C om m ittees o r  Subcom m ittees, and (ii) enlarging the GAO audit r e q u ir e 

m ents to include a lim ited  sam pling of the agen cy ’ s exam ination rep orts  

and su p erv isory  p r o c e s s e s  in sp e c ific  ca se s , under s tr ict  requ irem en ts 

o f con fidentia lity , in an e ffo rt  to obtain an independent, outside appraisa l 

o f the e ffe ctiv en ess  of the agen cy 's  superv ision . We are cu rren tly  engaged 

in an e ffort to com p rom ise  the FD IC ’ s long-standing dispute with GAO over 

its a sserted  need to have "u n res tr icted " a cce ss  to FDIC exam ination rep orts  

in o rd e r  to a ccom p lish  its requ ired  audit, and I am hopeful that the pattern 

that em erges fro m  these current e fforts  can be used on a regu lar b a s is .

In any event, leg is la tive  oversigh t and GAO p ost-au d it hold m ore  p rom ise  

in m y view  than the appropriations p ro ce ss  of p reserv in g  the nonpolitica l 

nature o f the bank agencies and the public con fidence which has accom panied  

their p erform a n ce  in the past.

U niform  R eserve  R equirem ents fo r  Banks with $15 m illion  o r  m ore  
in Third P arty  Paym ent A ccounts _________________ __ ___________

Under p resen t law the F ed era l R eserve  is requ ired  by F ed era l law 

to im pose  re se rv e  requ irem ents on national banks and on S ta te -ch a itered  

banks which ch oose  to becom e m em bers of the System . Some State- 

ch artered  m em ber banks apparently find the advantages of m em bersh ip  

o v e rco m e  the co s t  th ereo f, although a substantial num ber of banks have 

dropped their m em bersh ip  ov er  the past ten y e a rs . The prin cipa l cos«, 

o f m em bersh ip  is the m aintenance of requ ired  re se rv e s  in the fo rm  of 

non interest earning deposits at a F ed era l R eserve  Bank. State re serv e
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requ irem en ts fo r  nonm em ber banks genera lly  are  le ss  onerous than 

F ed era l R eserv e  requ irem ents since nonm em ber banks m ay use balances 

held  with a correspon den t bank and, in som e States, m ay a lso  use earning 

a sse ts  in calcu lating their requ ired  r e s e r v e s . The m ost frequently cited  

advantages of m em bersh ip  are  c o s t - fr e e  check  clearin g  and co lle ction  

s e r v ic e s , rediscounting and borrow ing p r iv ileg es  at a F ed era l R eserve  

Bank, c o s t - f r e e  w ire  tra n sfer , and safekeeping p r iv ile g e s . Some banks 

a lso  con s id er  the "p r e s t ig e "  of m em bersh ip  an intangible benefit.

By con trast, nonm em ber banks re ce iv e  a variety  of se rv ice s  and 

a ss is ta n ce  fro m  correspon den t banks in return fo r  maintaining c o r r e s p o n 

dent ba lan ces. A s fees  fo r  such se rv ice s  rep lace  the m aintenance of 

ba lances (and there c le a r ly  is a trend toward this developm ent), it w ill 

be m ore  apparent to nonm em ber banks what the various se rv ic e s , including 

ch eck  clearin g  and co lle c tion , are costing them . Should the F edera l 

R eserv e  m ake its c learin g  w ire  and tran sfer se rv ice  available on a fee  

basis  to a ll u se rs , nonm em ber banks would be able to com pare costs  in 

this area  with those fe e s  charged by correspon den t banks. The net resu lt 

m ight w ell be that S ta te-ch artered  banks, m em ber as w ell as nonm em ber, 

would have better in form ation  than they do today in deciding how to have 

their checks c lea red  and whether the benefits of discount window borrow ing 

and safekeeping se rv ice s  are worth the residual co s t  o f m aintaining re se rv e s

with the F ed era l R eserv e .
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P roponents o f un iform  re se rv e  requ irem ents fo r  banks o f s im ilar 

s ize  argue that u n iform  requ irem en ts are  n ecessa ry  fo r  the F ederal 

R eserv e  to m aintain adequate con tro l over  the m oney supply. It is im plied 

that the absence of un iform  re se rv e s  allow s a significant part of the banking 

system  to escape F ed era l R eserve  con trol and this m akes m onetary m an age

m ent m ore  d ifficu lt.

I am  not aware of any substantive re sea rch  and analysis that g ives 

cred en ce  to these argum ents. FDIC staff analyses, as w ell as those of 

outside e con om ists , do not support the view  that the existence of a large 

num ber of nonm em ber banks has ham pered m onetary m anagem ent. 

Sophisticated o b se rv e rs  note that except fo r  the la rge  m on ey-m ark et 

corresp on d en t banks, F ed era l R eserve  m em bersh ip  m ay not be p articu larly  

im portant fo r  the conduct of m onetary p o licy . They argue that the re se rv e  

p osition s o f sm a ller  banks depend upon the re se rv e  positions of la rge  

correspon den t banks and thus e ffective  m onetary con tro l of correspon den t 

bank re s e r v e s  g ives the F ed era l R eserve  e ffective  con tro l over all banks, 

reg a rd less  o f the amount or fo rm  of these r e s e r v e s .

Another argum ent advanced on behalf of un iform  re se rv e  re q u ire 

m ents pertains to equity. Insofar as State re se rv e  requ irem ents can be 

m et by correspon den t balances which com pensate fo r  se rv ice s  provided  

o r  by p lacing funds in earning a sse ts , it is som etim es alleged that such 

institutions tend to be at a com petitive  advantage com pared  with m em ber 

banks; and, in fa ct, nonm em ber banks in States with low er re serv e
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requ irem en ts have tended to be m ore  profitab le  than m em ber banks o f 

com p arab le  size» H ow ever, extending re se rv e  requ irem ents to all 

d ep ository  institutions is not the only way to address this issu e .

A nother alternative would be fo r  the F edera l R eserve  to pay in terest 

on m em ber bank re s e r v e s , to a llow  all o r  a portion  of its requ ired  

r e s e r v e s  to be held in the fo rm  of T reasu ry  se cu r it ie s , o r  to reduce 

prevailing  re se rv e  requ irem ent le v e ls . (There m ay be con sid erab le  log ic  

in tying the latter to the elim ination  of re s tr ic tion s  on the paym ent of 

in terest on demand d eposits . ) With resp ect to other F ed era l R eserve  

s e r v ic e s , p rin cip a lly  a c ce s s  to the discount window and check clearin g  

s e r v ic e s , these m ight be m ade available to nonm em ber banks on a non- 

subsid ized  b a s is .

To re itera te  the position  outlined in m y p rev iou s testim ony, I 

b e liev e  that the nation ’ s banks should be perm itted  to retain a m eaningful 

ch o ice  betw een the regu latory  options now available to insured banks.

F o r  S ta te -ch artered  banks, an im portant part of that ch o ice  is optional 

m em bersh ip  in the F ed era l R eserve  System  with its attendant costs  and 

ben efits . At p resen t, being unconvinced on the m erits  of the two principa l 

argum ents advanced by proponents of un iform  F ed era l R eserve  re se rv e  

requ irem en ts, I would not favor the im position  of such un iform  re q u ire 

m ents on S ta te -ch artered  banks. If con sideration s o f either m onetary 

p o licy  or  equity persuade the Subcom m ittee to adopt such a requirem ent,

I b e lieve  that a m uch higher cutoff figu re than the $15 m illion  proposed
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should be used to determ ine those banks to which such un iform  re se rv e s  

should apply.

IV. A F resh  L ook at the C ountry 's Housing G oals and Incentives

D iv ers ifica tion  on the a sset and liab ility  side appears to be n ecessa ry

if the sp ecia lized  thrift institution is to have the earnings and the com petitive

too ls  n e ce s sa ry  to attract and retain deposits in p eriod s of high m arket

in terest ra tes . To those in the C ongress and e lsew h ere , h ow ever, who

seek to keep lendable funds flow ing to the housing se c to r , broadened

investm ent p ow ers fo r  thrifts ra ises  the sp ectre  of a reduced com m itm ent
H! *

to housing. W hile it m ay be true that the percentage o f a ssets devoted to 

m ortgage  lending and the housing sector  is lik ely  to go down with broadened 

p ow ers , m ost experts fe e l that the d o lla rs  devoted to housing w ill not be 

a d v erse ly  a ffected . Heightened com petition  fo r  deposits a lso ra ises  the 

lik e lih ood  o f h igher rates on hom e m ortgages and related  housing cred it, 

and this ra ises  understandable con cern  over the future attractiveness of 

such expenditures to the purchasing public. Should we then be m oving away 

fro m  sp ecia lized  m ortgage lending institutions?

I think the answ er m ust be "y e s , " coupled with a m ore  enlightened 

housing p o licy . Tax incentives to keep financial institutions in the housing 

se c to r , or incentives like the d ifferentia l under Regulation Q, are d irected  

to lending institutions not the ultim ate u ser . If the incentives are adequate, 

so the argum ent g oes , m ore  m oney w ill flow  to housing and hom e m ortgage
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rates w ill be kept low . But w ill this happen and is it what we need today? 

W ill such incentives in crea se  the flow  of funds to housing units that are 

a ffordab le  by low er and m id d le -in com e  fa m ilies  - -  who are , a fter a ll, 

the vast m a jo r ity  o f our population? Or w ill it again be the d eve lopers  

and the re la tive ly  affluent who benefit fro m  the many rea l estate incentives 

p resen tly  em bedded in our law s?

The b a s ic  p rob lem s in housing today runs m uch deeper than the 

ava ilab ility  of funds o r  high in terest ra tes. They are a com bination  of 

high and ris in g  energy co s ts , high building costs  and a preoccupation  with 

the detached, s in g le -fa m ily  hom e. Surely the tim e has com e fo r  a fresh  

look  at the housing goals we have set fo r  ou rse lv es  as a nation. A 

reexam ination  o f these goa ls , and agreem ent on what they should be, m ay 

lead us to quite d ifferent incentives in the housing se cto r  than are con tem 

plated by either the Senate or House b ills  now b e fore  you. I fear that 

re lia n ce  on the traditional incentives aim ed at lending institutions and 

d eve lop ers  w ill only lead to m ore  disappointm ents in the actual im p ro v e 

m ent, both quantitatively and qualitatively, of our housing stock .

V. G reater D isc losu re  in Banks with few er than 500 Shareholders

R ecent events have a cce le ra ted  what has been a persisten t trend 

tow ards g rea ter  d isc lo su re  of in form ation  related to the operations and 

fin an cia l soundness o f the nation 's insured banks, a trend which I be lieve  

benefits the institutions th em selves, their d ep ositors  and cu stom ers , their

sh areh olders  and their regu la tors .
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The F ed era l bank agencies and the SEC have played a m a jor role  

in this p r o c e s s . The FDIC has fo r  severa l y ea rs , fo r  exam ple, re leased  

to anyone who asks the com plete  R eports of Condition and Incom e which 

insured banks file  regu larly  but which had p rev iou sly  been held confidential. 

C ontrary  to the fe a rs  of som e, there is no evidence that this has resulted 

in any ad verse  e ffects  on the nation ’ s banking system . C urrently, the 

F ed era l bank agen cies and the SEC are engaged in a con certed  e ffort to 

expand the u sefu lness of the inform ation  co lle cted  in such R eports.

In addition, bank holding com panies with 500 or m ore  shareholders 

are  gen era lly  requ ired  to d isc lo se  data, f ile  p eriod ic  rep orts , use proxy 

statem ents and distribute annual rep orts in accord an ce  with SEC standards. 

Nonholding com pany banks with 500 or m ore  shareh olders are required  to 

m eet s im ila r  d is c lo su re  requ irem ents set by the F ed era l bank agencies, 

in substantial con form an ce  with SEC standards. At the present tim e 321 

nonm em ber insured  banks m eet the statutory tests and are subject to these 

extensive d is c lo su re  requ irem en ts.

I would recom m end  two additional steps which would significantly 

en large the public d issem ination  o f banking data, both o f which would require 

leg is la tion  to be e ffectiv e . F irs t , the 500-sh areh older test should be 

reduced to 300 shareh olders and subsequently to 100 shareholdei s. The 

in itial reduction  would add approxim ately  500 nonm em ber banks to those 

a lready subject to these extensive reporting requ irem en ts, while the
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reduction  to 100 sh areh olders would add another 1, 700 nonm em ber banks. 

A com p arab le  percentage in crea se  in covera ge  would m ost lik ely  o ccu r  

fo r  bank holding com panies reg istered  with the SEC, fo r  national banks 

reg is te red  with the C om p tro ller  of the C urrency and fo r  State m em ber 

banks reg is te red  with the F ed era l R eserve . Second , a ll insured b^-nks 

should be requ ired  to send out to their shareholders the data contained 

in the y ea r -en d  Call and Incom e R eports subm itted as of D ecem ber 31 f:o 

the three F ed era l bank a g en cies . While such data m ay be obtained fro m  

tEe agen cies upon request, placing the burden of d issem ination  on the 

banks th em selves would lead to m ore  w idespread  d isc losu re  on an equal

basis  to a ll bank ow n ers.
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