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I \IOlLD LIKE TO CClffNT BRIEFLY ON 00 FAIRLY RECENT DEVELOPMENTS 

11-U\T ARE OF PARTICll.AR SIGNIFICANCE TO YOU AND"'O 11-iE FED--11-iE CREDIT 

RESTRAINT PROGRAM AND 11-iE RECENTLY PASSED rtJNETARV U)NTROL fer, 

J SlBPECT lHAT 11-IE "so-cAL.1..E.D" MEMBERSHIP LEGISLATION-WI11i ITS 

"so-CAU..ED" SI-DRT TITLE OF 11-iE DEPOSITORY De:REGU..ATION AND fbETARY CoNmoL 

fJcr OF 1900--HAS CAPMED r-'ORE OF 11-iE ATTfliTION /q nil S fvEETI NG 11-IAN lliE 

CREDIT RESlRAINT PROGRAM, Bl.fr SINCE 11-E PORTFOLIOS OF FIIWCIAL INSTI

TIJTIONS DAVE BEEN SO SEVERELY IMPACTED BY DEVELDPMENTS IN 11-iE FINANCIAL 

Ml\Rl<ETS AND TI-IE ACTIONS OF TI-IE FED HAVE St.CH HIGH VISIBILllY IN nDSE 

DEVELOPMENTS, I FELT 11-U\T IT MIGi-IT BE HELPFlL TO 0~ DISCUSSION TO MAKE 

A FEW OPENING cor+1ENTS ON TI~IS AREA, 

THE FIRST 11-IING THAT I ~lA.D LIKE TO Et'PHASIZE IS THAT THE RAPID 

ESCALATION OF IN1EREST RATES TI-IAT OCCI.RRED l.NTIL VERY RECENTLY, REFLECTED 

AN It-CREASE IN INA.ATIONARY EXPECTATIONS AW. TI-IE EFFORTS OF TI£ FED TO 

BRING INR.ATION lNIER CONTROL, IN TI-fEIMLIER PART OF 11-IE YEAR, lP l.NTIL 

AOOur Min-MAAa-t IN FACT, WE EXPERIENCED LARGE INCREASES IN CREDIT DEMANDS, 

AT THE SN-£ TIM:, THOSE OF US AT TI£ FED IN ATI'Et-flING TO MEET OUR MJNE

TARY TARGETS WERE BEING REU\TIVELY LESS ACCQ\MJJl4.TIVE IN SUPPLYING RE

SERVES, THE LOGICAL RESlLT WAS lHAT INTEREST RATES CAME LfflER INTENSE 

l.PWARD PRESSURE, 

IN lYPICAL FASHION, RESTRICTIVE r1>NETARY POLICY HAD AN lJiEVEN lrf>ACT, 

RESIDENTIAL CONSTRLCTION, AGRICULTIJRE, SMALL BUSINESS AND MlJiICIPALITIES 

BEGAN TO SUFFER EARLIER AND K>RE SEVERELY, MANY LENIERS COlLD OOT PROVIDE 

CREDIT E111-IER BECAUSE 11-IE BORRCMER WAS UW3LE TO MY OR BECAUSE LOCAL lBl.AAY 
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CEILINGS BECAM: BINDING, FUFm•IER, MANY Fltw«:IAL INSTITUTIONS LOST LOAN

ABLE FUNDS TO THE f'ONEV ~KET AS RATES IN 11-Vff MARKET ROSE APJJVE THE 

LEVELS THAT THEY COULD PAY, Al...11-IOLGi SCM: OF THE OBSTACLES TO PAYING 

ClM'ETITIVE RATES HAVE BEEN ROOVED, MANY SM4.ll.ER INSTITUTIONS SAW OORt-W.. 

SAVINGS INFL!MS SHRINK, 

fu. OF YOU ARE KEENLY AWARE OF IMPACT lHAT lliESE DEVELOPf''ENTS HAD ON 

TiiE BALANCE SHEETS OF THE BANKS THAT YOU SlPERVISE, /\tm YOU HAVE f\O 

DIFFICULTY, I N'i S~E, IN PROJECTING FlffiJTE Ir-PACTS ON YOUR BANKS FR0-1 A 

COITTINLV\TION OF TIIE "HEAD-ON" CONFRONTATION OF ESCALATING CREDIT IEWIDS 

AND FED EFFORTS 10 RESTRAIN t'ONETARY GROWTH, 

~CCEPTABLE ALTERNATIVE WAS FOR 11-fE Fen TO ABANOON ITS EfFORTS 

TO RESTRAIN ~ffiETARY ffiOWTI-1, THE RESULTCF LNRESTRAINED fl'DNETARY GROfflf 

\-'Klll.D CLEARLY HAVE BEEN r-'l>RE INFLATIONARY PRESSURES WITH EVEN MJRE DISAS

TROUS RESlLTS FOR OUR FINANCIAL INSTITUTIONS, 

THUS, 11-fE CREDIT RESTRAINT PROGRAM CAME INTO BEING, IT WAS DESIGNED 

AS AN ADJI..NCT TO r-f.>NETARY POLICY-N>T A Sll3STI1UTE, CREDIT EXPANSION AT 

BANKS WAS OONSTRAINED TO A PACE 11-iOlnfT TO BE CONSISTENT Will-f 11-fE ANN>l.N:ED 

mNETARY TARC,ETS, 0n-£R ASPECTS I f\CLlIDI NG TI-IE a-tANGE IN MAAG I NAL RESERVE 

REQUIREMENTS AND 11-£ SPECIAL DEPOSIT REQUIREl1:NTS FOR ~EY ~KET FU'IDS 

AND 11-fE PREFERRED POSITION FOR I-DUSING, AGRICULTI.RE AND st-'ALL BUSINESS WERE 

INCUJDED TO REDOCE TI-IE DI STORTI ON OF OORW\L CREDIT FL.CMS THAT HAD OCCURRED, 

f'br£ OF US LIKE 10 MJVE AWAY FR<J111-fE FREE W\RKET ALLOCATION OF CREDIT, 

Bur CLEARLY TiiERE WAS AN EMERGENCY SITU!ffION FOR WHICH A 'fEM>ORARY PROGRAM 

OOtJ.D BE OF 1-ELP, I STRESS, Qf l:::IELE., SINCE 11-fE BASIC PROBLEM IS INFLATION 

GENERATED AND ONLY 11-fE FLNIW'fNTAL EFFORT OF RESTRAINING r-tJNEY GRCMH OVER 

TU£ CAN SOLVE 11-IAT, 
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MY SEroND lOPIC IS ff RECENT LEGISLATION DEALING WilH JEREGLIATION 

AND MJNl:TARY CCfflROL, As ALL OF YOU Kf,01, nus LEGISLATION WIU.. RESLLT IN 

A SIGNIFICANT CHANGE IN Tl-£ FINANCIAL ENVIROO\ENT, You !<1'04 ITS VARIOUS 

PARTS AS WEU.. AS I AND I OON'T HAVE TIME TO CQYf£NT ON ALL OF "THEM, NNWAY, 

LET ME SIMPLY GIVE YOU srnE OF MY VIEWS ON A~R™ ASPECT-TI-IE IflPACT ON 

1HE DlW. BANKING SYSTEM, 

I AM WELL AWARE "THAT 11£RE IS STIU.. A GREAT DEAL OF CONCERN n-tAT lHE 

LEGISLATION IS DISlROCTIVE TO 11£ 00\L BANKING SYSTEM, I OON'T lHINK THAT 
VVJ -

IT IS~PHII.DSOPHY OR lHAT IT WIU.. BE IN IMPLBIENTATION, 

As TO PHILOSOPHY, I lHINK THAT IT IS CL.EAR FRa-1 lHE COU.OOUIES ON 

1HE FLOORS OF lHE tbUSE AND lHE SENATE lHAT lHERE WAS t() IN'TENTION TO 

DAMl\GE 1HE DlW. BANKING SYSTEM, AT EA0-1 POINT \'MERE St.CH CONCERNS WERE 

EXPRESSED, ONE OR ANllHER OF lHE SUPPORTERS (Wt-OSE REMARKS I MIGfT ADD ARE 

BEING TAKEN BY lHE L.AWVERS AS HAVING SIGNIFICANT WEIGiT IN INTERPRl:TING lHE 

MEANING OF VARIOUS ASPECTS OF lHE LEGISLATION) Cl.EARLY STATED lHEIR SlPPORT 

R)R lHE CONTINUt\TION OF A VIABLE ML MNKING SYSTEM, IT WAS ARGlED ll-lAT 

1HE LEGISLATION "roes OOT DISTI.JRB 1liE CREATIVE TENSIONS"-"OOES l'DT REPLACE 

1HE STATE OWERING OF BANKS"-"OOES OOT REPLACEB<AMINATION AND Sl.PERVISION 

OF STATE BANKS rrf STATE EXAMINERS AND TI-fE STATE INSTRUrmRS IJ-IDER STATE 

CONTROL"-"lHE STATESRETAIN AUlOORilY TO DEFINElE PO-IER OF STATE-a-tARTERED 

BANKS, 1' 

You ~y GRANT THAT THE INTEITT 10 PRESERiE TI£ IX..W_-BANKING SYSTEM IS 

THERE BUT Ml(]IIR WELL OlESTION WiElHER IN PRACTICE lHIS WIU.. OR CAN COOTINUE 

TO BE lHE CASE, As 101l£ "w1u.." I HAVE 00 CONCERN AOOUT lHE FED'S DESIRE 

~ RETAIN lHE DlW. BANKING SYSTEM, IN FACT, IF THERE WERE NN OOUBTS lHE. 

COU.OOUY Is Cl.EAR ON 11-tI s TOO ''THE FEDERAL RESERVE lhARD AND 1HE UWTROL.EER 

OF 1liE ~RENCY CANl"OT INFRINGE LPON lliE STATE REGllATORY BODIES," 
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/ls TO 11-E "CAN," I THINK 11-E LEGISLATION CAN BE If1>1..E11ENTED WITHOlIT 

lEStROYI~ lliE ML BANKING SYSTB+-r«>T 'THAT TIERE MIG-IT OOT BE 50'1E DIFFI

CULT ISSl£S TO BE RESOLVED, THE MAJOR ASPECT OF CHANGE IS, OF COl.RSE, 

THE REQUIRED RESERVES IMPOSED ON DEPOSITORY INSTIMIONS, As YOU~, 

RESERVE DEPOSITS, TO 11-IE EXTENT THAT VAll.T CASH OOF..S OOT OJVER lliE ENTIRE 

REOUIRrM:NT, CAN BE HB.D AT mY IEPOSITORY INSTIMION Willi DEPOSITS AT THE 

Fen, THUS, IN PRINCIPLE AT LEAST lliERE NEED IE 00 ASSOCIATION WI11-f US EX

CEPT nR>LGi A REPORT ON DEPOSITS FRCJ'1 WHICH REQUIRED RESERVES CAN BE ca+

PUTED, THEY NEED 00T OiANGE SUPERJIBORS FOR lliIS, 

i'btftEMBERS WIU.. HAVE ACCESS TO ALL SERVICES AT TiiE SAME PRICE AS 

MEMBERS, Tf-EV NEED r«JT CHANGE SUPERVISORS FOR THIS,THIS 

THE M'.)ST CRITICAL ISSUE IS WHElliER OR 00T STATE RESERVE REQUIREr-ENTS 

ARE LCMERED, \iiEN r£CESSARY, TO OOSE llilER THE Nf:W LEGISLATION, IF TI-IE 

STATE REQUIREMENTS ARE l'fJf', THEN 11-ERE COll.D BE A~ IN SUPERVISORS, 

ftm I ALSO SEE THAT THERE MAY BE CA.SES WHERE IANKS MIGIT PREFER THE 

FED AS A REGll.ATOR BlIT DID OOT t-1AKE lHE SHIFT BECAUSE IT WAS t-t>RE EXPENSIVE 

IN A RESERVE REQUIRa'1B'-IT SENSE, WIU.. TI-IEY SHIFT WHEN THE RESERVE REQUIRE

t'ENT COST IS E'1tJI\L? IN r-t>ST CASES THAT ARE THIS CLOSE, THE LCMER RETl.m 

ON FEIER~ RESERVE STOCK MAY WEU.. KEEP lHE BANKS IN Yorn FOLD, 

I APPRECIATE lHE FACT THAT TiiERE ARE ~ Ol'1PL.EXITI1ES IN ll-lIS LEGIS

LATION AND TI-IAT lHERE ARE Ml\NY IMPLEMENTATION DECISIONS TO BE MADE, l FEEL 

CONFIDENT, 1-0'e/ER, THAT EVERY EFFORT WIU.. BE~ ON OUR PART TO INTERPRET 

1HE LEGISLATION WHENEVER POSSIBLE IN SUCH A WAY AS TO PRESERVE 1liE DlW. 

BANKING SYSTEM I 
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