ENING COMMENTS
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] WOULD LIKE TO COMMENT BRIEFLY ON TWO FAIRLY RECENT DEVELOPMENTS
THAT ARE OF PARTICULAR SIGNIFICANCE TO YOU ANDD THE FED--THE CREDIT
RESTRAINT PROGRAM AND THE RECENTLY PASSED MoNETARY CoNTROL AcT.

I SUSPECT THAT THE “SO~CALLED" MEMBERSHIP LEGISLATION—WITH ITS
“SO~CALLED" SHORT TITLE OF THE DEPOSITORY DEREGULATION AND MONETARY CONTROL
Act oF 19%0--HAS CAPTURED MORE OF THE ATTERTIONAT THIS MEETING THAN THE
CREDIT RESTRAINT PROGRAM, BUT SINCE THE PORTFOLIOS OF FINANCIAL INSTI-
TUTIONS BAVE BEEN SO SEVERELY IMPACTED BY DEVELOPMENTS IN THE FINANCIAL
MARKETS AND THE ACTIONS OF THE FED HAVE SUCH HIGH VISIBILITY IN THOSE
DEVELOPMENTS, | FELT THAT IT MIGHT BE HELPFUL TO OUR DISCUSSION TO MAKE
A FEW OPENING COMMENTS ON THIS AREA,

THE FIRST THING THAT | WOULD LIKE TO EMPHASIZE 1S THAT THE RAPID
ESCALATION OF INTEREST RATES THAT OCCURRED UNTIL VERY RECENTLY, REFLECTED
AN INCREASE IN INFLATIONARY EXPECTATIONS AMD THE EFFORTS OF THE FED TO
BRING INFLATION UNDER CONTROL. [N THEERLIER PART OF THE YEAR, UP UNTIL
ABOUT MID-MARCH IN FACT, WE EXPERIENCED LARGE INCREASES IN CREDIT DEMANDS.,
AT THE SAME TIME, THOSE OF US AT THE FED IN ATTEMPTING TO MEET OUR MONE-
TARY TARGETS WERE BEING RELATIVELY LESS ACCOMMODATIVE IN SUPPLYING RE-
SERVES, THE LOGICAL RESULT WAS THAT INTEREST RATES CAME UNDER INTENSE
UPWARD PRESSURE,

IN TYPICAL FASHION, RESTRICTIVE MONETARY POLICY HAD AN UNEVEN IMPACT.
RESIDENTIAL CONSTRUCTION, AGRICULTURE, SMALL BUSINESS AND MUNICIPALITIES
BEGAN TO SUFFER EARLIER AND MORE SEVERELY. MANY LENDERS COULD NOT PROVIDE
CREDIT EITHER BECAUSE THE BORROWER WAS UNABLE TO RAY OR BECAUSE LOCAL USUARY
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CEILINGS BECAME BINDING, FURTHER, MANY FINANCIAL INSTITUTIONS LOST LOAN-
ABLE FUNDS TO THE MONEY MARKET AS RATES IN THAT MARKET ROSE ABOVE THE
LEVELS THAT THEY COULD PAY, ALTHOUGH SOME OF THE OBSTACLES TO PAYING
COMPETITIVE RATES HAVE BEEN REMOVED, MANY SMALLER INSTITUTIONS SAW NORMAL
SAVINGS INFLOWS SHRINK,

ALL OF YOU ARE KEENLY AWARE OF IMPACT THAT THESE DEVELOPMENTS HAD ON
THE BALANCE SHEETS OF THE BANKS THAT YOU SUPERVISE. AND YOU HAVE NO
DIFFICULTY, | AM SURE, IN PROJECTING FUTUTE IMPACTS ON YOUR BANKS FROM A
CONTINUATION OF THE “HEAD-ON” CONFRONTATION OF ESCALATING CREDIT DEMANDS
AND FED EFFORTS TO RESTRAIN MONETARY GROWTH.

ONf€ UNACCEPTABLE ALTERNATIVE WAS FOR THE FED TO ABANDON ITS EFFORTS
TO RESTRAIN MONETARY GROWTH, THE RESULTCF UNRESTRAINED MONETARY GROWTH
WOULD CLEARLY HAVE BEEN MORE INFLATIONARY PRESSURES WITH EVEN MORE DISAS-
TROUS RESULTS FOR OUR FINANCIAL INSTITUTIONS,

THUS, THE CREDIT RESTRAINT PROGRAM CAME INTO BEING., [T WAS DESIGNED
AS AN ADJUNCT TO MONETARY POLICY—NOT A SUBSTITUTE. CREDIT EXPANSION AT
BANKS WAS CONSTRAINED TO A PACE THOUGHT TO BE CONSISTENT WITH THE ANNOUNCED
MONETARY TARGETS., (THER ASPECTS INCLUDING THE CHANGE IN MARGINAL RESERVE
REQUIREMENTS AND THE SPECIAL DEPOSIT REQUIREMENTS FOR MONEY MARKET FUNDS
AND THE PREFERRED POSITION FOR HOUSING, AGRICULTURE AND SMALL BUSINESS WERE
INCLUDED TO REDUCE THE DISTORTION OF NORMAL CREDIT FLOWS THAT HAD OCCURRED,

NONE OF US LIKE TO MOVE AWAY FROM THE FREE MARKET ALLOCATION OF CREDIT,
BUT CLEARLY THERE WAS AN EMERGENCY SITUATION FOR WHICH A TEMPORARY PROGRAM
COULD BE OF HELP, [ STRESS, QF HELP., SINCE THE BASIC PROBLEM IS INFLATION
GENERATED AND ONLY THE FUNDAMENTAL EFFORT OF RESTRAINING MONEY GROWTH OVER
TIME CAN SOLVE THAT,
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My SECOND TOPIC IS MHE RECENT LEGISLATION DEALING WITH DEREGULATION
AND MONETARY CONTROL. AS ALL OF YOU KNOW, THIS LEGISLATION WILL RESULT IN
A SIGNIFICANT CHANGE IN THE FINANCIAL ENVIRONMENT, YOU KNOWw ITS VARIOUS
PARTS AS WELL AS [ AND [ DON'T HAVE TIME TO COMPENT ON ALL OF THEM, ANYWAY,
LET ME SIMPLY GIVE YOU SOME OF MY VIEWS ON AMRROW ASPECT—THE IMPACT ON
THE DUAL BANKING SYSTEM,

I AM WELL AWARE THAT THERE IS STILL A GREAT DEAL OF CONCERN THAT THE
LEGISLATION IS DISTRUCTIVE TO THE DUAL BANKING SYSTEM. [ DON'T THINK THAT
IT IS\//FHILDSOPHY OR THAT IT WILL BE IN IMPLEMENTATION.

AS TO PHILOSOPHY, 1 THINK THAT IT IS CLEAR FROM THE COLLOQUIES ON
THE FLOORS OF THE HOUSE AND THE SENATE THAT THERE WAS NO INTENTION TO
DAMAGE THE DUAL BANKING SYSTEM, AT EACH POINT WHERE SUCH CONCERNS WERE
EXPRESSED, ONE OR ANDTHER OF THE SUPPORTERS (WHOSE REMARKS | MIGHT ADD ARE
BEING TAKEN BY THE LAWYERS AS HAVING SIGNIFICANT WEIGHT IN INTERPRETING THE
MEANING OF VARIOUS ASPECTS OF THE LEGISLATION) CLEARLY STATED THEIR SUPPORT
FOR THE CONTINUATION OF A VIABLE DUAL BANKING SYSTEM. IT WAS ARGUED THAT
THE LEGISLATION “DOES NOT DISTURB THE CREATIVE TENSIONS"--"DOES NOT REPLACE
THE STATE CHARKERING OF BANKS"—"DOES NOT REPLACE EXAMINATION AND SUPERVISION
OF STATE BANKS BY STATE EXAMINERS AND THE STATE INSTRUTTORS UMDER STATE
CONTROL"—"THE STATE’RETAIN AUTBORITY TO DEFINEHE POHER OF STATE-CHARTERED
BANKS.,”

You MAY GRANT THAT THE INTENT TO PRESERWE THE DUAL-BANKING SYSTEM IS
THERE BUT MIGHR WELL OUESTION WHETHER IN PRACTICE THIS WILL OR CAN CONTINUE
TO BE THE CASE. AS TO THE “WILL” | HAVE NO CONCERN ABOUT THE FED’S DESIRE
RO RETAIN THE DUAL BANKING SYSTEM., [N FACT, IF THERE WERE ANY DOUBTS THE -
COLLOQUY IS CLEAR ON THIS Too “THE FEDERAL RESERVE BoARD AND THE COMPTROLEER
OF THE CURRENCY CANNOT INFRINGE UPON THE STATE REGULATORY BODIES."

https://fraser.stlouisfed.org
Federal Reserve Bank of St. Louis



Digitized for FRASER

..14_

As T0 THE “caN.” I THINK THE LEGISLATION CAN BE IMPLEMENTED WITHOUT
DESTROYING THE DUAL BANKING SYSTEM--NOT THAT THERE MIGHT NOT BE SOME DIFFI-
CULT ISSUES TO BE RESOLVED, THE MAJOR ASPECT OF CHANGE IS, OF COURSE.,

THE REQUIRED RESERVES IMPOSED ON DEPOSITBRY INSTITUTIONS. AS YOU KNOW.,
RESERVE DEPOSITS, TO THE EXTENT THAT VAULT CASH DOES NOT COVER THE ENTIRE
REQUIREMENT, CAN BE HELD AT ANY DEPOSITORY INSTITUTION WITH DEPOSITS AT THE
Fep, THUS, IN PRINCIPLE AT LEAST THERE NEED BE NO ASSOCIATION WITH US EX-
CEPT THROUGH A REPORT ON DEPOSITS FROM WHICH REQUIRED RESERVES CAN BE COM-
PUTED, THEY NEED NOT CHANGE SUPERYIRORS FOR THIS.

NONMEMBERS WILL HAVE ACCESS TO ALL SERVICES AT THE SAME PRICE AS
MEMBERS, THEY NEED NOT CHANGE SUPERVISORS FOR THIS.THIS

THE MOST CRITICAL ISSUE IS WHETHER OR NOT STATE RESERVE REQUIREMENTS
ARE LOWERED, WHEN NECESSARY, TO THOSE UNDER THE NEW LEGISLATION., IF THE
STATE REQUIREMENTS ARE NOT, THEN THERE COULD BE A CHANGE IN SUPERVISORS.

AD T ALSO SEE THAT THERE MAY BE CASES WHERE BANKS MIGHT PREFER THE
FED AS A REGULATOR BUT DID NOT MAKE THE SHIFT BECAUSE IT WAS MORE EXPENSIVE
IN A RESERVE REQUIREMENT SENSE., WILL THEY SHIFT WHEN THE RESERVE REQUIRE-
MENT COST IS ENUAL? IN MOST CASES THAT ARE THIS CLOSE, THE LOWER RETURN
oN FEDERAL PESERVE STOCK MAY WELL KEEP THE BANKS IN YOUR FOLD.

[ APPRECIATE THE FACT THAT THERE ARE MANY COMPLEXITIES IN THIS LEGIS-
LATION AND THAT THERE ARE MANY IMPLEMENTATION DECISIONS TO BE MADE. [ FEEL
CONFIDENT, HOWEVER, THAT EVERY EFFORT WILL BE MADE ON OUR PART TO INTERPRET
THE LEGISLATION WHENEVER POSSIBLE IN SUCH A WAY AS TO PRESERVE THE DUAL
BANKING SYSTEM.
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