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FINE Principles

The nation's financial structure 
would be quite different today if 
all the recommendations of Presi
dential commissions—from Al
drich in 1907 to Hunt in 1970—had 
been put into effect. The same 
would be doubly true of the 39 
"discussion principles" recently 
released by the House Banking 
Committee as the result of its study 
of Financial Institutions and the 
Nation's Economy (FINE). The study 
proposals are so far-reaching that, 
as Business Week commented, 
"There was something in the pack
age to offend everybody."

Committee Chairman Reuss 
hopes to have implementing legis
lation on the President's desk by 
July 4, 1976. But before any of the 
discussion principles are translated 
into law, there is likely to be an 
extended debate, beginning at the 
committee hearings scheduled 
for next month.

Changing the industry
The FINE study is designed "to 
promote efficiency of financial 
markets through increased 
competition among financial 
institutions. . .providing an ap
propriate bicentennial for Adam 
Smith." Like the earlier Hunt 
Commission report, it argues that 
most of the operational powers of 
any class of "depository institu
tion" should be available to all, 
provided that the assumption of 
new powers is accompanied by 
acceptance of a common set of 
rules and restrictions. Thus, new 
depository institutions would be 
readily chartered if capital and
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other requirements are met, and 
with the same proviso, conversions 
into national-bank charters would 
be widely permitted. The end 
result might be just one basic type of 
depository institution, rather 
than the wide variety of institutions 
now found throughout the na
tion's financial structure.

All federally-insured institutions 
would be required to meet reserve 
requirements on their deposit 
liabilities, with all such reserves 
being held at the Federal Re
serve. At the same time, they would 
all have direct access to Federal 
Reserve services, including the 
discount window and wire-transfer 
system. Since Fed membership 
would be automatic, the designa
tion of Federal Reserve "member 
bank" would cease to exist. Inter
state branching would be permit
ted (irrespective of state law) in the 
15 metropolitan areas with popula
tion of two million or more, or in 
states permitting state-wide 
branching.

All ceilings on payment of interest 
on deposits—including demand 
deposits—would be removed 
within five years' time. But mean
while, thrift institutions would be 
permitted to issue demand depos
its and other third-party transfer 
arrangements. The thrifts also 
would be permitted to engage in 
expanded consumer lending— 
including the issuance of credit 
cards and the establishment of 
revolving lines of credit—and to 
invest in commercial paper, 
corporate debt and bankers ac-

(continued on page 2)
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ceptances. All depository institu
tions would receive the same 
treatment under Federal tax laws.

Foreign banks operating in this 
country would be treated like 
domestic banks, but “ grandfather
ing” would not be permitted; that 
is, offices now in existence could 
not continue practices denied to 
domestic banks. Supervision over 
overseas operations of U.S. banks 
would be increased, with greater 
emphasis on capital adequacy of 
such institutions, and with permis
sion granted for overseas branch
ing only in those countries which 
allow branch examinations by 
U.S. authorities. As a means of 
promoting competition among 
different-sized institutions, U.S. 
banks could establish overseas 
departments in their domestic 
offices, to engage in the same 
activities permitted to foreign 
branches of U.S. banks. These 
offices could raise funds from 
abroad and lend to foreign resi
dents without being subject to the 
restrictions placed on parent 
banks' domestic activities.

Changing the regulators
The FINE study proceeds logical
ly from the concept of a single type 
of financial institution to a single 
type of regulatory authority. (It 
quotes, approvingly, Federal Re
serve Chairman Burns' remark 
that the present system is a “ juris
dictional tangle that boggles the 
mind.'') The new Federal Deposito
ry Institutions Commission would 
be responsible for the chartering,
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conversion, mergers, examination, 
supervision and regulation of all 
federally-chartered depository in
stitutions (including foreign 
banks) and their holding compa
nies. The Commission would also 
be responsible for the examina
tion, supervision and regulation of 
state-chartered banks and thrift 
institutions. The Commission 
could delegate this responsibility 
to state supervisory authorities 
“ upon a finding that the state 
authority was doing an adequate 
job.''

Under this plan, present supervi
sory agencies would either be 
abolished or would have their 
powers severely truncated. The 
Federal Reserve, however, would 
continue to be solely responsible 
for the conduct of monetary policy. 
But some changes would be 
made even in its policy function, 
although it “ would retain the 
scope for flexibility in policy, and a 
measure of independence great 
enough to insulate policy from 
transitory political considerations.''

The Federal Reserve Board of 
Governors, reduced in size from 
seven to five members, would 
handle all of the basic policy 
tools—open-market operations, 
reserve requirements, and the dis
count rate. Regional Reserve 
Banks henceforth would have a 
purely advisory role in this 
regard—with Reserve Bank presi
dents, for example, losing their 
voting rights on the Federal Open 
Market Committee. The Board of
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Governors would continue to 
make quarterly reports to the 
Congressional Banking Commit
tees, and in addition, would pro
vide an annual report (in conjunc
tion with the President's economic 
report) detailing its views on the 
state of the economy and the 
proper course of monetary policy.

Regional Reserve Banks would no 
longer have direct regulatory or 
monetary-policy responsibilities. 
But they would continue to perform 
their current functions of dis
count facilities, check clearing, 
funds transfers, coin and curren
cy distribution, research, and pub
lic distribution of data and 
special analyses. The Banks would 
become purely government institu
tions, and their presidents would 
be appointed by the President of 
the United States, subject to 
Senate confirmation. The present 
Reserve Bank boards of directors, 
elected largely by member com
mercial banks, would cease to exist. 
Instead, each Reserve Bank presi
dent would appoint two advisory 
committees, each composed of 
20 to 30 members—one to advise 
him on banking operations, and 
the other to advise him on econ
omic and monetary policies.

Regulating housing
The authors of the FINE study 
consider the reform of housing 
finance to be an integral part of 
the restructuring of the nation's 
financial system. They disagree with 
the Hunt Commission's belief 
that allowing thrift institutions
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broader lending powers, and 
removing ceilings from their de
posit rates, would somehow pro
duce more money for the housing 
market. Instead, they argue that 
certain incentives would be re
quired to channel more funds into 
low-cost housing.

One such incentive would be a 
mortgage-interest tax credit, avail
able to any financial institution. 
However, eligible mortgages 
would be restricted to those on 
properties designed for low- and 
moderate-income owners and 
renters. A second incentive would 
be the broadening of Federal 
Home Loan Bank Board lending to 
any depository institution, pro
vided again that the proceeds were 
channelled into low- and 
moderate-income housing. The 
FHLBB could advance substantial 
sums at a subsidized rate, with the 
cost of the subsidy borne by the 
Federal government.

In addition, the Federal Reserve 
would be authorized to provide 
reserve credits to all depository 
institutions involved in financing 
low- and moderate-income hous
ing. For each dollar of reserves 
held at the Fed, each institution 
would receive a reserve credit 
equal to a fixed percentage of its 
dollar volume of mortgage and 
residential-construction loans.
This form of credit allocation could 
help housing, of course, but it 
could also restrict the flow of funds 
into other purposes which Con
gress might consider equally useful.

William Burke
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BANKING DATA—TWELFTH FEDERAL RESERVE DISTRICT
(Dollar amounts in millions)

Selected Assets and Liabilities 
Large Commercial Banks

Amount Change Change from
Outstanding from year ago

11/05/75 10/29/75 Dollar Percent

Loans (gross, adjusted) and investments* 86,509 + 1,455 + 2,636 + 3.14
Loans (gross, adjusted)—total 64,895 + 1,247 - 1,748 - 2.62

Security loans 1,688 + 905 + 439 + 35.15
Commercial and industrial 22,779 + 156 - 1,434 - 5.92
Real estate 19,621 - 6 - 315 - 1.58
Consumer instalment 10,078 + 23 + 288 + 2.94

U.S. Treasury securities 8,792 + 129 + 4,127 + 88.47
Other securities 12,822 + 79 + 257 + 2.05

Deposits (less cash items)—total* 88,044 + 1,718 + 7,385 + 9.16
Demand deposits (adjusted) 24,967 + 1,077 + 2,140 + 9.37
U.S. Government deposits 531 + 207 + 77 + 16.96
Time deposits—total* 60,281 - 186 + 4,439 + 7.95

States and political subdivisions 5,805 + 4 + 57 + 0.99
Savings deposits 21,287 + 64 + 3,290 + 18.28
Other time deposits! 29,725 - 197 + 1,107 + 3.87

Large negotiable CD's 15,458 - 208 + 308 + 2.03

Weekly Averages Week ended Week ended Comparable
of Daily Figures 11/05/75 10/29/75 year-ago period

Member Bank Reserve Position
Excess Reserves 121 42 108
Borrowings 1 1 104
Net free (+) / Net borrowed (-) + 120 + 41 + 4
Federal Funds—Seven Large Banks
Interbank Federal fund transactions 

Net purchases (+) /  Net sales (-) + 786 + 301 + 656
Transactions of U.S. security dealers 

Net loans (+) / Net borrowings (-) + 370 + 213 + 610

in c lu d es items not shown separately, in d iv id ua ls , partnerships and corporations.
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