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QUESTIONS:

8

If a bank subject to the surcharge becomes a "frequent user' of the
discount window, the surcharge will become effective. But it is
not clear how it will be applied. Let me give you an example. In
week #1 a bank borrows $15 million, and in week #2, $10 million.
Will the surcharge apply to both the §5 million borrowed in week

#1 retroactively, and the $10 million borrowed in week #2, just

the $10 million, or only to futurc borrowlngs?

The Fed has instituted a surcharge to the basic discount rate that

is to apply to large banks that are frequent borrowers. I'm not

sure that the surcharge should be applied in a way that discriminates
against big banks. We should have a discount rate set at a slight
penalty against market rates for all banks, regardless of size.
Nevertheless, your press releasc says the surcharge will be 3%,

but then goes on to say that the rate will generally be related to
market interest rates. How will the surcharge vary? In other

words, what rules will you follow for changing 1t?

You have increased the marginal reserve requirements for member

banks to 10%. We have heard and seen reports that the marginal

reserve requirements were being easily evaded or avoided, as the
case may be. You and I discussed this several weeks ago. What

steps has the Fed taken to make evasion more difficult and thus

the requirements more binding?

Member banks do not have to hold reserves against Federal funds
borrowed from other member banks. Do non-members have a simila
exclusion for Federal funds? Now that both members and non-members
have the same marginal reserve requirements, why should there be
any exclusion for Federal funds borrowed -- they are, after all,
managed liabilities?

Large-time deposits with original maturity over one year are not
subject to-the marginal reserve requirements. Why not?

Only member banks and non-member banks have the marginal reserve
requirement on managed liabilities. Large savings and loans and
mutual savings banks also use managed liabilities and are depository
institutions. Why aren't they covered also?

You were quoted this week as stating that money market funds "have
contributed to the inflationary pressure' by '"siphoning a good

deal of credit away from thrifts and small banks." Is it proper

for the Fed to utilize the 1969 Credit Control Act for the purpose
of favoring one competitor over another? Do you have any statistical
data to support the statement attributed to you that moncy market
funds are "siphoning a good deal of c¢redit from thrifts and small
banks''? Will you please supply that data for the record.
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FEDERAL RESERVE BANK OF NEwW YORK

New YoRrK, N.Y. 10045

AREA CODE 212-791-3000

Decerber 10, 1979

//J
Dr. Peter Bekeny '){(//}/( _"f/ ?/

Post Office Box 185 - '
Larchmont, New York 10538 / fj /é (/ [ // /k

////,

This refers to tha numerous recent meetings and telephone
conversations with me ard merbers of my staff cencerning your camplaint
against Bank of America, New York, in which you seek repayment of two lost

///

Dear Mr. Bekeny:

\ drafts 'w’m.ch_}pu purchased fram Credito Hipotecario Nacional de Guatemala,

gitized for FRASER
ps://fraser.stlouisfed.org

We have, together with our Legal Department,
carefully reviewed the entire file including the recent correspondence
you sulmitted.

I regret that the most recent correspondence does rnot alter the
views indicated in our prevlot.s letters of August 22, and May 29, 1979. The -
response by Credito which is quoted in Mr. Bela Szatlmary's letter, dated
October 23, 1979, to James A. Hillary, Esqg., does no more than indicate
that the drafts were paid over to the buyers. This information does rot
reflect Upon the conduct of Bank of Amcrila as it Joes rot show any improper

action by Bank of America. Although your claim is that you have lost [N,

there is nothing to suggest that Bank of America had any responsibility for
the drafts drawn on it by Credito since the drafts were never presented to
Bank of America for payment.

The Federal Reserve System has ro regulabo*y or administrative
jurisdiction over Credito. Accordingly, again we are informing you that,
unless you can provide substantive new information, we are not prepared
to consider your problem any further., Any new information rust support
your claim of improper conduct by Bank of America. However, we are con-
ducting an investigation in response to the questwn you raised as to the .
authenticity of Credito's response as quoted in Mr. Szathmary's letter.
We will inform you of our findings upon its campletion.

/




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



I{}:] BANKOFAMERICA

BELA SZATHMARY
Vice Presigent

and October 23, 1979

Assistant General Counse|

0CT 25174

James A. Hillary, Esq.
25 West 39th Street
New York, New York 10018

Re: Bank of America ("Bank")
Peter Bekeny ("Mr. Bekeny")
United States Estate Bank ("United")
Credito Hipotecario Nacional
de Guatemala ("Hipotecario")
Checks for [l and
(Our Ref. No. 2491)

Dear Mr. Hillary:

This is to inform you that in reply to the telex sent to Hipotecario
pursuant to your letter of October 12, 1979, Bank of America received
from Hipotecario the following reply:

-~

"EN RESPUESTA A SUS TELEX 9/17/79 Y 10/17/79

REF NUESTROS GIROS NO. [ Y Bl _ !MR. BEKENY'S.

LAS ¢ANTIDADES LE USCHENEEEEE Y USYYBB FUERON REEMBUL-
SADAS A LOS COMPRADORES DE LOS GIROS. POR REQUERIMIENTO DE ELLOS
NUESTRA INSTITUCION CONSIDERA CERRADO ESTE CASO."

Sincerely yours,

gy

BANX OF AMERICA NATIONAL TRUST AND SAVINGS ASSOCIATION » PARK AVENUE « NEW YORK, NEW YORK 10017

Wiy a0 e /7 A By 4
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ZAGAR/LAD

CRECITO HIPOTECARIO NACIONAL DE

GUATEMALA

GUATEMALA, CCGUATEMALAL)

THIS IS FURTHER TO YOUR TELEX OF MAY 16, 1978 PLACING,

AT 1R. BEXENY'S REQUEST, STOP PAYMENT ORDER ON YOUR INSTRU-
MENTS NO . PATED APRIL 7, 1978 FOR USHEEEEEE ANO NO._
B OATED APRIL 17, 1978 FOR USHEEEEEE BOTH DRAWN ON US
AND PAYABLE TO THE.ORDER OF UNITED STATES ESTATE BANK AS
WELL AS FURTHER TO YOUR TELEX OF MAY 17, 1978 INFORMING

US THAT THE POLICE OF YOUR COUNTRY ARE INVESTIGATING THE
AFOREMENTIONED TWO INSTRUMENTS AND YOU WILL ADVISE US LATER
STOP AT MR. BEKENY'S REQUEST ON<< AND ON HIS BEHALF AND
WITHOUT RESPONSIBILITY ON OUR PART WE REQUEST THAT YOU

INFORM US WHAT, IF ANYTHING, IS PREVENTING YOU FROM
TRANSFERRING THE USHEE FUNDS REPRESENTED BY THE AFORESTATED

INSTRUMENTS IN FAVOR OF THE ORIGINAL PAYEES WHO, PURSUANT

TO MR. BEKENY'S STATEMENT, PAID YOU FULL VALUE STOP WOULD

GREATLY APPRECIATE YOUR IMMEDIATE TELEX REPLY STOP

s % ' ZAGAR/LAD/BANT —

//)ﬂhfb/ (AL ifds s S
3 A TN O a A T N e BB £ I Y C
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FEpErRAL RESeErRVE BANK OF NEwW YORK

New YorK, N.Y. 10045

AREA CODE 212-791-3000

May 29, 1979

Dr. Peter Bekeny
330 East 56 Street
lew York, N.Y. 10022

Dear Dr. Bekeny:

This is in response to your letters concerning the loss of two bank
drafts purchased from Credito Hipotecario Nacional de Guatemala (Credito
Bipotecario) and payable at Bank of America, New York, New York. You requested
that Bank of America issue duplicate drafts payable to you or your company;
the United States Estate Bank.

We have reviewed the correspondence submitted by you, as well as that
submitted by Bank of America in response to your complaint. The facts in the
case appear to be as follows:

1. You purchased drafts, Nos. [ and . fron Credito
Hipotecario, for U.S. B 2od B respectively, drawn
on its account with Bank of America and payatle to the United
States Estate Bank;

Subsequent to the above purchase, on April 12, 1978 the *wo
drafts were stolen from you;

At your request, Credito Hipotecario issued a stop payment
order on the drafts to Bank of America in May 1978. To
date, the drafts have not been presented for payment.

Bank of America telexed, again at your request, Credito
Hipotecario to ask that it remit funds representing the value
of the lost drafts on which the stop payment orders were placed.
In its telexes of May 16 and 17, 1978, Credito Hipotecario
confirmed the stop payment orders issued by it on the drafts
and stated that the drafts should not be paid since the
Guatemalan police were still investigating the matter.




' FEDERAL RESERVE BANK OF NEW YORK

You recently claimed during a visit to our office that the drafts
you purchased in Guatemala were, in fact, obligations of Bank of America and
that Bank of America was therefore obligated to reissue them or pay you the

You also requested that a review be made of that bank's records to
verify this fact. :

In response to this request, our representatives did visit Bank of
America to review its handling of the Credito Hipotecario account. They re-
ported that the account represents a correspondent banking deposit account
used primarily to clear dollar drafts and other collection drafts issued by
the Guatemala bank. All of the items which were processed to the account
bore the identification that at time of issuance they were issued by, and
were solely liabilities of, Credito Hipotecarilo or its branches.

Based on the foregoing information, it does not appear that Bank
of America has violated any regulation over which the Federal Reserve has
administrative responsibility in this matter. In fact, it would appear that
resolution of the matter must be pursued with Credito Hipotecario. In this
regard Bank of America did offer to follow up the matter with Credito
Hipotecario on your behalf provided that you withdraw your claim against
Bank of America. If you are unwilling to accept this offer, then I would
suggest that you seek private counsel since there would remain a conflict
in facts between you and Bank of Arerica which can only be resolved in
the courts.

I regret that we can be of no further assistance in helping you
resolve this matter,.

Very truly yours,

i . = :", A ‘ . w e g

)
- " .- e %o \\ '-’“_I'- /-‘4 L‘; re \

Edward F. Kipfstuhl, 'Manager
Consumer Affairs and Bank
Regulations Department

pitized for FRASER
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May 15, 1978

Mr. Peter Bekeny
New York
Dear Mr. Bekeny:

We acknowledge receipt of |l representing cable charges

for two cables to Credito Hipotecario Nacional de Guatemala

—

concerning you request to stop payments of two checks.
- -~ - f

Thank you.

inceref?jfﬁmi:::>

//

’ X 6\&/\—{%(/} C“"/‘\’\-v\

F. V. Parravicini
Assistant Cashier

41 BNOAD STREET - NEW YCRX, M.Y. 10004 - USA - CABLE ADCRESS BANKAMERICA - WHCLLY C#/NED SUBSIDIARY CF BANK OF AMERIC

2

ps://fraser.stlouisfed.org
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MR. PETER BEKENY SUPPOSEDLY REPRcSENTATIVE UNITED STATES ESTATE

BANK SAN VINCENT CLAIMS HE PURCHASED FROM YOUR COBAN BRANCH TWO

checks otrs [ AN otrs [ _oRawy on us apoRroxIMATELY APRIL

'ﬁ_AND 121 1978 PAYASLE TO ABOVE BANK STOP NO OTHER DETAILS GIVEN
— 0.
STOP HE CLAIMS SUCH CHECKS WERE STOLEYIN COBAN AND CABLED YOU

TWICE APRIL 27 AND 30, 1978 FROM MIAMI INSTRUCTING YOU STOP
PAYMENTS AND ISSUE NEW CHECKS STOP YOU MAY WISH TO CABLE REPLY

TO MR. BEKENY c/o OUR BANK MY ATTENTION REGARDS

PARRAVICINI

FRANCESCO vV, PARRAVICINT

ASSISTANT CASHIZR
.

ANK or AMERICA - .

.} .
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CREDITO IPOTECARIO MACIONAL DE GUATERALA

GUATEMALA CITY, C(CGUATEMALA, C.A.))

FroeL pEteR CD

/\T't'.fztliiﬁ YOU FOR YOUR CAGLE REPLY CONCERUING STOP PAVHENT OF T¢O

" DRAFTS 0. !ﬁm ORDER UNITED STATES ESTATE BALX SAt

VIICEMT STOP MR. BEXENY URGES YOU TC RENIT FUNDS INVOLYED BY
UAGENT TELEX TC BANX OF ANEZRICA NCY YGRK ATTENTION F. V.
PARRAVICINI FO2 ACCOUNT UNITED STATES SSTATE BANK STOP THAHKS
REGARDS '

PARRAVICIHI

\

Indicata complp'a
- - & Mt ey N N vt e . e
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APPLICATICN FOR FOREIGMN CHECK OR TRANSFER OF FUNDS BY AIR MAIL, CABLE OR WIRELESS

TO: ’ P Cq
BANK OF AMERICA, 41 BROAD ST . NEW YORK 10004 &' Y _ / !

FLEASE ISSUE CHECK OR THANSFICH FUMNMOS AS INDICATLD UL LOW,

j{{HECK /) [7/

TO ORDER OF

(COQuUumMNTRY)

YR A ON OR TRANSFER THROUGH — — — o
(UANK USE OMLY)

TRANSFER OF FUNDS: wemr iy L bwmmare - [ Jchoiaon wintisss

———yy— ~

v g”:;f;:n[}t:*z(/A )/ L/ /L// /L//c_.k /-§ /_/ /(%\__/”L/é’

ey o OO LY T p 2 Dby o 8} /.?_,
FOR ACCOUNT OF_L{’_;;Z Ak’—,,{_/‘/_k.ﬂ A s /ﬁ 7//fo7

BY ORDER OF

MOUNT OF CHECK OR TRANSFER s RATE

SPECIAL INSTRUCTIONS, IF ANY

AIR/MAILCABLE CHARGES

—
s/ HANDLING CHARGES
BA\';\\ J ¢
*  A) LA ° . TOTAL
t, Jo - e
It 13 hereby undersiond and ajevd that tiny transaction is undertaken Ly Bank of Armerica only upon the terms and conditions
2upraring on the reverse sids Lereo! wlach shall not be altered umnless er’"(s\l' J‘J”’td to 1n vty Eank of Ame:iz: /I take

Hscustom.uy_s!v'pslor remittance ) . ,,2 :’_ e ' .
PURCHASER /)( / // / / /( w// &)//:- /u /

ADDRESS

CASH
HERCWITH
CHELCK

MY
CHANGCE ACOUNT
oun

{AUT /ou‘u'z c’u-sﬂ;/:} ATUWEN —
YIEX 148 100 /22
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BERKLEY BEDELL WASHINGTON OFFICF:
6TH DIsTRICT, lOWA 405 Cannon House OrfFrFice BuiLDING
G : WASHINGTON, D.C. 20515

TEES (202) 225-5476
COMMITTEES:

AGRICULTURE : 't b g’t t s :
Congress of the Unite ate e
LIVESTOCK AND GRAINS ForT DobnGE, lowA 50501

PHouge of Representatives o 2

DEVELOPMENT AND SPECIAL STUDIES

CONSERVATION AND CREDIT

Q‘Uﬂﬁbingtﬂn, D.@. 2031 5 318 FEDERAL BUILDING

Sioux City, lowa 51101
(712) 252-4164 ExT. 281

SMALL BUSINESS

SUBCOMMITTEES:

ANTITRUST AND RESTRAINT OF TRADE
ACTIVITIES AFFECTING SMALL BUSINESS

hitized for FRASER

March 5, 1980

The Honorable Paul A. Volcker l /
Chairman f
The Federal Reserve Board ]
20th St. and Constitution Avenue, NW
Washington, D.C. 20551

.
¥
s

Dear Paul:

[ am writing to follow up on a series of phone conversations that I had
with one of the members of your Board as well as several of your very able
staff concerning the Federal Reserve Board's policy with respect to dis-
semination of regulations and amendments thereto. The purpose of this
letter is to ensure that I did not misunderstand the intentions of your
people with respect to streamlining your regulation/paperwork operation,
as well as to enlist your personal support in this effort.

The specific catalyst of my phone calls was a letter I received from one
of my banking constituents, Jim Lipton (letter attached). I found that I
had great sympathy for his argument that the amendment to Regulation Z

that the Federal Reserve Board has sent out to all bankers not only seemed

to be a very expensive enterprise (printing, handling, mailing, etc.), but

that it represented a terrific drain on bankers' time due to its complexity

and the time required for reading it. Ll

—
-

In my calls to your people, I was able to determine that not only was
the length and complexity of the regulation not a statutory requirement
(which had initially been contended), but that, in fact, hidden away in
the back of the material was the qualifier that "This material ... is not
intended for day-to-day use by creditors in their lending operations.
Rather, it is used by manufacturers of calculation tools in producing
and verifying their products." T find it hard to disagree with my con-
stituent's contention that this sort of disclaimer should be prominently
displayed at the beginning of the material to save uninterested and busy
persons from having to wade through the entire material.

Of even more interest was the revelation by one of your people that
consideration has been given to sending out only a brief explanatory
listing of the recent amendments or new regulations issued by the Federal
Reserve. 1In this way, anyone interested in detailed information on the issue
could then order the comprehensive treatment of it. Obviously, such an
approach has many benefits: the taxpayer benefits from reduced govern-
mental costs due to the reduction of printing, mailing, and handling;
the private sector benefits from a saving of time (and possible anxiety);
and the government would also benefit from the reduced handling and paper-
work requirements.
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TEL. 712-364-3393

February 4, 1980

Rep. Berkley Bedell
503 Cannon House Office Building
Washington, D. C. 20515

Dear Berkley:

I am enclosing the most recent of a flood of regulations to change
regulations that have been amended by previous bulletins.

I am sure some bureaucrat worked long and hard on this masterpiece -
"Designed to promote greater uniformity and accuracy -- to simplify,"

The Fed. accepted public comment until last August, the regulations
were issued December 1979 but are not effective until October 1980. The

public is exposed to this great peril but no action need be taken for
over a year.

They require accuracy within 1/8th of 1%. This amounts to $1.25
a $1,000.00 Per year. The rate is effective only if payments are made
on the exact due date each month. Any variance of a day or two in pay-
ment would distort the interest more than this amount. There is not
one note in a thousand that is Paid exactly on the due date, especially
since we do not conduct business on the 104 Saturdays and Sundays and
twelve legal holidays - about one-third of the year. ;

pages and ask if you know
of anyone that can interpret them. I would venture that in the whole
Federal Reserve System not over 1/8th of 1% of their employees could
give a logical explanation.

Although the Fed. say that they received favorable comments on this
Proposed regulation, I doubt that the commentators had a chance to see
the final results.

This is asinine, ridiculous, another example of Ivory Tower thinking
and a burden on every financial institution in the United States. Be-

cause of such regulations, we are subject to civil and criminal liabilities
far in excess of $1.25 per year.

How can ve vFuan i D . . bReady LAY “od the il o

HES and regulations Liat come @cross our desk daily from all the
other burcaus and agencies,

ames Lipton
resident
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For immediate release - December 21, 1979
The Federal Reserve Board today announced amendments to Regulation Z,

Truth in Lending, bearing on disclosure to borrowers of the annual percentage

rate (APR) and other credit terms.

The APR expresses the cost to the consumer of borrowing money and
paying for purchases on credit.

The Board proposed these changes for public comment in August.
They are designed to promote greater uniformity and accuracy in the calculation
of the APR by creditors, and to simplify its use, in order to enharice the
ability of consumers to shop for credit.

The amendments become mandatory Ocfober 1, 13BD, dut may be put 4in

use at any time before then. The Board acted after ronsideration oif numerous

—

comments on its August proposal, mostly favorable.

The three most important changes adopted by the Board relate to
(1) Tolerances permitted in disclosure of the annual percentage rate, (2) The
special treatment accorded certain minor irregular payment schedules--generally
entered into as a convenience for customers, such as a long first payment perfod
to make payments coincide with the customer;s payday, and (3) The protection
provided creditors against 1liability for errors in annual parcentage rates and
finance charges resulting from the use in.good faith of faulty calculation tools.

me g

1. As a general rule, an annual percentage Ttate will be ctonsidered

accurate 1f it is within 1/8 of 1 percentage point above or below the correct

annual percentage rate. The current rule pemits only the precise rate or

rounding to the nearest 1/4 of 1 percentage point.
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- Board's staff undertook an extensive
review of the provisions of Regulation Z
relating to calculation and disclosure of
the annual percentage rate. This rate
expresses in percentage terms the cost
of a consumer credit transaction.
Because of its usefulness as a tool for
comparing various credit sources, this
term I8 considered to be the most
important disclosure required by the
Truth in Lending Act. The Act directs
the Board, as part of its rulemaking
responsibilities, lo prescribe rules for
calculating and disclosing this rate.

The review focused primarily on the
variety of special rules in the regulation
regarding annual percentage rate
determination and the absence of
specific guidance in certain areas. The
study was prompted by adoption in
January 1979 of uniform guidelines for
the enforcement of Regulation Z (44 FR
1222, January 4, 1979), efforts by
Congress and the Board to simplify the
requirements of the Act and Regulation
Z. and the Board's Regulatory
Improvement! Project.

The proposa! published by the Board
last January (44 FR 1118, January 4, 1979)
described five areas in which the Board
believed clarification or further
guidance was necessary, together with
alternative ways of dealing with the
issues raised. Based on the more than
300 comments received in response to-
this publication, the Board in August
1579 (44 FR 45141, August 1. 1979),
published specific regulatory changes
which it proposed to make regarding
these issues. The August publication
proposed amendments to §§ 226.5 and
226.8 cf the regulation, revision of the
Board's Supplement I (the rules for
cetermination of the annual percentage
rate), and revision of Volume I of the
Board's Annual Percentage Rate Tables.

Approximately 235 commenlers
responded to the Augus! proposal. The
great majority of comments were from
banks and other financial institutions.
Based on these comments and the Board
staff’s analysis, the Board now adopts
amendments to §§ 226.5 and 226.8,
together with revisions to Supplement 1
to Regulation Z. These changes are
discussed below. The Board has decided
not to make the proposed changes to
Volume I of the Board's Annual
Percentage Rite Tebles,

In o <.~.' o3 b crpeliiors in g
to the requiremeants of the regelution as
.xmcndcu th Board wiil not rezuire
them tc comply with the revised
regulation until October 1, 1980.
However, the Board notes that many of
the revisions, such as the % cf 1
percentage point tolerance, provide
creditors with greater protection than is
available to them under the existing

regulation. Therefore, the Board hae .
determined that the revised provisions
should be effective concurrently with
the existing regulation until October 1,
1980. Creditors who have the capability
and who wish to comply with the
revisions before that time may do so,
while creditors who require a longer
period of adjustment may continue to
operate under the existing rules in the
interim. After October 1, 1980, all
creditors will be required to comply
with the new rules.

Set forth below is a discussion of the
changes to be made and the economic
impact of the changes, followed by the
text of the amendments to §§ 226.5 and
226.8, and the revised Supplement | to
Regulation Z.

(2) Regulatory Provisions. Tolerance.
Section 226.5(b)(1) sets forth the general
standard of accuracy for calculation and
disclosure of the annual percentage rate
in closed end credit transactions. An
annual percentage rate will be
considered accurate, subject to the
exreptions discussed below, if it is
within %s of 1 percentage point sbove or
below the exact annual percentage rate.
Currently, the annual percentage rate
must be disclosed either as an exact rate
or rounded to the nearest ¥% of 1
percentage poinl.

The Board notes that the % of 1
percentage point tolerance is in accord
with the Truth in Lending amendments
now being considered by Congress and
that a large majority of the commenters
addressing this issue supported such a
tolerance. The comments indicated no
basis for applying different tolerance
rules depending on such factors as
length of the transaction or type of
credit extended. Therefore, the tolerance
will be available, as a general rule,
without regard to any distinguishing
factors.

The regulation continues lo recognize
both the actuarial method and the
United States Rule method in
calculation of the annual percentage
rate. Under the actuarial method, the
unpaid balance of the obligation is
increased by the finance charge earned
during each unit-period (or fractional
unit-period). and decreased by any
payments made at the end of that
period. Under the United States Rule
method, vwhichic nsed by mony credit

e e - d 1 ) “{
iy i .

charge i led to the ungiad
balance of the obligation, but is
accumulated separately until such time
as payments are sufficient to pay the
earned unpaid finance charge. A second
characteristic distinguishing this method
from the actuarial method is that no
interest calculation is made until a
payment is received.

-

Ir application of the % of 1
percentage point tolerance, the accuracy
of the disclosed annual percentage rate
will be judged in accordance with
whichever of these two methods was
vsed in calculating the disclosed rate. In
transactions involving equal payments
and equal periods, either method will
produce the same annual percentage
rate. In irregular transactions, however,
there may be slight variations in the
annual percentage rate.

Suppl/ement I. Supplement ] to
Regulation Z, which was first adopted
10 years ago, sets forth equations and
instructions for determining the exact
annual percentage rate. This material,
which is incorporated by relerence in
the tegulation, is not intended for day-
to-day use by credifora in their lending
operations. Rather, itis used by
manufacturers of calculation l')ols in
produting and venfymg Lﬁeu«groducls
Thesé prodicts are in turn used by &
great majority of creditors; in this scnse,
the supplement provides a standard of
accuracy for the credit industry.

In its August proposal, the Board
suggested revising Supplement | to
expand the number and variety of
examples, to include explanations and
equations for determining the annual
percentage rate in accordance with the
United States Rule as well as the
actuarial method, and to provide further
guidance on determination of unit-
periods and fractional unit-periods..

With the exception of the material™
relating to the United States Rule, the
revisions proposed in Supplement I have
been adopted by the Board. The
material relating to the United States
Rule has not been adopted because the
comments and other information
available to the Board indicated that
there is no compelling need for this
material. In view of the apparent lack of
necessily for such an expansion, the
Board has determined that Supplement |
should continue to be based solely on
the actuarial method. As indicated
above, however, the supplement has
been expanded to provide further
examples and more specificity regarding
the determination of unit-periods and
fractional unit-periods. The existing
Supplement I permits fractional unit-
periods in the denominator for the
actuarial method equation to be
£ dincitdor a¥eoar oran
eaponie ntial forine Inorder to provide a
more uniform standard, the new
supplement requires the use of the linear
form, which is widely used in the credit
industry.

Board tables and other tools. Section
228.5(b)(2)(i) describes Volumes I and Il
of the Annual Percentage Rate Tables.
This material provides creditors with a
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readily-usable calculation tool applying
the technical information contalned in
Supplement I. An annual percentage
rate computed in accordance with the
instructions in the tables is deemed 10
comply with the regulation, even in
those cases where its use may produce
an annual percentage rate that falls
outside the general rule on accuracy.
Volume L the more commonly-used of
the tables, applies to credit transactions
involving equal payment amounts and
periods, as well as to transactions with
an odd first payment, odd first period, or
odd final payment,

In its August proposal. the Board had
suggested revising Volume I by
expanding the explanatory material
regarding ils use, amending the
adjustments needed to accommodate
certain irregularities, and reprinting the
factor tables in % of 1 percentage point
rather than % of 1 percentage point
increments. The Board has now
determined that the proposed changes
are not warranted. In making this
decision, the Board was particularly
mindful of the possible difficulties
creditors would experience in adjusling
to the new material, as compared to the
relatively slight increase in accuracy
produced by the revisions. The Board
also notes that this volume has been
widely distributed throughout the credit
industry in the last 10 years,
compounding the difficulty of
disseminating new material.

Section 226.5(b)(2)(ii) authorizes the
use of any other computation tool,
including charts, tables, computers and
calculators, which produces the same
degree of accuracy as called for by
§ 226.5(b)(1).

Single add-on rote. Section 226.5(b)(3)
permits creditors assessing finance
charges in a certain manner to disclose
an annual percentage rate which may
nolt meet the general accuracy
requirements of the regulation. Where &
single add-on rate is applied to all
Irunsactions up to 60 months in length,
the creditor may disclose for all those
transactions the single highest annual
percentaze rate. For example, an add-on
rite of $10 per $100 per year would
produce the following annual percentage
rales al various meturities: at 3 months,
14901 21 menthe, 18168 512 1 1 (0
monthe, 3,00 4 U dep th pre. vl
the wreditor ioay discloce for 2ll &
'7unsuctions up 1o 60 months an snnual
Prreentage rate of 18.18% (the highest
“'nual percentage rate). This provision
tefiects the current Board Interpretation
S 216 502, In its August proposal, the
4 1:d bad suggested limiting this special
rale 1o transactions with maturilies
Livdler than 9 months since short-term

transactions produce the greatest degree
of overstatement. As an alternative, the
Board also requested comment on
whether the rule could be eliminated
entirely.

The available evidence indicates that
the present rule may still be necessary
for certain creditors, for short-term
transactions as well as those over 9
months in length. Therefore, the Board is
retaining the current rule enunciated in
Interpretation § 226.502. For
organizational purposes, however, the
Board is eliminaling the interpretation
and placing this special rule in the body
of the regulation itself, as reflected in
§ 226 5(b)(3). The Board emphasizes thal
this provision continues to be available
only in transactions which are payable
in equal installments at equal intervals.

Range of balances. Section 226.5(b)(4).
like the preceding paragraph, represents
an exception to the general rule on
accuracy of disclosed rates, for creditors
assessing finance charges by a certain
method. This special rule is currently
reflected in § 226.5(c)(2)!iv). Under this
rule, creditors applying a single finance
charge to all balances within a specified
range may understate the annual
percentage rate by up to 8% of the actual
rate for the lowest balance, by
disclosing for all balances within that
range the annual percentage rate
computed on the median balance. That
Is, if a finance charge of $9 applies to all
balances between $91 and $100, an
annual percentage rale of 10% (lhe rate
on the median balance) may be
disclosed as the annual percentage rate
for all balances, even though a $9
finance charge applied to the lowest
balance ($91) would aclually produce an
annual percenlage rate of 10.7%.

In its August publication, the Board
had proposed two alternatives: (1) limit
the special rule to transactions involving
orders by mail or telephone. or (2)
eliminate the special provision entirely.
The available evidence indicates that a
need may continue to exist for this
provision, but only with respect to the
preliminary disclosures made on series
of sales agreements and orders by mail
or telephone. Therefore, the Board is
limiting § 228.5(b)(4) to annual
percentage retes disclosed purenant to
E§ 208 P) (1) mnd (2) and oo ark))

;) Mz ot OS5 S 08 1l
peiventoge rote.—The Board is adopling
two provisions, §§ 226.5(b)(5) and
226.8(r). that deal with the impact of
minor payment schedule irregularities
on the annual percentage rate, finance
charge and other disclosures. A common
irregularity is an initial payment period
that is longer or shorter than the other
periods; another involves one payment

that differs in amount from the other
payments.

The new § 2268.5(b)(5) states that, for
purposes of computing an annual
percentage rate, the irregularity of an
initial payment period may be
disregarded if it is within a specified
number of days longer or shorter than a
regular period. Since first period
irregularities have a greater impact on
the rate in short-term than in long-term
transactions, the provision makes
distinctions based on the length of the
term. The degrée of first period
irregularity that may be ignored under
the new provision is shown in the
following table:

Foralermol Upw iy Mioast 1 yr
the Less than
kansachon 10 yrx
ol

The fus!
penod may
be veated
as reqular
A diMers
from requiar
by ue 10 ttws
many days

10 yrs and
ove’

b shorer 13
longe«

11 shorter 21
longe:

Ay number
shcter, 32
longi

In addition, any payment irregularity
that resu!ts from an irregularity in the
first period within these specified ranges
could also be disregarded

This new provision reiiaces the minor
irregularities provisions in the existing
§ 226.5(d) of the regulation and Board
Interpretation § 226.503. It provides a
similar approach in defining which
irregularities in the first period may be -
disregarded by comparing fhe number of
davs in the irregular period to the
number of days in a regular period. The
new rules are simpler to apply, however,
since they make no distinctions based
on the length of the unit-period.
Elimination of that distinction appears
justified since the effect of first period
variations on the annual percentage rate
is more closely related to the term of the
transaction than to the unit-period's
length; furthermore, dropping the
distinction permits a simpler and more
understandable rule for determining
which irregularities may be disregarded.
The ranges of irregularities specified are
basically those that have been
applicable to transactions payable
monthly under the existing rules. This
choice was made because 8 month is the
mos<t common unit-period and hecanse

Al : PR T e ¥ oevgse
H i $S1

ALC et o NS
‘

Lhe new provicion also differs from
the existing version in its treatment of
variations in payment amounts. The
existing rule requires that the irregular
payment be measured against the
rcgular payment to see if it falls within
25% or 50% (depending on the
transaction’s term) of the regular
payment. If it met that test, it couid he
disregarded. The new rule simply states
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that any payment irregalarity that
results from a first period irregularity
within the specified ranges may be
ignored. By describing the variation in
payment amount in terms of its cause,
the most common minor irregularity will
be taken care of, while the need to
independently measure the irregular
payment is eliminated.

In its August proposal, the Board had
offered three alternative ways of dealing
with the effect on the annual percentage
rate of payment schedule irregularities.
The most stringest of the altermatives
was to eliminate the minor irregularities
provisions and require all creditors to
disclose a rate meeting the general
standard of accuracy of % of 1
percentage point. There was relatively
little support for this approach among
the commenters. The second alternative
suggested was to continue the approach
currently taken and simply improve the
regulatory language. This alternative
received the greatest support from the
commenters. The third option was to
replace the existing provision with one
permitting a larger degree of
overstatement (but a smaller degree of
understatement) where an initial
payment or payment period is irregular.

The board has chosen the second of
the three alternatives by adopting a
provision that provides essentially the
same prolections now available to
creditors computing an annual
percentage rate, while simplifying the
determination of which irregularities fall
within the specified ranges.

Minor irregularities—finance charge.
The new § 226.8(r) provides a similar
minor irregularities provision for
purposes of computing and disclosing
the finance charge and the schedule of
payments. It is parallel to the annual
percentage rale provision discussed
above, new § 226.5(b)(5), in that it
defines in the same way the first period
irregularities that may be disregarded. It
differs from both Board Interpretation
§ 226.505 (which it replaces) and the
new § 226.5(b)(5), however, in that it
permits disregarding only variations in
the final payment that result from first
period irregularities. The Board believes
that this limitation is warranted, on the
grounds that adjustments made in other
Wi not reoait s Whig enecial
PR PSP O | ottt is ma e to
the first payment lo account for an
irregular first period (for example, where
a first payment due January 1 on a
mortgage loan made on November 20 is
increased to pay the extra 10'days’
interest) or where the charge for the odd
first period is spread out among all the
payments, it is a simple matter to reflect
the adjustments when disclosing the

vave do

finance charge and the payment
schedule.

The mincr irregularities protection is
needec, however, when the adjustment
for an irregular first period is made at
the end of the transaction. For example,
a credit union making a loan on
November 20 with the first payment due
January 1 will frequently collect
payments that are determined as if there
were a regular first period, but will
accrue interest based on the actual time
the principal is outstanding and will
adjust the final payment to account for
the effect of the long first period. The
new § 226.8(r) permits the credit union
to disregard the effect of such a practice
in disclosing the finance charge and
payment schedule.

This provision differs from the one
proposed in August in several ways. Its
applicability is not limited to certain so-
called simple interest obligations.
Furthermore, it permits less
overstatement (resulting from long first
periods), while countenancing some
degree of understatement (resulting from
short first periods). The comments
suggested that long first periods are far
more common than short ones and that
the minor irregularities provision should
be expanded to cover them. In addition,
the provision adopted has the advantage
of providing parallel rules for defining
period irregularities for purposes of both
annual percentage rate and finance
charge computation.

It should be noted in conneclion with
both of the minor irregularities
provisions that creditors are always free
to arrange payment schedules with
irregularities that fall outside the
categories defined in those provisions.
In such cases, a creditor has two
choices: it can take specific account of
the effect such irregularities have on the
disclosures; alternatively, in the case of
the annual percentage rate, it can ignore
the irregularity provided the disclosed
rale is not more than % of 1 percentage
point from the true rate.

Certain creditor practices. The new
§ 226.8(s) stales that, when making
calculations and disclosures, creditors
may ignore the effect of certain facts or
practices, namely, collecting of
payments in whole cents, changing
dates of payments and advences when
I YU T DU L I W TR s n 3 A 1 !
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have different numbets of days. These
things have very slight effects on
disclosures and the Board believes the
negligible benefit to consumers of taking
account of such matters does not justify
the burden of doing so.

This provision differs from the August
proposal in that the authorization o
treat all months as equal is not

(B |
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restricted to simple interest creditors,
and the requirement to mark as an
estimate the finance charge disclosed in
reliance on such a provision has been
deleted.

Faulty calculation tools. Section
226.5(c) represents an extension of the
existing § 228.5(c)(3). Under the latter
provision, an annual percentage rate or
finance charge error that results from an
error in the chart or table used by the
creditor does not violale Kegulation Z.
The Board proposed in its August
publication to extend this provision to
errors resulting from the use of faulty
calculators and computers, or, in the
alternative, to eliminale the provision
entirely. The first alternalive—exlension
of the protection to all types of
calculation tools—would not have
extended to the software or
programming elements of elect.onic
calculation tools. This proposal was
suggested in an effort to limit the
protection of the rule to errors beynnd
the creditor’s control and to alleviate
possible enforcement difficulties in
confirming errors in software.

The cornments received by the Board
on this issue clearly supported the
extension of the provision to all
calculation tools. including software
elements of calculators and ccmputers.
The Board believes that this protection
should be made available for all
calculation tools, without regard to type,
and new § 226.5(c), set forth below, ~
reflects this decision. In the Board's
view, the vast majority of creditors do
not possess the specialized technical
knowledge necessary 1o evaluate
calculation tools internally and must
continue to rely on the producers of
those tools to provide thal knowledge.

The inaccuracies which may be
countenanced by this provision will, in
the Board's view, be offsel by the
restrictions imposed on the availability
of the protection. First, the creditor's
reliance on the tool must be in good
faith. This imposes on the creditor a
reasonable degree of responsibility for
assuring that the tool in question
provides the degree of accuracy required
by the regulation. For example, the
creditor might verily the resulls
obtained by use of the 1ool by
comparing those results to the fisures
PR BN ‘\.‘. » { 01 Va5l
toolk. 1 ig i bl
rely on the expertise of the enforcement
agency in making such a determination.

Second, any creditor with reason to
believe that the tool is in fact inaccurate
must promptly discontinue use of that
tool and notify the Federal Reserve
Board of the error. That is, a creditor
who was aware of the error and
continued to use the tool for disclosure

hon
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purposes would no longer have the
protection of § 226.5(c) as to inaccurate
disclosures made after that time. The
Board imposes no specific requirement
on creditors with regard 1o the
information contained in the notification
to the Board. However, the description
of the tool in question must be specific
enough to identify the tool. The Board
envisions that the notification would
normally include the name of the
manufacturer or producer of the tool, a
trade name, or a model name or number.
In describing the error, the creditor need
not identify the specific source of the
error, as for example by determining the
steps in a calculator program which
produced the inaccurate results. While
the creditor is encouraged to include its
opinion regarding the source of the
error. a descrip'ion of the erroneous
results and the transactiors to which
they relate would be sufficient for
purposes of this requirement.

Open end credit. Section 226.5(a),
relating to the determination of the
annual percentage rale in open end
credil. has been retained in its present
form except for the addition of the Ys of
1 percentage point tolerance. Thus, an
annual perccntage rate calculated and
disclosed pursuant to § 226.5(a) would
be subject to the seine standard of
accuracy as that set forth for closed end
credit tansactions. The Board stafl's
analysis, together with the comments,
indicates no basis for making any other
changes in the provisions of § 226.5(a) at
this timc.

Effective date. In accordance with 5
U.S.C. 553(d)(1) and (3). the Board has
determined that the effective date of
these amendments need not be delayed
30 days. but may be issued effective
immediately since these amendments
for the most part are less restrictive than
the provisions that they replace. In
add:tion, compliance with the
amendments is not required until 9
moriths have elapsed, thus providing
persons subject to these provisions
sulficient time lo analyze their
procedures and tools in light of the
changes made and adjust (o the new
requirements. Although mandalory

compliance is nol immediately required,
the Board has determined that both the
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a3ty i the © ith
1 perivd so that creditors wishing
and able to take advantage of the new
Provisions at this time may do so.

(3) Economic Impact Analysis.
According to § 102 of the Act, Truth in
lending was intended "to assure a
Meaningful disclosure of credit terms 50
that the consumer will be able to
Compare more readily the various credit
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terms available to him and avoid the
uninformed use of credit. . . ." However,
in the 10 years since the effective date of
the Act, the complexity of the Act and
its implementing regulation has
presented serious compliance
difficulties. Desplite incications that
most financial institutions have made
good-faith attempts to comply with
Regulation Z, technical violations are
common. In its Annual Report on Truth
in Lending for the Year 1978, the Board
reported that more than four-fifths of the
banks and almost three-fifths of the
credit unions examined that year by the
Federal regulatory agencies were found
not to be in complete compliance with
Regulation Z. This Annual Report
indicated. though, that “for both kinds of
institutions most violations were
nonsubstantive.” (See p. 11, Annual
Report for 1978.) Nonsubstantive
violations include such things as errors
that might arise on account of
misunderstanding the regulation, clerical
errors, carelessness, and oversights that
do not materially affect the accuracy of
the most important disclosures. The
difficulties of complying in good faith
with a complex law and regulation,
along with indications that not all
current provisions of Truth in Lending
are helpful to consumers in shopping for
credit, have prompted Congressional
calls for Truth in Lending simplification.

-Earlier this year, as part of its own
efforts to simplify its regulations, the
Board requested public comment on
certain relatively technical issues
concerning methods of calculating and
disclosing annual percentage rates and
finance charges under Regulation Z (44
FR 1118, January 4, 1979, and 44 FR
45141, August 1, 1979). Each of the
changes resulting from this review
appears to be consistent with the goal of
simplifying the regulation. In general,
the amendments should increase
somewhat the levels of technical
compliance with the regnlation without
requiring creditors to make costly
adjustments in their operations. Also,
although technical compliance is made
somewhat easier, it is done without
sacrificing important consumer
protections.

'['h(*ﬁ:;'v";w' amoenamen (. 71118
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which would comply with Regulation Z.
Existing § 226.5(b) of Regulation Z
requires, as a general rule, that the
annual percentage rate disclosed be
either the precise rate or the precise rate
rounded to the nearest % of 1
percenlage point. Apparently some
credilors have interpreted this provision
to be a true tolerance, which it is not.

The amendment will permit a fixed
tolerance of + % of 1 percentage point
on all transactions, which {s the
tolerance proposed in the Truth in
Lending Simplification Act that has
passed the Senate. The amendment will
have the effect of bringing into
compliance some transactions which
are, technically, not in compliance
because of misconceptions about or
errors in using the rounding rule.
Consumer protections should not be
sacrificed because the tolerance allowed
to aid compliarrce is relatively narrow.
At present, there is no available
evidence that consumers make credit
decisions on the basis of variations in
annual percentage rates as small as %
of 1 percentage point. In terms of dollars
and cents. a tolerance of % of 1
percentage point is about 7 cents per
$100 financed on 12-month loans and
about 22 cents per $100 on 36-month
loans. On larger, longer-term loans like
mortgages where % of 1 percentuge
point may be more significant in
absolute dollar terms, it is still a small
proportion of the annual percentage rate
at current market levels.

The second major amendment
concerns the part of Regulation Z known
as the minor irregularities rule. A
relatively narrow tolerance, such as the
tolerance resulting from either the % of
1 percentage point rule or the rule of - -
rounding to the nearest Y4 of1 "~
percentage point, may not be sufficient
lo ease certain compliance problems in
cases involving irregular payments.
Creditors often arrange, mostly for the
convenience of their customers,
payment patterns which allow minor
irregularities in the schedule of
payments. A common example is an
abnormally long first period so that
monthly payments can be due on the
Cuslomer’s payday. The problem is that
on loans with relatively short maturities
a long (or short) first payment or other
irregularity may cause the true annual
percentage rate to deviate from the
disclosed rate by more than the allowed
tolerance. The result is an added burden
for creditors attempting to comply with
the regulation in good faith but also
trving to satisly the payment period
(?""‘" '-fi"'frn"'f"‘:“ f": ‘.'.I-S
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wider tolerances for certain varislions
in payment amounts and patterns that
fall within the minor irregularitics
provisions,

The existing minor irregularities rule
is complex. It allows a payment 1o be
classified as regular for purposes of
computing an annual percentage rate if
it varies in size from regular payments
by no more than a certain percentage. It
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also permits a first payment period to be
treated as regular if it varies from the
other periods by no more than a certain
number of days. The number of days in
first periods that may be counted as
regular depends upon the frequency of
payment and upon the original maturity
of the loan contract. All other payments
must be equal in size and be scheduled
at equal intervals.

The new minor irregularities
provisions appear to be a useful
simplification because they achieve the
basic purpose of the minor irregularities
rule—reducing the compliance burden
for creditors altempting to accommodate
customers—and it makes the present
rule clearer and easier to understand.
This approach, together with the
tolerance rule, should aid good-faith
compliance efforts somewhat, especially
for newer or smaller creditors not as
familiar with the technicalities of
Regulation Z but attempting to comply
without the aid of expensive legal
advice or calculating equipment. For two
reasons it does not seem that
understatement or overstatement of the
annual percentage rate disclosed as a
result of the minor irregularities rule is
harmful to consumers. First, if a long
first period or a smaller first payment is
counted as regular under the minor
irregularities rule, to the extent that the
disclosed rate varies from the exact
annual percentage rate, the exact rate
will be lower. Since a long first period is
probably the most frequent minor
irregularity, consumers generally will
not be burdened with annual percenlage
rates higher than those disclosed.
Second, minor irregularities in the first
period are often arranged for the
convenience of consumers after the
essenlials of the credit offer are
accepted. As a result, variations in
annual percentage rates resulting from
minor irregularities in such cases are not
likely to be very useful in credit
shopping.

The third major provision concerns
extending to users of calculating
equipment the existing protection from
liability provided to creditors relying in
good faith on faulty charts or tables. In
meany cases the sophistication of the
technical «1ills needed 1o evelinte the

ofris oy 1! ' ' . 3 3
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manufeclurers. On occasion, minor
errors beyond their control could subject
creditors to major litigation costs and
civil penalties. Although the % of 1
percentage point tolerance may obviate
the need for protection from some minor
errors, protection for a creditor using
calculating devices and compulers in
good faith appears reasonable.
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Consumer's interests should be
protected by the fact that conscious
errors or continued use of devices
known to produce erroneous results
would subject creditors to the penalties
of Truth in Lending, as with any other
violation. Furthermore, protection for
creditors using calculating devices and
computers in good faith should facilitate
the adoption of improved calculating
equipment.

(4) Text of Amendments. In
consideration of the foregoing and
pursuant to the authority granted in
§ 105 of the Truth in Lending Act (15
U.S.C. 1604 (1870)), the Board amends
Regulation Z (12 C.F.R. Part 228) as
follows:

§226.5 [Amended]

1. Effective October 1, 1980, existing
§ 226.5(a) is amended by deleting both
the title “General rule—open end credit
accounts” and the first sentence
beginning *“The annual percentage rates
for open end credit” and ending
“nearest quarter of 1 percent.”; §§ 228.5
(b) through (e), Interpretations
§ § 226.500, 226.503, and 226.505, and
Supplement I to Regulation Z are
rescinded.

2. Effective January 10, 1980 § 228.5 is
amended by amending paragraph (a)
and revising paragraphs (b) and (c)in
their entirety. Section 226.8 is amended
by adding paragraphs (r) and (s) and
Supplement I to Regulation Z, to read as
follows:

§ 226.5. Determination of annual
percentages rate.

(a) Open end credit—general rule. The
annual percentage rate is a measure of
the cost of credit, expressed as a yearly
rate. An annual percenlage rate shall be
considered accurate if it is not more
than % of 1 percentage point ahove or
below the annual percentage rate
determined in accordance with this
section,

- - * . L]

(b) Credit other than open end. (1)
General rule. The annual percentage
rate is a measure of the cost of credit,
expressed as a yearly rate, which
relates the amount and timing of value
reccived by the consumer to the smount

rnd timine of r~1va0nte 1 de. The
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setiice with ¢ither
the actuarial method or the United
States Rule method and shall be
considered accurate if it is not more
than % of 1 percentage point above or
below the annual percentage rate
determined in accordance with
whichever method is used.
Explanations, equations and
Instructions for determining the annual

1 i s 44 .;x' .:..t

percentage rate is accordance with the
actuarial method are set forth in
Supplement I, which is incorporated in
this Part by reference. ‘

(2) Computation.tools. (i) The
Regulation Z Annual Percentage Rate
Tables produced by the Board may be
used to determine the annual percentage
rate, and any such rate determined from
these tables in accordance with the

- Instructions contained therein will

comply with the requirements of this
section. Volume I of the tables applies to
single advance transactions involving up
to 480 monthly payments or 104 weekly
payments. It may be used for regular
transactions, and for transactions with
any of the following irregularities: an
odd first period, an odd first payment,
and an odd final payment. Volume I
applies to transactions involving
multiple advances and any type of
payment or period irregularity.

(i) Creditors may use any other
compulation tool in determining the
annual percentage rate so long as the
annual percentage rate so determined
equals the annual percentage rate
determined in accordance with
Supplemental I, within the degree of
accuracy set forth in paragraph (b)(1) of
this section.

(iii) Supplement I and Volumes I and
I may be obtained from any Federal
Reserve Bank or from the Board in
Washington, D.C. 20551. o ;

(3) Single add-on rate transactions. If
a single add-on rate is applied to all
transactions with maturities up to 60
months and if all payments are equal in
amount and period, a single annual
percentage rale may be disclosed for al]
such transactions, provided that it is the
highest annual percentage rate for any
such transaction.

(4) Certain transactions involving
ranges of balances. For purposes ol
disclosing the annual percentage rate
referred to in §§ 226.8(g) (1) and (2)
(Orders by mail or telephone) and
226.8(h)(1) (Series of sales), if the same
finance charge is imposed on all
balances within a specified range of
balances, the annual percentage rate
computed for the median balance may
be disclosed for ell of the balances.
However, if the ennual percentace rate
oot frs W maedien 1ynd -0

11 : sl pdeentage o
coniputed fur the lowest balance by
more than 8% of the latter rate, the
annual percentage rate shall be
computed on whatever lower balance
will produce an annual percenlage rate
which does not result in an
understatement of more than 8% of the
rate determined on the lowest belance.

(5) Payment schedule irregularities. In
determining and disclosing the annual

e
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percenlage rate, a creditor may
disregard an irregularity in the first
period * that falls within the limits
described below and any payment
schedule irregularity that results from
the irregular first period:

(i) For transactions in which the
term * is less than 1 year: a first period
nol more than 6 days shorter or 13 days
longer than a regular period;

(ii) For transactions in which the term
is at least 1 year and less than 10 years:
a first period not more than 11 days
shorter or 21 days longer than a regular
period; or

(iii) For transactions in which the term
is at least 10 years: a first period shorter
than or not more than 32 days longer
than a regular period.

(c) Errors in calculation tools. An
error in disclosure of the annual
percentage rate or finance charge shall
not, in itself, be considered a violation
of this Part if:

(1) The error resulted from a
corresponding error in any calculation
tool, such as a chart, table, calculator or
computer, used in good faith by the

reditor, and

{2) Upon discovery of the error, the

editor promptly

(1) Discontinues use of that calculation
tool for disclosure purposes, and

(ii) Notifies the Board in writing of the
error in the calculation tool. The
notification shall include an
- identification of the tool and a
description of the error, and shall be
addressed to the Division of Consumer
and Community Affairs, Board of
Governors of the Federal Reserve
System, Washington, D.C. 20551.

. - - .

§226.8 Credit other than open end—
specific disclosure,

. L] L] - *

(r) Payment schedule irregularities. In
determining and disclosing the finance
charge and the payment schedule under
paragraph (b)(3) of this section, a
creditor may disregard an irregular final
payment or portion of a final payment
that results from an irregular first
period '* within the limits described

below and may treat the irregular first
Peiiod aeif it were v lar

T s ol thi g £o5 s W sinst
pennd g the penod from the dete on which the
finance charge beging to be earned to the date of the
first payment, and the “term™ is the period from the
dale on which the finance charge begins 1o be
earned 1o the date of the final payment.

"* For purposey of this paregreph, the “first
beriod” is the period from the date on which the
linance charge begins 1o be earned 1o the date of the
fust payment. and the “term™ is the period from the
dale on which the finance charge begins to be
earned lo the date of the final payment.
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(1) For transactions in which the _
term '™ is less than 1 year: a first period
not more than 6 days shorter or 13 days
longer than a regular period;

(i) For transactions in which the term
is at least 1 year and less than 10 years:
a first period not more than 11 days
shorter or 21 days longer than a regular
period; or

(1if) For transactions in which the term
is at least 10 years: a first period shorter
tnan or not more than 32 days longer
than a regular period.

(8) Disregarding certain proctices. In
making calculations and disclosures, a
creditor need not take into account the
effects of the following:

(1) The fact that payments are
collected in whole cents:

(2) The fact that the dates of payments
and advances are changed because the
scheduled date falls on a Saturday,
Sunday, or holiday: and

(3) The fact that months have different
numbers of days.

Supplement I o Regulation Z

Rules for Determining the Annual Percentage
Ratr for Other than Open End Credit
Transactions Pursuant to § 226.5(b) of
Regulation Z

I Introduction

Section 226.5(b) of Regulation Z provides
that the annual percentage rate for other than
open end credit transactions shall be
determined in accordance with either the
actuarial method or the Urited States Rule
method. This supplement contains an
explanation of the actuarial method as well
as equalions, instructions and examples of
how this method applies to single advance
and multiple advance transactions and
transactions involving required deposit
balances (as defined in § 226.8(e) ¢f the
regulation).

Under the actuarial method, at the end of
ea2ch unit-period (or fractional unit-period)
the unpaid balance of the amount financed is
increased by the finance charge eamed
during that period and is decreased by the
total payment (if any) made at the end of that
period. The determination of unit-periods and
fractional unit-periods shall be consistent
with the definitions and rules in Sections Il
(C), (D) and (Ej and the general equation in
Section lI (H). 3

In contrast, under the United States Rule
method, at the end of each pavment period,
the unpeid balznce of the # mount financed is
S /,J§‘).'\ e :..(\,. P ) 1,1

' W : !
Ly the pejueatinade ot e ;.2 of that
payment period. If the payment is less than
the finance charge earned, the adjustment of
the unpaid belance of the amount financed is
postponed until the end of the next payment
period. If at that time the sum of the two
payments is still leas than the total accrued
finance charge for the two peyment periods,
the adjustment of the unpaid belance of the
amoun! financed is postponed still another
payment! period, and so forth.

Il. Instructions and Equations for the
Actuarial Method

(A) General rule. The annual peicentage
rate shall be the nominal annual percentage
rate determined by multiplying the unit-
period rate by the number of unit-periods in a

ear,
- (B) Term of the transaction. The term of the
transaction begins on the date of its
consummalion, except that If the finance
charge or any portion of it is earned
beginning on some other date, the term
begins on that other date. The term ends on
the date the last payment is due, except that
if an advance Is scheduled after that date, the
term ends on the later date. For computation
purposes, the length of the term shall be
equal to the time interval between any point
in time on the beginning date to the same
point in time on the ending date.

(C) Definitions of time intervals. (1) A
period is the interval of time between
advances or between payments and includes
the interval of time between the date the
finance charge begins to be earmed and the
date of the first advance thereafter or the =
date of the first payment thereafter, as
applicable.

(2) A common period is any period that
occurs more than once in a transaction.

(3) A standard interval of time is a day,
week, semimonth, month, or & multiple of a
week or a month up to, but no! exceeding, 1

ear,
F (4) All months shall be considered equal.
Full months shall be measured from any point
in time on a given date of a given month to
the same point in time on the same date of
another month. If a series of payments (or _
advances) {s scheduled for the last day of
each month, months shall be measured from
the last day of the given month to the last day
of another month. If payments (or advances)
are scheduled for the 28th or 30th of each
month, the last day of February shall be used
when applicable.

(D) Unit-period. (1) In all transactions other
than a single advance, single payment
transaction, the unit-period shall be that
common period, not to exceed 1 year, that
occurs mosl frequently in the transaction,
excepl that

(a) If 2 or more common periods occur with
equal frequency. the smaller of such common
periods shall be the unit-period: or

(b) If there is no common period in the .
transaction, the unit-period shall be that
period which is the average of all periods
rounded to the nearest whole standard
interval of time. If the average is equally near
2 standard intervals of time, the lower shall
be the unit-period.

(2) In 8 single edvence. ringle payment
{1e nsoLtinn, {Yr 1o '!I" riod ¢h: HER e lerm

f ihe Lt ek net 1%
yeor.

(E) Number of vnit-periods between 2 given
dutes. (1) The number of days between 2
dates shall be the number of 24-hour intervals
belween any point In time on the first date to
the same point in time on the second date.

(2) If the unit-period is a month, the number
of full unit-periods between 2 dates shall be
the number of months measured back from
the later date. The remaining fraction of a
unit-period shall be the number of days
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7714,

S S =y

Amount advanced (A)=$6000. Payment
(P) = $200

Number of payments (n)=238

Unit-period = 1 month. Unit- penodl per
year (w)=12.

Advance, 2-10-78. Firs! paymenl, 4-1-78.

From 3-1-78 through 4-1-78 = 1 unit-period.
(t=1)

From 2-10-78 through 3-1-78 = 19 days.
(I=19/30)

Annual percentage rate
(1) =wi=.1182=11.82%

Example (A)(3): Semimonthly payments
(short first period)

Amcunt advanced (A)=$5000. Payment
(P)=$219.17.

Number of payments (n) =24

Unit-period = % month. Unit-periods per
year (w)=24.

Advance, 2-23-78. First payment, 3-1-78.
Payments made on 18t and 16th of each
month.

From 2-23-78 through 3-1-78 =6 days.
(t=0: f=%})

Annual percentage rate
(1)=wi=.1034 =10.34%

Example (A)(4) Quarterly payments (long
first period)

Amount advanced (A)=$10.000. Payment
(P)=$385.

Number of payments (n)=40

Unit-period =3 months. Unit-periods per
year (w)=4.

Advance. 5-23-78. First payment, 10-1-78.

From 7-1-78 through 10-1-78 =1 unil-
period (t=1)

From 6-1-78 through 7-%78=1 month=30
dayvs. From 5-23-78 through 6-1-78=9
days. (f=3%0)

Annual percentage rate
(1) =wi=.0897 =8.97%

Example (A)(5): Weekly payments (long first
period)

Amount advanced (A)=$500. Payment
(P) = $17.60.

Number of payments (n) = 30.

Unit-period =1 week. Unit-periods per year
(w)=52.

Advance. 3-20-78. First payment, 4-21-78.

From 3-24-78 through 4-21-78 =4 unit-
periods. (1 =4)

From 3-20-78 through 3-24-78 =4 days.
(f=4/7)

Annual percenlage rate
(1) = wi=.1406 = 14.96%

(B) Single advance transaction, with an
odd first payment, with or without an odd
first period. and otherwise regular. The
general equation in Section II(H) can be put
in the following special form for this type of
lransaclion:

P a
A= 1

t
(1+£1)(1+1)
o (R)1) MO thly
L tieniad .
o sdvancd L)
payment (P,) = £250. .
Regular payment (P)=230. Number of
payments (n)=24.
Unit-period =1 month. Unil-periods per
year (w)=12.
Advance, 1-10-78. First paymenl, 2-10-78.
From 1<10-78 through 2-10-78 =1 unil-
period. (t=1; [=0)
Annual percentage rate
(1) =wi=.1008 = 10.08%
Exomple (B){2): Payments every 4 weeks
(long first period and irregular first
payment)

Amount advanced (A) = $400. First

payment (P,) = $38.50.

Regular payment (P) = $38.31. Number of

paymenis (n) =12

Unil-period = 4 weeks. Unit-periods per

year (w)="*% =13,

Advance, 3-18-78. First payment, 4-20-78.

From 3-23-78 through 4-20-78 = 1 unit-

period. (t=1)

From 3-18-78 through 3-23-78 =5 days.

(I=%s)
Annual percentage rate
(1) = wi = 2850 = 28.50%

(C) Single odvance transaction, with an
odd final poyment. with or without an odd
Jirst period, and otherwise regular. The
general equation in Section II(H) can be put
in the following special form for this type of
transaclion:

A= 1
t

(1+£1)(1+1) - £1#8)

Final payment [P,) = §280. Numbeér of
payments [n)=24.

Unit-period =1 month. Unit-periods per
year (w)=12.

Advance, 1-10-78. First payment, 2-10-78.

From 1-10-78 through 2-10-78 =1 unit-
period. (t=1; {=0)

Annual percentage rate
(1) = w/i = 1050 = 10.50%

Example (C)(2): Paymenls every 2 weeks

(short first period and irregular final
payment)

Amoun! advanced (A)=$200. Regular
payment (P)=$8.50.

Final payment (P,) ~$30. Number of
payments (n)=20.

Unit-period = 2 weeks. Unit-periods per
year (w)=52/2=28.

Advance, 4-3-78 Firs| payment, 4-11-78.

From 4-3-78 through 4-11-78 =8 days.
(t=0; f=8/14)

Annual percenlage rate
(1) = wi = 1222 = 12.22%

(D) Single advance transaction, with an

odd first payment, odd final payment. with or
without an odd first period, and otherwise
regular. The general equation in Section 1l
{H) can be put in the following special form

Example (C)(1): Monthly payments (regular
first period and irregular final payment).
Amount advanced [A) = $5000. Regular

payment [P)=$230.

A= 1

| 4
(1+£4)(1+1)

Example (D)(1): Monthly payments (regular
first period. irregular first payment, and
irregular final payment)

Amoun! advanced (A) =$5000. First
payment (P,) = $250.

Regular payment (P)=$230. Final payment
(P,)=$280

Number of payments (n) = 24. Unit-
period =1 month.

Unit-periods per year (w) =12

Advance, 1-10-78. First payment, 2-10-78.

for this type of transaction:

Pa 4

mi- n

o1

(1+1) (1+1)

Number of payments (n) = 20. Unit-
period = 2 months.
Unit-periods per year (w)=12/2=86.
Advance, 1-10-78. First payment. 3-1-78.
From 2-1-78 through 3-1-78 =1 month.
From 1-10-78 through 2-1-78 = 22 dlyl g
(t=0; f=52/60) Cr e
Annual percentage rate |
(1) = Wi = .0730 = 7.30%
(E) Single advance, single payment

transaction. The general equation in Section
11 (H) can be pult in the special forms below
for single advance, single payment
transactions. Forms 1 through 3 are for the
direct determination of the annual percentage
rale under special conditions. Form 4 requires
the use of the ileration procedure of Section 11
(1) and can be used for all single advance,
single payment transactions regardless of
term.

From 1-10-78 through 2-10-78 =1 unit-
period. (t=1; [=0)

Annual percentage rate
(1) = wi =.1000 = 10.00%

Example (D)(2): Payments every two months
(short first period. irregular first
payment, and irregular final payment)

Amounl advanced (A) = $8000. First
payment (P,) =$449.36.
Regular payment (P) = $465. Final payment
(P.) = 5200
Form 1 = Tern less than 1 year:

1 = 100u/ P —1)
A

=~ Term more than 1 year but less than 2 years:

2 1/2
1 =50 E1+n +Lf(_?_—l)] -(1+6)
f A :

tinle ot & vegr.
M &

' B T -1 ' vwasT G eYar?

e )

- Spacial form for {teration procedure (no restriction on term)

A= P

t
(1 + £4)(1 + 1)

Unit-period = 255 days. Unit-period per
year (w)=385/255,

Advance, 1-3-78. Payment, 9—15—78

From 1-3-78 through 8-15-78 = 255 days.
(1= [=0)

Example (E)(1): Single advance, single
payment (term of less than 1 year,
measured in days)

. Amount advanced (A)=$1000. Payment
(P) = $1080.
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Annual percentage rate Annual percentage rate First series of paymenta begins 8 unit-
(1) = wim.1145=11.45%. (Use Form 1 or (1) = wi = ,1200 = 12.00% periods plus 12 days after 3-3-78. (1, =6
4) Example (FX2): Skipped payment loan plus hi=12/30) )

Example (E)(2): Single advance, single single paymenta Second series of payments (single
payment (term of less than 1 year, A loan of $7350 on 3-3-78 Is to be repald by payment) occurs 12 unit-periods plus 12
measurcd in exact u‘CNdﬂr monlha) [hne monuﬂy paymen" of S](xn p_.ch dﬂyl .“Cf 3-3-78. (‘.==12. f,= 12/30’

Amount advanced (A)=$1000. Payment beginning 8-15-78, plus a single payment T.‘xird.serien of payrnents begins 18 unit-
(P)=$1044. of $2000 on 3-15-78, plus 3 more monthiy periods plus 12 days alter 3-3-73. (t, =15,
Unit-period =6 months. Unll-pcriodu per payments of $750 each beginnjng 9-15- fi= 12/30) :
year (w)=2. 79, plus a final payment of $1000 on 2-1- Final payment occurs 22 unit-periods plus
Advance, 7-15-78. Payment, 1-15-79. 80. ; 29 days after 3-3-78. (L,=22; [,=29 30)
From 7-15-78 through 1-15-78 =6 mos. Unit-period =1 mocth. Unit-periods per The general equation in Section Il (H) can
(t=1:1=0) . year (w)=12 be written in the special form:
Annual percentage rate
(ll=wx=.0889=8.80%. (Use Fprm 1or4) 1000 o 2000
Exomple (E)(3): Single advance, single 7350 = 1
payment (term of more than 1 year but 5
less than 2 years, fraction measured in (14(12/30) 1) (1+1) (1+(12/30) 1)(1+1)
exact months)
Amount advanced (A)=$1000. Payment ”

(P)=$1135.19. 750 '7 1090
Unit-period =1 year. Unil-periods per year 3 T e

(w)=1. 22
Advance, 7-17-78. Payment, 1-17-80. (1+(12/30)1)(1+1) (1+29/30) 1)(1+1)
From 1-17-79 through 1-17-80=1 unit

period. (1=1) Annual percentage rate (T) = wi = 1022 = Montiy
From 7-17-78 through 1-17-78 =8 mos. 10.22% payment

(f=6/12) Example (F)(3): Mortgage with varying SIS 57 I R S 38387
Annual percentage rate payments b 183 13

(I)=wi=.0876=8.76%. (Use Form 2 or 4) A loan of $39.688.56 (net) on 4-10-78 is 1o N S L i - J8254

Example (E)(4): Single advance, single be FePéid by 360 monthly paymenls Bt R e :;:" g
payment (term of exactly 2 years) beginning 6-1-78. Paymenlts are the same : T AR R 280 4

Amount advanced (A):S‘l(xx) payrrnen' for 12 monlb' at a lime as fO“OWS: . R g L . o are 80
(P):$1240_ & s v oK ase ek e Aess * - J78 68

; i : J Mon'hly - e S R O
Unit-period =1 year. Unit-periods per year peymant = e e e SRR

(w)=1. - : 375 42
Ad\'dnce. 1_3_78 paymenL 1_3_w‘ Sonsiesinseamants Suesi Fsvasls e S P < L I . § | - PSRSTNE. ) s NL TR S iy - . 374 13

From 1-3-78 through 1-3-79=1 unit-period. 383 ;: AN Mot 33: 175

(t=2 f=0) oo comantvey B
Annual percentage rate 326 85 =

(I)=wi=.1136 =11.38%. (Use Form 3 or et . g“’: = Unit-period = 1 month. Unit-periods per
4) 35615 year (w) = 12 .
(F) Complex single advance transaction. S e RN T From 5-1-78 through 6-1-76 = 1 unit-
Excmple (F)(1): Skipped payment loan + ' & I 3;2 33 period. (t = 1)
(payments every 4 weeks) N I From 4-10-78 through 5-1-78 = 21 days. (I
A loan of $2135 is advanced on 1-25-78. It  — e i 308 03 = 21/30)
i8 to be repaid by 24 payments of $100 S e i DO8 80 The general e
each. Payments are due every 4 weeks ' o be written in th
beginning 2-20-78. However, in those
months in which 2 payments would be
due, only the first of the two payments is 39,688.56 = 291.81 + J00.:8 + 13n8.78 + ,
made and the following payment {s (1+(21/30) 1) i+ 1) 12 24
delay}:&d by 2 weeks to place it in the next (1+1) (1+1)
month. ) * s s o * .
Unit-period = 4 weeks. Unit periods per 2 ;?8
year (w)=52/4=13. : (1+1)
First series of payments (single payment)
occnurs 26 days after 1-25-78. (1, =0: Annual percentage rate (1) = wi = .0580 = From 4-10-79 through 6-12-79 = (2 4 2/30)
f,=26/28) 8.80% unit-periods.

Sccoqd series of payments begins 9 unit- (G) Multiple advance trensactions. From 4-10-79 through 9-18-7¢ = (5 + 8/30)
periods plus 2 weeks after 2-20-78. Example (G)1): Construction loan unit-periods. .
(ta=10: f, =12/28) : : Three advances of $20.000 each are made From 4-10-7¢ through 12-10-79 = (8) unit-
Third series of payments begins 8 unit- on 4-10-79, 8-12-79, end 8-18-79 periods
perivds plus 2 weeks afler stert of Re p;,\',,,,.,.ll R s - goar Erin T -
'T-fl'r!"’:f.'fv'.“; 16; {1 ','m,’:f") :r- .-.'v',(“" 4 % “- X ‘ £ £k . 'l;. . o : i i 'v”_'"’,:ll
' { .. ¥ f : ! ‘ : & ‘;r. * » . " < - :'v'T.’« : 'v ' l. ‘,V

] -
. i
{ihid

+

¥
.-

quation in Section 11 (H) can
e special form:

g R bl ' .
PR it Voueed cUVENDNCES B8

yrar(w) =2 negalive payments:

stiies. (L -23; fi=12/28) 3 :
Thr general equaticn in Section 1 (H) can
bc v#t'en in the special : .
pecial form: 29,000 =

612.36 8
240 = 20,000 "y 20,000
100 © 100 8 2 5
2113 91 61 » (1+1) (14(2/30)1)(1+1) (1+(8/30)1)(1+1)
10
1+(26/28)1 1+(12/28 + :
(1%( * ) (1+(12/28)1)(141) Annual percentage rale (I) = wi = .1025 = 81 plus $1000 on 1-5-79, 1-5-80, 1-5-81,
100 & . 100 & 10.25% and 1-5-82. The borrower is 1o make 50
?I kR Example (G)(2): Student loan monthly payments of $240 each

16 23 A student loan consists of 8 advances: beginning 7-1-78 (prior to first advance).
(1+(26/28)1)(141) (14(12/28)1)(1+1) $1800 on 9-5-78, 8-5-79, 8-5-80, and 05—
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- Action assione r. Kichlina «— —
GEORGE MCGOVERN ‘ S -

SOUTH DAKOTA

Alnifed Hlafes Henafe

irn s =
WASHINGTON, D.C, 20510 ! n, 4 73 e 1.

r,l
s

March 19, 1980 ,/”
Mr. Paul A. Volcker, Chairman q;

Federal Reserve Board &g’\
>

Washington, D.C. 20551
Dear Mr. Chairman:

[ want to register my deep concern and grave reservations over the
nation's monetary policy.

I have never personally felt that "high interest rates and tight
money' were an especially satisfactory way to fight inflation.

Over the course of the past few days 1 have been visiting with scores
of farmers, businessmen, bankers and savings and loan officials from
South Dakota.

Their message 1s the same; namely that, in their view, we are headed
toward a serious recession that will bankrupt many of them. Let me
call the following points to your attention:

1. Agricultural producers - both farmers and cattlemen - traditionally
require a firm line of credit to mecet their operational expenses.
This 1s needed to provide funds to purchase basic herd stock,
plant crops and other outlays which must run for a minimum of
several months until a crop is harvested, livestock sold, etc.

On-the -farm prices have not benefited from the inflationary
spiral. For many commodities, the prices for the farmer are not
much different than they were ten years ago - yet his cost of
production keeps increasing. In some instances, the only thing
that has kept them going is the inflated cost of their land

which has given them the collateral to obtain credit for operating
costs until they are able to sell their product.

But no farmer or rancher - large or small - can afford upwards

of a 20% interest rate. I am, frankly, fearful that many of
them will not be able to plant this Spring or, if they have
received a loan, they will not have the resources to pay it back.

Automobile, farm equipment and truck dealers in South Dakota have
suffered a substantive reduction in sales. There is concern
that they will not be able to maintain the interest or carrying
charges on their inventory, depending on their individual
relationship with the manufacturer and/or commercial lending
institution. Some have advised me that they are considering
terminating their operations entirely.
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As 1s probably true in most of the country, the housing market
has collapsed in South Dakota. Secveral real estate firms have
already gone out of business and more are considering it. Con-
struction firms have laid off most of their employees.

Small businessmen are reporting that they are unable to replace
their inventories where a line of credit is required. They
cannot afford the interest rate and other carrying charges which,
in many cases, is simply not available.

Smaller banks are unable to provide loans to even their long time
customers. ''No farmer or businessman, regardless of how good

an operator he is, can afford these interest rates. They will
either go broke, or the bank will end up with a bad loan'", one
banker told me. :

Savings and Loan Associations have suffered substantive with-
drawals as depositors rush to invest in higher yield securities in
an effort, often futile, to keep pace with inflation. In several
instances, S§L officers report that they will show '"red ink"

this quarter for the first time since their association was
formed.

Many families, depending on borrowing money for personal reasons,
to finance their children's college education, or for other
purposes - simply do not have access to the necessary funds.

Mr. Chairman, I would hope that the policy of the Federal Reserve
Board is not to trigger a national recession or depression. Yet, in
my State, we are right on the brink of a severe economic downturn
that will cause hardships far in excess of the concerns that focus
on inflation.

As a member of the Congressional Joint Economic Committee and the
Senate Committee on Agriculture, Nutrition and Forestry, I am giving
serious consideration to scheduling an inquiry into these 'high
interest rate - tight money'" policies.

Before proceeding on that course, however, I would welcome any
comments that you might have on this very serious economlc situation.

With every good wish, I am

George McGovern
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Page Two

1) A list of each category of institutions and problem institu-
tions utilized by each of your agencies in the exercise of your
regulatory or supervisory jurisdiction, along with a detailed des-
cription of the characteristics that are considered in categorizing
any particular institution into cach such category. Pertinent copies
of rules or manuals should be supplied. All additions and deletions
to such categories utilized during the past five years should be
specifically set forth, including the new uniform rating system that
will become effective in 1980.

2) The number of institutions that each of your agencies placed
in each such category as of December 31, 1975 to December 31, 1979,
along with the combined assets and combined deposits of all such insti-
tutions in each such category (including, of course, composite
categories 3, 4, and 5, which are the categories requiring more than.
normal and special supervisory attention, under the system for
evaluating the soundness of depository institutions adopted in
December 1979).

3) The number of institutions moving into and out of categories
3, 4, and 5 on each date along with their total assets and deposits.
For each date, the length of time each institution had been so
designated.

4) The number of days institutions in each category borrowed
from the Federal Reserve, Federal Home Loan Bank Board, or National
Credit Union Administration, and the amount of their average daily
borrowings (i. e., under emergency borrowing procedures).

5) The total equity and debt capital of all such institutions.
Further, equity capital expressed as percentages of total assets and
total deposits; debt capital expressed as percentages of total capital;
total capital expressed as a percentage of total assets,and as a
percentage of risk assets; also loan reserves as percentages of (a)
capital and (b) loans.

6) A statement of the policy and procedures of each of your
agencies that insure compliance by institutions with the terms of
disciplinary standby agreements entered into by foreign countries
with the International Monetary Fund. Copies of manuals or rules
should be supplied along with a sampling of such IMF agreements and
a list of all countries in which such agreements are in effect.

TOTPPLUNN N S0
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Page Three

7) Aggregate assets classified by examiners as substandard,
doubtful, loss and specially mentioned along with the average
assets classified by examiners for institutions in each category
including a separate breakdown for domestic and foreign operations.

8) Classified assets expressed as a percentage of total capital
in the aggregate and averaged for institutions in each category
including a separate breakdown for domestic and foreign operations.

9) Aggregate loans made by institutions in each category along
with the loan to deposit ratios of institutions in each such category
and the ratio of net loan losses to total loans including a separate
breakdown for domestic and foreign operations.

10) The 30 day average daily borrowings of institutions in each
category (Federal funds, borrowings from the Federal Reserve, Federal
Home Loan Bank Board, or National Credit Union Administration, and
securities sold under repurchase agrecments) along with the ratio of
such borrowings to 30 day average deposits.

11) The dollar volume of property held by such institutions as
real estate owned other than premises. Include copies of all regula-
tions, policy statements, or guidelines in effect on such matters
during any of the past five years, along with an explanation of the
reasons for changes in such regulations, policy statements, or
guidelines.

12) The dollar volume of commitments undertaken by such insti-
tutions including, and separately stating, a figure for standby letters
of credit. Also, total standby letters of credit for banks with total
deposits over $1 billion.

13) The number of cease and desist actions under the Financial
Institutions Supervisory Act of 1966 against (a) institutions and
(b) individuals with a short description of each.

14) The number of institutions that failed along with their
total assets and deposits and a description of the specific cause of
failure in each case. The name of each failed firm should be supplied.

15) The number of institutions that were the subject of mergers
or holding company acquisitions to avert a failure or for some other
supervisory reason. Supply the total assets and deposits of such
firms along with their names and the specific deficiency in each case.
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Page Four

16) A table showing the size of your insurance fund each year
since its inception along with the percentage of such insurance funds
to insured deposits, total deposits and total assets of the institu-
tions that it covers (including all bank holding company assets),
separately stated, for those years.

17) The number of institutions under the jurisdiction of your
agency for each of the past five ycars along with the number of such
entities that were the subject of full examination by your agency each
such year.

18) Aggregate net income (after all charges and credits) and
aggregate net income as percentages of average equity capital and
average assets.

The data requested herein are to be supplied to the Committee
by April 1, 1980 so that the Committee will have ample time
to review the data before the May hearings. I would appreciate your
staffs contacting Mr. Lindy Marinaccio, Special Counsel to this
Committee, if there are any questions on the matters requested.

Coordination among all three agencies will ensure a standard
reply format and uniform definitions of terms and methodology so that
information from the agencies can be readily compared and combined.

I understand that the FDIC has on its computer much of the data
requested herein for all banks. A single reply prepared by the FDIC
from its data may facilitate the standard format. This information
has been supplied in past years and nceds only to be updated. In
supplying the information, I suggest that separate replies be made to
each question setting out data going back five years so that trends
and comparisons may be made. Unless otherwise specified, all data
should be based on consolidated statements for domestic and foreign
operations.
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I thank you in advance for your cooperation with the work of
this Committee on these hearings.
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51gr’ to Mr. Kichline '
ED BETHUNE

s o R Congress of the United States
PHouge of Representatives |
WASHINGTON OFFICE: wasf)ingtnn. D.¢' 20515 DISTRICT OFFICE:

1330 LONGWORTH 1527 FEDERAL BUILDING
HousE OFFICE BUILDING 700 WEST CAPITOL e
WASHINGTON, D.C. 20515 LITTLE ROCK, ARKANSAS
(202) 225-2506 February 13’ 1980 (501) 378-5941

Federal Reserve System

Board of Governors

20th & Constitution Avenue, N.W.
Washington, D.C. 20551

Dear Members of the Board of Governors:

The current schedule of the Subcommittee on Financial
Institutions calls for the Federal Reserve to testify on
February 20. At that time, it is my intention to ask you
if the legislation which I am enclosing will enhance the
competitive status of financial institutions.

This bill would authorize state chartered, insured
banks; insured branches of foreign banks; insured lending
institutions until Title IV of the National Housing Act; HUD
approved mortgagees; Small Business Investment Companies;
and federal chartered credit unions to charge on any loan
subject to a state usury law, interest at the higher of the
state usury ceiling or a rate of one percent above the
Federal Reserve Bank discount rate where such financial
institution is located. On December 17, 1979, the Senate
Banking Committee held a hearing on S. 1988, a similar bill.

In addition to alerting you to my intentions during the
upcoming hearing, I am hoping that you will take this
opportunity to respond, in writing, to three important
aspects of the legislation that are set forth below:

1. Should there be parity among the financial institutions?
For 46 years, national banks have enjoyed the authority to
lend at a maximum interest rate of one percent above the
discount rate, regardless of state law. Only within the

last year or so have high interest rates created a prolonged
need for this authority. Similarly, exceedingly high interest
rates and severe economic conditions have affected the
relationship between national banks and other financial
institutions that must abide by state usury laws. These
conditions do not appear to be improving. In my state of

 —
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Arkansas, for example, national banks may lend at rates up
to 13 percent, whereas other institutions are subject to the
10 percent usury limit set by the State constitution.

Voters in my State won't have an opportunity to amend the
constitutional usury law until next November, and any change
could not take effect until the following July of 1981.
Consequently, funds are drying up, particularly in small
communities that do not have access to national bank service.
Twentytwo other states have a restrictive usury rate on one
or more types of loans.

2. Should Congress equalize competition between financial
institutions now? Congress is presently deliberating over
legislation to phase out Regulation Q, preempt usury laws on
real estate loans, allow nationwide NOW accounts, and expand
the powers of savings and loan institutions. If current
economic conditions continue, the disparity between national
banks and other financial institutions may increase, depite
attempts in H.R. 4986 to give the financial community tools
to compete more equitably. Would the enclosed legislation
not support the intent of H.R. 4986?

3. Should parity be established permanently? The legislation
I am sending you calls only for a temporary equalization,
while S. 1988 addresses the situation permanently. Since
national banks have been given permanent authority to lend,

notwithstanding state usury laws, would it not be appropriate
to treat this ameliorative legislation similarly? The intent
of the 1933 Banking Act was to assure that lenders could
continue to lend money at rates that cover the costs of

their funds. 1Isn't it just as important to give state banks
and other lenders permanent ability to cover their costs, as
it is for national banks?

Thank you for your kind consideration. I look forward
to hearing from you soon and discussing this matter with you
at the upcoming hearing.

Si

Ed Bethune
Member of Congress

EB:vj

Enclosure
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® t 3
tte State, territcrcy, or district

Lank is lecated, whichever may re qreatere.

**(b) If the rate prescribed in subsection (a) exceeds

the rate such State baenk or insured branch of a forelcn bank
wculd be permitted te cherce in the absence of this
peranrerh, and =such 5State fizxed rate 1s thereby preemnted by
the rate cdescrired In suksectlorn (a), the taking, receiviag,
eservinag, or charginga a areater rate cf interest than is
allcwed Ev subsection (a), when Xnrowingly dcne, shall b2
deemed a forfelture cf the entire interest which the ncte,
bill, or cther evidence cf debt carri=s with it, or wshich has
been agreed to be paid therecn. If such greater rate of
interest res been peid, the rperson who peid it may recover in
a clvil action cormenced in a court of apprccecrriate
jurisdicticn nct later than two years after the date af such
Layment, an amcunt equal to twice the amount of the interest
paid freom the State kank or irsured braench cof a foreian bank
taking or receiving such interest.’’.
Sevirngs and Lcan Rssonciaticns
Sec. 1£2. Title 1V of the National Housing Act (12 U.S.Ce.
1724 et sec.) is 2mended bty adding at the end thereof the
following new cecticn
*‘Sec. 414, (a) If the érrliceble rate rrescribed

e

section exceeds tre rate an irsured institution would te

permitted teo charce in the absence of this section, such
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raraqrach (2)(?) with respect “to eny lcan if such loan 1is
made befcre July 1, 12982,

**(u)(?) If the maximum rate of interest authcrized under
paragreph (2) cn any lcan made by a small business investment
company exceeds the rate which would be authorized by
arpllicable State law 1f such State law were not preemptad for
purposes cf csutsecticn, the charainag of interest at any
rate in excess of the rate authorized ty raragraph (2) shall
be deemed @ forfeiture of the greater cf (i) all interest
which the loan carries with it, or (ii) all interest . which
has been aoreed tc he paid therecn.

**(BR) Tn the cace cf anv loan with respect to which there
is a ferfelture of interest under subparagcaph (A), the
pecson whc paid the interest ray recnver from a small

investment company making csuch loan an amount egqual
wice the amount cf the interest paid cn such loan. Such
interest may be reccvered Iln a civil actlon commenced 1in a
court cof apprcecrrisate jurisdicticn not léeter than twc vears
after the most recent rayment of interest.’”’.

rffective Date

Sec. 16, The amendnmnents rade kv sectiornrs 121 throuch 144

cf this title shall apply only with respect to loaens made in
any State cdurirg the rericd hreqinning on the date of
enactment of this Act and ending on July 1, 1°82.

TITLY TI--RFPLICIBILITY ©F STATE USUPFY CrlILINGS TO CERTAIN

s://fraser.stlouisfed.org
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WASHIMN ON, .1

£l {

I'he Honorable Robert A. Roo
louse of Representatives
Washington, D.C. 20515

Dear Mr. Roe:

Thank you for vour recent D lairman Volcker
requesting comment on tha enclosed from Mr. Howard Grimes
of Wayne, New Jersey, concerning st te ceilings and the
time deposit early withdrawal penally. Mr. Crimes' concerns
apparently arise from his experiences with a Federal savings

and loan association which 1s subject t regulations promulgated
by the Federal Home ILoan Bank Board. lhe Federal Reserve Board's
regulations only agnv1y to banks that arc members of the Federal
Reserve System. Comment on Mr. Crimes' concerns ls being pro-
vided, bomuvcr, since ch Federal fina al institution regulato CY
agencies have adopted similar interest f@ regulation

Ax. B

The Board of Governors has the responsibility for

establishing the maximun rates of intcrest pavable on savings

and time deposits by banks that are members of the Federal Reserve
System. Similar res sponsibility for setting rates payable by
LPdC*ally insured savings and loan associations rests with the
Federal Deposit Insurance Corporation ané the Federal Home Loan
Bank Board, reéspectively. The present interest rate limitations
are intended to preserve balanced competition among depository
institutions and have bren developed in part on the basis of
legislation enacted by Congress in 1966 (Public Law 89-597) and
renewed periodically since that time. The intent of Congress

in enacting Public Law 89-597 was to halt the then prevailing
interest rate escalation and the undue diversion of savings away
from thrift institutions which have a major role in the financing
of housing.

In May 1979, the Board and t} -her federal financial
regulauory acmnc'?s announced a series of . regulatory changes
esigned to help small savers oltain a L_qh(r return on their
deposits, inclu olnq a new time dewvosit with a maturity of four
years or more with a ceiling rate of interest basced on the vield
tor four-vear Treasury SﬂﬁUIltlFS. This wvariable ceiling time
deposit category was replaced with a new 2-1/2 year variable
ceiling time deposit effective January 1, 1980. The ceil ing

gitized for FRASER
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rate of interest pavable on the new 2-] year time deposit

1s based on the vield f ). 1. ar Treasury securities.

Mr. Grimes notes *hat the ceiling rat f interest pavable

on the new time deposi j‘) substantially higher than the

celling rate of LHLC!OB( payable on fixed-ceiling time deposits
of comparable maturity. He states further that when he converted
several lower yielding certificates -f comparable maturity to a
new higher yielding certificate, an interest forfeiture penalty
of $885 was imposed by the savings and loan association.

Mr. Grimes guestions the appropriateness of applying such a
penalty in a situation in which no funds are actually withdrawn
from the institution.

The interest forfeiture rules for finaneial institutions
have been in effect for many years. The purpose of the rules
1s to discourage requests for early wit \rauqls in recognition
of the fact that financial Lns‘f%utionx Lhat obtain funds through
the issuance of longer-tern ime deposits generally use those
funds for immediate or 1lo J~-term investments. Uncertainty re-
garding the possible withd val of large amounts of funds from
the bank or other financia LHLij tution before the agreed upon
maturity could seriously di he institution's loan and in-
vestment programs. If suc , ‘:_,:“_o became widespread, it
could have a Rubwtantiajiy' lverse effect on the stability of
the nation's barﬂ;ing'swjﬁtf”'. S roin e standpoint of portfolio
management, the conversion of ai lcstanding time dcen<\sj_t to a
higher yielding instrur \ cven though the funds remain on
deposit, has the same ofi’,-', a3 an early withdrawal on a finan-
cial institution's ability to structure its loan and investment
portfolics. Accordingly @ agenclies have regarded it as
appropriate to apply the early withdrawal penalty to conversions
that result in an incrcasce ir ¢ rate of interest paid on ocut-
standing time deposits.

(=
h

Mr. Grimes also comments on the severity of the early
withdrawal penalty. The Poard and the other agencies modified
their interest forfeiture rules effective last July to generally
lessen the severity of Lhe early withdrawal penalty. Section
217.4(d) of the Board's Regulation Q (enclosed) provides that
for deposits with OLJQAIAAI maturities of more than one year, the
minimum required penalty is a loss of six months' interest. For
deposits with original maturities of one year or less, the minimum
required penalty is a loss of three months interest. The former
penalty rule required a reduction of the rate paid on the
withdrawn to the savings deposit rate plus forfeiture of

months' interest at that rate. The new penalty rule applies
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are in trouble.

resuleticns control the ectivities of the benkinz industry,
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y for chancing frcm one type to encther is cutrageous, es 1
disccvered to the tune of J - The transection fnvelved
= twc 6 yeer certificates to one U4 yeer certificate that tcok
ebout 15 rinutes end a few pieces of paper toc cancel the twc 7-3/4%
certificetes, N 2»¢ B ~nd issue 2 new 10.55% 4 yeer
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the neﬁ cértificete. Twenty-cne months of eerning et 7-3/47 wes
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON, D.C. 2055!

PAUL A. VOLCKER
. CHAIRMAN

March 25, 1980

The Honorable Ed Jones
House of Representatives
Washington, D.C. 20515

Dear Mr. Jones:

I have read the recent letter from your constituent,
Mr. Joseph B. Wood, and I understand his concerns. There can
be no doubt that the rise in interest rates has had.an adverse
effect on homebuilding and on the savings and loan industry.

A policy of monetary restraint, such as is currently
being pursued by the Federal Reserve, is absolutely essential
to any anti-inflationary effort. Unfortunately, such a policy,
carried out in the face of credit demands conditioned by rapid
inflation and intense inflationary expectations, brings with it
considerable upward pressures on interest rates in the near term.
Only when it becomes clear that inflation will moderate will
those pressures abate and interest rates show a sustained decline.

Homebuilding tends to be highly sensitive to changes
in interest rates. This is partly a result of the nature of the
house itself as a long-lived investment, but it also reflects
the nature of financial markets. Savings and loan associations,
owing to the imbalance in the maturity structure of their assets
and liabilities, tend to encounter liquidity and earnings pressures
as interest rates rise. Various innovations, in many instances
the result of federal regulatory action, have helped to reduce the
impact of high interest rates on thrift institutions and the
housing industry, but they have not eliminated that .impact entirely.

The Federal Reserve has been sensitive to the relative
harshness of monetary stringency on the housing sector. The
Board's recently announced program of credit restraint was designed
in part to reduce the disruption of normal flows of funds into
the residential mortgage market. But Mr. Wood is quite correct in
suggesting that a broadly based approach to solving our inflation
problem is needed--and would ease the burden on the housing sector.
I believe that the other parts of the government's anti-inflation
program--including the focus on budgetary discipline and on improv-
ing productivity--are an important step in this direction and can
help to alleviate the tensions in financial markets.

Sincerely,
S[EEIU'; l-\.‘ Volcke:

MJP: jmr (V-96)

bcec: Mr. Prell
Mr. Kichline --Mrs. Mallardi (2)b/’
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BOARDO OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON, D. C. 20551

PAUL A. VOLCKER
CHAIRMAN

March 25, 1980

The Honorable Ed Jones
House of Representatives
Washington, D.C. 20515

Dear Mr. Jones:

I am responding to your recent letter asking for con-
sideration of the concerns expressed by one of your constituents,
Mr. Jeffrey S. Owen, regarding monetary policy. Mr. Owen de-
scribed the impact of high interest rates on his business, a
building materials firm. Clearly, construction activity is rel-
atively sensitive to changes in financial conditions, and
residential building has been relatively severely affected by
the rise in interest rates over recent months.

Mr. Owen asks that current monetary policy be re-examined
with an eye to the advisability of seeking lower interest rates.
High interest rates, unfortunately, are an inevitable and unavoid-
able by-product of the rapid inflation confronting us today.
Borrowers, anticipating further price increases and increased
nominal incomes, are willing to pay relatively high interest rates,
while lenders are seeking high rates in order to offset the
prospective erosion of the purchasing power of later repayments.
The Federal Reserve could offset the resultant pressures on
interest rates only by expanding the supply of money at an accel-
erated pace; however, such a policy would add fuel to the fires
of inflation and lead before long to still greater upward pressures
on rates.

The only way we can achieve a lasting decline in interest
rates is to get inflation under control. Monetary discipline is
a necessary element in this effort; but if there is complementary
restraint in fiscal policy and in private wage and price decisions,
the slowing of inflation can be achieved more quickly and with less
tension in financial markets. The need for such a broadly based
approach is reflected in President Carter's anti-inflation program.

Sincerely,

S{Paul A, Yolckes

MWIP:jexr (WV-08)

My. Prall
Mrs. Mallardd (2) l/
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- DON RITTER : : ® 124 CANNON OFFICE BUILDING
¥ ' 15TH DiSTRICT, PENNSYLVANIA By WASHINGTON, D.C. 20515

(202) 225-6411

COMMITTEES:

- g DISTRICT OFFICES:

" BANKING, FINANCE AND URBAN °
AFFAIRS Suite 1005

Lo 2 Conqress of the United States A e

(215) 866-0916
HOUSING AND COMMUNITY

el THouse of Representatives )

DOMESTIC MONETARY POLICY Roowm 212

l:\n.u-:wrowu PosTt OFFICE BUILDING
CONSUMER AFFAIRS LLENTOWN, PENNSYLVANIA 18101
. Washington, B.E. 20515 (215) 439-8861
SCIENCE AND TECHNOLOGY .

Room 705

SUBCOMMITTEES: ALPHA BUILDING

EASTON, PENNSYLVANIA 18042
ENERGY DEVELOPMENT AND (215) 258-8383

APPLICATIONS
SCIENCE, RESEARCH AND TECHNOLOGY

NATURAL RESOURCES AND
ENVIRONMENT

March 12, 1980

Mr. Paul A. Volcker
Chairman
Board of Governors of

the Federal Reserve System
20th and C Streets, iW.W.
Washington, D.C. 20551

Dear Mr. Chairman:

[ am writing to you as a result of a meeting I held today with some
fifty homebuilders, realtors and bankers from the Lehigh Valley area of
Pennsylvania.

It is hard to describe in words their feelings of frustration bordering
on desperation. They are extremely hard-working, productive individuals
who employ large numbers of workers throughout the Allentown-Bethlehem-
Easton area of Pennsylvania. They are feeling betrayed by the current
financial situation, and believe that they have been unfairly singled-
out for severe belt-tightening while other segments of the economy - the
federal government in particular - benefit from inflation.

This meeting emphasized to me even more than before the negative short-
term impact the recent Fed move to raise interest rates has had on the
housing industry. I, too, am deeply disturbed that certain segments of
our economy are "singled-out" to wage the fight against inflation. It
is my feeling that the Fed policies to curb inflation, in the absence of
discipline on the part of Congress and the Administration, can only lead
to the further destruction of income-producing segments of our economy
rather than fight inflation as originally intended. Reduced revenues to
the Treasury will be the result as will larger deficits.

“r. Chairman, I urge you to reevaluate current Fed policies and expedite
further actions to work with Congress in supporting federal spending
lTimitations, reductions in the tax rates to enhance productivity, slowing
of monetary growth and the promotion of measures that work with the
American economy, not against it. I-appreciate your goals and share

them with you. But solo Fed actions as currently being implemented take
unfair advantage of a vital part of our economy to the detriment of all
of us.
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March 21, 1980

The Honorable Thomas Ludlow Ashley
House of Representatives
Washington, D.C. 20515

Dear Mr. Ashley:

i am writing in response to a letter you received
from Mr, James F. Nagy of Toledo, Ohio, who is concerned
that he is not getting full income tax deduction credit for
interest he has paid en his loen with the Tolesdo Trust Compeny .

No federal lav requires a creditor te give the
customer a statement showing the amount of deductible interest
peld during the tax year. The Truth in Lending Act and Regu-
lation 2 werely reguire that the creditor disclose the total
arount of the finance charge, including interest, to be paid
over the total life of the loan and the corresponding snnual
percentage rate, For these purposes, the law does not address
itself to when the interest portion of the finance charge is
conzidered earned by the creditor or paid by the consumer.

Aceording to Toledo Trust personnel, the bank
arrives at the figure to be deducted by the consumer for tax
purposes by calculating the total interest to be paid over
the life of the loan, dividing by the number of months in
the loan, and multiplying the resulting figure by the number
of menthly payments in the tax year, That is how the bank
arrived at the I fivure Mr. Nagy cites in his letter.
The bank believes that by reporting interest peid in this
way, the same smount will be deductible on a per-month basis
during the life of the loan., This, they believe, is less
confusing to the consumer.

Evidently Mr. Nagy acked for a January 1, 1980,
pay~-off figure in order to repay the loan. The bank informed
us that, in such cases, the interest calculation is based on
the Rule of 78's rebate nethod, which takes into account the
fact that during the early stages of the loan the customer
has the use of more loan funds than will be the case after
payments have been made and the outstanding principal has
been reduced. Consequently, during the early stages the
customer pays, and the creditor earns, more interest than in
the later stages. Therefore, a larger portion of each payment
is allocated to interest during the early stages, as reflected

by thelllN figure Mr. lagy cites in his letter.
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. A Assigned to Jane :
- THOMAS LUDLOW ASMLEY . t Hart &

8™ DisTricT, OHIO

2406 RavysurN BuiLDING
WasHinGTON, D.C. 205158

COMMITTEES:
DISTRICT OFFICE:

Congress of the United States 234 Supurr Semcer

BANKING, FINANCE AND ToLEDO, OHIO 43604

URBAN AFFAIRS Bouse of Representatives

MERCHANT MARINE AND
FISHERIES

Washington, D.EC. 20515

Chairman Paul A. Volcker
Federal Reserve Board

February 12, 1980 { L/((
Room #B-20U6

20th and Constitution Avenue, N.W.
Washington, D.C. 20551

Dear Chairman Volcker:

Enclosed is a letter from Mr. James F. Nagy, Jr., | HIGIhhNGNGGEGE
B B vho complains that the Toledo Trust Bank is not

giving him an accurate statement of the interest he paid in 1979 on
a loan.

I understand that Toledo Trust is a State bank but is a member
of the Federal Reserve and that the Reserve would therefore administer
the Truth in Lending laws that apply.

Please give me a report on whether Toeldo Trust has accurately
computed his interest and how they do it.

With thanks and best wishes, I am
Sincerely,

L

Thomas Ludlow Ashley, M.C.
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. JAMES F. NAGY JR.

Subject: Another Consumer Rip-off
Dear Congressman Ashley:

I am writing you concerning the false Truth in Lending Laws of
Ohio. The lending institutions of Ohio are not giving consumers
the full truth about the interest on their loans. An example is:

Last year I took out a loan from Toledo Trust Bank
forBll- I paid nine (9) payments on this loan
last year of_ for a total of _. I
want to claim the interest paid on this loan for Income
Tax purposes. My bank claims that I paidjjiii] ir
interest. I requested from the bank a payoff balance
as of January 1, 1980. They claim a payoff of
If you subtractj from the original loan of $8100 10
you get |- Now subtract the [l from the

I paid last year and I come up with [ .
this being the true figure I paid in interest for the
year 1979. The bank claims the interest figured is
over the total time of the loan.

Most consumers either sell or trade their merchandise before the
term of the loan and are losing several hundred dollars they
could have claimed against their Income Tax.

I feel that the lending institutions should have to send consumers
yearly facts on what the true payments consumers have paid in
interest each year.

If I were to claim the the bank claims I paid in interest,
I would be losing .

This unjustice again puts the taxpayers in the position of another
rip-off.

I am President of Local 1892 UAW and represent several hundred
members who are in the same position. If we are going to have
Truth in Lending Laws let's make the lending institutions tell
the whole truth.

Sincerely yours

) 7%

[777( gy
.James F. Nagy
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RECEIVED
DU a5 1980

PLURILEY RARRER COMPANY £ JONES, MC.

TTH Disisi TEMNESSEE

HAROLD J PLUMLEY

President February 21, 1980

Honorable Ed Jones

United States Representative
104 Cannon House Office Bldg.
Washington, D. C. 20515

Dear Ed:

In my opinion, high interest rates will never control increasing
prices.

Let me give you an illustration. If oil were flowing in the stream
behind my office, the cost for recovering it would be minimal, but
whatever cost was involved would have to be included in the price
of oil. When a pipecline has to be built from Alaska to Washington,
the cost has to be included in the price of the oil. Additional
costs of production are costs, and should not be considered in-
flationary.

What I am saying is, higher interest rates will not control rising
prices.

Higher interest rates are really hurting us as a small business.
They are really hurting the mobile home owner who would normally

be ready to purchase a $35,000-$45,000 house. Higher interest rates
are really hurting the car owner who has little equity in the old
car and would like to buy a new one. Higher interest rates are
going to be devastating to the Federal Government just to carry

its debt.

The ways to reduce inflation is to balance the federal budget and
to quit paying people for not working.

When the government mandates wage increases through minimum wage,
prices must increase. It seems clear to me that some innovative
statesmanship is now required to solve our current problems. The
reduction in interest and putting pcople back to work who are now
on unemployment or other forms of government hand-outs will not
be accomplished by a simple“stroke of the pen.

Ve;y'trulyfyo rs,

" /(((”AKJ_/;[

“~—Harold JO/Plumley

HJP:0p

1101 NORTH MARKET STREET » PARIS, TENNESSEE 38242 = (901) 642-5582
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Marceh 20, 1987

- % v

ihe lonerabtle ¥Floyé N, Spence
ffoure of Narrasrentatives
Yaghinuton, P. T. 20515

'ou for your letter of March 10 recquasting
rondence you received from your constituent,
twehas, reqgardd ng kis plll’Chaﬂ‘? of ’I‘x‘eanury

-~

frafesecr FPughae indicat-s that he had submitted two
—1‘:'0:.-:;:.1:7 bill teniers--cne on Jonuary 10 and tha othar
o Jantary 11 -te the Tharlotte Troneh of the Fedaeral Reserve
fanlt of Nickuond., Un have contactod the Charlotte Sranch

and they {rniicate that the account entries for both Treasury
2dllz wore trangfarred frem the Clarlotte Rranch to the
Tremsury on Fehruary 1l.

i have also contacted t'a Tresaury Department
roceyding this ~atter and they indicate that they do hold
Loth ef the hills on thelir book-entry records--one listoed
under Yerris P, bughes and the otl'sr 1istad in his wife's
pave, Lillian €0 tuaghas, Fowever, Jue to computer error,
the statenontg of sccount for ther bills were not osnerated
until Hereh 13. The Treasury Deprrément informs us that
frefeasor Tunlier can exrect to racc-fve the gtaterents of
rocoent within the next fow days.

recrat any incodvenicroa that this Jdolay ray
bave cauged for your constituvent, “lpase let me know if
{ can be of further assistonce,

417 rrely yours,

Derusld J. wipn
foocial Asriatant to the Poard
MR/CO:ved (#R21) Pt
BCC: Mr. Bermudez
Mr. ¥allace
Mrs. Mallarcdi




A&tion assioned to Mr, Wallace

Fl:OYD SPENCE . COMMITTEES:
2ND DISTRICT, SOUTH CAROLINA ARMED SERVICES
STANDARDS OF
WAL HINGTON OFFICE: OFFICIAL CONDUCT

A by Congress of the TUnited States cammc.

ALLENDALE CALHOUN

Houge of Vepresentatives et i

THuamOonD FEDERAL BuiLpDiNng, BarnwELL ORANGEBURG

Roowm 1449 RICHLAND

1835 AssemBLY STREET waﬂf)ingtﬂll. D.Eo 20515

CotumBsiA, SouTH CAROLINA 29201 Q

W. A. "AL" COOK

AreA Cooke B03, 765-5871 ADMINISTRATIVE ASSISTANT

DISTRICT REFRESENTATIVE
ORANGEBURG, SOUTH CAROLINA 20118 s

Area Cook B03, 536-4641 —re

AND p—
372 St. PAuL StreeT, NE. March 10, 1980 /,ﬁ ' W. L. "SONNY' SANDERS

The Honorable G. William Miller, Chairman

Board of Governors of the Federal Reserve System
Twentieth Street & Constitution Avenue, NW
Washington, D.C. 20551 e
wn
Dear Mr. Miller:

Enclosed is a copy of a letter just received from Professor Morris B.
Hughes,
B rccarding two Treasury Bills he and his wife purchased through the
Charlotte Branch of the Federal Reserve Bank of Richmond. I believe his
request is self-explanatory.

After you have had a chance to look into this matter, I would appreciate
a report of your findings and any comments you might make in order that I may
respond further to my constituent. I am sure that all interested parties would

be very grateful for your prompt consideration of this request.

With kindest regards, I am

Sincerely,

% D. SPENCE Z
Me s

r of Congr

FDS/km

Enclosure
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March 5, 1980

The Honorable Floyd Spence
Congress of the United States

Hlouse of Representatives

waShingtOﬂ, D.C.

Dear Mr. Spence:

On January 10 ancd on January 11 I sent bank money orders
to the Charlotte Branch of the Federal Reserve Banx of Richmond for |
Treasury bills,6 months. According to the brochure,we were to expect receipts
within 10 days after the Thursday following the Monday afternoon auction.By
now, approximately two months have elapsed and I have never received receipts

=
LOI

r either of the i treasury bills,zlthougch 1 did receive checks for the
discount amounts. I wrote to the Charlotte Branch more than a month ago and

wrote to the Bureau of the FTublic Debt,Department X, on February 21 to inquire
if those receipts have been lost in the mail or whether they were ever sent. 1

have had no reply from either organization.

1 am quite disturbed that neither of these two Federal

organizations have answered my query.JJJJJJl] represents a considerable part

of my entire capital. When I was on the Staff of Clemson I always answered all
letters within a week. 1 felt this was just common courtesy,even when no money

was involved. Could you find out for me why these organizations do not answer

my letters? Thank you very much for any help you can give me in this way.

Yours truly,
Vs, B YWudhia
tiorris B. Hu_hes
tmeritus Profesnor
Clemson University
Je listed depositors for these bills as lorris B. and Lillian G, Hujhes.

They were non-competitive and our Jocial 3ecurity nos were [ =< IS

“
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON, D.C. 2055!

PAUL A. VOLCKER
CHAIRMAN

March 20, 1980

The Honorable Adlai E. Stevenson
United States Senate
Washington, D. C. 20510

Dear Senator Stevenson:

I am pleased to respond to your recent letter
requesting additional information in regard to matters
raised at the February 25 oversight hearing on monetary
policy.

With respect to the first matter you mentioned,
namely the composition of bank lending, I can report that
the Board, as part of its special credit restraint program,
has established a system of reporting that will permit us to
better assess the extent to which credit is flowing to pro-
ductive uses as opposed to the financing of purely.speculative
and economically unproductive undertakings. At this time,
however, we have no data that would permit any submission
for the hearing record.

Your letter also requested my views on S. 359, the
proposed "Inflation Review Board Act". It may be most useful
to comment on the proposals for prenotification and for deferral
of price and wage increases specified in the bill in the con-
text of the voluntary standards that we now have. As you know,
the President has announced that prenotification of wage and
price increases will be an integral part of the anti-inflation
effort, but the full details have yet to be worked out. 1In
any plan involving prenotification of price increases, there
could be benefits from informing a company in advance that it
was not complying with the standard, or from calling public
attention to the prospect of a violation. However, the value
of these benefits will be diminished somewhat by extra reporting
burdens and surveillance costs, and these costs could be sub-
stantial if companies were required to report in advance their
planned price increases for individual products and services,
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. . xilrod .
ssioned to Steve A ‘ommrrse: ON BANKING, HOUSING

ADLAI| E. STEVENSON Action a
AND URBAN AFFAIRS

v ILLINOIS
' SUBCOMMITTEE ON

INTERNATIONAL FINANCE (CHAIRMAN)
tfed Hiafes . S {
Alnife afes DHenale S, S Lt
WASHINGTON, D.C. 20510 SCIENCE AND TRANSPORTATION

SUBCOMMITTEE ON SCIENCE,
M{l I‘Ch 1 2 1 980 TECHNOLOGY AND SPACE (CHAIRMAN)
’

SELECT COMMITTEE ON ETHICS
E; (CHAIRMAN)

SELECT COMMITTEE ON
INTELLIGENCE

SUBCOMMITTEE ON THE COLLECTION,
PRODUCTION AND QUALITY OF
INTELLIGENCE (CHAIRMAN)

DEMOCRATIC POLICY COMMITTEE

Thé Honorable Paul A. Volcker
Federal Reserve System

20th and Constitution Avenue, N.W.
Washington, D.C. 20551

-

Dear Mr. Chairman:

At the recent Senate Banking Committee oversight hearing on monetary
policy, I asked you two series of questions which require more informa-
tion for the record.

The first group of questions involved the October 1979 direction
of the Federal Reserve to banks to extend credit for productive rather
than speculative purposes. You stated that "'we have reached a time
where we need perhaps to do some surveys to get firmer information."

In light of recent publicized transactions such as the acquisition of
Harrah's Casino by Holiday Inns for some $300 million in cash and stocks
and, on the other hand, increasing difficulty of home builders and small
borrowers to obtain credit, I urge the Federal Reserve to make such a
survey and, if possible, submit the results for the monetary policy
hearing record.

l

B

l
.
)

¥
E.
R
=

Second, concerning wage and price policy, you stated that, while
you were not particularly enamored of pre-notification and temporary
suspension authorities for COWPS, you would not close your mind to
them. Given the emergency economic situation and the inability of a
tight monetary policy to curb inflation, I would appreciate your con-
sidered review of S. 359, which authorizes an independent Inflation
Review Board with pre-notification and temporary suspension authori-
ties, and the submission of your recommendations on this proposal for
the record.

i

Thank you for your attention to these questions.
With best wishes,

Sincerely,
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Hon. Paul A. Volcker March 10, 1980

Do the disclosure requirements of the Federal Home Loan Bank Board
in the existing regulations for variable-rate mortgages and the
proposed regulations for renegotiable rate mortgages meet the truth
in lending requirements?

If not, does this lack of conformity, with the consequent need for
a supplemental truth in lending disclosure, create any potential
problems, such as creating confusion for borrowers or causing an
unnecessary paperwork burden on lenders?

Does the Federal Reserve have any concern that lack of conformity
in the disclosures might impede effective truth in lending enforce-
ment by increasing unnecessarily the burden on the compliance
examiners?

What efforts is the Federal Reserve making to ensure that its
concerns are known to the Bank Board and to achieve the most
effective truth in lending disclosures in the case of variable
rate and renegotiable rate mortgage instruments?

Unfair/deceptive trade practices:

a. Does the Federal Reserve's authority under the FTC Improvement Act
of 1975 to regulate unfair and deceptive practices at banks pro-
vide a possible legal basis for imposing minimum consumer protection
restrictions on the terms of variable rate, renegotiable rate, and
rollover mortgages issued by banks (including savings banks)?

Does this authority of the Federal Reserve extend to such loans
issued by savings and loan associations?

Has the Federal Reserve any plans to regulate the terms of such
mortgages issued by banks under either this or any other authority?
If so, please describe these plans.

To what standards would variable rate and renegotiable rate mortgages
have to adhere in order not be in violation of the Federal Reserve's
general standards for fairness and lack of deception?

Rate changes:

a. What are the views of the Board on whether it would be acceptable
for banks to issue variable rate or renegotiable rate mortgages
whose rate changes were not pegged to any index but whose contract
terms permitted the renewal rate to be set at the individual lender's
"then-current market rate of interest on similar loans?"

In the Board's judgment, might it frustrate the Truth In Lending Act
objective of meaningful cost disclosure for comparison shopping if
rollover or renegotiable rate mortgages are issued having contract
terms that permit the lender to set the renewal rate, at the time of
renewal, at whatever rate is that individual lender's "then-current
market rate of interest on similar loans?"
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HOUSE COMMITTEE ON
BANKING, FINANCE AND
URBAN AFFAIRS

Actieg assioned to '
BRUCE F. VENTO . Mr, Axilrod

-
« AT DISTRICT, MINNESOTA =
-

230 CANNON HousE OFFicE BUILDING SUBCOMMITTEES

SO Conqress of the United States S ConsuUMER AFFARS

HOUSING AND

ROBERT E, HESS COMMUNITY DEVELOPMENT

ADMINISTRATIVE ASSISTANT mﬂuse ot Btprtﬁtntaﬁbtﬂ

DisTriCT OFFICE: HOUSE COMMITTEE ON

Room 544 Washington, WL, 20515 INTERIOR AND INSULAR AFFAIRS

FeperaL Buitoing aAnD U.S. Court Housk
316 NorTH ROBERT STREET SUBCOMMITTEES:
SAINT PAuL, MINNESOTA 55101 ENERGY AND THE ENVIRONMENT
(612) 725-7869 NATIONAL PARKS AND
INSULAR AFFAIRS

March 5, 1980 %/’ ,

Mr. Paul A. Volcker, Chairman

Board of Governors of the Federal
Reserve System

Federal Reserve Building

20th and Constitution Ave.

Washington, D.C. 20551

Dear Mr. Chairman:

It was a pleasure to have you appear before the House Banking Committee on
February 19th. I was very interested in your testimony and enjoyed having
the opportunity to hear your responses to the various questions posed by
the Committee members.

As our individual question time was limited to five minutes, I was unable

to pursue several important questions I have regarding the monetary policies
of the Federal Reserve Board. I would appreciate very much if I might pose
these questions to you now.

My first question relates closely to one I asked you during the hearing con-
cerning the Fed's tight monetary policies and their effect on the rapid es-
calation on interest payments on the national debt over the last several
years. In 1978, with T-bill interest rates averaging 6.6%, the interest
paid on the national debt was $48.7 billion; in 1979, with T-bill rates
averaging 9.25%, interest on the debt rose to $59.8 billion; and, in 1980,
assuming a T-bill rate of 11.1%, interest on the debt has been estimated

at $73.3 billion. There is no doubt that Fed policy has significantly
affected these increases in interest on the debt through the encouragement
of rising interest rates. How do you justify such Fed actions in forcing
up interest payments in light of your expressed desires for limits on
federal spending, extreme fiscal restraint and possible tax reform. If

we didn't have to cope with ever-increasing payments on the national .debt,
tax reform might be a real possibility.

Second, with regard to your claims that the government must limit federal
spending and adopt a tighter fiscal budget, how do you feel we should account
for tax expenditures? Bear in mind that our nation's largest tax expenditures
are on social security payments, the money our nation's elderly depend on to
survive. Should this money be taxed in order to tighten the federal budget?

THIS STATIONERY PRINTED ON PAPER MADE WITH RECYCLED FIBERS
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON, D.C. 2055I

PAUL A. VOLCKER
CHAIRMAN

March 17, 1980

The Honorable Clarence J. Brown
House of Representatives
Washington, D. C. 20515

Dear Mr. Brown:

I am pleased to respond to the questions you raised in
regard to Professor Feldstein's remarks at your recent hearings.

With respect to the first question, I must note that it
is very difficult in practice to assess the level of "real" in-
terest rates, since they involve the expectations of the public
about inflation and these cannot be measured. Actual inflation
rates are only a crude proxy--one based on the overly simple
assumption that people expect future price increases to match
those in the current period. Moreover, in terms of assessing
the impact of any given level of interest rates on aggregate
demand and thus on inflationary pressures, it is necessary to
ask whether, after taking all the risks into consideration,
businessmen and consumers view the expected real returns on
investments as exceeding the real costs of credit. In a sense,
the only real test of whether monetary policy is "tight" enough
or not is whether excessive borrowing and inadequate savings are
contributing to the inflationary process. Certainly the per-
formance of the economy and inflationary pressures at this time
would be difficult to reconcile with overly tight policies.

More generally, monetary policy--as represented by the
ranges we have specified for the monetary aggregates--should
exert sustained restraint on inflationary forces in the months
ahead. As the Federal Reserve pursues its monetary growth ob-
jectives, there will be a tendency for interest rates to move
in an "automatically stabilizing" fashion--that is, as infla-
tion or inflationary expectations rise and credit demands
intensify, there will be a tendency for interest rates to rise
and thereby exert some restraint on borrowing and spending.

Your second question deals with the effects of taxes
on saving and borrowing. It is quite clear that higher levels
of saving are necessary to free additional resources for capital
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Comptroller of the Currency
Administrator of National Banks

gitized for FRASER

Washington, D. C. 20219

January 31, 1980

Dear Mr. Chairman:

. d A g an—_— .
This will have reference to your lett{fi& susrT—7, 1000, asking for infor-
mation on how the banking agencies have collectively addressed the question of
improved information on foreign investment in the U.S. banking industry.

Your concern relates particularly to actions taken as a result of a memorandum
dated July 20, 1979, addressed to me from Mr. C. Fred Bergsten, Chairman of

the Committee on Foreign Investment in the U.S. Mr. Bergsten's memarandum,
which transmitted a copy of an earlier and more detailed memorandum from

Mr. Milton A. Berger, Director of the Office of Foreign Investment in the United
States, sought the cooperation of the banking agencies under the aegis of the
Federal Financial Institutions Examination Council. The Council's mandate,
however, is limited to matters of an examination and supervisory nature whereas
the request of Messrs. Bergsten and Berger seemed to have much broader impli-
cations. At almost the same time Mr. Robert Carswell, Deputy Secretary of the
Treasury, on August 2, 1979, wrote to the three federal banking agencies, the
Federal Home Loan Bank Board and the National Credit Union Administration,
requesting that identical concerns be deliberated before either the Interagency
Coordinating Committee or the Examination Council. Since the areas of concern
of the ICC reach beyond the examination process, it seemed far more logical and
appropriate that these issues be discussed by the Coordinating Committee.

Accordingly, ICC members considered and recommended, on November 30, 1979, that
the individual agencies fully participate in the maintenance of a master listing
of institutions controlled by foreign interests.

Most of the information to be maintained will be derived from the Change of
Control Reports filed pursuant to Titles VI and VII of FIRA as originally pro-
posed. There will actually be four listings maintained by the Federal Reserve,
each representing a different stage in the process of acquiring control, rang-
ing from publicly reported "rumors" to final acquisition.

The first list will present the name, location and size of the institution and
the percent of ownership and citizenship of the forcipn owner, This list will
include the following institutions controlled by foreigners: American banks,
holding companies, Edge Act and Agreement subsidiaries, savings and loan asso-
ciations, agencies in the U.S. of foreign banks, and New York investment com-
panies. Since this list would be publicly available, an interagency legal group
advised the ICC members that public comment should first be solicited pursuant
to The Privacy Act. Preparations are now being made by the legal staffs of the
Federal Reserve and the Federal Deposit Insurance Corporation to fulfill this
recommendation.
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Digitized for FRASER
https://fraser.stlouisfed.org
Federal Reserve Bank of St. Louis



Removal Notice FRASER

The item(s) identified below have been removed in accordance with FRASER's policy on handling
sensitive information in digitization projects due to copyright protections.

Citation Information

Document Type: Magazine article Number of Pages Removed: 1

Citations:  Murphy, C. Westbrook. "Return of the Huggermugger." American Banker, February 7, 1980.

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




Removal Notice FRASER

The item(s) identified below have been removed in accordance with FRASER's policy on handling
sensitive information in digitization projects due to copyright protections.

Citation Information

Document Type: Magazine article Number of Pages Removed: 1

Citations:  Murphy, C. Westbrook. "Return of the Huggermugger." American Banker, February 7, 1980.

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




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



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



Removal Notice FRASER

The item(s) identified below have been removed in accordance with FRASER's policy on handling
sensitive information in digitization projects due to personally identifiable information.

Citation Information

Document Type: Resume Number of Pages Removed: 2

Citations:  Resume, Juan E. Acosta, 1980.

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




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



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



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



Hon. Paul A. Volcker January 29, 1980

After reviewing your January 14 letter and the attached staff memorandum,
I have concluded that this response does not address the central substantive
question the subcommittee is raising. That central question is whether, and
for what reasons, it is in the public interest and not substantially at
variance with the purposes of the Bank Holding Company Act for the Federal
Reserve to grant the Hongkong and Shanghai Banking Corporation an exemption
from the nonbanking prohibitions of Section 4 of the Bank Holding Company Act.

The Congress, in approving the Bank Holding Company Act, recognized that
there could be circumstances in which the public interest would be served by
exempting certain foreign organizations from the nonbanking prohibitions of
the Act. However, this Act assigns to the Federal Reserve the responsibility
to determine, by regulation or order, what exemptions granted under the
authority of Section 4(c)(9) would be consistent with the public interest and
the purposes of the Act. In other words, the Act requires the Federal Reserve
to define the public interest, as regards allowing U.S. banks to be owned by
foreign corporations having major nonbanking interests.

This the Federal Reserve has not done, at least not publicly. While
extensive overseas nonbanking activities may not have been an issue in any
major holding company applications prior to the Hongkong case, it is clearly
a major circumstance in this case. Consequently, because of the precedent
setting nature of this case, especially as regards the extensive nonbanking
activities controlled by the applicant, it is essential, and necessary for
adherence to responsible administrative procedure, for the Federal Reserve
to state publicly and analytically the basis for its conclusion that exemption
from the monbanking prohibitions of the Act is in the public interest and not
substantially at variance with the purposes of the Act.

In order to facilitate a congressional review of this fundamental issue,
therefore, Iam writing to request your testimony before a subcommittee hearing
to present the Federal Reserve's analysis on these questions. I would like to
hold this hearing,at a date to be determined, as early in March as a suitable
prepared statement can be completed and your schedule permits such an appearance.

As the subcommittee's oversight hearing will deal directly with certain
issues that are (or may soon be) before the Board in rulemaking proceedings
related to the overseas nonbanking activities of foreign bank holding companies,
I am also requesting that the Board postpone the issuance of any final rules or
rule revisions concerning the implementation of Sections 2(h) and 4(c)(9) of
the Bank Holding Company Act until after the subcommittee's hearing on this
topic and until after the subcommittee has had a reasonable time to prepare
comments to the Federal Reserve on the basis of the hearing record. This
request for a postponement in final rules need not apply to the issuance of
proposed rules for public comment.

While you should feel free to include in your prepared statement for the
subcommittee hearing any points or material that you believe to be relevant,
this statement should contain at least the following elements:
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON, D. C. 20565

PAUL A. VOLCKER
CHAIRMAN

May 2, 1980

The Honorable Adlai E. Stevenson
United States Senate
Washington, D. C. 20510

Dear Adlai:

I am replying to your letter of April 22 regarding
your bill to encourage the creation of export trading companies.

I agree fully that the United States needs a strong
export sector. As you know, our export performance in the past
several years has been good, with exports of nonmanufactured
gcods rising by 20 percent in volume during that time. Funda-
mental to continued growth in our exports is a sharp reduction
in the rate of inflation in this country. But marketing con-
siderations are also important.

The Export Trading Company Act (S. 2379) puts great
emphasis on the need for bank investment in trading companies.
As I understand it, banks are regarded as a source of expertise
in international transactions and as a source of investment
capital for trading company ventures. By and large, bank ex-
pertise in a rance of aspects of international trade is now
available to bank customers as an adjunct to the trade financing
that banks have traditionally supplied. When one turns to banks
as a source of venture capital, it is necessary to ask whether
this scarce resource--and, to my regret and concern, bank capital
is becoming increasingly scarce--should be conserved as support
for bank lending, or permitted to be diverted to other lines of
activity that may yield national benefits. I confess that I tend
to be conservative in such matters.

United States banks with expertise in international
banking are already able to make investments in up to 5 percent
of the stock of export trading companies through their parent
hoiding companies. To my knowledge, there have been few (if
any) such investments to date. If it should prove necessary to
expand the present scope for bank investments in trading companies,
I hope that such action could be taken cautiously, subject to
statutory limits and regulatory restraints, perhaps on a
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FRANK ANNUNZIO, ILL., CHAIRMAN THOMAS B. EVANS, JR., DEL.
w
CHALMERS P. WYLIE, OHIO
GLA,DYS NOON SPELLMAN, MD. DON RITTER, PA.

BRUCE F. VENTO, MINN.
WALTER E. FAUNTROY, D.C.

s U.S. HOUSE OF REPRESENTATIVES

CURTIS A. PRINS, NINETY-SIXTH CONGRESS
STAFF DIRECTOR
SUBCOMMITTEE ON CONSUMER AFFAIRS
TELEPHONE: 225-8181
. OF THE
c COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS J é

ROOM 212 HOUSE OFFICE BUILDING ANNEX

WASHINGTON, D.C. 20515
February 27, 1980

(

5 Docket No. R-0272

Honorable Paul A. Volcker
Chairman
Federal Reserve Board

20th Street & Constitution Avenue, N.W.
Washington, D.C. 20551

Dear Chairman Volcker:

I strongly protest the Board's proposals to delay the effective date of
some of the provisions of Regulation E. The proposed delays are completely
unjustified and exceed Board regulatory authority.

Congressional criticism of the Federal Trade Commission for exceeding its
authority should perhaps be directed at the Board for blatantly exceeding its
authority with respect to the Electronic Fund Transfer Act.

Consumers may be harmed by the proposed delays. The periodic statement
information proposed to be omitted is needed to provide consumers meaningful
periodic statements, for resolution of errors and for periodic statements to be
usable proof-of-payment documents. The other proposed delay, the requirement of
having an electronic terminal receipt available at the time of a transaction, is
also important to avoid errors.

The proposed delays are not warranted. Financial institutions have been on
notice since November 10, 1978, that the Electronic Fund Transfer Act and its
implementing regulations would go into effect on May 10, 1980. With respect to
the proposed periodic statement delays, the Board staff conceded at the January 23
Board meeting that 50 percent of the financial institutions were prepared to be
in compliance by the May 10, 1980 effective date.

Similarly, with respect to the proposed delay in requiring cash dispensing
terminals to make a receipt available to consumers, the Board staff at the
January 23 Board meeting indicated that only two financial institutions had
notified the Board that they anticipated a compliance problem.

I[f the financial institutions who are requesting these delays would incur
additional costs in the event no delays are permitted, that is a price they
should pay for not making a good faith effort to meet the compliance requirements
of the law and Regulation E as other financial institutions have done.
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Hon. Jay Janis 2 - February 26, 1980

renegotiable rate mortgages lenders are permitted to charge interest rates
determined at their own discretion, then the objective of meaningful cost
disclosure for comparison shopping will be completely frustrated. Prospective
borrowers will have no basis for determining which lender's mortgage lToan will
be the least costly in future years.

If the future interest rates on all renegotiable rate mortgages are
required to have their rate changes move up or down according to the movements
of the same national index of interest rates, on the other hand, then every
prospective borrower will be able to know with certainty that (a) two lenders
who offer to charge the same interest rate initially will always charge the
same interest rate in the future also (i.e., they will both impose the same
permitted rate increases or decreases in the future) and (b) any lender whose
loans initially have a lower interest rate than those of competitors will con-
tinue to charge a lower interest rate in the future, after renewals, for the
same reason. Therefore, it is essential to meeting the minimum requirements
of cost disclosure for comparison shopping that all renegotiable rate mortgages
be required to base their interest:-rates at renewal on the movements of a

national index.

In the absence of this requirement that renewal rates be based on a
national index, some associations may be expected to raise their rates to
their RRM customers by more than market rates have gone up. A likely scenario
would be for an association to experience a profit squeeze or a shortage of
new loan funds (due to poor deposit growth, for example) at some future date
and to decide as a consequence to charge a higher rate on its new mortgages
than competing lenders are charging. The consequence of such a decision, taken
quite possibly for sound business reasons, would be that borrowers whose RRM's
were renewed at this time would be subjected potentially to greater rate
increases than comparable borrowers at other associations.

The theoretical option for the borrower to refinance with another lender
at this time is not a satisfactory protection against such abnormal rate
increases. Substantial costs and fees must be incurred by the borrower who
refinances with another lender. Furthermore, at certain times and in certain
local lending markets, mortgage funds become virtually unavailable, and the
borrower who attempts to refinance under such conditions may be unable to find
any alternative source of funds at any reasonable terms.

Consequently, it is essential that the renegotiable rate mortgage requla-
tions provide protections to guarantee that borrowers will be able to receive
fair and reasonable lending terms on all renewals with the same lender with
whom the initial loan is contracted. This, as I have stated above, requires
that any interest rate changes at the time of renewal be constrained to be no
greater than changes in a national index.

For reasons that I have stated in previous correspondence, a national
cost of funds index (or some other index based upon the rates paid on depository
institutional liabilities) is not an acceptable substitute for a national market
rate index. Rather than repeat the analysis I have presented previously, I
am attaching to this letter my previous correspondence and article.
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Hon. Jay Janis . February 26, 1980

The proposed regulations for renegotiable rate mortgages do not provide
adequately for disclosures of information that would enable the borrower to
make an intelligent judgment. In addition to the disclosures already provided,
there should be disclosure of (a) the exact dollar or percentage amount of any
prepayment penalties that will be assessed in the event of prepayment at times
other than a renewal date; (b) the history for the past 15 years of any index
to which the changes in the mortgage rate on an RRM are pegged; and (c) the
exact charges that will be made for documents or other costs at the time of
renewal . 4

In addition, if it is decided to permit renewals at each individual
association's current market rate, then the disclosures at the time of the
initial loan must be structured in such a way as to convey forcefully and
prominently the information that this contractual arrangement permits the
borrower to raise the rate on this loan by more than the increase in general
market interest rates for other comparable borrowers. While this is a minimal
disclosure requirement for this situation, it in no way would make adequate
cost comparisons possible. Consequently, provision of this disclosure would
not meet the objection raised earlier that effective cost comparisons are not
possible if renewal rates can be based on the lender's own current market rate.

There has in the past been a substantial cyclical element in the movements
of mortgage interest rates, such that these rates may at certain times change
up and down by as much as two percentage points or more in a period of less
than two years. Because of this cyclical element, whose future pattern borrowers
can not know in advance at the time they contract for a loan, certain unlucky
borrowers will be subjected to greater increases in their rates at the time of
renewal than other borrowers whose renewal takes place at a more favorable time
in the interest rate cycle. In order to lessen the impact of this random unfair-
ness in the operation of the RRM's, therefore, all lenders should be required to
provide in their RRM contracts the option for the borrower to renew his loan at
any time prior to the contractual renewal date. In the case of unlucky borrowers
whose initial renewal has occurred at the time of a cyclical peak in interest
rates, this option will provide them the opportunity to get a lower rate one or
two years later when the rates have declined from the cyclical peak.

As an alternative to the early renewal option, the index on which rate
changes would be based at the time of renewal should be a moving average of past
market interest rates, averaged over the previous five years (or whatever other
period of time corresponded to the span of time between renewals). This use of
a moving average index would also protect borrowers from random unfairness because
their renewal dates happened to coincide with a cyclical peak in interest rates.
Cyclical peaks would be averaged together with more normal interest rates in
constructing the moving average, and consequently all borrowers would be treated
in a more nearly equal fashion in the setting of renewal rates.
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February 25, 1980

Chairman, Board of Governors
Federal Reserve System

20th and Constitution Ave. N.W.
Room B2046

Washington, D.C. 20551

The Honorable Paul A. Volcker %(9()
b

Dear Chairman Volcker:

In your recent testimony before the House Banking Committee,
you made clear your intent to continue indefinitely the tight
money policy that you announced on October 6, 1979, after your

return from the Belgrade meeting of the International Monetary
Fund.

I share your sense of urgency about the compelling need for
tough and effective anti-inflation measures. But I am concerned
because the high interest rates produced by the Fed's actions
have had no apparent success to date in bringing down the infla-
tion rate. It is time that the policy be re-evaluated.

As the accompanying chart demonstrates, our recent history
gives little reason to believe that interest rates have had much
effect on controlling inflation.

Seiwe -

"

There is no dispute about the fact that a high interest
rate policy contributes in the short run to the very inflation
that it is designed to counter. Last year, for example, soaring
home mortgage rates contributed a staggering 2.4 percentage points
to the overall increase in the Consumer Price Index. And it is
clear that mortgage rates represent just one part of the infla-
tionary impact of rising interest rates. Ultimately, the interest

costs of doing business in every sector of the economy show up in
the prices paid by consumers.

In theory, higher interest rates should reduce demand and
‘thereby reverse the upward pressure on prices. In housing, an
industry highly responsive to interest rates, starts are, in fact
approaching record lows and savings and loan institutions report

a thirty percent drop since last September in the volume of
their lending.

’
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The Honorable Paul A. Volcker
February 25, 1980
Page Two

But high prices and interest rates have not suppressed
the demand for housing. Rather, slower growth in new housing
has sharply increased prices for existing homes and has
encouraged the nationwide trend to conversion of rental units
to condominiums. And bankers report that purchasers remain
willing to pay thirteen and fourteen percent mortgage interest
rates in the expectation that future appreciation in property
values will more than offset today's high interest costs.

These inflationary expectations may or may not prove jus-
tified, but it is a fact that continued strong demand for
housing is based on more than the willingness of some purchasers
to speculate. Housing demand is strong and will remain strong
for no other reason than the movement into the market of millions
of Americans born during the post-World War II baby boom. Their
demand is such that instead of contracting, housing should at
this time be a vigorously expanding industry.

It has also been argued that higher interest rates will
dampen demand for goods and services outside the housing sector.
But that hasn't happened. Retail sales in January increased on a
seasonally adjusted basis by 2.8 percent over the December level
and according to the Congressional Budget Office, this translates
to an extraordinary compound annual rate of increase of 30.8
percent as compared to an increase of 10.5 percent in 1977-78
and 10.6 percent in 1978-79. Clearly, people are buying in anti-
cipation of higher prices in the future, a judgement that is
confirmed by January's 4.3 percent increase in orders for durable
goods.

Another argument that has been made is that we can slow down
business expansion and capital investment by raising the prime
rate. But that hasn't happened. Business and industry have not
been at a loss for loan funds -- the pattern has been to "pay
the rate" and pass the added costs on to consumers. Furthermore,
Henry Kaufman of Salomon Brothers has said that the disorderly
behavior of the bond market is likely to produce new corporate
borrowers in the short-term credit market.

I need not tell you that one of the most challenging prob-
lems facing the Congress is the need to balance the Federal budget.
But higher interest rates have made that task all the more diffi-
cult. According to the Congressional Budget Office, each one
percent increase in the interest rate on Federal instruments in
calendar year 1980 will add $1 billion to debt service outlays
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ssigned to Jim Kichline . e
WILLIAM R. COTTER RS

7 1s¥DisTRICT, CONNECTICUT

COMMITTEE

WASHINGTON OFFICE:

e i Congress of the TUnited States

TELEPHONE: (202) 225-2265

THouse of Vepresentatibes
Washington, W.E. 20515

February 13, 1980

Mr. Paul A. Volcker L/g
Chairman
Federal Reserve Board

N. W.

20th and Constitution Avenue,
Washington, D. C. 20551

Dear Mr. Volcker:

The number one problem that commercial banks in Connecticut face today

is the substantial potential Toss of deposits which will be caused by

the reimposing of the rate differential on six month ($10,000) certifi-
cates in favor of the thrift institutions at such time as the controlling
Treasury Bill rate drops to 9 percent or less.

A very substantial percentage of commercial bank deposit growth during
1979 centered around this six month certificate. I have just learned
that in some Connecticut banks virtually all of their deposit growth
was in the six month certificate.

The very real possibility of losing a substantial percentage of these
deposits, at such time as a drop in interest rates triggers in the
differential, imposes very severe limitations in the use of these funds
by commercial banks. They cannot utilize them in making commercial loans
which are needed by business and industry in Connecticut, nor can they
utilize them in the type of loans related to the Community Reinvestment
Act.

In the event the differential is reimposed, this would increase deposits
at savings banks, but not in the type of funds that could be used for
mortgages. It also will increase the attractiveness of the various
'money market funds." These "funds" use the money collected to purchase
CDs of major money center banks, purchasing only CDs from banks of three ..
billion dollars and up. There are no banks this large in Connecticut. SR~
Without question, all of these much needed funds will leave our state. e
[n summary, a reimposition of the differential will cause an outflow of Efﬁ
deposits from commercial banks shifting it to thrift institutions that =

deposit it only in large money center banks. Connecticut's smaller
commercial banks will be especially hard hit.

ot

could not use it for mortgages and to money market funds that will re- i
b
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JAMES W. ALLEN

Fres cent and

Chief Execuine Qlficer

Mr. Irvine H. Sprague, Chairman
Federal Deposit Insurance Corporation
Vashington, D.C. 20429

Pear Chairman Sprague:
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1.

On page six of your statement you state that the Fed needs about
$20 billion in reserve balances (in 1977 terms) to effectively
conduct monetary policy. S. 353, with or without the supplemental
provides this. S. 85, as modified, does not. Would you suggest
supplemental reserve authority if S. 85, as modified, is made the
vehicle for legislation by the Committee?

Whatever structure of basic reserve requirements is made the
vehicle for legislation, the Federal Reserve urges the Committee
to enact standby authority for the Board to call for interest-
bearing supplementary deposits. This approach would provide the
Federal Reserve with assurance that reserve balances adequate for
effective monetary control will be available if needed.

The precision of money control depends on the size and
stability of the money/reserve multiplier--i.e., the quantity of
money that can be supported by each dollar of reserves. With a
relatively stable multiplier, the Federal Reserve is assured of a
fairly predictable relationship between money and reserves and
can provide an amount of reserves to the banking system which
will bring about the desired level of the money stock. For a
stable multiplier relationship, Federal reserve requirements
against transactions balances must be binding at most depository
institutions, that is, an increase in the required reserves asso-
ciated with increases in deposits at these institutions must lead

to a nearly proportional increase in total reserves. This will

occur if excess reserves at these institutions are minimal.
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(‘ !, March 4, 1980
{
\_

Honorable G. William Miller
Secretary

Department of the Treasury

15th and Pennsylvania Avenue, N.W.
Washington, D.C. 20220

Subject: Energy Emergency Contingency Planning
Dear Mr. Miller:

Events are clearly drawing us closer and closer tc the probability of a
serious discontinuity in the worldwide flow of o0il. Many of the major oil
supplying countries have announced intended cutbacks in production or are
nearing physical constraints on their ability to produce and export oil. At
the same time, the free world's reliance on oil from a few, rather politically
unstable, governments in the Middle East remains high. While U.S. oil
consumption has apparently dropped by some Y% in the past year, there is no
guarantee that this trend will continue, and our major allies have not been
able to reduce oil use very much. Today this country still imports 40% of its
0il needs, or nearly eight million barrels per day--U4U% of it from Middle East
and Northern Africa producers. We are, by any reasonable measure, extremely
vulnerable to disruptive events in that region.

I believe it is critically important that this government be prepared to
deal with an energy emergency. Every response to such a crisis-- energy
demand reduction, use of oil stocks, allocation and distribution, foreign
policy, cdomestic and international economic and fiscal moves, administrative
coordination and information dissemination, and military options-<must be
explored, and to the maximum extent practicable, the various contingency
plans should be coordinated and consistent with one another.

To be sure, there is a wide variety of possible interruptions--short or
long in duration, minor or major in severity, rarrow or broad in scope and
national involvement. Each conceivable "scenario" of disruption could
produce a different set of appropriate response measures. It would seem to be
desirable to have a "shelf" of response options, each suited to a different
kind of interruption. If and when a crisis occurs, one could simply take the
approprizte measures from the "shelf", modify them slighty for the particular

. eircumstances, and proceed with their timely and effective implementation.

Stocking this shelf of response options is, I recognize, not an
inxpensive or simple undertaking. In view of its eritical bearing on national
security and stability in time of erisis, however, I hope that vou will proceed
without delay, if you have not already done so, to identify and analyze the
range of options that fall within your purview, that you will work closely

with your colleagues in other agencies, and that vou will keep us abreast of
your considerations and analyses.

THIS STATIONERY PRINTED ON PAPER MADE WITH RECYCLED FIBERS
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A fairly long list of potential emergency response measures are already
being debated. On the energy demand reduction side, possible measures include
gasoline rationing, product price decontrol, four day work weeks, alteration
of environmental and other regulations, gasoline tax and rebate programs and
other proposals. On the energy supply enhancement and shortage allocation
side, possible actions include strategic petroleum reserve use (once it has
been filled), accelerated decontrol of crude oil prices, import fees or
quectas, natural gas imports, gasohol and other proposals. Internationally,
there are the International Energy Agency oil import targets and the shortage
sharing scheme, and a range of other foreign policy or military moves not
unlike those taken or being considered during the current erisis in relations
with Iran.

Some of these measures, properly defined and carried out, may be
positive; others may well exacerbate the problem or have no impact at all.
Also, a distinction must be drawn between actions to bs imposed only in the
event of an energy emergency, and actions which should be taken, in general, to
recduce. cur vulnerability to oil import cutoffs.

I would appreciate knowing your agency's views on this mattter. For
example, what "scenarios" have vou considered as conceivable during the
coming 6 menths, or 18 months? Where, in your view, are the US and its allies
most vulnerable to unilateral actions of oil suppliers? What signals exist
which could warn of impending crisis? What are your plans for monitoring the
situation, and keeping the Congress up-to-date?

What are the broad options available in your areas of responsibility for
response to possible scenarios? What authority might be necessary if we are to
be better able to meet possible emergencies? In sum, what is your state of
readiness to pursue an organized, coordinated effective response to energy
supply crisss when and if these occur?

This issue of energy emergency contingency planning is one of the most
eritical questions which this country confronts today. I offer my support and
counsel in your efforts tc develos ropriate plans and programs, and I look

forward to hearing from vou.
Siqu»eiyﬂ‘\Kfﬁf’f.
\\\\\~§;‘h ijjﬂp?
.é:E%ZAﬂtﬁ. (/

/Jdohn D. Dingell
Chairman

JDD: jsn

//EC: Paul A. Volcker, Chairman
Board of Governors of the Federal Reserve System
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Conqress of the Anited States
PHouse of Vepresentatives

i o : 40 March 3, 1980

5TH DisTrICT, NORTH CAROLINA

The President
The White House
Washington, D. C. 20500

Dear Mr. President:

The time has come, I believe, for the Administration and the
Congress, working together with the States, to significantly
reduce our dangerous dependence on foreign oil.

The following suggestions are in no way meant to be criticism
of you, Mr. President. I admire and respect the leadership
you have shown and believe you are way ahead of Congress in
your' perception of the energy situation. Nor am I suggesting
that the responsibility of taking the steps here outlined
should be entirely yours. In fact, I have introduced a bill
in the House to accomplish the same goals, and to give you a
stronger indication of congressional support. I will continue
to work for passage of the bill and am willing to help in
whatever way that I can.

As you know, and have advised the American people many
times, we are now importing almost half of all the oil we
use. Much of it comes from countries which are unstable
and/or unfriendly or hostile to the United States, and is
transported over routes which are extremely vulnerable.
Moreover, there is no short-term (two or three years) supply
solution that could significantly reduce our imports. As a
result we and our allies are precariously vulnerable--
militarily, economically, and socially--to the whims of
foreign governments and to the expansionist policies of the
Soviet Union.

I believe that these conditions constitute a grave threat to
our country, and that in dealing with the situation we have,
basiqélly, only four options:

(1) We can continue to do little or nothing for the
short term and hope for the best.

WASHINGTON OFFICE: HOME OFFICE:

331 Canvon House OFFICE BUuiLDING DISTRICT MOBILE OFFICE: 421 FEDERAL BUILDING
WasHinGTON, D.C. 20515 TRAVELS THE DisTrICT WINSTON-SALEM, NORTH CAROLINA 27101
ProNE: (202) 225-2071 To SERVE You PHone: (918) 761-3125
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The President
March 3, 1980

(2) We could add taxes of one kind or another to gaso-

line and other petroleum products (ration by price). That,
in my opinion, would not be fair and would not pass the

Congress.

(3) We could require nationwide rationing by coupon,
but that would be bureaucratic, very expensive, and acceptable
only as a last resort.

(4) We can impose a discipline on ourselves and determine
that we are going to reduce imports by a specific amount by
setting and achieving mandatory energy conservation targets in
each state.

Mr. President, you have the authority, under Title II of the
Emergency Energy Conservation Act of 1979, to set such conser-
vation targets. I believe you should do so right away, and

am further convinced that both Congress and the American
people would approve of that action. At last week's Democratic
Caucus in the House of Representatives, I introduced a
resolution urging you to take this action. While a guorum

was not mustered, the fifty or so members in attendance

were, by and large, receptive to the idea. Several of these
members have indicated that they wanted to co-sign this letter,
so you will be receiving another similar letter within a few

days.

In setting such conservation targets, I believe the goal should
be to reduce our oil imports by ten percent by the end of the
first six months of the program, and by another ten percent by
the end of the second six months. Since we import about half
our oil, to achieve this twenty percent reduction in imports,

we would have to cut our total oil consumption by about ten per-
cent. This twenty percent reduction in imports would produce
many benefits, including:

(1) Our foreign o0il bill (expected to be about $90 billion
this year) would be reduced by a corresponding percentage, or
about $18 billion. ' Our trade deficit would thus be lessened by
approximately the same amount, and through the ensuing
increased value of the dollar, the price of imports would
be reduced also.

(2) Since at least four percentage points of inflation
(as measured by the Consumer Price Index) are directly related




The President

March 3, 1980 Page Three

to the price of o0il and the effects of the trade deficit, this
action would fight inflation.

A

(3) The decrease in demand would put pressure on OPEC
countries to limit price increases, in both amount and fre-
quency, and conceivably could at some point encourage price

reductions.

(4) Since we are presently importing about 1.8 million
barrels of oil a day from the Persian Gulf states--which is
almost twenty percent of our total imports--this reduction
would put us in a position to virtually eliminate our dependence
on the Persian Gulf area, if events should make that advisable

or inescapable.

(5) While requiring such reductions in our imports would
clearly show that our dependence on o0il from abroad constitutes
an emergency, it would, at the same time, lessen tensions among
those people who perceive our expanded military presence in
the Indian Ocean, and our increased emphasis on preparedness,
as the beginning of "a war over oil."

(6) I have no doubt that as a result of mandatory con-
servation, the American people would think more seriously
about using energy more efficiently. Perhaps the major benefit
of this action would be the release of the creative vitality
that exists in our market system and among individuals,
who would find creative and innovative ways to overcome this
threat to our security and our heritage.

Is such a conservation goal realistic? Can each American
reduce his or her oil use by ten percent over the next twelve
months? Certainly we can. We comprise about six percent of
the world's population, but use thirty percent of the world's
energy. A cutback to twenty-seven percent, in the objective
view, constitutes very little sacrifice.

Finally, we must ask if the states can achieve the goals with-
out implementing coupon rationing? I am convinced that they
can. There are many things they could do to adjust to the
shortfall. They could require that city lighting be reduced
(most cities are 1lit up like carnivals at night). They could
require that each car not be driven one day a week. Some
states might want to go to a four-day work week. States could
enforce or reduce highway speed limits. They could raise the
age requirement for initial driver's license. States could
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Qtnngress nf the United Stateg

i!)uusz of Ecprwentatmes

:‘ SmweNem; e - : ‘ - February 22, 1980

5TH DisTrICT, NORTH CAROLINA

Dear Caucus Member:

I am writing to inform you that I have reguested, along with
more than 50 other Members, that the Resolution printed on the
reverse of this page be. taken up by the Democratic Caucus on

Tuesday, February 26.

In petitioning the Chairman, I am compelled by the following
facts: We are importing about one-half of the oil we use, often
from countries which are unstable and/or unfriendly or hostile to
us; this o0il is transported over -routes that are extremely vul-
nerable; and, finally, there is no short-term (2 or 3 years)
supply side solutlon to the problem. These conditions, I believe’-
leave:us and our allies precariously vulnerable -- militarily, .-
socially and economically -- to the whims of foreign governments,
to the expansionist policies of the Soviet Union, and to any number

of other possible eventualities. o

We are not yet facing up to this reality. As I see it, there
are only four possible options: (1) We can continue to do little
or nothing and hope for the best; (2) We could add taxes to gas
and other petroleum products (rationing by price), but that would
not be fair and would not pass Congress; (3) We could require ~
nationwide rationing by coupon,. but that would be bureaucratic,
expensive, and acceptable only as -a last resort; (4) We could
pursue the option suggested in my Resolution.- :

The Resolution urges the President to use the authority of
Title II of the Emergency Energy Conservation Act of 1979 to,
establish mandatory monthly. emergency energy conservation targets
for the states. It suggests cutting imports by 10% over<the next
six months, and another 10% over the following six months.. To
cut imports 20%, we need to cut total consumption about 10%.

I believe the public response to the action recommended would
be both positive and productive.' Convinced that a serious sit-
uationiexists, I have no doubt that the American people would find
creative and innovative ways to use petroleum more efficiently,
and that as a matter of pride and patrlotlsm they would attain

the suggested goals.

Whether you ‘agree Or dlsagree w1th the Resolutlon, your advice
and insight are ‘needed. ‘I hope you:can attend the Caucus.

WASHINGTON OFFICE: i - HOME OFFICE:
331 CANNON HousE OFFICE BUILDING ) e > P e - 421 FEDERAL BUILDING
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A RE%LUTION offered by MR. NEZ;

Whereas the United States depends on foreign imports for
approximately one-half of its petroleum needs; and

Whereas such dependency on foreign petroleum has
contributed and will centinue to contribute to the current
straln on our economy, thereby thwarting efforts to reduce
1nflat10n and maintain a steady economic growth and

Whereas much of this imported petroleum originates in
countries which are politically unstable and militarily
volitile, and in many instances hostile or unfriendly toward
the United States; and:

Wheregs this petroleum is transported over routes which
are increasingly vulnerable to potential aggressive action
by adversary DPOWErS; and . | :

Whereas there are no short: term suppIy answers to the prob-
lems which would arlse.lf the United States:and its allies were
deprived:of a significant amount of these petroleum imports; and

Whereas this preeérious supply situation leaves the
United Stetes and its allies extremely vulnerable should
these critical foreign petroleum supplies be seized, blockaded,
or controlled by an outside power; and :

Whereas the President of the United States has the
authority under Title II of the Emergency Energy Conservation.. . .= -
Act of 1979 (42 U.S.C..6261 et seq.) to. establish mandatory
monthly emergency energy conservation: targets for gasoline,
diesel fuel and home heating oil for, the nation and.for each
State: Now, be it | '

Resolved that thefDemocrétic¢Caucns.of,the House of Repre-
sentatives expresses to. the President of the United States its
belief -that the Presidentisheuld immedrately move to establish
the mandatory- energy consexrvation targets authorized in the Emer-
gency Energy Conservatlon Act of 1979 k2. U Rt 6261 et seq. Jz kN
determining. the energy conservation targets,.the President use
the goal of reducing petroleum imports by ‘10 perpent;’beginning'

not later than 6 months after the program.is put into effect, and

by an additional 10  percent, beginning notnlater'than 12 months

after the plan is put into effect. .
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WASHINGTON, WEDNESDAY, MARCH 5, 1980

No. 35

The SPEAKER pro tempore. Under a

previous order of the House, the gentle- |
mean from North Carolina (Mr. Near) is |

recognized for 30 minutes.

Mr. NEAL. Mr. Speaker, I have today

troduced legislation which would re-
quire the President to set mandatory
energy conservation targets for each of
the States, in accordance with the pro-
visions of title II of the Emergency
Energy Conservation Act of 1979. |

I have done so because the time has.
come, in my opinion, for the administra-
tion, the Congress, and the States to
work together to significantly reduce this
Nation's dangerous dependence on for-
eign oil.

Mr. Speaker, it is Inown to all of us
that we are now imporiing glmost half
of all the oil we use. Much of it comes
from unstable countries, some of which
are unfriendly or hostile to the United .
States. Mcreover, much of this oil is
transported over precarious routes which '
are extremely vulnerable. We have no
short-term supply solutions to a drastic
curtailment of this oil, whether by em-
bargo or by intervention in production
and shipment. As a result, the United
States and its allies are precariously vul-
nerable—militarily, economically, and
socially—to the whims of foreign govern-
ments arnd to the threatening expansion=-
ist policies of the Soviet Union. ‘

I believe these conditions pose a very
grave threat to the United States, and|
that in dealing with the situation we
have basicelly only four options. :

First. We can continue to do little or
nothing to lessen our dependence on
foreign oil, and hope for the best.

Second. We could add burdensome
tzaxes of one kind or ancther to gasoline
and other petroleum products, but that

would not be fair and, I believe, would

not be approved by the Congress.

L Third. We could require nationwide
rationing by coupon, but that would be
bureaucratic, very expensive, and ac-
cepiable only as a remedy of last resort.

Fourth. Finally, we can, by enacting
proper legislation, impose & discipline
upon ourselves and determine that we
are going to reduce these imports by &

specific amount by setting and achiev-_

WE MUST CUT OIL IMPORTS NOW

Ing mandatory energy conservation goals
in each of the 50 States, and thus in the
Nation as & whole.

In setting these conservation tergets,
I believe the goal should be to reduce our
oll imports by 10 percent by the end of
the first 6 months of the program, and
by another 10 percent by the end of the

. second 6 months. Since we import about |

half of all the oil we use, to reduce im- |
ports by 20 percent over & 12-month|
period would require that we reduce our !
total consumption by 10 percent. This'
20-percent reduction in imports would,
I believe, produce many benefits, includ-
ing the following:

First. Our forelgn oil bill (expected
to be $80 billion this year) would be re-
duced by a corresponding percentage, or
about £18 billion. Our trads deficit would
thus be lessened by approximeately the
same amount, and through the ensuing
increase in the value of the doliar, the

price of our imports would =zlso be: A
L ' tial driver's license. States could work out

reduced.
Second. Since at least 4 percentage

lated to the price of oil and the effects |

of the trade deficit, this action would

fight inflation. - |

Third. The decrease in demand wouild |
put pressure on OPEC countries to limit
price increases, in both amount and’
frequency, and conceivebly could at
some point encourage price reductions.

Fourth. Since we are presently im-!
porfting about 1.8 million bearrels of oil
8 day from the Persian Gulf States—
which is elmost 20 percent of our total
oil imports—this reduction would put us
in a position to virtually eliminate our
dependence on the Persian Gulf area, if
events should make that advisable or
inescapable. |

Fifth, While requiring such reduc- |
tions in our imports would clearly show
that our dependence on oil from abroad !
constitutes an emergency, it would, at !
the same time, lessen tensions among |
those people who perceive our expanded '
military presence in the Indian Ocean, |
and our increased emphasis on pre- |
paredness, as the beginning of “a war
o‘ver o ."

Sixth. As a result of mandatory con-|
servation, the American people would
think more seriously about using energy !

- more efficiently. Perhaps the greatest |

benefit of this action would be the re-
lJease of the creative vitality that exists
in our market system and among indi-
viduals, who would find creative and in-
novative ways to overcome this threat
to our security and our heritage.

Is such a conservation goal realistic?
Can each American reduce his or her oil
use by 10 percent over the next 12
months? Certainly we can. We comprise
about 6 percent of the world’s popula-
tion, but we use about 30 percent of its
energy. A cutback to 27 percent, in the
objective view, would constitute very
little real sacrifice, but some inconveni-
ence.

Finally, Mr. Speaker, we must ask our-
selves if the States can dachieve the goals
without resorting to coupon rationing. 1
am convinced that they can. There are
many things they could do to adjust to
the shortfall. They could require that
city lighting be reduced (most cities are
lit up like carnivals at night) . They could
require that each car not be driven 1 day
a week. Some States might want to go to
a 4-day workweek. States could enforce
or reduce highway speed limits. They
could raise the age requirement for ini-

many energy-savers on their own, and

points of inflation (as measured by the | I believe they would ask only that the

Consumer Price Index) sre direcily re- |

targets be set in an equitable way which
does not penalize them for geography,
demography, or inordinate dependence
on imported oil.

Mr. Speaker, I am reminded of a state-
ment made by Gen. Douglas MacArthur
in the 1930’s to the famous Kansas news-
paper editor, William Allen White. This
is what the general wrote:

The history of faflure in war can be
summed up in two words: Too late. Too late
in comprehending the deadly purpose of a
potential enemy; too late in realizing the
mortal danger; too late in preparedness; too
late in uniting all possible forces for re-
sistance; too late in standing with one's

friends.

General MacArthur was writing, of
course, in another era about another sub-
ject, but I think his comments are rele-
vant to our energy situation. I believe
the way to avoid failure in the future is
to act now. The most effective action
we can take, in my judgment, is that
which I have proposed in this bill.

Let it not be said by our own children,
or by some future generation, that we
did too little, and acted too late,

.

P
~
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The Homovable Fremk Anmunzio

Chnizromn

Subcommittes on Consuwey Affsirs

Comaittee ou Banking, Fiseance
and Urban Affairs

ouse of Representatfves

Vashington, D.C. 20515

upar Chairmen Anmnsio:

This {5 in respemse to your letter of Februsry 6, requesting an
investigation znd comment on aa {mouiry from Ms, Carol Aome Buglelski eou-
ceraing the practice of the Bank of Commerce and Industry, Chiesgo, of
levying service chsrges againet dormsat acesunts, Hs, Bugielski states
chet the bank sssessed s service cherge offj 2s»inst her deughter's
savings sccount becsuse of lack of sctivity fa the seccount without giviag
notice of such asctiom.

As a geverz]l satter, service cheaxges lmposed by fimameisl institu-
tions have traditicuslly been regarded es setters falling within the deposit
sgreement estasblished betweeon the institution oad {ts depositors, Although
State member benks are recuired to sbide by State laws thet prescribe the
types of charges that msy be lsposed on dorusnt sccouants, we understand
that Illinois dees wot have ony specific statutes or regulations with
respect to these charges. It should be moted thet memy states, Illinods
included, have statutory provisions for the eschest of funds in dormant
sccounts to the State after verying periods of tiwme,

With regard to advising depositors of chese terws, the Board has
indiested its councern thet member banks adecustely disclose the materiel
terms of depoeit contraets, rmd chenges in those terss that are adwerse to
the depositor, to all depesitors. In this vegard, the Board, ia 1970,
published sn interpretation (12 C.F.R, § 217.148) relating to disclosing
inforestion to depositors regarding the computation of interest on deposits,

The Boerd's lLegal Division has advised me that the provisions of
this {aterpretation appear to be spplicable to the sllegetioms set forth in
M., Buglelski's letter., Accerdingly, the Board's staff will inwestigste




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



=

3tion assigned Mr. Petersen —

FRANK ANNUNZIO, ILL., CHAIRMAN THOMAS 1. EVANS, JR., DEL.

CHALMERS P. WYLIE, OHIO
GLADYS NOON SPELLMAN, MD. DON RITTER, PA
BRUCE F. VENTO, MINN.,
WALTER E. FAUNTROY, D.C.
e b U.S. HOUSE OF REPRESENTATIVES
CURTIS A. PRINS, NINETY-SIXTH CONGRESS
STAFF DIRECTOR
SUBCOMMITTEE ON CONSUMER AFFAIRS
TELEPHONE: 225-9181 5 e

COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS
ROOM 212 HOUSE OFFICE BUILDING ANNEX
WASHINGTON, D.C. 20515 =T

February 6, 1980 /N

Honorable Paul A. Volcker
Chairman

Federal Reserve Board

20th St. & Constitution Ave., N.W.
Washington, D.C. 20551

Dear Mr. Chairman:

I have received the enclosed correspondence from Ms. Carol Anne Bugielski,
a constituent of mine in Chicago. Ms. Bugielski is unhappy with the high
account inactivity penalty charge imposed by the Bank of Commerce and Industry,
on her daughter's savings account. This high penalty reflects a change in
policy by this bank apparently without notice to its depositors. This penalty
reduced Ms. Bugielski's daughter's savings account from a balance of N to
This penalty has resulted in Ms. Bugielski stating in her letter to me
that she now has, " . . . a child who refuses to put her money in the bank again."

I woq]d appreciate it if you would review the correspondence and investigate
to determine if the conduct of the Bank of Commerce and Industry in this matter

is legal, is consistent with its obligations under the passbook agreement it has
with the depositor, and is in conformity with all applicable bank laws and
regulations. The bank is located at 6104 N. Northwest Highway, Chicago, I11inois
60631 and the phone number there is (312) 775-8000.

Please inform me of the results of this investigation. Thank you for your
cooperation in this matter.

With every best wish,

Sincerely,

/,;«/M”

Frank Annunzio
Chairman

Enclosure
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,Congregsman Frankt Anpunzio ~
11th Congressional District, Illi::c;iJ‘EB 4 105
U.S. House of Representat:ves 1950
Washington, D.C. 20515 cuner o0 "”[[ m i U”[,}
J /HAWS

Dear Congressman Annunzio:
', My name is 4@]”4.4&/.’{!/-,&2/{41 ) et late)

Address : o

”Rfd,__:%ii_ Precinct

— S ————— W S— ——me

Complete blanks where applicable:

V.A. Clayn numbdber Wrnere and when filed

Soc. Sec. number Tvpe of benefits

where and when filed

Military identification number

Other numbers identifying your case Wi s St e ol G

My problem is as follows: /((QM 20 ALl /.L&(«C»C{Lg ___f /,«,,,“ /‘;1/& p L0 1_‘-.',1{‘-__/,’&_(,/
Whnafed, Lo 0La00. put. Mlis 0. wtf;o acst. nLl Xf‘@ff Larke . 4 Commeecs .

gh,‘Li__«Z'!u fé/oo Xore b ot ﬁua{#) /6(_{4_2{{:@(7_- _2( the. A/}/dﬁ&,zu_?. z(‘//

- Ai&t..’_ 7015424/44fé Mw@/ ﬂw«} o 77/ o & \%fqiz_\%, 1929 — £kten

5 ,‘
MCQQ:_-W-# 287 _ /wz) - ﬂ/c(‘o—u/»c{_ (4_{;_@__%0 eenits
,,_.._LLM/.QL and  coebe gt (Gat. SMebevexs (ar. & /;C;Cuz)

l
b Tbd e ,f«éw Lpseey Aooaend. f/af el el
at.. _Leaot. ond.. KWMOQ—/%«M_/ 5 4
MM /{/U:. (‘/k,d/i‘jl(é - /QLL /&1&% m.,__ /7___51/0/[5{/1, /(C;(,,;

Jéﬂ/ 2. Lt ”f Lo lls WM;; Ma{jo A0 unls , Ao, /,_.5_ bt g eeen

l hereby authorize Congressman Frank Annunzio or a wmember of his staff
ro make the appropriate inquiry in my behalf.

Sincerely,

(Use other side 1f more room is needed)

((éf(/w A/Cé/gc&/ud(_/

Signature)
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