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221 CLARK STREET, N.W.
KNOXVILLE, TENNESSEE 37921

Executive Vice Preside
Telephone 546-4665

April 23, 1980

The Honorable John J. Duncan

U. S. House of Ekepresentatives
2458 Rayburn House Office Building
washington, D. C. 20515

Dear John:

Please find attached an article which appeared in
the Knoxville News-Sentinel April 16, 1980. Also, a copy
of a letter from our president expressing our feelings
about the context of the article.

We find this article deplorable. We would ask that
you, on our behalf, express our feelings directly to Paul
Volcker and request a reply either to yourself or to our
Association directly.

We are sick and tired of many of the upper level
bureaucrates taking "shots" at our industry because they
have let inflation get out of hand.

We solicit and will appreciate your action on behalf
of our 860 members, their employees and families. Please

advise of your position.
Sincer/}y,

u»ueimy23¢ HD6é%;;“
LGl

AIDE:
pavid T. Burleson, Chairman

CATS:
|
/PARA: Legislative Ccommittee
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON,D.C. 20551

May 1, 1980

The Honorable Lloyd Bentsen
United States Senator
912 Federal Building
Austin, Texas 78701

Dear Senator Bentsen:

Thank you for giving me the opportunity to respond to
the inquiry of your constituent, Mr. Perry Thompson, Jr. regarding
Federal Reserve revenues and expenditures.

In 1979, Federal Reserve System earnings were approxi-
mately $10.3 billion. The two major components of the System's'
earnings were interest on holdings of U.S. government securities
and discount loans extended by the Federal Reserve System to
member banks, amounting to $10.1 billion and $141 million,
respectively. The Federal Reserve receives no dues or other
such payments from member banks.

Federal Reserve expenditures are divided principally
among the following: current operating expenses for the Board
and Federal Reserve Banks (i.e., salaries, postage, building
maintenance, and depreciation, etc.), capital losses realized
on sales of U.S. government securities and foreign exchange
operations, dividends paid to member banks, and return of the
revenue surplus over these payments to the U.S. Treasury. In
1979, the first three items were $744 million, $141 million,
and $67 million, respectively. The Federal Reserve made payments
to the U.S. Treasury of approximately $9.3 billion.

A more detailed breakdown of the Federal Reserve System's
revenues and disbursements can be found at page 297 of the
enclosed Federal Reserve's 1979 Annual Report.

I hope these comments are useful to you.
Sincerely yours,

(oigned) Donald ). Winn

Donald J. Winn

Special Assistant to the Board
Enclosure
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Herry @

March 10, 1980

Honorable Lloyd Bentsen
United States Senate
Washington, D.C. 20510

Dear Senator Bentsen:

Where is the money going for the increase in interest rates
by the Federal Reserve Board?

Please furnish me with a breakdown of increased revenue dues
received by the Federal Reserve Board and the dispersion of
these revenues.

I would appreciate your attention to this matter.

Very truly yours,

BY: //“ > - /".’;'/-"’
‘Perry Thompson, Jr.
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Action assigned Mr, Gemmill

+
WILLIAM PROXMIRE, WIS, CHAIRMAN

. HARRISON A, WILLIAMS, JR., N.J. JAKE GARN, UTAMN
ALAN CRANSTON, CALIF, JOHN TOWER, TEX,
ADLAI E. STEVENSON, ILL, JOHN HEINZ, PA,
ROBERT MORGAN, N.C. WILLIAM L. ARMSTRONG, COLO.

DONALD W. RIEGLE, JR,, MICH. NANCY LANDON KASSEBAUM, KANS, Py
PAUL S. SARBANES, MD. RICHARD G. LUGAR, IND. w Cntieb &{a{es &ena{e
DONALD W. STEWART, ALA,

PAUL E. TSONGAS, MASS,
COMMITTEE ON BANKING, HOUSING, AND

KENNETH A, MC LEAN, STAFF DIRECTOR URBAN AFFAIRS
M. DANNY WALL, MINORITY STAFF DIRECTOR

MARY FRANCES DE LA PAVA, CHIEF CLERK WASHINGTON. D.c. 205'0

April 24, 1980

/ )
/ ';/ / (0g

The Honorable Paul Volcker ~
Chairman ,/
Board of Governors of the ”,

Federal Reserve System
Washington, D. C.

Dear Mr. Chairman:

It is possible that the sponsor's of S. 2379 will
request a mark-up the week of May 5, 1980.

I have serious reservations about the banking
sections of the bill as I also have about the anti-
trust sections and the funding provisions. Governor
Wallich's written testimony on S. 2379, recently, voices
many of my concerns. Unfortunately, neither the Federal
Reserve nor the Antitrust Division testified in person
at the hearings recently on S. 2379. I hope that we
can schedule more hearings on S. 2379 to develop a full
record.

However, if the sponsor's insist on a mark-up with-
out hearings, I believe the Committee will be well served
by the Federal Reserve's statement as to its position on
ot 2379,

Specifically, on the substantive banking issues,
S. 2379 authorizes banking institutions to invest in and
own Export Trading Companies either by themselves or in
partnership with any variety of individual, commercial,
manufacturing or construction organizations among others.
Such Export Trading Companies would be permitted by statute
to engage in any variety of business or commerce such as
trading in commodities, shipping, air freight, insurance
or construction projects such as airports or telephone
companies. In my judgment, S. 2379 as drafted is a radical
departure from the traditional separation enjoyed in the
U. S. between finance and commerce. Mr. Wallich, in his
statement outlined well the potential conflict-of-interests
which might be faced if banks were permitted to engage 1in such
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BOARDO OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 2055!

PAUL A. VOLCKER
CHAIRMAN

May 6, 1980

The Honorable James H. Quillen
House of Representatives
Washington, D.C. 20515

Dear Mr. Quillen:

Thank you for your recent letter regardlng the difficulties
being faced by homebuilders and homebuyers. There is no doubt that
conditions have deteriorated in recent months, in response to an
acceleration of inflation and governmental policies designed to bring
inflation under control. I also appreciate your sending samples of
messages you have received from Tennessee builders who expressed

their desire to have interest rates reduced and inflation brought
under control.

The Federal Reserve is cognlzant of the special problems
that high interest rates have created in mortgage, housing, and other
markets. In designing the Special Credit Restraint Program announced
March 14, the Board asked commercial banks to give priority to maln-
taining a reasonable flow of funds to small businesses, such as
local builders, and to serving the liquidity needs of thrift insti-
tutions. The special deposit requirements applying to increases in
consumer credit specifically excluded mortgage credit for the
purchase or improvement of homes. Also, the requirements imposed
on any further expansion in the assets of money market mutual funds
should leave more funds available in local markets to help meet
local credit demands, including those associated with housing.

Furthermore, I have urged the banking community to make
special efforts to accommodate the appropriate credit needs of small
businesses, homebuilders, consumers, and farmers. Also, the Federal
Reserve has long supported changes in regulatory processes that will
make credit more readily available for housing during periods of high
interest rates. Measures enhancing the ability of thrift institutions
to compete for funds, such as the recently enacted legislation calling

for deregulation of dep051tory institutions (P.L. 96-221), are an
important contribution in this regard.

Given the short-term outlook for depressed real estate
activity, the Congress itself may wish to consider special programs
to aid housing through this difficult period. The benefits expected
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Action assigned Janet irt

BLN_JAMIN S. ROSENTHAL, N.Y., CHAIRMAN . LYLE WILLIAMS, OHIO
4

ROBE.T T. MATSUI, CALIF. " JIM JEFFRIES, KANS,

EUGENE V. ATKINSON, PA, JOEL DECKARD, IND.

FERNAND J. ST GERMAIN, R.I. NINETY-SIXTH CONGRESS

JOHN CONYERS, JR., MICH,

R i @nngress of the United States
PHouse of Repregentatives

COMMERCE, CONSUMER, AND MONETARY AFFAIRS /
SUBCOMMITTEE 4

OF THE 4
COMMITTEE ON GOVERNMENT OPERATIONS

RAYBURN HOUSE OFFICE BUILDING, ROOM B-377
WASHINGTON, D.C. 20515

April 21, 1980

MAJORITY—(202) 225-4407

Hon. Paul A. Volcker
Chairman

Federal Reserve Board
Washington, D. C. 20551

Dear Mr. Chairman:

I am writing to express my views on staff interpretation FC-0171 of
Regulation Z, concerning the cost disclosures required in connection with the
loan portion of "loophole" money market certificates. The essence of my com-
ment is that Regulation Z disclosures for the loan portion of a loophole account
serve no useful function; on the contrary, they may confuse bank customers and
may add unnecessarily to the regulatory burden on banks. I would appreciate
having the Board's reasoning behind the disclosure requirements that have been
imposed.

In a loophole account, the customer is not seeking a lToan. He is not shopping
for alternative sources of credit. The entire transaction, of which the loan is
only a part, has as its purpose earning a return on a certain sum of the customer's
money. The customer is interested in, and should receive meaningful disclosures
about, the net return to him on his deposit balance from the complete transaction
viewed as a whole.

To isolate and require separate disclosures about the loan portion of this
transaction is to draw attention to a component of the entire transaction that has
no meaning by itself. For this reason, such disclosures appear to serve no useful
function. Instead, they may confuse bank customers unnecessarily. In addition,
the additional burden they impose on banks may discourage some banks from offering
such accounts, in which case the disclosure requirement will have worked to the
disadvantage of the people it is meant to help.

In Tight of the need for regulatory simplification and avoidance of unnecessary
regulatory burdens, I would suggest that the Board, in reviewing the staff inter-
pretation in question, needs to determine

a. what purpose is served from the point of view of the deposit
customers in requiring separate cost disclosures in the Toan
portion of a loophole account,
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FIRST
NATIONAL
BANK

Serving the Mitchell Community since 1886
M tchel! South [)‘]k”'ﬂ
57301
(605) 9966611

April 22, 1980

Senator George McGovern
2313 Dirksen Senate Office Bldg.
Washington, D. C. 20515

Dear George,

The combination of low prices, high interest rates and short supply of money
is causing problems for rural South Dakotans both real and anticipated. I
think the constant bombardment through the press of the economic factors that
we are facing nationally coupled with the real factors which we face has meant
that there has been more than an ordinary slowing down on the part of spending
and investing on the part of rural South Dakotans.

This past week, a great deal, at least State news, was devoted to news that the
Federal Reserve was making money available in large quantities and at low interest
rates has really caused some false hope for our farm population. Enclosed you
will find copies of the material that I sent to Mr. Schultz of the Federal Reserve
Board, as well as Mr. Mark Willes, President of the Ninth Federal Reserve District.
I have repeatedly contacted Minneapolis Federal Reserve with regard to using the
seasonal borrowing privilege. First Mitchell National Bank serves more than farm
people and, therefore, we do not have the fluctuation which are necessary to
qualify under the borrowing privilege segment of the regulations. I am not certain
how banks in South Dakota could qualify under the regulations that now exist.

It is my feeling that the regulations that had been written for all of the Federal
Reserve Banks need modification at least for the ninth district and its my belief
that there are other districts that are also dependent upon agriculture that could
use similar type amendments to the regulation.

We, at First Mitchell National, have always felt that we would attempt to provide
credit to worthy borrowers. We cannot do that if we do not have the funds to
lend. Our reserves at the Minneapolis Federal Reserve Bank average more than

two million dollars daily. The opportunity to utilize, at least part of these
reserves in the Mitchell community, would be of a great benefit, particularly at
this time.

/»‘

L4

Herman Lerdal
President

HL/kc
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FIRS T
NATIONAL
BANK

ichell Communnty suince 1886

Miche! Souh Daxoia
5730
(605) 99&.66M

April 22, 1980

Frederick H. Schultz

Vice President

Federal Reserve bhoard
Federal Reserve Bank
Washington, D. C. 20551

Deaxr Mr. .Schulte,

I'm enclosing with this letter a copy of your letter of April 16th addressed
to the Chief Executive Officer of All Commercial Banks and secondly, a copy
of a front page story from the Sioux City Journal, Sioux City, Iowa of Friday,
April 18, 1980.

I have, this morning, visited with John Danforth, Chief Economist for the ninth
Federal Reserve District in Minneapolis, as well as Mr. Ray Heulet, Federal
Reserve Bank in Minneapolis. The purpose of my call to these men was to seek

an explanation of the "multitude of press releases” relative to "cheap money"

for farmers that had been on our radio and t.v. stations over the week-end.

Mr. Danforth and Mr. Heulet have both informed me that the press releases mis-
guoted Mr. Danforth. Mr. Heulet informed me that the rules and regulations for

a farm oriented bank, like First Mitchell National Bank, were still in effect
with no changes. I visited at the Federal Reserve Bank in Minneapolis in February
of this year and had a most pleasant visit with the principals of the bank. The
purpose of my call at that time was to make arrangements for my credit needs for
the summer. The officers who I visited with reviewed the past history of the
bank as well as my future needs and we found that the First Mitchell National
Bank did not meet the requirements so that I could borrow under the seasonal
borrowing privilege. A good share of our loans are to farmers; however, we also
attempt to serve the small businessman needs as well as putting funds into
installment loans and housing. The fact that we do assist segments of the
borrowing community other than farmers, meant that we did not meet the criteria
as setforth for use of the discount window; we do not have peaks and valleys in
our loan account. The men at the bank did give me suggestions so that I might go
to the Federal Reserve for assistance for short-term liguidity, but it was deemed
impractical and imposcsible to get funds for the scasonal needs of our farm borrowers.
I left the Fed and visited with officers of the Northwestern National Bank of
Minneapolis and found that with tight money their recuirements were quite rigid
and were at rates that our farm borrowers would not pay. This paragraph gives
you a bit of background with regard to the attempts that I have made to secure
loan funds for the borrowing customers of our bank.

S
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Mr. Frederick H. Schultz
April 22, 1980
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Page 2

When one of our larger livestock dealers brought me the Sioux City paper
indicating that funds were available through the Federal Reserve Banks and
the same mail brought the "general mailing" letter over your signature with
regard to "Special Credit Restraint Program", I felt asthough there was a
conflict in the policy of the Federal Reserve. I would not mind the conflict
if the regulations were such that my agricultural loan officers could qualify
our borrowers for their needed funds. It is my hope that the Federal Reserve
will review its present policies and consider establishing new policies which
could make "going to the window" a practical manner for many of us whose
Customers need operating money. v

There are a multitude of factors that have created the credit crunch for
agriculture and I'm certain that you are aware of all of them. The purpose

of my letter is to express the quandary which I feel, as manager of First Mitchell
National Bank. It is my hope that those Fed Districts that are highly dependent
upon on an agricultural economic base should receive considerations that are
necessary to maintain an adequate supply of funds for a sound agricultural
business economy. Can the regulations be amended so those of us who need funds
for our customers can qualify as borrowers? My reserves at the bank average

about two million dollars. I would like the opportunity to provide some benefits
to my customers through these "captive deposits".

Herman Lerdal
President

HL/kc

Enclosures

cc: Mark Willes, President
Federal Reserve Bank
Minneapolis, MN 55480
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Sivio O. CoONTE
HoOUSE OF REPRESENTATIVES |
WASHINGTON

FIrRsT DISTRICT
MASSACHUSETTS

8 May 1980

Dear Chairman Volcker:

I want to reconfirm your appearance as a speaker for the "Issues
Symposium" I am hosting during the period 19-21 May 1980. I am
delighted that you have accepted my invitation to speak to this
important group of community and business leaders from my
congressional district.

As we discussed on the phone, I suggest that you talk to us for
ten to fifteen minutes about present Federal Reserve System
policy and future actions which might be taken to adjust the
economy. The last part of your presentation will be taken up
with questions from the audience.

My staff has been in contact with yours concerning the details
of this appearance. Should you need further information, please
contact me.

I am enclosing a copy of the most current schedule of events for
your information. This schedule shows the times and location of
your presentation.

20 May 1980 at 6:00 PM to 8:00 PM. I want to extend my warmes

I am hosting a reception for this group on Tuesday evening,
invitation to you to join us. ‘

I am anxiously looking forward to this exchange of ideas with you.

With my very best wishes, I am

Cordially,

ILS;O 0. CONTE

ember of Congress

Honorable Paul A. Volcker

Chairman of the Board of the Federal Reserve System
20th Street and Constitution Avenue N. W.
Washington, D. C. 20551
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Ms. Cheryl A. Wiles

2 ) Sales Manager
Mohawk Orchards, Inc.
Shelburne Falls, MA 01370

~, Mr. Marvin Peck
i:ﬁ Valley View Orchards, Inc.
\ Peckville Road
Shelburne, MA 01370

Mr. George Barker, Jr.

D) I
I
(/25 Mr. Walter Melnick

“—/ Regional Administrator &
Berkshire Coop. Extemsion Service
1499 Memorial Drive
West Springfield, MA 01089
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JOHN C., CULVER ARMED SERVICES
lowa ENVIRONMENT AND PUBLIC WORKS

JUDICIARY
SELECT COMMITTEE ON SMALL BUSINESS

Alnifed Hlates Denale

WASHINGTON, D.C. 20510

April 25, 1980 //f/{b

Mr. Paul Volcker, Chairman

Board of Governors of the Federal
Reserve System

Constitution Avenue between 20th & 2lst

Washington, D.C. 20551

Dear Mr. Volcker:

We cordially invite you to participate in a congressional
conference entitled "High Noon for the Economy: Proposed
Remedies -- Are Wage and Price Controls Necessary?" This
one-day forum is the first in an economic summit series
initiated to explore comprehensive strategies to curb in-
flation, reduce unemployment and encourage real growth in
the economy. It will be held on Thursday, May 15, 1980,
in the Dirksen Senate Office Building (Room 6226) from
9 a.m. to 12:30 p.m. and from 2 p.m. to 3:30 p.m.

The conference will bring members of Congress and the Ad-
ministration into a round-table, spontaneous dialogue with
leaders of industry, labor, agriculture, small business,
state government, representatives of the investment community
and nationally known economists. The purpose 1is purely
informational -- to get the best in contrasting viewpoints

on further steps that can be taken to deal with the nation's
economic problems.

The economic summit series is being planned by members of
Congress in cooperation with the Fund for New Priorities in
America, which has assisted in the organization of more than
35 major congressional conferences over the past 11 years.

We hope you will join us in this important and timely forum
on May 15. Please call David Thompson or Barbara Schmitz in
Senator Culver's office for any additional information --
(202) 224-3744.

3 Sincerely,
1/ GA/“AL/L__

HOWARDNY. METZENBAUM OHN C. CULVER
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HARRISON A% WILLIAMS, JR., N.J, JAKE GARN, UTAH

ALAN CRANSTON, CALIF, JOHN TOWER, TEX,

ADLAI E. STEVENSON, ILL. JOHN HEINZ, PA,

ROBERT MORGAN, N.C. WILLIAM L. ARMSTRONG, COLO.

DOMNALD W. RIEGLE, JR., MICH, NANCY LANDON KASSEDAUM, KANS. »
PAUL S. SARBANES, MD. RICHARD G. LUGAR, IND. c i b &{ { & f
DONALD W. STEWART, ALA. 2] TILe aies erncxie

PAUL E, TSONGAS, MASS, ' .
COMMITTEE ON BANKING, HOUSING, AND

KENNETH A, MC LEAN, STAFF DIRECTOR URBAN AFFAIRS
M. DANNY WALL, MINORITY STAFF DIRECTOR
MARY FRANCES DK LA PAVA, CHIEF CLERK WASHINGTON. D.C. 20510

April 25, 1980

The Honorable Paul A. Volcker

Chairman

Board of Governors of the Federal
Reserve System

Washington, D.C. 20551

Dear Paul:

I am sending you a copy of a letter I have sent to Secretary
Miller, as Chairman of the Chrysler Corporation Loan Guarantee
Board, requesting that the Committee on Banking, Housing and Urban
Affairs be kept fully informed of the status of negotiations with
the Chrysler Corporation and the various other parties involved
regarding the company's ability to qualify for the $1.5 billion
in Federal loan guarantees authorized under P. L. 96-185. In
addition, I am enclosing a copy of a memorandum prepared by
Cmmnlttee staff detailing certain concerns with respect to the
financing plan submitted by the Chrysler Corporation on April 17,
1980, and whether or not it complies with the law.

e TR

&3

I feel certain that the Board is addressing some of these
concerns in the course of its consideration of the Chrysler sub-
missions. Nonetheless, I do feel that the Committee needs to be
kept fully informed, in view of its responsiblity for overseeing

the implementation of the Act.
jE}rely,

\Wl llam Proxmire
Chairman

Best regards.

Enclosure

WP:ebl
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Page Four

\A

In sum, there is no reasonable way to construe the statute as
not requiring those prior credit commitments to be fulfilled in some
explicit and satisfactory manner.

Section 4(c) states that at least $500 million shall be provided

from U. S. banks, financial institutions, and other creditors, of

which $400 million shall be new loans or credits, and $100 million

shall be concessions with respect to outstanding debt of the
Corporation. Along similar lines, it states that at least $150
million shall be provided by foreign banks, financial institutions,
and other creditors. The Committee Report further states that
concessions with respect to outstanding debt of the Corporation may
""take the form of, but shall not be limited to, reductions in

interest rates, lengthening of maturities, deferral of payments

of principle and interest, or conversion of outstanding debt to
equity."” It is evident from the language of the statute that the
amounts in these categories, i.e. new loans and concessions, can

be modified by the Board. However, there is no authority provided

to the Board to eliminate either of these categories. The financing
plan proposed by Chrysler does not include any new loans from any of
the financial institutions involved. This is a clear violation of the
letter and the intent of the Act. The purpose of the requirement for
new loans was twofold: to ensure the cormitment of additional financing
to the Corporation, and to elicit a separate and independent judgment
by the private sector regarding the future financial prospects of

the Company. The fact that Chrysler's private lenders have refused to
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WARREN G. MAGNUSON, WASH, HENRY BELLMON, OKLA,
FERNEST F. HOLLINGS, S.C. PETE V. DOMENICI, N. MEX,
LAWTON CHILES, TLA, non PFACKWOOD, ont G

I0SEPH R, BIDEN, JR., DFL, WILLIAM L. ARMSTRONG, COLO

J. BENNETT JOMNSTON, LA, NANCY L. KASSEBAUM, KANS. * (r. ‘
JIM SASSER, TENN, RUDY BOSCHWITZ, MINN. ’J:, cnl{cb ) ){a{cg’ ’-%c‘l‘a[e } !
o

- F 18 EDMUMND S. MUSKIE, MAINE, CHAIRMAN . . L/L

GARY HART, COLO. ORRIN G, HATCH, UTAH

HOWARD M, METZENBAUM, OHIO LARRY PRESSLER, S. DAK. )
DONALD W. RIEGLE, JR., MICH, COMMITTEE ON THE BUDGET / &
DANIEL PATRICK MOYNIHAN, N.Y.

J. JAMES EXON, NEBR. WASHINGTON, D.C. 20510 / \

JOHN T. MC EVOY, STAFF DIRECTOR
ROBERT S. BOYD, MINORITY STAFF DIRECTOR

April 30, 1980

The Honorable Paul A. Volcker

Member - Chrysler Loan Guarantee
Board

Federal Reserve System

20th Street and Constitution Ave., NW

Washington, D.C. 20051

Dear Mr. Chairman:

In view of the Chrysler Loan Guarantee Board meetings
this week, I would 1ike to express to you my concern that
the Chrysler "financial plan" may not adhere both to the stat-
utory requirements and the spirit and intent of the Chrysler Loan
Guarantee Act of 1979. The provisions of the Act, particularly
Section 4, were carefully designed to assure both that
the Chrysler Corporation had sufficient financial resources
to return to solvency and that those groups which already
have an economic interest in Chrysler's future share
the Federal government's financial risk.

Reports concerning the reluctance of these groups,
particularly the commercial banks, to increase their
financial investment in Chrysler are not very encouraging.
In my view, the Act is very explicit in requiring that
Chrysler must secure (a) new loans from U.S. and foreign
banks, financial institutions, and other creditors; and
(b) an extension of the full principal amount of any
loans committed to be made to Chrysler but not outstanding
as of October 17, 1979. The Act further states that
Chrysler must have reasonable prospect of remaining a viable
corporation after 1983.

I realize that the deliberations surrounding the
Chrysler guarantees are exceedingly complex and that the
economic environment has served only to make the final
decision of the Board more difficult. I also recognize
that the Board can exercise some flexibility regarding the
amounts of financial support due from the various identificd
sources. However, if loan guarantees are extended based on a
financial plan that clearly does not meet the conditions and

o
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FEDERAL RESERVE SYSTEM V')(’5)

WASHINGTON, O. C. 20551

PAUL A.VOLCKER
CHAIRMAN

May 12, 1980

The Honorable William Proxmire

Chairman

Committee on Banking, Housing
and Urban Affairs

United States Senate

Washington, D.C. 20510

Dear Chairman Proxmire:

lly letter to you of May 2 expressed certain reservations
regarding S. 2379. Those reservations stem not from lack of sym-
pathy with the purpose of this legislation in making export related
scrvices available to more firms in the U.S. Rather, we in the
Federal Reserve have substantial questions about the degree to which
banking organizations should be permitted to participate directly
in, or even control, ekport trading companies. 1In that connection,
we feel strongly that the tradition of separation of banking and
commeree has seérved the country well. To assure that separation
1s maintained, while permitting a degree of banking participation

in support of export trading companies, I would suggest certailn
amendments to the proposed bill establishing substantive and pro-
cedural standards that are necessary with regard to bank involvement
in such companies.

Those recommendations, which I endorse, include the fol-
lowing elements: first, no banking organization would be permitted
to acquire more than 20 per cent of the voting stoeck of an export
trading company or to control the company in any other manner;
second, not more than 50 per cent of an export trading company's
voting stock could be owned by any group of banking organizations;
third, the aggregate investment by any banking organization would
be limited to 5 per cent of its aggregate capital and surplus (25
per cent in the case of Edge and Agreement Corporations) in one or
more export trading companies nor could a banking organization lend
to an export trading company in an amount which, when combined with
its investment, would exceed 10 per cent of the banking organization's
capital and surplus; an export trading company would not be permitted
to take positions in securities or commodities for speculative pur-
poses; an arms length relationship would be maintained in any lending
activity; and the name of the bank could not be used in the name of
the export trading company.
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SUBCOMMITTEE ON
INTERNATIONAL FINANCE (CHAIRMAN)

Alnifed Hiales Henale g Ak, A

WASHINGTON. D.C. 20510 SCIENCE AND TRANSPORTATION
SUBCOMMITTEE ON SCIENCE,
A TECHNOLOGY AND SPACE (CHAIRMAN)

April 22, 1980 /

SEECTCOMMITIEE QN ETHICS,
A A e AN

/f SELECT COMMITTEE ON
INTELLIGENCE

SUBCOMMITTEE ON THE COLLECTION,
PRODUCTION AND QUALITY OF
The Honorable Paul Volcker S i e g
Chairman, Board of Governors of the DEMOCRATIC POLICY COMMITTEE
Federal Reserve System

Washington, D.C. 20551
Dear FPaul:

You have recognized the need for structural measures
to improve the competitive position of the United States
in world trade. This is a subject that has occupied me for
several years and produced a number of suggestions,
including a recent proposal for U.S. trading companies.
Trading companies, as a means of actively involving small,
as well as large, businesses in world trade, are generating
a good deal of interect. My legislation to encourage their
creation (S5.2379) has won the support of the Administration
and shows signs of moving in this Congress.

The principal difficulties with this legislation have
involved antitrust and tax questions which are being worked
out and the participation of banks in the ownership of /
trading companies. ’j
f
{

As you know, the tradines companies of most foreign
countries have bank participation. I think the participation |
of banks in U.S. trading companies is critical, but I have
not been able to win a positive response from the Federal
Reserve Board. I, therefore, enclose copies of a letter
to Henry Wallich and a more recent letter to Phil Klutznick.
The former raises a number of more or less philosophical
questions about bank participation in trading companies,
and the latter suggests a way of compromising some differences
over the participation of banks. Basically, the proposal
gives banks an opportunity to invest no more than 5% of their
capital and surplus in 5% of the equity in a trading company
without regulatory approval, an authority similar to the
level of investment authority under the Bank Holding Company
Act. Beyond that, bank participation would be subject to the
approval of the regulatory agencies.

Tl e T T T —mpy v .
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Stu Eizenstat and Phil Klutznick may talk to you about
this. They are as interested as I am in getting favorable
action on this legislation. I would be most grateful if
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In a trading company or other coimercial or business enterprise
that @ 2intains facilities in the U.S. for the purpose of irmport-
ing to or exporting from the United States? Can you list all
iapanes<e bank holding c spanies affiliated through Keiretsu with
trading companies?

Is the B tating the position that it is acceptable for
U.S. banks to be affiliated with trading companies that ex-
port to but do not export from the United States? On what
public policy grommds does the Board justify such a distinc-
tion? If trading company activities are as fraught with as
many problems as you suggest, then on what basis did tihe
Poard approve the takcover of Marine Midland by Hon
and Shanghai which has an extensive interest

1.td.?

tor able to supervise the activit ‘
my affiliate of a U.S. banking .:.uni-
n trading corpany affiliate of a foreign
’ <0, then wouldn't the Board |}
wned export trading corpany u
e activities of Jajancse
with U.S. banks tm
1ding conpanies?

: Fganizations have aluaye
«acr range of authorities in their i

coens, including in the United States, ir

\d und these greator ;ouois have never ke

cor Ulongstanding” princirles?
ratiens free from the statut
ct? Hasn't the Board rer-it
inKing organizations to engage in securities activitie
read that would be prohibited inder the Glass-Steagall Ac

P

\nd didn't Concress specificallv contermplate in §4(ci(13) o

the Fank Holding Company Act that the "longstanding”

ples of section 1 of the Fank Holding Company Act
PPly to inteornitional dctivities?

with my staff in formulating
i of the bill while retiining
ite =afeguards,  In this regard, T am enclesing wn o001

R tons ab ome aspects of S.°2379, 1

)

ct of questions on bl o0 L hGtion which 1 am asalng
wWiiinistration and on which 1 would greatly appreciate the
Views,
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The Honorable Philf p M. Klutznick
Secretary of Commerce N
April 17, 1980 - 2 -

1imit of no more than 5% of their capital and surplus in

no more than 5% of the voting stock of an ETC. Banking
organizations which do not accept deposits from the

general public are given somewhat greater leeway -- they
can invest no more than 5% of their capital and surplus

in less than 25% of the voting stock of an ETC without
prior approval. All other banking organization investments
must receive- the prior specific approval of the appropriate
bank regulatory agency. And even those minimal investments
which can be made without prior approval must nevertheless
be promptly reported to the appropriate agency.

This is, of course, a significant expansion of agency
approval authority from the earliest section 5, which
permitted investments in up to 50% of the equity of an
ETC without prior approval. I do not think it would be
productive to go below the limits sugpgested in this revision,
because I believe permitting very small investments under
simplified procedures will help attract many smaller banks
into forming links with ETCs to benefit their local
customers. The "no approval" 1imits suggested are, moreover,

very similar to those now in other banking legislation and
regulations.

Concerning prior approval of additional investments
and new activities, the revised section 5 requires a banking
organization to provide its regulator with sixty days prior
notice before it makes an additional investment or before
the ETC engages in a new line of activity, including the
taking of title to goods. During the 60-day period, the
agency may either disapprove or impose conditions on the
new investment or activity. Tt secems to me that this
notification procedure reduces administrative burdens, yet
gives the regulators ample opportunity to block any unwise
expansion of a bank's involvement with a particular ETC.

I'T. Standards and Condi tions for Approval

Section 5 has been redrafted to parallel more closely
the standards for approval of bank acquisitions and
investments that now apply under the Bank Merger and Bank
Holding Company Acts. Similarly, a ninety-day period for
decision on applications has also becen provided to ensure
against undue delays and disapproval by inaction.
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The Honorable Philip M. Klutznick
Secretary of Commerce
April 17, 1980 o N

The standards do include recognition of the export
and other benefits to be derived from bank participation
in ETCs, and it is made clear that applications should be
approved unless adverse banking factors outweigh such
benefits. This ensures the purpose of bank participation
1s ¢ncouraged, but not at any expense to the integrity
of our banking system.,

In response to your specific suggestions for giving
the banking drencies broad discretion to 1imit a bank's
financial exposure to an ETC, and to regulate the taking
of title of goods and other activities, the revised section
permits the agencies to impose conditions on investments
or activities on a case-by-case basis in order to 1imit
a bank's financial exposure in an ETC or to prevent
conflicts of interest or unsafe or unsound banking practices.
It seems to me L}HS}{ﬂJthOPiLy is sufficiently broad to
protect against dany abuses that might arise, including
those connected with the taking of title. At the same time,
to ensure such authority is used reasonably, the revised
bill requires the agencies, in imposing any conditions, to
consider the scope of bank involvement in an ETC, and the
need for an ETC to be competitive in world markets. For
example, conditions appropriate to a bank-controlled ETC,
such as no ownership of manufacturing facilities or
commercial concerns, may be inappropriate if applied to
an ETC with only a minor (e.g. 10 percent) bank shareholder.
The regulators thus have clear authority to prevent
unacceptable risks; they >annot, however, be so restrictive
as to frustrate totally bank participation. I would note,
further, that the revised section makes clear that the
agencies have full Supervisory powers under the Financial
Institutions Supervisory Act to ensure compliance with
any conditions imposed.

In conclusion, I believe the revised section 5
significantly expands the bank regulators' authority
without discouraging bank participation. I would greatly
appreciate it if I could obtain the views of the Administra-
tion and the Federal Reserve on this key provision of
S.2379 as soon as possible.

With best wishes,

Sincerely,
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EXECUTIVE COMMITTEE
CO-CHAIRS
Margaret M. Heckler
Elizabeth Holtzman

TREASURER
Mary Rose Oakar

Nancy Kassebaum
Shirley Chisholm
Barbara Mikulski
Olympia Snowe

ERA TASK FORCE
Gladys Noon Spellman

Congresswomen’s Caucus

CAUCUS MEMBERS
SENATE
Nancy Kassebaum

HOUSE
Lindy (Mrs. Hale) Boggs
Marilyn Lloyd Bouquard
Beverly Byron
Shirley Chisholm
Cardiss Collins
Millicent Fenwick
Geraldine Ferraro
Margaret M. Heckler
Marjorie S. Holt

LEGISLATIVE PROGRAM TASK FORCE ('Iﬂﬂgl‘ ess of ﬂ] e United States
Patricia Schroeder 2471 maghum muilhing
e LT House of Representatives
Adlh Chormiey Sirith Washington, B.¢. 20515
Executive Director

Tel. (202) 225-8790 May 12, 1980

Elizabeth Holtzman
Barbara Mikulski
Mary Rose Oakar
Patricia Schroeder

Virginia Smith
Ofympia Snowe
Gladys’Noon Spellman

Mr. Paul Volcker

Chairman

Federal Reserve Board

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

Dear Mr. Volcker:

The members of the Congresswomen's Caucus have asked
us to express their sincere appreciation for your observations
on the effect of the new credit controls on women.

Your comments helped us to better understand the role
of the Federal Reserve in implementing credit control. We
look forward to consulting with you further on the concerns
of women seeking credit. Your suggestion for a study on
the impact of the credit crunch on small businesses
seems a timely idea in the light of the problems of
women-owned businesses.

We are most grateful to you for giving us your

time and advice.

%/‘h s

lizabeth Holtzman Mapfaget M. Heckler
Co-Chairs

Congresswomen's Caucus
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BOARD OF GOVERNORS
OF THE

FEDERAL RESFERVE SYSTEM

WASHINGTON, D. C. 20565

PAUL A. VOLCKER
CHAIRMAN

May 12, 1980

The Honorable Jack Brooks
Chairman

Committee on Government Operations
House of Representatives
Washington, D. C. 20515

Re: Report by the General Accounting Office entitled "The
Federal Reserve Should Assure Compliance With The 1970
Bank Holding Company Act Amendments" (GGD-80-21)

Dear Chairman Brooks:

On December 13, 1979, the Federal Reserve responded to the
draft report of the General Accounting Office ("GAO") on the effectiveness
of the Federal Reserve's administration of the l0-year grandfather
provisions of the 1970 Amendments to the Bank Holding Company Act ("BHCA").
The Federal Reserve's response is basically applicable to the points
made in the GAO's final report. The Federal Reserve, however, wishes
to supplement its previous analysis with a report on developments that
have occurred since the issuance of GAO's draft report.

As a result of its voluntary program, the Federal Reserve
has now received responses from all affected companies concerning their
plans for compliance with the 1980 requirements. (Please see attached
table). Moreover, since September 30, 1979, the date used by the GAO
in its report, an additional 60 affected companies are now in full
compliance. Of the 253 remaining companies with 1980 obligations, only
33 are large publicly-held companies (assets over $300 million).
Generally, these companies originally had several nonbanking concerns
subject to the 1980 requirements, and they have been making steady
progress toward compliance by divesting or seeking the Board's approval
to retain their nonbanking subsidiaries and activities. The bulk of
the 253 remaining companies with 1980 obligations are small closely-
held companies (assets under $300 million). These companies typically
have only one nonbank activity, and their compliance is not likely to
involve any lengthy divestiture or retention procedures.

Finally, it should be noted that section 701(b) of the Monetary
Control Act of 1980 (P.L. 96-221), recently enacted by Congress, amends
section 4(a) (2) of the BHCA to provide that the Board may extend the
1980 divestiture date to December 31, 1982, for the divestiture by a
bank holding company of interests in real estate. From the plans
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