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FOREWORD

For the savings and loan business, 1973 began with savings increasing but at a
much slower rate than in 1972. Mortgage loan commitments were at record levels
and continued to increase through the first half of the year. At the same time the
economy was overheating and inflation accelerating. Market pressures were
mounting for savings and loan associations. The Federal Reserve responded by
tightening the money supply, and the administration permitted interest rates to
increase at an accelerating pace. The Federal Reserve, fearing a repetition of the
near disastrous disintermediation of 1969-’70, initiated a new set of higher sav-
ings deposit rate ceilings for banks and savings associations. Included was a new
ceiling-free certificate quickly dubbed the *“wild card.”

For nearly three months, savings markets remained in near chaos. With the
elimination of the wild card, by yearend savings flows to financial institutions
had recovered to more satisfactory levels. However, commercial banks had sub-
stantially increased their share of the household savings market in 1973 while
savings associations’ share of the market fell. All of this was to the detriment of
housing as housing starts plummeted at an unprecedented rate of decline. In-
creased competition was the name of the game.

A look at 1973 Savings and Loan Annals will reveal the lessons relearned this
year by the business: Growth in an increasingly competitive market cannot be
taken for granted. The business cannot choose whether or not to stay abreast of
developments. It must do so to survive. Association management must accept the
challenges of both the regulatory and competitive environment in which the
business exists.

The events of 1973 point up issues for the savings and loan business which are
not necessarily new, but newly acute. These include developments in funds trans-
fer systems and methods, conversion from mutual to stock associations, taxation
and the powers and structure of financial institutions. Along with these problems
and opportunities, there is an increasing awareness by savings association man-
agement of community and civic responsibilities. These responsibilities extend
from equal employment opportunities in associations through mortgage lending
policies to involvement with neighborhood and city projects. These subjects
formed the discussions and deliberations at the U. S. League’s annual conven-
tion in Dallas, Tex.



A glance at this volume’s table of contents shows that the business does ta::
its problems seriously. Funds transfer and EFTS matters pervaded generalg to
sions, topical forums and committee meetings. An entire forum was devote the
the expanding of our Transmatic program. Emphasis was placed throughout i
convention on making full use of current authorities including service corpora
tions and the secondary market activities. Moreover, discussions included 8ddf'
tional powers which must be secured through legislation including such compet!-
tive tools as inter-relationships with real estate investment trusts. i

The unknown fate of the administration’s proposals for housing and for I°
nancial institutions loomed over the discussions as a silent reminder of the Chf-‘l’
lenges facing the business. Most agreed that the time has come for a resolution
of the historically cyclical problems of which the business was once again the
victim this year. )

Members discussed these problems with experts outside the business and W}th
the League staff. Their conclusions and resolutions, published in their respectivé
committee reports, demonstrate the important role of membership in forming
League policy. For example, resolutions were passed by the Board of Directors
on League goals for more efficient use of energy, even as the energy shortage Was
first announced by the President. Emphasis was placed on the need for more
home improvement loans. The administrative and committee reports taken to-
gether reflect the process through which the League develops policies and strate-
gies to serve its members best.

Challenge is always exciting and there is vast potential for expansion. Resolu-

tion, persistence and continued study are called for to meet the changes that aré
now taking place.

RICHARD G. GILBERT
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PRESIDENT’S ADDRESS
by RICHARD G. GILBERT, President

United States League of Savings Associations

Canton, Ohio

If I were to give a title to this talk, it would be “‘A Business Under Attack.” Foxt:
our entire country—nationally and internationally, 1973 has 'been a year O

stress, a year when our great institutions of government, education and business
have had their foundations shaken. Our entire financial fabric is_ being torn at its
very warp and woof. The great $260 billion savings and loan business, the second
largest system of financial institutions in this nation, is under attack. To ‘?°"‘Z,W
from Charles Dickens, “It was the best of times, and it was the worst of times”;
1973 is the epilogue and 1973 is the prologue. . .

Let us review this epilogue to determine if it will help us decide how we want
the book written. Let us review the past to set the stage for our deliberations
about the future. Housing shortages began to disappear in late 1972 and early
1973. The year opened with substantial although slowing savings growth. Early
in the year the administration applied pressures to keep residential mortgage and
other consumer interest rates low. Business and commercial interest rates were
allowed to rise. Diversified lenders such as commercial and mutual savings banlss
moved away from residential mortgage lending to other investment outlets: This
left savings associations doing a high volume of residential mortgage lending at
rates lower than other credit market instruments and at rates lower th.an those
subsequently available in residential mortgage markets. This hurt savings and
loan earnings and concomitantly their ability to bid for limited funds in the en-
suing tight money period. o

While things looked good in the first quarter, storm clouds were beginning to
gather. The largest and darkest cloud on the horizon was an almost uncontrolla-
ble inflation. Many solutions had been tried unsuccessfully—Phase I, II, III,
1112 and 1V, along with jawboning and political pressure. All failed fot: one rea-
son or another. Then almost total reliance was placed on monetary policy to en-
deavor to stem this inflationary tide. Monetary policy was called on to correct the
past mistakes in credit and fiscal policies. In my judgment, the greatest sn.lgle
threat to the efficient functioning of free financial institutions in the Umte.d
States is inflation. We have to stop treating the cancer of irresponsible fiscal poli-
cy with the habit-forming drugs of monetary policy.

To return to noninflationary growth we must review our philosophy of f““, em-
ployment. Our present inflation is in large part a result of years of over stimu-

3
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lative fiscal and monetary policy aimed at achieving full employment regardless
of other costs. Sound credit and fiscal policy and a better coordinated monetary
policy should be the number one legislative objective for the business.

The other clouds gathering on the horizon were numerous: the changing inter-
est rate patterns and the impending expiration of deposit rate ceilings at mid-
year; diminishing housing shortages; the desire by some in our business for con-
versions from mutual to stock associations; the call by many for a drastically
changed financial structure; and the threat of changed taxation.

It is these challenges with which I would like to deal. Please note: I call them
challenges because I think we should meet these problems as challenges and turn
them into opportunities. As we view these opportunities, let us each remind him-
self that change is certain. Everything is in a state of change. Everything is in a
state of change except the law of change itself. As we change, how do we want
our book written?

First, let us talk about changing interest rate patterns. For the third time in
eight years this nation has had to suffer the ravages of extremely high interest
rates, rates high by all historic standards. In addition, during these few years, we
have had to suffer yo-yoing interest rates. For example, as measured by changes
in the rate on 90-day U.S. government bills, fluctuation over short periods of
time ranged from 3% to 7% to 4% to 9%. In 1973 alone, the bill rate yo-yoed
from 5% to 9% to 7%. If interest rates on consumer deposits at financial inter-
mediaries fluctuated like this, the stability of the institution would be questioned.
Three times in this eight-year period we have had an inverse or downward sloping
interest rate curve. In other words, short-term money market rates were higher
than long-term investment rates. These are devastating patterns for the buyer of
short-term funds who sells them long-term, devastating for the thrift business.

There’is little doubt that past mistakes and current events necessitated the
present tight monetary policy. The method through which the limited money
supply was made available to various borrowers was different in this period of
monetary stringency than in either 1966 or 1969, and it is open to considerable
question. During this period, shrinking monetary resources were made available
to all comers to t!le highest bidder on the basis of price alone. The home buyer
and the home builder and the savings and loan business are among the weakest
bidders, home buyers because they cannot or do not want to afford high interest
rates, savings and loans because in large part we have accepted the nation’s
mortgage interest rate risk. We are locked into long-term residential mortgages
at relatively low rates yielding insufficient earnings to pay the price for funds
when short-tprm }nterest rates exceed long-term rates. Better answers to the
problem§ of }nﬂatlon must be found than to curtail periodically the money sup-
ply, forcing interest rates to levels which knock the home buying public out of

the market—rates which bring the real estate, home building and savings and
loan business to a virtual standstill.

Next, as the year progressed, the question of conversions from mutual to

stock associations became a burning issue. While this question has been tempo-

rarily laid to rest, we should not forget that a moratorium by definition is not
permanent. Over time there have

been conversions both from mutual to stock
and also from stock to mutual. Proponents cite the advantages of conversions,

opponents say the disadvantages outweigh them. There is generally great uneasi-
ness and rightful concern over the fact that unless a conversion formula elimi-
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nates windfalls, a domino effect would be created which would force.conversions
whether desired or desirable. But the problem will not go away. While Cpngr&s.s
imposed a moratorium, it is only that—a temporary stay. So, soon again, this
question will surface.

Now I would like to deal with housing. Today we have a tgpe. of hoqsing short-
age created by the absence of financing. In many areas i:c is impossible for an
employee being transferred into the city to get a loan without a 30% to 40%
down payment. Except for that market disallocation, we have ma.de great prog-
ress in eliminating housing shortages today except for the low-income group.
Housing for the low-income is a complex subject with many questions agd few
answers to date. It is a subject on which the U.S. League joined forces with the
National Association of Home Builders and National Association of Mutual
Savings Banks and had Real Estate Research Corporation do a study. This anal-
ysis developed some answers to the question of housing for the underprivileged.
This is an area which should command more of the attention and resources of

the savings and loan business. As housing markets change, we must ask our-
selves some questions:

1. What will be the effect of diminishing housing shortages?

2. What will be the effect of smaller more mobile families? . )

3. What will be the effect on housing of overriding consideration being given
to environmental protection?

4. How effective will be the movement for zero population growth?

S. We all know our heritage is in housing finance from Comly Rich to the Te-
turning veteran from World War II to suburban sprawl to the two-house family.
Will housing provide the same opportunities in the future? Opportunities for ser-
vice to our nation? For growth of the savings and loan business?

There will be new bidders for scarce dollars. Bidders with current, Pressing
political appeal. We have to have clean air to breathe and water to drink. We
need energy to heat, cool and propel. Mass transit, urban bhght. and bankrupt
American cities will also be high on the social priority list. All will cost money.
All these politically appealing bidders will be seeking funds. W!1ere will h9u§mg
rank on the list of national priorities? What changes will savings associations
need to effectively compete in complete real estate and housing markets?
Shouldn’t we be allowed to make unsecured loans to builders? To finance a
builders’ inventory? to own a mortgage banking firm? to manage real estate? to
expand our service corporation opportunities? to group together to finance a new
town? to advise, manage and sell loans to a real estate investment trust? We are
the nation’s housing financiers yet we are precluded from areas of real estate fi-
nance which would enable us to better serve the people of this nation. All. of
these things commercial banks can do, and we the nation’s housing financiers
can not. Why can’t we? Do we want to? How do we want the book written?

Now, about taxation. With the possible changes of national priorities from
housing to air or water or urban blight, tax subsidies will be studigd..l.’erhaps
subsidies will be adjusted to help meet newly established national pnoptles. _We
have already been signaled that our tax position and the other tax considerations
given to real estate will be reviewed. I have three observations with respect to our
current tax formula and the proposals for changes. First, the savings and loan
business of this nation can be proud of the tax dollars it pays to support our na-
tional efforts. We have a tax formula which provides for an increasing amount of
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our income to be paid in the form of taxes. And while our tax burden has been
rising and is scheduled to increase further, taxes paid by commercial banks have
been falling. In comparison, we pay more in taxes than our major competitor,
the commercial banks, when measured against either dollars of assets or dollars
of adjusted gross income. Further, I believe these new tax proposals need an in-
depth study. As an example of one of the many flaws in the proposed tax formu-
la, consider that the taxes would be less for an association with a high gross reve-
nue and high expenses producing the same net income than for an organization
with lower income and lower expenses. The high-gross-earning organization
would pay less in federal income tax. The new formula penalizes efficiency and
rewards high rates to borrowers. This is not in concert with American philoso-
phy. Further, in my judgment, the proposed formula could lead to greater cycli-
cal fluctuations in housing. This would result from diversified lenders leaving the
relatively low-yielding home mortgage investment in times of high interest rates
and then re-entering the market in periods of low rates to take advantage of an
income tax credit. The U.S. League has the tax formula under thorough study.
Substituting a very questionable tax program for a system which has helped
America become the best housed nation in the world could be buying a bag of
shells.

Now, I would like to talk about the recommended changes in the structure of
financial institutions. The Financial Institutions Act of 1973 which was just sent
to Congress recommends changes which emanated from the Presidential Com-
mission on Financial Structure and Regulation, commonly known as the Hunt
Commission. First, let me deal with the Hunt Commission. To the dismay of
many of the commissioners, we were precluded from analyzing, studying or
making recommendations with respect to the causes or effects of inflation on the
financial structure. This in itself made it a very questionable document, but even
the Hupt Commission Report had several precepts which are not contained in the
Financial Institutions Act of 1973 or which precepts have been negated in the in-
terim by administration or congressional action. These precepts were that addi-
tional powers should be granted to the thrift business and time allowed to pass so
that benefits could be derived from these powers before any costs were imposed.
As.an _example, the }-Iunt Report called for two year phase-in period during
yvhlgh interest rate ceilings would provide substantial differentials between those
Institutions offering NOW accounts and commercial banks. The Financial Insti-
tutions Act of.197_3 ca!ls for uniform interest rate ceilings immediately for banks
and thrift institutions 1ssuing NOW accounts. It should further be noted that the
Hunt Report called for a five year phase-out of interest rate ceilings and then rec-
ommended controls on a standby basis. The administration does not recom-
rfnen.d standby controls. In the last four months 50% of the interest rate differen-
txgl in the pgs;book area has been lost, 50% in the long-term certificate area
without receiving one solitary offset. The price has already been paid and not any
of the powers recommended have been received. Further, the few powers recom-
mended will not make associations into commercial banks nor put them on an
equal competitive footing with commercial banks—commercial banks with trust
powers, the right to own and lease equipment ranging to 747s, the right to have
international operations. A NOW account or limited consumer credit will not
make a savings and loan association equal to a commercial bank.

There are those outside the savings and loan business who question whether
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interest rate controls do more harm than good to the financial instituthn so con-

trolled that it is precluded from bidding high enough to at.tract_ funds in certain
phases of the market. Do they harm the savers who remain with low-paying fi-

nancial institutions and thus do not earn as much as they could? Do they harm

the borrowers who have found themselves at certain times without available

funds at any price for the purchase or building of a home? A fact all must recog-

nize is that the consumerism movement has great concern not only for rates
charged to borrowers but rates paid to savers. Associations must maintain cogni-
zance of the consumer’s needs, desires and altemativc_as. Some say tl'fat. savings
interest rate ceilings are only to protect the thrift business. W!nle this is partly
true, I think there is a much greater, more pervasive need for interest rate con-
trols. That is to preclude damaging rate wars which would weaken and pe}'haps
destroy the entire financial fabric. This was the original reason for imposition of
interest rate ceilings in 1933 and I believe it is still valid today. The events be-
tween July S and September 30 provide an interesting period to study when one
wishes to consider this point. As these ceilings are studied to provide greater flex-
ibility and profitability for the savers, associations must ask when does rate com-
petition become a damaging rate war? When is the maintenance of status quo
necessary for the financial stability of the nation, or when does it become the de-
positor subsidizing the borrower or the financial institution? Answers to these
questions will require creative study and analysis. If associations opt only to con-
sider status quo in this changing world and if their only concern is for the good
of their own institutions, I doubt if the savings business will be consulted as new
answers to these questions are sought.

KEEP PUBLIC IN MIND

As the business enters 1974, changes in the financial structure will be under
consideration by the Congress of the United States. How do we want the book to
be written? This is the prologue. The business hs;ts two broad options. One, we
can ask to remain basically the same single-family lenders, borrowers of short
funds which lend them on long-term inflexible contracts and seek government
protection; or, we can seek and adapt to change which will let us better serve the
American public as we have done so well in past years. Seek the flexibility so that
our organizations can fulfill the changing financial needs and desires of our cus-
tomers while still maintaining our housing and real estate finance specialty.

As we ponder our future, let me make two admonitions. Let us recall that the
railroads failed to recognize what the public wanted was transportation, not nec-
essarily railroads. Let us bear in mind that what the public wants today and in
the future are safe, convenient and rewarding financial services. It is up to us to
make certain that savings associations are that kind of a financial intermediary.
It is the business’ leaders who will decide where the savings and loan business is
going. How do we want the book to be written? I think this great $260 billion
business wants the tools to compete, the tools to serve the financial needs of the
American family. Knowing our abilities, knowing our competitive nature, know-
ing our desire to serve, I think we will seek the tools to serve. If the savings and
loan business wants them, we will get these tools.

How do we want the book to be written? I think this business wants to serve
this nation in the future as it has done so well in t‘he past. That’s the way I think
the savings and loan business wants the book written.
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Even if Congress does not, at this point, write specific rules for thrift institu-

tioqal participation in the money transfer system beyond the two-state NOW ex-
periment, technological change seems likely to force the issue in the near term.
Electronic payment technolo

o gY is versatile and can be adapted to a variety of in-
stitutional characteristics and objectives. Electronic payment systems operating
with large volumes are extremely cost-effective as they displace labor intensive
operations involving hug

I € quantities of paper, but the technology is costly in dol-
lars for equipment and in time for manpower training.

Expet:ience thus far with electronijc data processing suggests that it is a suffi-
ciently different way of doing business to require its own generation of managers
and operators to make best use of its capabilities. Needless to say, transition into
the new way is a difficult adjustment for many organizations and institutions.

There are definite problems as well as opportunities in thrift institutions’ par-
ticipation in money Payments. I approach the degree and character of their par-
ticipation primarily from the standpoint of the impact such participation will be
likely to have in terms of the public interest. Of course, if savings and loan asso-
ciations participate individually or as a business, their institutional interest must
also be served.

Going into the payments business,
a venture in which the prospects for ri

tutions to play a role in the payments
the Hunt Commission hearings and re-
of various hypothetical possibilities. The
payment which took place early this year in .the
House focused attention on a specific apPllca-
dits to savings and loan associations’ depositors.
nt experiment in Massachusetts and New Halpp-
created an environment in which an early d.ecism.n
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decision for today.

actively or passively, is not, in my opinion,
sks are nil and the prospects for profits are
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overwhelmingly favorable. Metaphorically spea_king. any l?oYme _u;xpulsr: a;g It;aa[:
the fence into a greener pasture should be 1:esxsted until it is fair ):i ceth hat
the landing will not be in nettles and wild onions. On the othef hand, allel‘e po
doubt, in my mind, that the money transfer needs of the public generfﬁ)f can e
better and more widely served than they are now. For example, t!le efficiency "
electronic transfer permits such services to be. extended econon.ucally to da selgl-
ment of the population that does not use chec}nng accounts and is wholly ?tpe i
dent on currency, money orders and cash withdrawal from savings deposit ac
counts.

Over the past decade the use of checking and savings accounts has been be-
coming more pervasive among American families. Qesp&te thgs‘ trend, l}owever, in
1973 approximately 25% of the 71.5 million Ameqcan families and mcomt;.1 re-
cipients outside of families, still do not have check_mg accounts, z_md 16% have
neither checking nor savings accounts. This potential market for improved pay-

ments service, in particular, should have the opportunity to benefit from the
economies of electronic technology.

In what follows I will be dealing almost entirely with electroni_c money transfer
because, in a word, I do not see how thrift institutions could denYe any commen-
surate benefit from the effort required to offer paper check services in competi-
tion with commercial banks, particularly if they make use of the comme.rcnal
bank payable-through draft. Check handling in any volume has b.ecome a highly
mechanized operation, and relatively few banks or data processing service bu-
reaus are in a position to perform this service efficiently.

So far as the general public is concerned, the eleci_:ron.lc payments system now
seems to be developing in the U. S. along two main lines. One is dn‘eyted at
meeting the needs of business organizations and governments th.af make income
payments in large volume. These payments are usually to repetitive payees and
are preponderantly for wages and salaries, dividends, Interest, annuities, and re-
tirement and welfare programs. Since the payment function is usually centralized
in such organizations, conversion to an electronic s.y§tem. mvolve§ a minimum of
disturbance to existing arrangements. Income crediting is operational today but
in very small volumes. There are, however, active plans to dramatically increase
the use of this technique in 1974.

POINT OF SALE SYSTEMS FEASIBLE

The other line of development serves the needs of the individua.l consumer
whose payment volume is small, irregular in timing and does not originate at a
single location, but, more often than not, occurs at the pl:’tf:e of purchase of some
good or service—thence, the designation, “.pomt-of-sgle. Point-of-sale transfer
is not operational, except experimentally, in tl3e United States, .but there. has
been enough study and pilot experience to justify confidence in its operational
feasibility.

These two emerging developments accqmmoc}ate another payments arrange-
ment in which consumers agree to permit their accounts to be electronically
debited for contractual obligations, such as Insurance premiums, rents, mort-
gage and installment credit payments, and for utility bills, credit card purchases
and similar payments. The income crediting machinery is best adapted to these
preauthorized payments, but point-of-sale mechz.mlcs could also be used.

An electronic system capable of accommodating both these paths of develop-
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ment is visible today and is capable of displacing, at a substantial saving in over-
all costs, more checks and a substantial amount of currency. Based on the expe-
rience in other countries more advanced in electronic payments technology than
is the United States, the conversion toward electronic settlement should be com-
paratively rapid unless, of course, additional technological changes or more in-
genious application of existing technology bring into being superior data han-
dling techniques, or unless commercial banks and the other depository institu-
tions that may become involved abstain or delay offering such services because of
consumer resistance or due to the lack of competitive incentives. The nature of
the banking system has inhibited innovations of this kind because their introduc-

tion requires, at a minimum, the concurrence of groups of banks instead of ac-
tion by a single institution.

There are, of course, many features and problems connected with these sys-
tems of electronic transfer of great interest and importance, but I will deal with
them only as they affect public interest and acceptance of electronic payment.

PRESENT PAYMENTS EXPLAINED

Commercial banks now serve virtually all the money transfer needs of individ-
uals, corporations and governments in the United States. They act as retailers of
coin and currency, replenishing and returning excess supplies from stocks at the
Federal Reserve Banks. Together with 43 Federal Reserve regional offices they
operate a check accounting and sorting operation linking each of the 14,000

banks with every other and involving nearly 500 million items and $350 billion in
transfers per week.

An operation of this magnitude, given its predominantly repetitive features—
_the same banks, the same customers and even a frequent iteration of amounts—
Is a natural application of computer technology, and so the economics of money
transfer has worked rapidly to bring “‘back room’’ money transfer operations into
data handling factories where labor inputs are minimal. In the space of less than
a decade, check accounting and transfer have become largely converted to elec-
tronic accounting and processing though still utilizing paper checks. For exam-
ple, at present 84% of the transit items (those drawn on a bank other than the
bank of first deposit) presented to the Federal Reserve check clearing centers
have been. processed on high speed electronic equipment.

_As check handling has moved from a highly labor intensive activity into a ma-
chine tending and machine feeding operation, it has still involved considerable
clerical support. As is often the case in innovation, this computer application too
has initially failed to use the electronic technology to the best advantage because
the functions to be performed are viewed in a context limited by the capabilities
of the old technology. In consequence, documents, road and air couriers and
hard copy survive even though electronic transmission, storage and reference are
fully capable of displacing them. Thus, commercial banks have moved rapidly to

make use of electronic data processing techniques but slowly to take advantage
of a fully electronic system.

PUBLIC ACCEPTANCE NEGATIVE

One reason often given for stopping short of providing a fully electronic sys-
tem is that bank customers—individuals and businesses—are not demanding
such a change. There is evidence, but of a fragmentary type, which indicates that
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many customers want the status quo.

This is hardly surprising in view of the public reception given to many innova-
tions—such as the use of social security numbers when the social security system
was introduced, or the abolition of counter checks when MICR-encoding was
made universal for all checks. The lesson from such experiences, however, is that
such opposition to change, regardless of its intensity at the time, is short-lived if
the change has a sound economic and operational basis.

Several marketing studies, some self-serving to the status quo, have provided
explanations of the public’s coolness toward change in money transfer technolo-
gy. Some go so far as to implicitly argue that people like to go to their bank to
deposit their checks even though it may be an inconvenient, often delayed trip;
that they like to stand in line waiting to make deposits; that they do not really
mind if their checks are stolen from their mail box and cashed by some one else
(they will get replacements); that if their checks are delayed in the mail or depos-
ited late because they were away from the office on payday, they do not really
mind overdraft charges because of the delayed credit, and so forth. Conversely,
the implication is that the assurance pay checks will always be credited to their
account on payday without any action on their part is a service of safety, certain-
ty, and convenience they have long done without and can continue to do so. No
doubt inertia, suspicion, secretiveness in managing receipts and disbursements,
ostentation and hoarding evidence some of the habits and mores conditioning in-

dividuals’ reaction to trusting their money transfers to an impersonal electronic
system.

All of these explanations have relevance to the task of marketing electronic
transfers, but I think that insufficient attention has been given to the rationalized
advantages that have been attached to the present check system and which are
incompatible with electronic transfer. Users’ apathy toward electronic transfer is
better understood if the advantages they exploit in the existing system are exam-
ined. For this examination, a distinction should be drawn between individuals

and the professional money managers employed by corporations and some gov-
ernments.

MONEY MANAGEMENT: CORPORATE TREASURERS

The professionals have adapted their payments practices to the existing tech-
nology in order to bolster corporate profits and corporate treasurers’ prestige.
They do so by managing their principals’ bank balance and payments so as to
achieve the highest possible total of debits to the lowest possible balance in the
account—thus producing a ratio of debits to balance just short of infinity. How
well they have succeeded is evidenced by the fact that in New York City all de-
mand deposit balances now turn over 252 times per year or just about every
banking day. It is said corporate treasurers can do this expertly because they
have been well trained by their bankers. Numerous devices are used, some slyly,
and others openly to take advantage of float whether it arises from the indifferent
attitude of their payees toward depositing checks, vagaries in mail delivery, the
willingness of their banks to credit uncollected items or to share with them the
credit availability from Federal Reserve float.

This maneuvering is reversed, of course, when they are on the crediting end of
transfers and seeking to convert payments into “good’’ money at the earliest pos-
sible time. In this they need as much vigilance as they can muster to block off the
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very practices they pursue as payors. As a recent bank advertisement aimed at
corporate treasurers put it, “Fast coming in—slow going out . . . . that’s what
cash management is all about!”’ If a corporate treasurer can satisfy the compa-
ny’s creditors with money “‘futures” while getting paid by an electronic credit, he

is getting the best out of both payment systems. He may also be retarding prog-
ress toward a fairer and more efficient money system.

The roots of aberration in present-day payment practices lie in pricing mores.
If employees, stockholders, suppliers and others will accept payment in tomor-
row’s or next week’s money, they do so because they are indifferent to that disad-
vantage or because the price of the product or service purchased includes all of
the costs implicit in deferred payment. If settlement were in good money—i.e.
currency, federal funds or in deposits in a commercial bank withdrawable on the
day of deposit, as it would be with electronic transfers—money management
would have a new set of rules. They might even include an explicit price for float
or the converse, a discount for Payment in good money.

In this situation, corporate treasur

i € ers would tend, I believe, to look favorably
on the real efficiencies of electro

nic payment, which are substantial for a large
percentage of corporate checks. That is, the savings from electronic delivery and
verification over check preparation, delivery and reconciliation are, for most pay-
“;len;:v greater than the interest earnings from deferral of payment by use of the
check.

Most individuals are less sophisticated in their money management than cor-
Porate treasurers, but they, too, have noticed that retail establishments—except
supermarkets—do not generally distinguish in their pricing between deferred
payment and cash. Naturally, they take advantage of deferred payment and
when they compare their checkbook balance with their bank statement, they
hav? Incontrovertible evidence that slow mail and delays in the handling of de-
posits by the retailer and the banking system further defer charges to their ac-
count. It seems like a fairly shrewd operation. Why should they trade it in for a
system that hits their balance on the day of purchase? The answer, again, is they
obviously should not if no distinction is to be made between cash and credit. Not

until consumers are offered some incentive to pay in cash or good money, will
they shed their reluctance to embrace a floatless system.

Individua}ls might show more enthusiasm for an electronic transfer system if
they could visualize its operation resulting in some financial advantage for them.
Strapge as it may seem, the greater convenience, safety and certainty of payroll
credits has not persuaded the majority of depositors who have been given a

choice., to opt for them in preference to a check. An aggressive marketing pro-
gram is needed to change this attitude.

Th.e. changeoyer from currency to the check was a long time in becoming the
prevailing practice—it is not

- yet universal—and has probably achieved its domi-
nance only by making available a job-site check cashing service.

ADVANTAGES OF ELECTRONIC TRANSFER

General reliance on electronic handling of payroll and other income credits

awaits the opening gf several million additional accounts in commercial banks or
the use of accounts in other depository institutions such as credit unions, mutual
savings ba.nks apd savings and loan associations. How this is to be done is a con-
troversial issue in the United States at the moment. But there can be no doubt

PUBLIC INTEREST AND PAYMENT MECHANISM 13

that the public—as employer or other disburser of income payments, and indi-
viduals as recipients—would derive substantial benefits from such a system. The
employer will reduce his costs—as will the participating financial institution—
and the income recipient will realize convenience benefits: no trip to the bank is
needed; certainty—the deposit is available for use on payday; safety—loss and
theft of currency or the payroll check are obviated.

In recent years free check services for individuals have become common in
many states and sections of the country. Such free services may be constrained by
minimum or average balance requirements. The effect of this competitive devel-
opment on the attitudes and psychology of many depositors is their belief that

money transfer services have a nominal cost and are in the category of “throw-
aways.”

Of course, check payments are not a ““free” good nor so cheap to handle that
their cost can be ignored. Worse yet, the costs of free checking are not necessari-
ly borne predominantly by the bank or other institution which offers the free ser-
vice. Rather, the bank of first deposit usually stands the brunt of the cost. Many
depositors have developed payment practices which waste checking services be-
cause they are free.

The recent introduction of the savings account with money transfer privileges
in Massachusetts and New Hampshire has important implications for free
checks. For one thing it has excited a great deal of depositor interest in an ac-
count that pays interest and permits transfers—a practice previously prohibited
except to the extent payments may be in the form of services. Another result has
been the stimulation of the efforts of mutual savings banks and savings and loan
associations to become a part of our money transfer system.

The testing of the dual purpose account, used for savings.and money transfer,
is quite likely to eventuate in depositors making an economic choice between an
interest yield and the number of debits to their accounts.esp.ecially if check trans-
fers are used. If this experiment succeeds and spreads, it will stimulate competi-
tive rivalries and concentrate a good deal of institutional attention on the most
efficient method of effecting money transfers.

In this connection, the cost advantage of electronic transfers over checks has
an important bearing on the potential for extending more money transfer services
to more people. From such evidence as I have examined, I think it clear that
taking an inclusive view of costs—public and private, direct and indirect—begin-
ning with those incurred once the capability to initiate the transfer has been
reached and ending with reconciliation, the reduction in costs owing to electronic
transfer is on the order of 80% to 90%. For this size saving to be realized, of
course, the system needs to handle a substantial volume of transactions. At this
level of cost, virtually all income recipients could enjoy the convenience, safety
and certainty of electronic credits and debits.

EFTS COMING IN FUTURE

In summary, my views are that: . . .

1. There are no technological barriers to achieving a rapid but orderly transi-
tion to a fully electronic system. .

2. The ground rules for transfers in good money are different from those
which involve or permit deferred credit. The riew rules would not discriminate
against payors or payees although the advantages some payors have been enjoy-
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ing would probably disappear.

3. The major marketing task to gain public acceptance of electronic credits
and debits to deposit accounts would need to be directed at individuals who have
yet to experience or appreciate the superior convenience, safety and certainty of
this method of paying and being paid.

4. The greatest sales appeal to individuals may turn out to be an account in a
bank or thrift institution which pays interest and to which and from which trans-
fers can be made.

S. Depository institutions other than banks are increasingly interested in pro-
viding a money transfer service. At present they lack requisite operating and
technological skill and ‘experience, but they have millions of loyal customers who
constitute a ready market for such services.

6. Commercial banks do virtually all of the money transfer business in the
U. S. today. They have been actively working to adapt electronic technology to
money transfer, but they have been slow compared to banks in several other
countries, including Japan, Great Britain, Sweden and France, to embrace a ful-
ly electronic system and to market it aggressively. The rising nonbank interest in

entering and competing in this field may well stimulate them to move ahead far
more aggressively,

THE UN-SAVERS
by ALBERT SEIBERT, Winner
Institute’s 44th Annual Speech Contest

First Federal Savings, Delray Beach, Fla.

How many of you are familiar with this? It's a 1040 form. If you’re honest, you
send one to Uncle Sam every year along with Forms A B C D, or whatever you
need to complete your return, telling him what your income was and how much
you owe him in taxes. Now, if you are like me and probably many of the people
in this room, you get down to the line which indicates all of the money you made
the past year and you wonder “where did it all go!” All of my income is gone —
I've saved nothing and have little or nothing to show for what I made.

It seems to get harder and harder to save money these days. We have turned
into a generation of unsavers. I would like to speak with you about the unsavers,
but first let’s take a look at who is saving. .

First we have the 65-and-over age group, who made heavy dep051t§ and now
are withdrawing the interest to supplement their social security, pension funds,
etc.

Next we have the best savers, the 45- to 65-year age group. These people hgve
seen a depression, have known despair, have depleted their savings while sending
children to school and are looking forward to retirement. They will save some-
thing come rain or come shine.

Then there is the 30- to 45-year age group. This group saves when they can
but they are now raising their families and their general living expenses usually
keep savings at a minimum.

Now for the under-30-year-old group. They, ladies and gentlemen, are the un-
savers. The dollar down and a dollar a week crowd. “Why should I save? I have
good credit; why wait to get what I want?” )

Now the unsavers are not limited to this age group. They may be found in any
age group. The person beside you may be an unsaver. The person in front of, or
behind, you may be on the brink of bankruptcy, and they may not even know it.

You see, the good credit that the unsaver speaks of is actually “reverse sav-
ings.” The unsaver borrows $3,000 to buy a car, pays 6% interest and then re-
pays 33,600 (rounded off for illustration). This is paid back at the rate of $100 a
month over the next 36 months. .

The saver, on the other hand, anticipates this purchase and begins saving at
his local savings and loan association 36 months in advance for the same car. H,e
saves $100 a month for 36 months and earns $300 in interest, and again, that’s

15
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900, he spends $3,000 of the money he has saved in-
t. Add to that the $600 in inter-

rounded. Accumulating $3,
500. Good reasons for being 8

stead of borrowing it, leaving $900 in his accoun
est he saves by not borrowing and you have $1,

saver rather than an unsaver!
Need more reasons? I've got them! How about these? (1) Education—for your

children; (2) retirement—for yourselves; (3) accident or illness—for anyone in the
family. But you say, I can insure against these things."—surely you can but
you’re being foolish if you think your insurance, social security, pension, etc., IS
going to carry the full load. You need cash, my friends, to back up these insur-
ance programs.

And how about these? (4) Unemployment—heaven fo
who knows what it is or when it's coming, or how muc
wants and desires—there’s no way to insure for these.

You need cash, my friends .. . and it's waiting for you in your savings account

at your local savings and loan association.

rbid; (5) unknown—and
h it's going to cost? (6)

THE SAVINGS AND LOAN BUSINESS —
FACING BRIGHT PROSPECTS

by THOMAS R. BOMAR, Chairman
Federal Home Loan Bank Board

Washington, D.c.

DiSc :
us
.>son of the problems confronting the savings and loan business during

1973 ; .
limiti nsg“t';:rthwhlle to the extent it helps determine how to overcome the factors
e boae;- ;\;CO{npllshments of the business.
MUt dictase elleves. there are two goptrolling objectives for this business which
and (2) proq lf\(ery actloni 1) maximizing and stabilizing funds flows to housing;
tent with, the cing financial services in amounts, convenience and quality consis-
er dp needs agd desires of the American people.
tribution an)('iears of highly successful operations and an equally high level of con-
needed in gry accomplishment, it is clear that some fundamental changes are
1 woulg liker to assure even more effective performance.

level of inyo) € to discuss the Board’s plan to help improve upon the business’
plan has twoVem.ent and accomplishment in reaching these two objectives. The
framewory, ofmagjog- componepts: regulatory posture—doing the most within the
options, existing regulations; and business capacity—increasing competitive
by thOISsel:)l:xstg'l(e]ss is oyer:regulated, with entirely too many decisions being made
ed of a groul e the busmqss. The Bank Board, in major proportion, is compris-
tional deso; (? of outstanding people, but a central bureaucracy making opera-
eliminatiop - :s. has.to b? inefficient. .Therefore., the Board’s plan calls for the
Board ang simSIlr‘np’hﬁc'atlon of .regl.llatlons—takmg operational matters from the
cy :’; d contre] %:gllgg its organization so that it may properly function as a poli-
though during the last months the operating difficulties within the savings

"~ and 1 i _
©2n business have had to take priority of the Board’s time, significant prog-

l‘eSSD ha§ been made.
restr:i;l:lsg this period, nearly 30 regulatory changes directed at eliminating the
on options and opportunities have been made. Some of these have con-

siderable potential for helping to enhance the flow of housing credit and deliver

fim;nc’;;a}: services. Among the more significant:
- 10e entire state may now be considered as normal lending territory. The
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i i i i will be provided

localized territory is gone. People in both latrge aqd small places
gorceater housing finance options. Lending capacity can be expanded beyond a
small geographic area. o

2. Service corporations can operate nationwide. This shift pe}'forms the san‘lie
function for borrowers and associations which the shift to statewide normal len ;‘
ing territory allows, but to a smaller percentage of asset totals. Ten percent 0
nearly $300 billion, however, is a powerful volume.

3. The housing-related services which setvice corporations can engage in hav?
also expanded. New capacities include: serving as agency for title insurance, serv
ing as escrow agents and making loans other than first trust deed l?ans.

4. In making loans, the ability to tailor the loan to the borrower is greatly en-
hanced. '

Construction lending is a natural for this business and can be a major factor
in increasing income and shortening asset terms. Construction loans can now be
made on multifamily projects up to 80% of loan-to-value ratxq if the project war-
rants. Savings associations have a keen competitive stance in .the construction
loan area because they control the key element of the construction process, per-
manent loans. The Board continues to work in this area so that further adjust-
ments can be made to assist associations.

The depression of the 1920s and 1930s taught a lesson about short-term m.ort-
gages and, in fact, was a major inducement for the creation of the federal savu.xs
and loan system. The straight-line amortized loan was a p.roduct of that peri ”
and has helped to make Americans the best housed people in the world. It wou p
seem, however, that a little less rigidity would be helpful to both younger an
older families. The Board has proposed that associations be allowed to tall}(:l'
terms with a little more flexibility to help those getting started and those who
may be looking forward to retirement years.

In the home improvement and equipment loan area, the terms allowable have
been expanded. These loans, like construction loans, can help shorten an associ-
ation portfolio’s average asset life and increase income. . o

Central to these basic changes is more business opportunity for associations,
more competitive financial services for families and a better balance in savings
and loan operations.

BRANCHING FACILITATED

Working on the operation of the regulatory agency itself, the Board believes
the objectives for the business are facilitated by branching. Major changes have
been made in this area. _

In any state, federally chartered associations can now match the volume of
branch applications allowed for state-chartered associations. The approval of un-
protested branch applications has been delegated to FHLB presidents, as agents

for the Board. Speed is critical to a business operation, and eliminating the

Board from the operational decision process reduces approval time by several

weeks. Additionally, protest procedures will be tightened. There is no !essenglg
of interest in preventing undue injury; however, if a proposed branch will be de-

layed, the reason for such a delay must be substantial, the Board believes. The

business and the public it serves are both benefited by more convenient locations |

of savings associations. o ) th
Along with these coordinated actions increasing association options, the

}
l_
t
!
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Board is building a larger and better tailored examinations and supervision staff
to insure that mistakes by a few will not diminish the benefits important to so
many.

The other half of the Board’s plan for what it can do to assist the business
deals with capacity—what the business is allowed to do. This area of concern is
primarily with prospective changes in savings and loan legal empowerments.
Needless to say, this is a more difficult part of the plan.

WIDENED AUTHORITIES PROPOSED

In talking about the regulatory area, I mentioned shortened asset life and bet-
ter balance several times. It is the Board’s contention that the business’ primary
limitation is the imbalance of its balance sheets—lending long and borrowing
short. This is not much of a revelation; business leaders have been explaining
that for years, but not nearly enough has been done about it. Countercyclical ca-
pacity has been enlarged, and it has performed well. In this immediate past peri-
od, the FHLB and FHLMC produced nearly $8 billion in new advances and loan
purchases, nearly twice the level of support produced in 1969. The FHLB System
with FHLMC consolidated has assets of approximately $20 billion.

In addition to this, the FHLB System has developed two significant additional
capacities:

1. The use of long forward standby commitments for advances, in addition to
FHLMC’s forward commitments for loan purchases. The use of this procedure in
the last 45 days alone has stimulated enough activity to provide 60,000 units that
might not otherwise have been built. Sixty thousand houses are the equivalent of
a city the size of 200,000 people.

2. A second new approach, just being introduced by FHLBs, is the special se-
ries program. This is a device to make an association’s liquidity productive for
housing. FHLBs can now offer savings associations a market rate, turn around
and resell the money as an advance. This business has today approximately $16
billion in liquid funds, and this special series program Wl.ll make part of it hous-
ing productive and will give the FHLBs stabilizing capacity.

Certainly the Board is pleased that the Bank System could produce such a tre-
mendous level of support and innovate these new stabilizing methods, but that
begs the point. The point is that the business should not be subjected to such un-
stable periods in the first place. Further, it is unhealthy to place excessive reli-
ance on federal support systems or anything else short of pure competitive busi-
ness potential.

The Board believes it can make the changes needed to allow this business to
operate in a purely competitive environment, without losing sight of its special-
ized nature. Fundamental to the Board’s objective is the continued specialization
of the savings and loan business as housing and family oriented institutions.
There is no progress in returning to a type of uniform financial institution struc-
ture which existed before 1933 and failed.

FAMILY FINANCE CENTERS NEEDED

The vehicle which would allow the attainment of this objective is a concept
long held by the business—the family finance center. The President has advanced
a set of proposals dealing with the financial institutions structure. Much in the
Proposals is good—they move in the direction of this fong-coveted family finan-
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cial center concept.

These proposals would provide for consumer lending, elimination of the limit-
ing percentage-of-assets categories for mortgage loans and unsecured loans to
builders. Additionally, they provide access to the payments system.

The business, by and large, has expressed no great interest in checking ac-
counts, but most leaders realize that with the coming of electronic funds trans-
fers, access to this system is critical. Associations may never enter paper check
processing, but the function it now performs is critical to the business’ ability to
continue to attract funds. It is a critical part of the family finance center opera-
tion. These factors all move savings associations in the direction of creating the
better balance between assets and liabilities which is basic to operating in a com-
petitive environment.

As long as savings and loan associations remain home mortgage specialists,
however, the majority of their assets will continue to be longer maturities. This
means that additional capabilities must be added to better match asset term.
There are a number of ways to approach this problem. One is to make available
long-term funds via Federal Home Loan Banks. Another is to make it possible
for associations to sell mortgage-supported instruments which would find great
attraction in the capital markets. The FHLMC is working with Treasury and the
Internal Revenue Service to produce a means to do this. Yet another way would
be for associations to pool mortgages and use them to support long-term bonds,
using both their own credit and, as well, perhaps, the credit of large support
sources such as insurance companies. Lastly, a variable mortgage rate should be
available which works well and is also acceptable in the capital market, so that
such mortgages are salable in a secondary market.

The Board does not want any one of these approaches, but rather it wants
them all. It believes that all are well within the realm of the possible.

The Board proposes, and plans to help procure for associations, the ability to
shorten assets, increase funds sources and lengthen liability maturities. When
the business has this capacity, it will be able to operate as a specialist in a com-
petitive environment.

l?utting the two parts of the Board’s plan together—regulatory posture {md
business capacity—will hopefully make possible the accomplishment of the objec-
}wesil of stabilizing housing credit and maximizing convenient financial service to

amilies.

. These ideas and approaches are ambitious. A look at the Board’s responsibili-
ties, as established by Congress, emphasizes that the Board can best meet these
responsibilities by taking positive and aggressive positions, and that is its tack.

The months and years ahead will not be easy. The promise they hold, how-
ever, is within the reach of the savings and loan business.
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HOUSING POLICIES FOR THE ’70s
by the HON. JAMES T. LYNN, Secretary

Department of Housing and Urban Development

Washington, D.C.

| want to talk to you today about the spirit behind a whole range of initiatives
launched in this administration, directed at different and disparate aspects of the
nation’s life—economic, political and social—but united by a common philoso-
phy. In business, as in government, policy-makers and administrators often im-
merse themselves so deeply in program requirements, procedural regulations and
account books that they tend to forget what the activity is all about. Central to
the success of any important new venture is some understanding of the philoso-
phy behind it. People need to know the reasons for what they are supposed to do,
the why as well as the what and how.

Members of the business and professional community have reacted promptly
to the substance of individual proposals advanced by the administration but have
been slow, on the whole, to respond to the spirit motivating them. Those of us
who work daily with these matters value the expert feedback provided, for exam-
ple, by savings and loan association spokesmen to federal housing proposals. In
analyzing the ramifications of particular policy changes, however, it is easy to
sacrifice the long-range perspective for a narrow focus on immediate effects. I
am here today to share my view of this new spirit, how'it will affect the housing
industry, what it can do for savings associations, for their public and for the eco-
nomic and social well-being of the country.

The heart of the President’s policies is really an old idea rejuvenated. Call it
free enterprise or individual initiative, call it the ‘“‘new federalism”; its purpose is
the same: to liberate all levels of government, society and the economy as much
as possible from rigid, restrictive federal regulations. In terms of housing, this
translates into goals that are compatible with those of associations. Basically, my
job is to see that housing is built and communities rationally developed. All the
policies of the Department of Housing and Urban Development aim to provide a
gramework where these essential activities can progress unimpeded by ‘“big

rother.”

The department wants market forces to be able to operate as freely as possi-
ble. It wants people to be able to decide where they will live. It wants consumers
to be able to choose from the widest range of investment, buying and borrowing

options. It wants financial institutions to be able to compete vigorously and fairly
for available resources.
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: 3 : irs, a stable and ample supply of pousing
cregi‘t’ ;c ::ledthl: szgg{ys;??nzﬁzg?insﬁwﬁons should exist among which bg-
ers, sellers and builders can shop for money, no longer totally dependent l‘?n :
cyclical swings of savings deposits or the changing tides of govertli‘ment ptg icy. A
climate must be fostered in which builders and developers can e';g a ﬁz::ec of
skilled workers steadily employed, like any other busmess.meg. ‘:1. that is
structure should be flexible enough to respond to changes ;n e.mslm at a.ﬂ od
America needs financial institutions with reliable sources o ;apxta. , lyer.zvel
lending instruments and sufficiently broad authority to use them imaginatively

ically. . .
am}l’ﬁ;sa%l:;t:;’aag possible worlds does not yet exist outside the dreams of HUD
Secretaries and savings and loan executives.

ADMINISTRATION ATTACKS SPECIFICS

i d of the tunnel in this, the latest
i i just now appearing at the en is, the la
in as ;gxse: i}‘l%it;th:t;g;ey situatli)g:s. Interest rates have eased off a little; savings

deposits are beginning to accumulate again in greater numbers and larger

1 i t not, however, distract busi-
. ' encoura, signs of recovery mus )
:Zg?;tsgm:nt fromg::%acking the housing industry’s problems.

i f the current tight

Offering specifi ies addressed to particular aspects O .

credit ictgr: will :em‘;se]p; The administration ha§ takep a numbt:;'dgf- exe::o

utive al::tions with which' the savings and loan;usimisi ;: if;n}(ﬂ::azdlvx; :ce Jféﬂ? to
axin i lending and accelerati .

frflllms %h?F‘;rIY.:BreB%%?::I t:;:g: 5?5 bigllion available in forward commitments

for new construction mortgages. HUD ha5~rein§tituted the taﬁdempgllzx}i;:u::;
amount of $3 billion, encouraging new construction by giving these

properties the benefit of interest charges below the going rate on a maximum

inci $33,000. s
pnn:l‘lpzlf otixese measures are designed to expand the primary and secondary

i - will succeed, however, without the co-
operati of '?2:\%:1@ ?mr:?i;ﬁﬁl::?? Ioiet:lg: ﬁiwg,i the drastic decline .in savings de-
ope;’;txiznrzcem m%snths has made thrift institutions wary of mal.cmg man{ ng:
?::g-term commitments, but the drop in yields for other kmﬂ(is ott; u:('lestsr;u:;e ; .
beginning to show up should reverse or at least moderate lsd 2 n;)t e
really no need for extreme pessimism. Besides, the .solutlon does T e oo
treating cautiously into a bastion of inertia but in 'gctgvely seeking ahead PP
policies that will obviate the need for such behavior in the years a . He avail-

There is an urgent need for more fundamental reforms to upfrtqve t rz a:saals
ability of housing credit. The President has sent a group of legis a wellpimprove-
to Capitol Hill, which are essentially short-range but vital to fthe’ oyerati P o
ment of housing credit. With the consent of Congress, the admmlstra on will:

1. Increase the permissible mortgage amount and adjust the loan-to-equity ra-
tio for FHA-insured loans. .

2. Authorize home buyers to pay market interest rates for.FH,{&-msured and
VA-guaranteed mortgages and eliminate the charging of *‘points by mortgage
lenders. )

3. Provide for flexible interest rates, longer payment terms and higher
amounts for home improvement and mobile home loans. )

4. Authorize FHA to implement the technique of coinsurance, like VA.
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S. Permit the experimental use of more flexible finance instruments and
methods, allowing a graduated scale of mortgage payments, for example, to cor-
respond to changes in family income.

REFORM NEEDED IN PRIVATE SECTOR

However, even removing the present statutory obstacles in such areas as FHA
interest rate and mortgage amount ceilings still engages only the peripheries of
the problem. Reform in the regulation of our financial institutions is the core is-
sue. The nation’s whole financial structure is the product of an earlier era with
different conceptions about the requirements of housing credit. The hardships of
the Depression awakened America’s social conscience and pointed up the need

for a concerted government policy to counteract the deficiencies of the private fi-
nancial structure.

Overall, the housing industry and its financial allies have done a remarkable
job under the old dispensation. America would not have the standard of living it
does today without the efforts of the thrift institutions. HUD’s housing study,
though it focused by necessity on the deficiencies of the housing market, also
pointed up the substantial achievements of this sector of the economy. Indeed,
the current high demand for private housing is an index of how successful sav-
ings institutions have been in the past. Owning one’s own home is such an essen-
tial part of the American dream that most of those war babies, married and set-
tled down with their 2.4 children, are competing for the available mortgage money.

Unfortunately, when demand is high and money is tight, the old system
breaks down. For every seven years of plenty, housing credit now seems to expe-
rience seven lean years—and the ratio may even shift against the business if the
system is not reformed. In the old days, savings depositors had only limited
choices, or at least were generally unaware of other options. Older citizens in
particular saved money not to make money but to keep what they had secure.
Today’s depositor is a far more sophisticated breed. Savings associations them-
selves have contributed to his education by vigorously promoting interest rate dif-
ferentials and seeking out time deposits. Naturally, the other side of the coin will
show up when the yield on other potential investments tops that of savings.

This is the reason the federal government aims eventually to remove the inter-
est ceilings on time and savings deposits.

After a generation of increasingly close direction, the government has come to
the realization that the public interest is generally better served by the free play
of competitive forces than by the imposition of rigid rules.

Some people would have us believe that the situation calls for more, not less,
government regulation. The home builders, for instance, have suggested ration-
ing credit. It is hard to believe that they teally want such a regime with all that it
implies. Cut back on consumer credit? How could one decide whether a family
really needs a new home or new appliances? And who would make the decision?
It would be bad for the consumer, bad for the economy, bad for savings and loan
associations. Well then, how about cutting back on business borrowing for capi-
tal improvements? In some ways, this is even more frightening. Jobs—more jobs
and better jobs—are the generators of those monthly home mortgage payments;
and if my four years at the Department of Commerce taught me anything it was
that in the competitive world of today and tomorrow those jobs are crucially de-
pendent on new plants and equipment utilizing the latest and best technology.
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Cutting off the flow of credit for such purposes most surely shrinks the effective
demand for better housing.

I am aware that the savings and loan business has recommended another so-
lution involving a tax credit for savings deposits. In general, however, I think it
can be agreed that people—and institutions—respond better to the carrot than
the stick. It is not just that positive incentives are more pleasant than negative
ones; they also work more efficiently. As a social and economic Fatalyst, induce-
ment beats coercion every time. If, with the best possible intentions, the federal
government tries to dictate the terms on which it wants progress to advance,
progress often obstinately refuses to budge.

Take interest rate ceilings, for example, the govemment:s prima}'y tool for
keeping mortgage costs down. Government restrictions notwithstanding, savers
will manage to find higher yield investments, and lenders will find ways to charge
higher prices when ‘money is costly. Distortions in the shape of the ﬁnancflal
structure and inequities in the distribution of financial gains are the only lzfstmg
results of artificial restrictions on credit flows. If, in order to keep the price of
mortgages low, some savers turn to other investments and deprive those who re-
main of a fair return on their investment, a socially significant goal may have
been served for those who managed to get the limited mortgage money aval.lable.
But what has been done for all the rest, who cannot find mortgage ﬁnancmg at
any price? And what has been accomplished by depriving depositors of earnings
commensurate with the market?

Completely apart from questions of efficiency and equitability, thrift institu-
tions will find themselves increasingly unable to attract the steady volume of dg-
posits they could once command. As the events of the past decade haxje' shown,
the voice of the consumer, once heard in the land, is difficult to still. Thls healthy
incentive to competition could not be eliminated, even if it were des;rable to do
s0. People are simply too cost-conscious and investment-wise these days to be
content with less than ‘a competitive return on their money.

EXTERNAL STIMULATION GOOD

Nor is this really a bad thing. After they reach a certain age, institutions (like
people) get set in their ways. Sometimes it takes irresistible external pressure to
jolt them’ from the old, comfortable ways. Savings and loan associations as.wal
as commercial banks have grown accustomed to conducting their business within
the protective eustody of the federal government. Dependency, with its .attendant
restrictions, is so familiar it no longer chafes. Indeed, some may find it hard to
imagine the kind of free and open financial structure envisioned by the govern-
ment—or hard to contemplate it with equanimity. Actually the proposed reforms
offer far more opportunities than ‘they threaten risks, and should substantially
strengthen both the institutions and the markets they serve. If approved by Con-
gress, such reforms will effect the following changes:

1. Interest ceilings in time and savings deposits will be removed over a five-
and-one-half year period.

2. Expanded deposit services for consumers by federally chartered thrift insti-
tutions and banks will be allowed. .
3. Investment and lending alternatives will be expanded.

4. The tax structure of banks and thrift institutions will undergo substantial
modification.
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S. Federal charters will be permitted for stock savings and loans and mutual
savings banks.

6. Credit unions will enjoy free access to funds.

7. FHA and VA interest ceilings will be removed entirely.

Of those seven changes, the savings and loan business will be principally af-
fected by, and probably has the most reservations about, the first four. They will
alter relationships with customers as well as competitors. They will require a
newly aggressive outlook on the part of thrift institutions. But along with the in-
creased competition, they promise greater income potential. .

By diversifying assets, and broadening deposit services, associations will be
able to augment their reserves and raise the return on investments. Far from en-
dangering the supply of mortgage credit, branching out into consumer loans,
conducting credit card operations and offering checking account-type services
among other things, should expand total reserves and provide a more stable base
for mortgage lending. Thus even if the percentage of an overall portfolio invested
in residential housing declines, the total volume should rise sufficiently to offset
any reduction in absolute terms. Thrift institutions will still specialize in housing
finance, probably routinely qualifying for the full mortgage income tax credit,
but they will do so in a less rigid, more liquid manner than in the past.

EXPANDED CREDIT GOOD FOR BUSINESS

Changes in the tax structure, eliminating the present tax treatment of thrift
institutions’ bad debt reserves and substituting an income tax credit available to
all investors holding a certain percentage of their’ portfolio§ in residential mort-
gages, will also expand housing credit. While this reform will entail keener com-
petition with commercial banks and other sources of money within the tradition-
ally exclusive field of real estate finance, it will also stabilize mortgage flows.
This incidentally will enhance the efficiency and reliability of the builders and
sponsors who rank among the most important clients of savings associations. If
they prosper, associations do, too: a strong housing industry insures a steady de-
mand for mortgage credit.

Combined with the middle-income housing proposals sketched earlier and
with federal guarantees of private mortgage insurance, these measures should lay
a firm foundation for the kind of ideal housing climate I described in the begin-
ning. The administration cannot realize these objectives alone, however. It is
counting on the past record of community service and invaluable store of exper-
tise thrift institutions have to provide the wholehearted cooperation needed.

It will not be easy. The greatest single fear—and the hardest to fight—is fear
of the unknown. Unsatisfactory as the present alternation of feast and famine
may be, it does not require associations to take their chances in an open market,
but the world changes and institutions must change with it to survive and pros-
per. Everyone is familiar with what happens to those who fail to adapt. The
northeastern railroads are a very good example of “‘buggy whip” mentality.

It will take considerable courage and vision on the part of associations to
trade privilege and protection for the as-yet'-uqfulﬁlled promise of greater re-
wards, but they will not regret it. Thrift institutions have been the backbone of
America’s housing credit. There is now the opportunity to add new flesh, muscle
and life to their efforts—for their own advantage, for the benefit of communities,
and for the economic and social health of the nation.



THE VOLUNTARY WARRANTY HOUSING PROGRAM
by GEORGE C. MARTIN, President
National Association of Home Builders

Washington, D. C.

Dick Gilbert and 1 surely picked a year for the presidency of our respective trade
associations. The National Association of Home Builders finished last year with
housing production of 2.4 million units, a new housing center in Washington be-
ing built and.production at an all-time high; then I took office.

Since January, interest rates have reached a 200-year high in this country.
There will be another record before the year is out. During previous housing dips
housing starts had dropped 35% to 40% within a short period—from five to 10
months, During a 60-day period this year building permits went down 30%.
When the October figures are in, the most precipitous decline of housing starts
in the history of this country will have taken place. At least three major federal
programs to aid low and moderate-income families have been eliminated.

But the entire year was not a failure. I decidgd early in the year to set up a
voluntary home warranty program. This decision was made after a trip to
Europe, where such a program is in effect. Ten-year warrant1e§ are 1§sued for
new homes. The builder is responsible for the first two years, while an insurance
company insures the structural integrity of the house for the next .elght years. I
decided that the eideavor was worthwhile enough to try to accomplish durmg my
year as president of NAHB. It was not simple to persuade the 72,000 builder
members of NAHB that they ought to police themselves, issue 10-year warran-
ties, form an insurance company if necessary or at least capitalize a corporation
to insure themselves. At this point, the corporation has been authorized by the
board of directors and formed. ,

Basically the program is this. A builder, at the time he starts a house, will
guarantee to have the house covered under procedures which would assure a war-
ranty on the house. He would guarantee normal maintenance callbacks for one
year as he does now. The basic structure of the house would be guaranteed
against major losses to the consumer for two years; the heating, cooling, plumb-
ing and electrical systems would be guaranteed for two years exclusive of other
warranties. Finally, the inisurance company would guarantee the structural integ-

rity for the last eight years. Insurance would also provide protection against the
bankruptcy of builders or their inability to meet obligations the first two years.

The design of the program came directly from the National House Builders
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Registration Council in London, then in the eighth year of its 10- arran
The program would not have been workable v%ithogt the advice gg‘:rh;r peoge
am’.lf t.l;e actgarial data available from them. Also, the FHA and VA gave us data
on failures due to structural defects in house: i

o o o e ouses that they insured, covering the sec-

It is a voluntary program. Local associations around the coun
bg chartered. Each will then be granted a Home Warranty Countgl, xcl;:asrtt:: l:u:g
will b‘e able to issue insurance. NAHB will set up procedures for standards of in-
spec.tlon. In addition, arbitration procedures will be set up with the American
Arl?ltr§tion Association for handling disputes between builders and customers.
This will create a method by which a purchaser can be assured that he is buying
a good house and that the builder will perform as agreed.

NAHB is hopeful that by January 1974 the first builders will have started or at
leas_t begn assured that they can get warranty insurance on their houses. Organi-
zations in 15 areas in the country have already asked to be chartered. If this pro-
gram has the success here that it has had in England, 99% of the houses built
for sale would be covered. I am not ‘“‘cockeyed”, I hope, but I am optimistic.

‘Secretary Lynn of the Department of Housing and Urban Development has
pointed out what the administration’s objectives are and detailed its housing pro-
posals.. For whatever reason, in the first 10 months of this year, housing starts
have dipped from an annual rate of 2.4 million units in January, to a September
rate of 1.76 million units—a drop of about 30%. Building permits, which pre-
cede starts, have dropped 32% in a period of 60 days. That building permit drop
presages what will happen to starts in the last quarter of 1973. Sales of the units
that are already available dropped 31% in the month of September.

This, 1 feel, is symptomatic of the public’s unwillingness to pay 9% or 9% %
or an FHA rate of 82 % plus %2 of 1% plus 2 points to avail themselves of shel-
ter in this country. This has happened in a country where interest rates until
1968 were 6% or below. The free marketplace concept of letting the interest rate
seelg its own level is not new to this country. We had it in the *20s and tried it
again during the late *50s.

The cost of housing during the last 10 years has gone up 70%—before 1973.
During the same decade wages went up 82%. On the surface, people have great-
er ability to buy housing now than they did 10 years ago. Real estate taxes, how-
ever, have gone up 124%. The debt service on housing has risen 109%. Other
monthly payments such as state income tax and consumer credit are up 193%.
Thus people’s ability to buy and their ability to pay have been eroded.

_ I am frequently asked why builders must rely so heavily on government subsi-
dies in order to produce housing now. The answer is simple. During the 50s the
market interest rate was 4%, and it stayed there until the 1960s. During the ’60s
it rose to §%. It was not until late 1967 that the rate rose from 5% % to 6% for
the first time. The FHA Sections 235 and 236 programs that produced a tremen-
dous amount of housing in this country were overly complicated. They tried to
?lace the entire population in an equally competitive stance with regard to hous-
ing. The 235 and 236 programs subsidized interest rates, and criticism directed
at them should be aimed at their efficiency rather than blamed on the builders.
The problems had nothing to do with construction quality. Any errors that oc-
curred were administrative flaws, not defects in the concept.

In September the savings and loan business made an effort to patrol the Hill
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and talk to senators and congressmen about the absolutely absurd move made by
the Federal Reserve Board on July 5. The Fed implemented part of the Hunt
Commission recommendations by administrative edict and set off the wildest rate
wars this country has ever had.

The savings business was having the second best year in its history, with in-
flows of money every month until June. In June the commercial banks had an
outflow of half a billion dollars, bringing on a liquidity problem. The Fed’s ac-
tion was without doubt an attempt to bail out the commercial banks. It took a
few weeks for the construction industry and the savings business to organize and
arrive in Washington to convince Congress that the Fed’s action was in error.
Congress then hurriedly passed a law directing the federal agencies to limit inter-
est rates and amounts.

There were not enough specifics in that law. In my judgment, the latest action
by the Federal Reserve Board and the other government agencies that were in-
volved—the imposition of rate ceilings—creates not a wild card, but what I call
the joker. The new rate ceilings are a travesty on Congress and a travesty on all
people both in the thrift business and in the housing industry who worked so
hard to have reasonable legislation passed.

Last week, when I pulled out all the full page ads advertising for funds in the
New York Times 1 had nothing left but the front page and one page of the sports
section. These were all full page ads by mutual savings banks. How, I ask, can a
society continue to function when advertisements promise a moneyback guaran-
tee at investment opportunity rates? Recent annualized rates being charged to
the construction industry for loans average about 11%. Savings associations can-
not afford to pay these new rates for government-guaranteed funds. The business
has never had to give more than 4% or 5% for something that was guaranteed.

What will this do to our country from the standpoint of an inflationary spiral?
Every corporation in the country, to meet this kind of return on borrowed mon-
ey, must make at least 16% profit before taxes. That is where the risk is. There
is mo assurance that money invested in these corporations will be returned.
America is about to have the wildest inflationary spiral that it has ever had.

Ancther inflationary recession is around the corner because the nation cannot
exist on this kind of a paying binge. The wildest snare and delusion of all is that
the regulation which’ came from the Federal Reserve Board proclaimed that for
the first time the consumer, the saver, was getting a break. The consumer saver
will receive high interest rates, just like those big investors who have $100,000
CDs. Let us examine the effects of these interest rates on that little saver.

The average saver in a thrift institution has about $3,200 in his account.
When the interest rate goes up 1%, the average saver gets $32 more that year;
but when his son goes to buy a house, for that 1% increase he pays an additional
$6,000 over the life of the loan. If he is fortunate, Mr. Saver receives 2% more,
and his son pays $12,000 more over the life of the loan; for his automobile loan
he pays $376 more, ad infinitum. It is this simple. The average American only
saves 6% of his income and spends 94%. For the benefit of higher interest rates
on 6% saved, the consumer pays increasingly higher interest rates on 94% spent.

Most associations are already committed to high interest rates, in some cases
for four years. As long as these four-to-seven-year certificates continue, the day
in which interest rates can return to some degree of sanity will be further off.

I adjure you, I implore you to go back to your local communities and talk to
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business leaders, bankers, commercial bankers and builders. Try to reason to-
gether fo get some sense of sanity back into the interest rate structure. The con-
cept of a free marketplace and of an unrestricted, unregulated interest rate is
like saying, ‘‘Let’s do away with all the speed signs on the freeway.” This is one
item we cannot live with in a permissive society.

In England and Ireland 11% interest rates and 60-year mortgages are now be-
ing advertised. When payments are spread out over 60 years, people do not own
their housing, but rather the association is leasing it to them. Also, for as much
money as must be tied up in four-year certificates at high interest rates, associa-
tions will be impelled to ask for new ways to put out money at higher rates be-
cause home buyers cannot afford it. It is not a question of their being willing to
pay 8% or 10%. They simply cannot afford it. In January of 1973 the interest
rates were 7%. Only 38% of the people in this country can afford, at today’s sal-
aries, the houses that are being built today.

Without some sanity, an interest rate drop or a federal philosophy of no pro-
duction, the United States will attempt to solve its housing problems as no other
nation in the world is now solving them. Anyone who cannot afford a house will
be given a housing allowance. The charge was made earlier in the year that the
nation could not afford the money spent to provide 2.5 million housing units for
low income families. Although the program was well on its way to meeting the
goal of 6 million units for low-income families, the program was cut off with the
charge that it would cost money. It may cost as much as $80 billion dollars over a
period of 40 years—3$2 billion a year. Two billion dollars per year is less than 1%
of our federal budget. The program that has been suggested will cost us $11 mil-
lion per year, because it has been set up to take care of everyone in that price
range. What good will come of handing somebody in the Delta region of Missis-
sippi an $80 check, and telling him to go out and find hoqs‘ing? What will a resi-
dent of the Bedford Stuyvesant area, Harlem, or rural Maine do with a check for
$100 in his pocket, looking for housing?

The housing demands of this nation for the next 10 years call annually for 2.2
million units of construction, 600,000 units of mobile homes plus some rehabili-
tation. By comparison, during the *40s and *50s, the biggest 10-year period ever,
the construction industry built 1.5 million units per year for that 10 years. That
was 15 million units. During the ’60s, 14.5 million units were built. During the
’70s, the nation needs 2.2 million units each year. The building industry cannot
produce that housing for the American people by producing only 1.7 million
units in 1974 and 2.7 million units in 1976, an election year.

Some stability of production must emerge. Builders, suppliers, subcontractors
and plumbers cannot continue to go out of business every other year. The new
booklet, Housing in the '70s, states that the building industry has proved that it
is very flexible. It can come in and out of the market to meet housing production
demands in various years when money is available, but the firms that go are not
the ones which come back in.

The thrift business and the housing industry must work together to assure
that there will be money available at reasonable rates for a stable housing pro-
duction of 2.2 million units for the next 10 years in this country. I pledge myself
to work with you for those goals. I hope that you will go back into your own com-
munities to work toward them. If we address ourselves to the problem, I believe
that together we can solve it.
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YAN ROSS: What I will not do this morning is to review for one more time ei-
ther the Hunt Commission proposals or the proposals of the Domestic Finance
Subcommittee of the House Banking and Currency Committee. The administra-
tion’s package has been reviewed most impressively several times during the
week, and I do not believe that I'can do much to improve upon what you have al-
ready been told about the substantive nature of these proposals. What I should
like to do is to interpret what I have heard and learned and to characterize my
five-year view as being one of guardedfoptll:mt::tli. e st s the last five
is wi ly be a time of subs al changes A 5
yea’{sh;.sa:;ﬂ :,:el;d:?:::r:hed period. A 'look_back may be helpful in looking for-
ward. Not too far back was the 1966-67 credit crunch, followed by the 1970 cred-
it crunch. I am not suggesting that there will be a 1976 .credlt grunch, or a 1979
credit crunch, by the way. During the past ﬁve-ygar period savings and loan ag-
gregates have continued to grow. In 1966 R.egulatlon Q was offered as a solu.tlon
to the problems of the business in attracting money. The differential provided
seemed to work quite well over a period of time.

In 1968 the Housing Act was passed with its commitment for 26 million new
units of housing during a 10-year period. Thl_s commitment included financing
those homes and added great impetus to a business which by its very nature, that
of borrowing short and lending long, needs.assmtgnce and support. fl:hg answer
in 1970 was the Emergency Housing Act which relied largely upon enticing mon-
ey into the housing finance area through secondary mortgage marketing.

The proposed 1973 Emergency Housing Act would include raising FHA ceil-
ings for insured mortgages as well as the ceilings on the amounts of mortgages
which FNMA and FHLMC could purchase. There would be greater flexibility
achieved by loosening the restrictions on associations’ Class I loans over $45,000.
There would be some purely institutional changes as pointed out by Congress-
man St Germain to increase deposit insurance to 100% for public units and to
cover $50,000 for individual accounts.

Whether any of the suggested tax changes are incentives for financial institu-
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tions or individual savers, they are outside the jurisdiction of the banking com-
mittees. A difficulty in committee coordination could very well impede any sort
of reform and serve to maintain the institutional status quo. This is to say that I
do not think that either banking committee, House or Senate, would be willing
to legislate to standardize financial institutions with the hope or expectation that
tax provisions would be enacted later to encourage investment in housing.

Likewise, I doubt very much that the Ways and Means Committee on the
House side or the Finance Committee on the Senate side would enact tax changes
applying to financial institutions which do not yet exist.

GUARDED OPTIMISM FOR FUTURE

As Dick Gilbert pointed out, the future means change. Great forces are
brought to bear from all quarters to solve the chronic problems of housing and
home finance and the interrelationships of financial institutions—forces which
pull in many different directions.

One common theme is the dilemma we face between competition and protec-
tion. Savings and loan associations, as well as everyone else, live by the rule of
survival, that is—adapt or perish.

There are certain more stable aspects on which you can rely. Although the
past five years have seen a commitment to a provision for housing, perhaps it is
something of a sacred cow. If so, that cow has suffered indigestion in recent
months. I recognize that the proposals sent to Congress have not been satisfacto-
ry to you or others in housing and home finance, but I believe that the next five
years will witness neither the death of the housing cow nor the demise of those re-
sponsible for keeping that cow nourished. I believe that savings associations will
be preserved for performing this and other functions—that you will survive.

There are certain attitudes in three important and relevant areas which assure
this survival—that of the regulators, the legislators and those in your own busi-
ness. With regard to the regulators, the Federal Home Loan Bank Board has
been working overtime to preserve and protect the business. The Board posture
on the cyclical problems and structural weaknesses is to consider the savings and
loan association as a family financial center. Expansion of services to households,
such as demand deposit accounts, would make savings associations competitive
in drawing funds.

In addition, they might have authority to issue mortgage-backed bonds to
supplement present secondary market operations. Harris Friedman mentioned
also the possibility of a mini-Fed-funds arrangement to be based upon the re-
serves which are held by the Home Loan Bank System.

Further flexibility on both asset and liability sides of savings and loan opera-
tions is also possible. With a strengthening of institutions and an increase in
their ability to attract funds with setvices, the temporary interest rate controls of
1966 could well be removed by 1978. Regulation Q has been recognized as being
a liability as well as an asset restricting inflows as well as holding down costs.

On the other side, variable interest mortgage rates may win support as a way
of loosening the squeeze of short borrowing and long lending. The rachet ¢effects
of the present 7%2%, four-year certificates of deposit will be felt for at least four
years with no way of lowering mortgage rates when the money has been brought
in at that high price.

While the legislature is dedicated to the same ultimate goals as yours, any in-
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novations proposed by the administration, by agencies or by the business will not
be undertaken lightly. This does not mean, however, that actions taken else-
where will go unchallenged because of any congressional disposition to act only
where comprehensive solutions can be made. Legislative action can be looked for
in two time frames: the relatively immediate to meet the present acute squeeze,
and the long range to strengthen thrift institution structures.

This preservation and strengthening will be dependent in no small way upon
the business itself. Savings associations and their representatives have the will to
compete and survive. If my impression of this convention’s attitude and of the
testimony before the Banking and Currency Committee is correct, savings and
loan associations do not wish to become banks. You do not want to compete ef-
fectively for those dollars in the market place and to put them to work in home
finance.

ORDERING OF PRIORITIES NECESSARY

It is not a question of “‘good guys versus bad guys” but an ordering of priori-
ties to reach mutually agreed upon or mutually desired economic ends. You have
taken an active interest in providing those services necessary to the maintenance
of home financing activities, for example, by providing family banking services.
You have considered the dual consumer nature of your depositors and your bor-
rowers. You have certainly shown a forward-looking attitude toward efficiency
and economy, even where capital expenditures have been necessary and the de-
velopment of sophistication, such as in the provision for electronic funds trans-
fers. You have been responsive to suggested innovations in structure through
ownership or conversion, and with regard to your relationships with other finan-
cial institutions in general. To mention one particularly important attribute, you
have proved yourselves on the legislative field of battle.

What will savings and loan associations be doing in 1978? You will be borrow-
ing short and lending long—and rolling over wild cards. You will be taking in
more deposits in more types of accounts as well as providing more convenient
means of withdrawal and transfer. If you are not on a fully electronic basis, you
will be well on the way to a fully integrated system with that of the commercial
banking community. Money is a fungible commodity and has to be treated as
such, whatever the EFT system looks like by the time it gets instituted. I cannot
believe you will be left out of it. You will be providing broader, better loan ser-
vices to your customers.

It is the vitality ‘of the savings and loan business as associations and as indi-
viduals that leads me to these conclusions. Without question, it is a rough time
right now. That is the reason my optimism is guarded. You have survived the
struggle before and I know you will again.

I wi}l not presume to speak for the 40 members of the Banking and Currency
Committee, or for even a majority of them, but I know they are not going to let
you go down ‘the drain. With your efforts and with those of the regulators and
legislators, you will be here and you will be stronger than ever.

] CHARLS E. WALKER: I wish the subject were ‘“What the Business Would Be
in 27 Year§” so I could talk with much more certainty—knowing you would not
remember in the year 2000 what I had said here today. In fact, I would feel a lit-
tle more certain talking about the savings and loan business in 27 weeks because
I think you are coming out of the ‘‘disintermediation woods’’ where you have
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been in 1973. But five years is my subject.

It seems to me that the savings business has three alternatives. Which alterna-
tive you take depends basically upon your assumptions. Alternative number one
would be a return to what might be referred to as your “golden days,” those that
existed between World War II and 196S.

COLDEN DAYS ARE GONE

To do that, you would have to make at least four rather heroic assumptions.
As 1 state these assumptions, I am sure you will all agree that they are somewhat
on the ludicrous side. You have to assume, first of all, that the new generation of
aggressive, competitive-minded commercial bankers that came down the pike in
the *SOs and ’60s will drop dead. You may wish it but don’t you believe it.

Second, you would have to assume that the regulatory climate in Washington
is going to become very ‘‘pro-savings and loan” and very ‘‘anti-commercial
bank,” particularly with respect to administration of Regulation Q. Maybe you
wish it, but don’t you believe it.

Assumption number three for a return of the “‘golden days” would have to be
that stabilization policy—overall monetary, fiscal and government policy in gen-
eral—will have to be so perfect and so good that we will be able to avoid the ex-
tremes of tight money and disintermediation that have clobbered the business
three times in less than a decade. Moreover, you had better think through last
summer very carefully as to cause and effect between the wild cards, high short-
term interest rates, and the overheated economy. The basic factor again for the
third time since 1966 is an economy that tended to outrun itself—bolstered by
strong inflationary expectations—and interest rates reflecting that situation.

Finally, to return to the Golden Days, I think you would have to assume that
the interest rate yield curve would return to the positive slope that we all grew up
with. In other words, short-term rates would be low, and long-term rates would
be high. This would mean that commercial bank earnings, which are geared
more to the short-term sector, would tend to be lower, relatively speaking, and
that your earnings would tend to be higher. Thus, you would be able—as from
World War 1I on into the 1960s—to compete very easily, not only with commer-

cial banks but also with the open market, in that you would not have to worry so
much about disintermediation. That is another very heroic assumption. I think
that we are going to have a full employment policy, that we are going to see inter-
est rate structures that are as often negative as they are positive, or at the least,
short-term rates not far from long-term rates.

I have given you four heroic assumptions necessary for a return to the old
days. If they come true—then, as all fairy tales end, “you will live happily ever
after.” Don’t you believe it. As Thomas Wolfe said, ““You can’t go home again.”

What about the business’ second alternative? Alternative number two is to re-
lax and let nature take its course. Let the U. S. League’s highly capable Wash-
ington relations effort—members and staff—continue to take care of you. In oth-
er words, applying this approach to the President’s adaptation of the Hunt Com-
mission proposals, try through the legislative and regulatory process to take the
“goodies” without the “baddies.”

Again, I caution you not to believe this route to be feasible for at least three
reasons. First, there will be difficulties in getting the annual or biennial omnibus
housing legislation which has been so important to your business in the past. Sec-
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ond, the opposition with respect to letting you have the “goodies’” without the
“baddies” is much better organized now than it was in the past. Third, the con-
sumer, when it comes to savings rates, is no longer the forgotten man in Wash-
ington. Quite the contrary, if you can tell a story in terms of consumer benefit,
you are off to a fast start on the Washington scene.

MANAGE CHANGE YOURSELVES

So I would hope that the savings and loan business would.go to the third al-
ternative. Alternative number three is not so much where you want to be, or
where you want to end up. Alternative number three has to do with how you get
there. The real question is: Are you going to manage change, or are you going to
let change manage you? What your institutions need to be in five years are not
second-class commercial banks, but full, first-class, one-stop family financial
centers. What you need to get there is not necessarily demand accounts, but a
third-party payment transfer mechanism—a NOW account mechanism—or
something similar. You need credit cards—those little plastic widgets that are
going to be so vitally important for transfers of funds and credit transactions in
the future. Associations need a pretty broad range of consumer lending powers.
You need to provide trust services for individuals. You need a full range of con-
sumer savings powers, including some opportunity to offer hedge instruments
against inflation if able to do so. You need access to electronic funds transfer sys-
tems very badly. You need plenty of branches. You need the management savvy
for this mode of operation, and I think you have it.

Most important of all, you need legislation.

You can get the legislation, it seems to me, by one of two routes: Over a long
period of time by working with 50 state legislatures, or in a short period of time
through the United States Congress. But if you get it through ansress, you are
going to have to work out a strategy that involves some compromise—some plus-
ses and some minusses—in order to end up with a truly first-class one-stop fami-
ly financial service five years from now.

This is the direction that 1 am convinced that economic and technological
forces are moving the entire depository financial business. Whether you will con-
tinue to stay in the sun—or whether you will be the lamb that is not only shorn
but that plays a diminishing role in the family financial picture depends on you.

Either you can marage change or you can let change manage you.,

GORDON LUCE:. I entered the savings and loan business in 1955. You re-
‘member those days of Sputnik I, Elvis, cruisin’ down main street, From Here to
Eternity, and a 5% interest rate.

You could say we’ve matured since then. Certainly we’re more sophisticated.
I'm sure you’ll agree that, although the fifties were unusual in some respects,
nothing can equal our present savings and loan era that offers a Transmatic; or a
Sallie Mae who is hung up on truth-in-lending; or a disintermediated inner city
office with free services and wild card accounts; or an interest rate of 10%!

The point is — the times have changed, the business has changed, the public
has changed. We’ve grown up and we’re on the threshold of some very important
times. Our experience and accomplishments in providing over S0% of America’s
housing; our expertise in encouraging thrift and our size of $260 billion, have
made us one of the nation’s major financial forces with the capability of provid-
ing vital services to the consumer.
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Our record shows that we can provide the best housing in the world when reg-
ulations and authorities are innovative enough to allow us the proper climate to
accomplish our tasks. History reveals the fact that our major problems occur
when our delicate financial balance is disturbed, when government takes over
our functions, or when government manipulates the financial market rates, or
when governmental action places one financial group at a disadvantage. I need
cite only one example:

We would still be providing adequate housing funds and at equitable rates to-
day if government in the form of the Federal Reserve had not intruded last July S
to increase interest rates, confuse the public, and trigger a savings outflow from
associations of massive proportions.

It would seem to me our best future lies in the field of what we do best. Many
of our customers perceive us as banks—so be it. Whether we are called banks or
become banks is not the main issue. The specialized services we provide and the
savings we accumulate qualify us to be first class financial institutions. We
should provide all of the services the average family requires or expects and yet
still be a specialist in home loans and savings accounts.

If government really believes in encouraging the American family toward
thrift and home ownership then so called reforms of the financial structure
should first liberalize association asset and liability freedom and then, if these
changes are successful, consider ceiling removals. The responsible course would
first equalize thrift institutions with the present preferred borrowing position of
competing agencies, and continue Regulation Q until enough time has been al-
lowed to restructure portfolios. )

In order to do what we do best we must broaden the scope of the business and
at the same time keep stability. I think there is a strong possibility that thrift in-
stitutions will have Regulation Q or something similar for the next 10 years.

If common sense becomes the order of the day then I can optimistically see
our business in a favorable condition in 1978.

What should be our future?

1. We must become ‘‘family financial centers.” The family bank concept
means we provide the consumer most of the services he expects from a financial
institution. In other words we should be full service.

2. We must also provide a “full house” of credit possibilities, e.g., a line of
credit should be established at the association for each customer so when he
needs additional consumer goods he can borrow easily without rewriting his real
estate loan.

3. Variable interest rates on loans and savings accounts are essential in these
coming years. Variable interest rates, when required by law, will reduce the cost
of home financing and minimize the effect of wide swings in the market. A sav-
ings account automatically should receive escalating savings interest rates when it
reaches higher plateaus. We must assure the public of this kind of service in a
dynamic society.

4. Financing low income families, one of the biggest problems facing America
today, will be one of our highest priorities. We offer the best mechanism to ac-

complish home ownership and both government and the public should recognize
this.

S. We will continue to introduce the most modern thrift services: e.g. a spe-
cial phone number and numbered messages on magnetic tape to answer the most
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frequently asked questions about financial services; sophisticated electronic
‘funds transfer systems; fully automated remote savings outlets which permit
handwriting analysis by colored television and check writing by teletype; custom-
er profiles to provide free budget analysis and to encourage the customer adop-
tion of payroll savings plans; advertising that takes a new direction toward mak-
ing our product “unique’’; and both customized saver and credit cards to im-
prove convenience and establish our own individual identity in the market place.

6. Public funds should finally receive both federal and state sanction to be in-
vested in thrift institutions.

7. Broader consumer lending powers and a relaxation of artificial loan limits
and other barriers will allow thrift institutions to perform their family full service
function. The artificial $45,000 loan limit on single family dwellings will either
be increased or only the excess amount will be counted in the commercial catego-
ry. Hopefully the limit will be eliminated entirely.

8. Insurance of savings accounts at a $50,000 level and a tax exemption on in-
terest paid on consumer savings accounts will both be utilized to stimulate con-
sumer saving in our economy.

9. Association tax status should be recognized for what it is—a stimulus to
housing. It should and must continue.

10. There certainly will be a place for the small local associations and banks
in the future. Small savings and loans will continue to thrive and provide excel-
lent service to the consumer thereby forcing the larger institutions to be on their
toes and responsive to the needs of the American public.

If some of these necessary changes are realized we may be able to reverse the
present savings and loan trend of diminishing profitability. If so, then, we can
provide the housing needs of this country.

But, whatever our future, we should tailor our business to a changing environ-
ment and the differing life styles of the American people. The public expects the
broadest of services, the ultimate in convenience, and maximum incentives for
saving. They want to be the best housed nation in the world. We can be the first
class financial institution they expect if government provides us with the encour-
agement and assistance to provide the best of financial services.

GREGOR F. MEYER: The great amount of eloquence from the podium in
thg last few days puts in question the ability of one to offer truly new thoughts.
With assurance I can venture that these remarks are original as a production
from Western Pgnnsylva‘nia—the home, incidentally, of the Pittsburgh Steelers
who have made it well known that the best offense is a good defense. Such, in-
d.e.ed, may be the appropriate strategy for our business. Intensification of compe-
tition between savings associations and commercial banks is the most certain ob-
servation one can make of that telationship in the coming five years.

To make these' remarks more meaningful, let’s explore who will be holding
what cards and how the cards are likely to be played in the coming years. A few
words need to be offered on the fantastic expansion of influence within the com-
mercial banking system as in the last 10 years with the blossoming of the holding
company system it has forged into finance companies, leasing, factoring, credit
card companies, mortgage banking firms, credit life insurance, new forms of in-
vestment management and other humerous activities.

. During this period the slumbering giants awakened with intensified market-
ing operations. Indeed, our savings business was carefully studied as the resource
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to enhance the effectiveness of consumer banking activities. Full service banking
has produced time and savings deposits 25% in excess of savings deposits of sav-
ings and loan associations. Of the funds on deposit in banks, the portion which
is free—checking account balances—has shrunk while the portion which is paid
for—time and savings deposits—has increased so the banking system has been
fully able to respond to the marked increases in the cost of funds while yet main-
taining a steady earnings growth. The savings and loan business has expanded at
favorable rates and until the current dilemma maintained satisfactory earnings
from operations.

The future prospects for adequate earnings are in doubt. The Hunt Commis-
sion report and the President’s recommendations for change in the United States’
financial system focus one’s attention in the foreseeable future. You have by now
formed definite opinions on these reports so I will not directly comment on their
details. How is the savings and loan business going to fare under these propos-
als? I am confident that the business will come out well and continue as a major
financial intermediary as it is today. There is no realism in any expectation that
Congress will materially alter or suffer the dismantling of the savings associations
of the United States. The system has produced the most remarkable and reason-
ably priced amount of consumer credit extensions found anywhere in the world.
To injure the opportunity for the system to continue to carry out its role in con-
sumer credit extension is unthinkable. Is it probable that Co_ngms would take
on the risk of uncertainty which attends the adoption of_ the principal recommen-
dations for change? There will be inevitable uneasiness in Congress as to whether
the flow of needed housing credit would be preserved.

Will the alleged trade for additional asset authority, modest consumer lending
and slightly expanded investment authority, coupled with NOW account authori-
ty and alleged improvements in federal taxation, actually result in more or less
housing credit? If the assessment is on the side of any §eﬂ0us doubts over the
maintenance of adequate levels of housing credit, the major proposals will fall. I
submit Congress will not be willing to bear the risk attendant upon material
structural alteration of a major financial intermediary such as the savings and

loan business.

CONSUMER RELATIONSHIP ALL-IMPORTANT

Let us return for a moment to the issue of who holds the cards in this matter.
The cardholders in fact are the constituents of the members of Congress. These
constituents are indeed your customers. To the extent this business maintains a
viable relationship with its customers—the consumers of the U. S. A.—then you
in the audience truly are the holders of the cards necessary to favorable decisions
in the congressional arena. Achieving the viable relationship with the consumers
is a formidable task. The recent achievement of a joint resolution in Congress
mandating a rate limitation on the four-year certificate was far more important
to me as the showing of an acceptance of the vital role of the savings and loan
business than the particular result of the achievement of rate limitations.

That exceptional result is not, however, a laurel we can rest on. As our for-
tunes are interwoven with legislative authority and taxation, it is a certainty that
the verdict rendered by consumers on our activities and setvices will be the domi-
nant factor in our future. Maintenance of good accountability with our custom-
ers will demand zealous efforts to see that all transactions are carried forth with
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the prime attention to fair play and complete understanding. Preservation of
!mrd-eamed goodwill is mandatory. Such attention to customer needs will call
into play the full utilization of authorized services. How can we expect to blossom
into the aspired-to family financial center unless we make use of all authority
p.r&sently granted? Credibility with Congress in seeking other legitimate exten-
sions of authority will be impaired without use of programs already permitted.

Meeting the competitive challenge will necessitate some restructuring of both
the asset and the liability sides of the balance sheet. To be able to respond more
eﬂ'ec.tlvely to the cyclical credit crunch conditions, market orientation must be
c:élsnually strengthened to assure preservation of responsiveness to customer
needs.

IMPROVED EARNINGS ESSENTIAL

Other future essentials to the savings business are continuing attention to im-
proved earnings with which to sustain the ability to attract capital. This should
include the extension of service corporation activities so that material earnings
would begin to derive from other than capital employment. The trend line on
consumer account rates brought on by what I refer to as permissive inflation cor-
roborates the necessity for improved earnings. The only alternative is to join with
the many others visibly shaken by the detrimental effects of persistent inflation in
seeing that the political process responds more faithfully in mandating govern-
ment action such as will abate inflation.

All the options under the technology accompanying electronic funds transfer
systems, including third-party transfers, must be employed. This leads directly to
one of the hazard areas—NOW accounts. Conceptually, there is much to com-
mend it. The fit between this business and the commercial banking business
raises the strain. Already regulators for the commercial banking system and the
bank business have made it plain that when NOW accounts surface, there will be
only one way—equality to all financial institutions in structural dimensions and
interest rate authority. I ask you to assess the real potential for the savings and
loan business to compete on these terms, keeping in mind the four-to-one office
location ratio in favor of commercial banks over savings associations and the
scope of services to the public under full service banking in the commercial bank-
ing area.

I am extremely apprehensive of the ability of this business to provide the bulk
of housing credit, should it be faced with the launching of NOW accounts on
equal parameters with commercial banks. The flow of funds into NOW accounts
at savings associations will tend to have differing material results from the flow
of funds into NOW accounts at commercial banks. Perhaps this differential
might be ameliorated through the installation at the time of establishing the par-
allel NOW account authority of the long-sought-after $750 exemption from in-
come tax in the thrift business savings accounts.

How is our place in the sun to be assured? The most powerful component will
be forvyard planning assuring a leadership role in extending association activity
where it counts. To wrap up, the ability to grapple with the intense competition
m.lpo§ed by comx.ngrclal banking can be adequately met and favorably reckoned
with if we are willing to shoulder the burden of managing our associations in
su.ch. a way as to be sure that we are wanted so that something would truly be
missing in our communities if we were not there.

THE FUTURE OF HOME FINANCING: THE ROLE
OF AMERICA’S HOME FINANCING INSTITUTIONS
by the HON. WRIGHT PATMAN, Chairman

House Banking and Currency Committee

Texarkana, Tex.

Today, there are many in Washington who seem unconcerned about housing
problems, particularly as they relate to low and moderate income families. This
has been the year of the freeze, the impoundment and the veto, and it is quickly
becoming the year that a new depression started in the housing industry.

It is also the year that the administration trotted out its long-awaited, much-
publicized and well-thumbed recommendations to reshape the financial industry
—the dregs of the so-called Hunt Commission appointed by President Nixon.

1t is also the year that the Federal Reserve System forgot some of its reserve
and started to openly sharpen the knives for the savings and loan business. The
Federal Reserve threw in its new Regulation Q rules and created the wild card
savings certificate on July S, 1973. That day marked the beginning of a new era
in which the Federal Reserve plans to use its vast powers to narrow the differ-
ences between thrift institutions and banks to the detriment of the entire mort-
gage market.

It is also the year in which the Federal Reserve—admittedly with some timidi-
ty—started eyeing the possibility of using its regulatory powers to let bank hold-
ing companies literally take over savings and loan associations around the coun-
try. That proposal is being actively considered right now in the Federal Reserve
Board and the decision will have tremendous ramifications for this entire busi-
ness.

As if all these problems were not enough, the savings and loan business—like
the rest of the nation—is forced to operate in an economic and political climate
of great uncertainties.

Despite all of the heralded plans announced by the administration at the be-
ginning of the year, the economy has not improved and inflation is not licked.
Interest rates rose to the highest levels in history this year, and the recent easing
at the upper levels of the money markets is temporary.

There will be some fluctuations, but interest rates are going to remain high—
and, in fact, will climb through much of 1974. The Federal Reserve remains con-
fused and continues to wallow in its mistakes, mistakes in the rhanagement of
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the money supply that have fueled much of our current inflati
! 1 tion. The popular
myth too ‘Qﬁel.l repgatet.i on the financial pages that the Federal Reserve 15 apbul-
wark against inflation is hogwash. It simply has no basis in fact. In the current
isllltguatlon the Feder:L Reserve has been the engine of inflation and it is still mak-
enormous mistakes behind the locked doors of its bl
Constitution Avenue. marble palace down on

FED NEEDS.CONTROL

Events of just the past two years will illustrate the absurdity visited
country by the Federal Reserve’s wise men. From January 1972 z July 19’;).‘;], g:
money managers let the money supply expand rapidly and in fact the figures
average out to an unbelievable 8% per year expansion for this 18-month period.
When the Federal Reserve saw what it had done, it panicked and slammed on
t!le brakes. The growth in the money supply has been screwed down to an effec-
uye zero. Now imagine the Burns team panicking again and erring in the other
direction. It’s up and down the Burns roller coaster, and it is the American peo-
ple Tv;‘ho are being taken for a ride on this rickety, rusty old machine.

. ’he current mistakes are just part of a long list, much too long to r i
this forum, including three Federal Reserve recessions in the Eisenl%ower ?gfrti:
Istration and unbelievable mistakes during this period. It is not necessary
thou.gh, to look back even that far. The past seven years have seen three sizabh;.
ec;?li'llt t?rtEHChes brought on by misguided policies in the Federal Reserve and
b l())usin?si .crunches has been aimed squarely at housing and the savings and

In a democracy, where the public controls policy through its elected r
tatives, one would think there might be some limits to an zgagency’s licens:l;:;e:::r
up the economy. One would think there might be some limit to the powers of an
agency to take over the regulatory structure of financial institutions and dictate
overnight new ground rules which leave the mortgage and homebuilding indus-
tries prostrate. At least one would think that America would have the machinery
to take a look at such an agency and to determine how faithfully it was carrying
gltl:stsh; (1,?1‘;15 1;:a.ssed by'the Congress. One would think that the great American
know about £ :isr;'ggl::n :;) there at the forefront supporting the people’s right to

This is not the case, howeve i isi
» €, r. The Federal Reserve, with surprising support
g:dmntlhe fl'e:fp‘;'ess, operates total!y in secret; the Congress has only the mosf ﬁm-
be folloeanswin i etempnmg what, if any, laws the Federal Reserve System might
democraticggovzﬁ given moment. There is absolutely no machinery in this great
oy, ment to find out how this agency is spending the people’s

This i { i .

up with ltSh: :!éca:;:aanc:) a disgrace. Moreover, the failure of the Congress to stand
does nothing o enh:y ackboqe to correct this situation is a sad commentary. It
representatives will nx;:e the people’s contj'dence in their government when their
even agree to an independent audit of a federal agency

which operates on the public’ : v
over the peaple and theigqli);g: e:.money and which has such tremendous power

When 1
members t 0°;§§’;3an$¢$ 45 years ago I was warned by some of the senior
interest rates were ux"n] d °’tnhm°ney matters and to just tell my constituents that
er the Federal Reserve and Congress did not really have
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anything to do with the issue. In other words, I was being told to dodge the issue
and let the people stew about the fact that monetary questions were in a mysteri-
ous realm controlled by a mysterious agency populated by wise men who were not
to be questioned. Apparently this same kind of advice is still current on Capitol
Hill because some members seem very nervous when anyone suggests that the
Congress exercise its constitutional responsibilities in the monetary field.

Certainly this nervousness—jumpiness—has been evident ever since the Bank-
ing and Currency Committee adopted a bill last month to require the Federal Re-
serve System to submit to an audit by the General Accounting Office. It is being
treated as a hot potato that no one seems to want to pick up, and the lobbying
efforts being orchestrated by the Federal Reserve are increasing the temperature.
That potato now looks red hot to many people.

All this shows how far the propaganda can spread, particularly when one is
able to spread it with the unlimited funds of the Federal Reserve System.

AUDIT BY GAO PROPOSED

The legislation—contrary to this massive campaign of distortions—is not radi-
cal, unusual or strange in any manner. It simply says that the Federal Reserve
System, after 60 years of operation, shall be subjected to an audit by the General
Accounting Office, a watchdog agency set up by the Congress to help protect the
public. It is the same kind of audit that other government agencies undergo all
the time. This includes the very sensitive areas of the Defense Department, the
Federal Power Commission, the Agriculture Department, Health, Education and
Welfare, the Interstate Commerce Commission—every major agency in the feder-
al government. What is wrong, then, with a piece of legislation that extends this
audit to the mammoth Federal Reserve System?

There are many emotional cries that the GAO would become a ‘“Monday
morning quarterback” and second-guess everything the Federal Reserve does.
This is hogwash; pure propaganda; scare talk. The GAO has been operating
since 1921 as a watchdog for the Congress and the people, and they have never
harmed the legitimate operations of any agency or department. I do not know of
a single instance where the GAO auditors suggested, pressured, or did anything
else to cause an agency head to do anything but follow the law.

In fact, some of this Federal Reserve scare talk has been highly unfair and
damaging to the General Accounting Office. This is an agency with a high degree
of integrity, and I do not feel it is in the public interest for people to suggest,
falsely, that somehow politics would enter the picture if the GAO audited the
Federal Reserve. The GAO is nonpolitical and its comptroller, Elmer Staats,
would resign before he would allow his agency to be pressured into issuing a false
or improper report. The Federal Reserve owes the GAO and Mr. Staats an apol-
ogy for the false implications of this scare talk.

The General Accounting Office looks into sensitive areas of the government
all the time—top secret areas of the Pentagon and highly confidential materials
in various regulatory agencies. It has been able to do this with skill and discre-
tion without harming the agencies or their work. It is outlandish to suggest that
they could not handle an audit of the Federal Reserve in a like manner.

Despite this, Dr. Arthur Burns is still singing his doomsday song to anyone
who will listen, and unfortunately a great number have been listening. He stands
around the halls of the congressional office buildings wearing the saddest look
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with all the appearance of those fellows who stand on the street corners on Satur-
day night with a sign reading ‘“The world’s coming to an end tomorrow.”

It will be interesting to see just how long Doomsday Burns can keep making
people—and especially congressmen—believe the world will come to an end if the
General Accounting Office audits the Federal Reserve System.

All of this does have its comical side. The emotional tear-jerking appeals are
unbelievable. At the same time, however, the effort does have its questionable as-

pects.
FED LOBBIES FORCEFULLY

Not content with presenting his views before the committee in open session,
Dr. Burns and his people at the Federal Reserve have been trying to enlist all
kinds of support from the big business and big banking communities to block the
audit. These have been secretive behind-the-scenes efforts to mount a big tele-
phone, telegram, mail and personal contact lobbying campaign to bottle up the
legislation. These are areas of the economy most dependent on the actions of the
Federal Reserve Board and the Federal Reserve Open Market Committee. I am
not sure that this Federal Reserve-banking-business-private foundation ‘block
the audit” collusion is healthy.

Dr. Burns has personally contacted a bank lobbying organization to enlist its
aid in the campaign. He has traveled down to the Business Council meetings and
has urged the business leaders to join the efforts. The work is and has been ex-
tensive. We have even had ‘a former member of Congress, who is now a leading
banker, appear on the floor of the House of Representatives to lobby members
against the audit bill. The White House has moved into the campaign, and it has
put pressure on other departments to fight the bill. Newspapers have been con-
tacted to generate, where possible, editorial comment against the legislation.

1 do not object in any way to public appearances by anyone against the audit
bill. This is any person’s right; it is Dr. Burns’ right, but I do object to these se-
cretive campaigns and to efforts to make the lobbying appear spontaneous when
it is being orchestrated by the Federal Reserve itself. I object especially to the se-
vere distortions which have been spread in these secret sessions about the nature
and effect of the législation. These are claims which would be challenged quickly
and revealed as empty scare talk if they were made in broad daylight.

No one knows the full extent of this anti-audit lobbying, and we will never
know how much of the unaudited monies of the Federal Reserve will go into this
campaign directly and indirectly. The auditors are shut out even from exploring
this aspect of expenditures.

Of course, the Federal Reserve has unlimited funds—money they draw in in-
terest from the Treasury—interest on the $76 billion in the Federal Open Market
Committee’s portfolio in the New York Federal Reserve Bank. These are bonds
that have been paid for once, with the credit of the United States government,
yet the Federal Reserve continues to demand interest payments totalling nearly
$4 billion annually.

- Out of this slush fund,. the $4 billion in interest on paid-up bonds, the Federal
Reserve spends whatever it wants on anything anywhere without even an audit by
the General Accounting Office. It is a sad situation when this kind of thing is al-
lowed to go on openly, and no one does anything about it.

For a number of years, I have been appearing before groups of savings and
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loan officials, and invariably I have brought up questions about the Federal Re-
serve System. I have tried to convince business leaders that the Federal Reserve
had life and death control over the welfare of the business and that some serious
attention should be paid to seeking reform of monetary policy.

ASSOCIATIONS MUST HELP

Usually my comments and urgings have been greeted politely by savings and
loan audiences. I never see any action, however. I really have the feeling that you
have looked on the Federal Reserve issues as someone else’s bailiwick—not that
of the savings and loan associations.

Some surprising things have been happening lately. I have been reading many
letters on savings and loan association letterhead demanding that something be
done about the Federal Reserve and its arbitrary actions. Someone, somewhere,
has apparently, at long last, learned that the Federal Reserve in the end decides
the fate of the savings business.

No sooner had the Congress passed the wild card bill last month than con-
gressmen started hearing from savings and loan people urging that Congress ride
herd on the Federal Reserve and see that it followed congressional intent. I am
glad to get this support, belated though it is, and despite the fact that it had to
take the absurdity of the wild card regulations to stir the savings and loan busi-
ness, and to let associations know just how destructive that crew at the Fed can
be.

So long as the Federal Reserve is able to thumb its nose at Congress, at the
public, at the needs of the nation, there will be problems. It is against the inter-
ests of savings and loan businessmen—and obviously against the public interest
—to0 allow the Federal Reserve to operate outside of the purview of the people or
their elected representatives.

If the business were really serious about those requests for the Congress to
ride herd over the wild card regulations, then it must lend support for proposals
to make the Federal Reserve a more responsive agency. The savings and loan
business cannot ignore this issue and then expect Congress to bail out the busi-
ness on issues like these wild cards. One must see that tools like a GAO audit are
available. Otherwise, effective action on these issues will not be taken.

1 realize that the audit bill, although reported out of committee by more than
a two-to-one margin, is stalled in the Rules Committee, and the way has not yet
been cleared for the 435 members of the House to work their will on the legisla-
tion. Many are interpreting this as a fatal defeat, and the bank lobbyists and Dr.
Burns are congratulating each other over the fact that they have taken the public
once again, but they may be gloating a little too early.

A full-scale audit bill will eventually clear both the Senate and the House. The
Federal Reserve System, for the first time in its history, will be audited by the
General Accounting Office. The people will not tolerate this foolishness of allow-

ing the public to be locked out of its own public buildings and institutions. The
people, once aroused, as some people in government are learning the hard way,
cannot be put off, and when the true facts get out on this audit legislation, there
will be action. I am convinced of this, and I plan to use every device possible
within the rules of the House of Representatives to get action.



