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THE WHITE HOUSE

WASHINGTON

Cerober 8, 1963

{
MEMORANDUM FOR THE PRESBIDENT

FROM: 'RUBERT E, Rﬁﬁl%gﬁl

L3

SUBJECT: Treasury's Bank Policy Memo

The attached memorandum is in response to the cenversation you,
George and I had with respect to the effectiveness of your credit
crunch policy, ¢he possibility of changing the Basle agreement on
rasarve requirements, and an FOIL appointment.

As the %amaranﬁum srates, Treasury needs your guidance on saversal
impmrtant hanking issues for Congressional testimony over the
next caupia of months. Certain of the issues on which Treasury
providas recommendations are guite controversiasl, and I would
suggast that this mamo be used as the basis for a wall-organized
discusgion with yvou of the pros and cons relating to those

L

issues.

Please let us know 1f you agree.
|

Attachment
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DEPARTMENT OF THE TREASURY
WABHINGTON. D.C.

SECRETARY OF THE TREANURY Coctobker 7, 1983

i

HEMGRANDUM FOR THE FRESIDENT

] 7———
FROM: LIOYD BENTSEN 71 ;:ﬁe.‘ iy

SUBJECT: Banking Policy _

Attached is a memo prepared by Frank Newman and Gene Ludwig in
response to your expression of interest in a range of banking
issues. I beileve the memo provides excellent background on a
number, of important matters that Lear on the overall econony, as
well as the banking system. I have worked with Frank, Gene, and
Roger Altman on these issues, and support the racamm&ndatians.
Frank and Gane have also worked closaly with cothers in the
Admxnxstratian, particularly NEC and OMB, and the memo reflects a
largely shared view of pelicy direction.

{

I balieve it is important for ocur Administration to have such a
conprehensive approach to banking system issues, and to state it
publicly and carefully. The U.S8. banking system is facing
sacular decling, with enormous potantial implications for the
econumy. We have the opportunity to take actions to strengthan
the system whlle simultaneocusly delivering bemefits toc a broad
range of consuamers and businessas. The approach desceribed in the
memo should expand productive lending, help distressed communi-
ties, increasa U.S. comperitiveness internationaily, and inprove
the fi§&n¢xal condition of the industyy.

The ma&o alse provides background asnd an opportunity to settle on
an appropriate neminee for Chairperson of the FDIC, the last
especially important fipancial system appointment remaining to be
filled.

I andarstand that Bob Rubin will be arranging a time soon for
Frank, Gene, Bob, Roger and me to meat with you on these issues,
and we all look forward to discussing thes with you.

&ttaenmant

ce:  Bob Rubin



i MEMOQRANDUM

To:  The President

| j -
From: | Frank Nesanan, Gepe Ludwig .ﬂ{,,
; e | |
Re: . Credit Availability and Other Banking Policy Matters
CC: ' Vice President Gore, Lioyd Bentsen. Bob Rubin. Roger Altman, Chris

" Edley, Ellen Seidman. Joe Stiglitz. Howard Paster

Date: ' October 6, 1993

This memorandum responds to Bob Rubin's request that we briefly owutline for vou
(1) broadly, what we propose as the architecture of Clinton Adminisvration depository
institutions policy; (2) the progress of the Administration's credit availability program w
date alcng with further actions that could stinmilate bank lending; (3) our views on several
gaimg legislative issues; and. finally, (4) our curremt thoughts on selection of an FDIC

INTRODUCTION

The banking and thrift industries in this country find themselves in the midst of a
long term secular decline that worsened markedly in the last decade.  Assets under
management of banks and thrifts fell a full 10% in the last decade from 58% to 48% of
total assets. This wend continues. but is temporarily overshadowed in the press by a
cyclical uptum in profitability that in part reflects the interest rae environment but aiso

reflects improvernents to balance sheets as we have moved away from the depths of the
last mslon

T‘hls secular decline resuits in part from anachronistic, inconsistent and frequently
excessive leglsia:zva and regulatory reswrictions on banks and thrifts. A perperuation of
such an environment will produce continued’ pressure for contraction of these industries.
[ the contraction resuits from regulatory inertia or excess. rather than economically sound
rationalization, it could have a serious adverse impact on the overall economy, Banks and
thrifts remain major sources of financing for consumners and businesses, and banks are




critical eiemmts of both monetary policy and the payment system. A disorderly, non-
ecenonucai v based contraction of the systern wouid harm businesses. consumers and
wm:mgm:s both directly and mdmﬂy

The Clinton Administration has an opportunity 10 reduce the lavers of inconsistent
and excessively restrictive legisiation and reguiation that shackle the economic potential
of these industries. To acz:mnphsh this requires a principled poiicy that is very carefully
executed. Careful execution is particulariy necessary here because of the complex pohncs
of the relevant cormminees in Congress. the 4 federal bank and thrift reguiatory agencies.
and the powerful special interest lobbies.

In our view, Administration policy with respect to insured depository instingtions
should emphasize two overarching themes:

» © Access to credit and other financial services for all financiajly eapabie
. businesses and individuals throtigh the eifimination of non-economic barriers.
including in particular those raised by regulation and discrimination; and

. Steady and prudent regulation in the interests of solid, long-term economic
growth and the prevention of further deposit insurance crises.

Main Treasury and the OCC, in cooperation with the other federai bank regulatory
agencies (FDIC, OTS, Federal Reserve), have Jaunched several initiatives that reflect these
themes. promoting credit availability through the removal and reform of regulations that
irrationally impede lending ro various kinds of borrowers. We believe these measures are
having a positive effect on bank lending and will have an mcreasingly positive effect in
the months ahead. We will pursue several additional steps in the weeks and months
ahead. |

i

We have also launched initiatives to end illegal lending discrimination and to
otherwise encourage the availability of credit to low and moderate income individuals and
small and medium sized companies and farms.

However, there remain several critically importart matters that must be dealt with
by Congress. Several of these marters will be taken up by Congress within the next few
months. Options on how to deal with these issues and our preferred legislative approaches
are outlined below. We seek your guidance on whether 10 proceed with our approach or
to follow another path,

In carrying out the policies we have euﬂmed above, it will be necessary to have
an FDIC chairperson who, in addition o being competent on the issues, is loyal to your

2



Administration and its vision in this area. is 2 team player and does not detract from the
Adminisation's ability to deal with Congress and the key Congressional cormmittees. We
have recormmended Ricki Tigert for this position. However. as will be discussed in
greater dezzzi below. we believe that Bill Brandon wouid aiso be 2 fine candidate for this
position., 'though his confirmation. and. if confirmed. his chairmanship, are likelv to present
some  serious challenges resuiting from his presidency of the ABA.  (Further
considerations on this important selection are discussed in section 1V below.)

In developing our views in this policy area as weil as our poiicy mitiatives to date
we have had a very cooperative relationship with a variety of people in the White House
and in other Departments and agencies. In particular, we have worked closely with both
Chris Edlev at OMB and Ellen Seidrman at the NEC, both of whom share the overail
thrust of this memorandum  We would expect to work closely with Chris and Fllen in
elaborating upon the approaches suggested by this memorandum., should these approaches
meet wirlh vour approvai,

v
£

DISCUSSION
L The Architectime of (lindon Administration Depository Institutions Policy

(1)  EXmination of unnecessary barriers 1o the provision of credit cnd other
products and services by banks and thrifts. Such bamiers can take a wide variety of

forms, including:
i outmoded statutes, regulations, and supervisory practices;
N duplicarive or conflicting regulatory requiremnents that consume financial and
personnel resources that might better be expended in service to the
economy; and

. illegal discrimination against classes of prospective borrowers and customess
and other forms of prejudice that blind some ienders to the existence of
% sound business oppormunities.

methﬁ: very start of this Administration, we have focused our attention ~ and
that of the institutions we regulate —~ on this theme. It is the basis of the Credit
Availability Program. and the Commumnity Reinvestmem Act reform effort you have asked
us to implement, as well as the Corrmmmity Deveiopment Financial Institutions Initiative
moving through Congress, Emphasis on broadened credit avaiiability is not only the rim
thing 10 do both pin!asophxcaiiv ardd economically, but additionally, the Administration's
vigorous pursuit of this goal has given the Administration political credibility with
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comrmumuty groups and others whose support will be important as we move 1o rationatize
the regulatory system.

(2)  Steady, prudent reguiation in the interests of solid, long-term economic
growth and the prevention of further deposit insurance crises. Ammerica's economy
remains 1o some degree in a state of shock. partly induced by the serial coliapses of the
savings and loan mdxmandthesawnasmdiaanummﬁmdas%ﬂasbvthc
troubled bank environmere of the 1987-52 period. Rebuilding confidence in America's
depositary, institutions as well as the federai reguiatory agencies that supervise and insure
them is a! critical step along the path of economic recovery. This combination of
confidence and participation in the economic recovery depmds on establishing a new
balance between encouraging the risk-taking that is the role of financial imermediaries and

regulating the system so risk is prudent. well managed, and properly capitalized.

We believe that. as vour Administration proceexis. this theme will resonate in the
day-to-day actions of yvour reguiators. and in steady improvement in the condition and
lending capacity of America's depository instinttions, We also believe that in contrast to
the last five years, numerous mesmbers of Congress and much of the press (as well as the
vast majority of America's bankers) will be looking for actions in support of this theme
(and wiil be hostile toward actions in derogation of it). However, we see no need for
aﬁnmnvestegsw}ughhg}m it at the Presidential level in the absence of a crisis.

Mme&wmmeO&mm@g&smlym;wﬁlm in & variety
of initiatives in this area, including new supervisory approaches, approaches 1o better
protect the: deposit insurance fimds and approaches to avoid the insolvency of one or
several depository institutions becoming a systemuc problem.  On the issues of further
protection for the fimds and systernic risk. we have been working closely with the
Governors of the Federal Reserve Board.

IL : Reguiatory Activities
A.  The Credit Availability Program
I The Administration initiative in the depository instinttions sphere that has

received g,reawst atterttion is the Credit Availability Program ("CAP") arnounced at the
White Hausp on March 10.

First Phose:  The federal bank regulatory agencies. coordinated by the OCC,
compieted the first phase of the CAP in June. With one exception where threatened
litigation by the appraisal lobby has made regulatory change a longer process, all of the
reforms designed in that phase have now beén mxplmwd.

4"
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Second Phase: As part of the second phase of the CAP, the OCC is now
undertaking and encouraging the other bank regulatory agencies to undertake a number
of initiatives:

, Rewriting niles. regulations. and policies to reduce cormpliance costs and
burden 1o the industry. The OCC has already targeted over twenty policy areas for
refcrm and wiil soon release major rule changes for public comment. n addition.
bank examiners across the country are reviewing OCC's examiner guidance to

idennfy dispensable procedures and requircments.

. Upon a motion of the OCC, the FDIC Board recemiy adopted a program to
significantly reduce the nurnber and burden of duplicate exarmnations of the same

The OCC. and a its behest the FDIC, have used guidelines and performance
objectives. rather than command-and-control regulations 1o urplement the most
wmecessazﬁv imensive requirements of recent banking legislation,

. me{}CChaswuatedapmmmfommseifnmguianonasanadjmw
fedmi regulatory efforts, The OCC is working actively and successfully to
emom'age mdusu'yeﬁ*'mtsmmaarmsafequai credit opportunity and murial fimd
sales.

|

. At vour initiative, the OCC is working with other bank reguiatory agencies 10
combat discrimination in the banking industry and reform administration of the
Commmity Reinvestmem Act.  Success with these efforts will significantiy
bmaden credit availability for minority and low-income individuals and households.

. n cla:m;xmman with the NEC (Ellen Seidman) and OMB. (Chris Edley), we are
working with the SBA (Erskine Bowles) to develop programs to spur small
business lending, From our discussions to date, including discussions with dozens
of business feaders amnd bankers, we believe the most effective additional step the
Adminiseation can take to further spur small business lending is to expand the
SBA smail business guarantee program. In addition, we are expioring potential
improvement and expansion of the Small Business Investment Corp. (SBIC)
program. through which banks can provide equity capital for smali businesses.

Tone: As with virually every other economic rmatter, achieving greater availability
of credit and other banking services is heawvily dependem upon the psychology of the
participams. Accordingly, we have worked hard to set a tone which we believe resonates
well with lenders, consumers and examiners.
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More particularly, we have anempted to make certain: (1} that industry members
understand that the Clinton Adminismrarion appreciares and is tackling the problems they
face trom excessive and inconsistent regulation: {ii) that consumer groups and the general
public know that the Clinton Adminiswation is working o ensure fair access 1o credit for
all Amenicans: and (iit) finally that exarminers understand that the Administration believes
we can and must combine safety and soundness with fair and efficient access 1o credit,
and exarniners working 1o this end will be supported. not dangled as bait before Congress
shotidd there be another crists.

We have actively gotten this message out through meetings held bv the OCC with
its exarniners around the country, as well as through speeches and press interviews,

Resudts: Because the CAP initiatives are only beginning to take effect. available
data is just beginning to demonsoate results, Nevertheless. we believe the CAP is having
a posittve effect on bank lending. We expect increasingly positive resuits as the injtiatives
taken under the program are adopted by banks and thrifts in the coming months.

Available data do not conflict with this surmmise. After 11 quarters of deciine, bank
“lending was up in the second quarter of this year. Lending was up in New England.
which is just beginning to recover economically. However, lending was still flat in the
far West which is not surprising given the economic slowdown i the region.

Given the lag time between the date rules are changed and the date they finally
unpact credit decisions, we would not expect the full effect of the ruie changes to be
apparent for several more quarters. However, while it is doubtfid that the CAP reforms
themseives had a grear deal to do with the second quarer's increases. the positive
psvchology created by the announcerment of the program and the aggressive way it has
been camied ow did. we believe. have a considerable impact on this increase. Informal
surveyvs of bank executives confirm this indirect effect. We expect that as the CAP
reforms themselves impact lending decisions, the effect of the program on foan growth
will be increasingly positive.

B, Bank Investments in Government Securities

In recent months, various parties have advanced 2 number of proposais to stirmulate
bank lending by making it more costly for banks to hold government securities.
Proponents of this change argue that, by making investrments in government securities
more costly, we will make other investment activities, especially loans, more attractive,

Although this step is permissibie under the Basle accords, no other nation has
placed a credit risk-weighting on its own sovereign securides. Moreover, we believe that
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the i unpac: ef such a move would be uniikely 10 be positive in the aggrepate. Indeed. it
wouid probably have adverse macroeconomic consequences that vastiy outweigh any
concetvable benerit. (These views are shared by the Federai Reserve Bﬁﬁr&)

Over the last severai months. we have had many comacts with banks from all over
the country, and we have seen no indication that increasing the capital charge on
government securities would increase lending.  In addition. we have seen no indication
that providing greater flexibility in the area of securitization of smail business loans md
icrease lending to small businesses. at least in the near tlerm.

For the industry as a whole. increasing the capital charge assigned to government
- securities would have rwo clear effects:

(1) To the extent banks choose to retain those securities, they would have
hold greater capital reserves. thusrgducing their lending capacity; angd

{2) To the extem banks choose to divest government securities, the sell-off
would increase the amount of federal governmemr debt in the ket
decreasing demand for that debt, increasing interest raes. and thereby
undermining efforts 1o spark an economic recovery.

Accordingly, we (and the Federal Reserve) urge rejection of the proposals
artificially inspose capital charges on govermment secunties

C  Securities Underwriting

One of the imporant financial services areas from which banking organizanons
have largely been resmricied since the 1930s has been underemiting securities. Although
this is an area that has been portraved as "too risky" for banks. in point of fact the area
has proved materially less risky than making loans over the years. in pan this stems from
a vaniery of underwriting techniques that limit the exxent to which, and the time during
which., the underwriter is at risk.

The underwriting of securities is a nanurai business for banks as it is another facet
of the credit extension business. 1t is an area that has experienced steady growth over the
last few decades. Moreover, the securities underwriung business is currently quite
concentrated with relatively few participants. The competitive pressures that wouid be
generated by allowing banks to engage in more of this activity would probably benefit
both businesses and the economy more genemllv
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\:ptamme This action would stiii limit banking companies to conducting sucl
Y

N

Th:: Federal Reserve Board. under currently applicable law, has perminted cermain
subszdiaries of bank holding companies to underwrite 2 limited amouns of securities, The
Fed has the power 1o expand this window considerably. Hcmver the Fed has failed to
take acnon in this area out of coricem that political forces wz ezther seek 1o metse the
Fed's az:zzzm or take other adverse actions. 1"‘;*
Ac}:ordmgly, the Fed is reluctant 1o take action on 1tsm Arl;
we have discussed this subject at considerable length with Alan Greenspan Who
Mthe?edmﬁdmkemnmestmmwemﬁmummm urities for
anking organizagons if the Climon Adminisgation would pubhciv surport i

small percentage of separate subsidiaries. funded entirely without insured deposigs.

engage in underwriting activities under edsting law. pmwded that aﬁ‘ﬂ' ca::sulxm 3
with the Administraztion's legisiative affairs office it Is clear that the timing is
appropriate, amd that Congressional reaction is not likely to present significamt
problems. Any further steps in this area would be held for carefiul consideration next
year. | S
In addition, we propose a serious exanination of potential t‘agrsim:z that wordd
permr éankmg orgmzmam 1o wnderwrite securities offerings for, and invest insmall

el 1ree mpanies. This is a market that is under served and that needs
eqzafv amz‘ deé: azpztai. It is a market that the banks often tend to know best.

Cenigtessioml actions are rapidly moving the Administration toward the poirt at
which it must take definitive positions on a number of legislative issues. [n particular,
Senate Banking Committee and the Financial Instinttions Subcommintee of the House
Banking Committee (Neal) have announced fall legislative agendas that focus on four
issues with significant policy implications: (1) reduction of regulatory burden: (2)
imerstate branching; (3) consolidation of the bank regulatory agencies; and (4) bank sales
of insurance.

This portion of the memorandum prcmdes recommendations and brief overviews
of each of these issucs.



We believe any decision in these areas shouid be based on the broad architecture
{or basic themes! of a Clinton era depository institutions policy, as outlined above. That
architecture can be applied to the issues set owt below and other major issues if we assess
themn on the basis of two tests.

. Does the proposal on balance benerit the economy and the consumer
(including business and individual consumers), and

. Does the proposai on balance materially decrease or increase the
safety and soundness of depository instinutions?

A Reduction of Reguiatory Burden: Although much is being done now to
reduce needless regulatory burdens-on banks through administrative actions, some steps
require leg:siatzve change. Bills have been introduced in both the House and Senate,
based on a "lamdry list" from the bank trade associations to pmde "reguiatory relief.”
While zmm' of the provisions of these bills are sound and appropniate. many others are
overdone ;arad would be highly controversiai in Congress if actuaily brought 1o mark-up.

Members of both Houses have initiated efforts to add these bills to the Commmumity
Dweiapnm Financial Instinttions Bill ("CDET"). Although we believe that there is ment
in supporting the constructive elements of these regulatory relief bills, we have had a great
concem that, if laden down with the full laundry iist, the CDFI biil would get mired in
jong and ‘vehemert Congressional disputes. Fortumately, working with others in the
Administration and in the Senate, xmhawbmabletogaamfm&dmmafﬁm
regulatory relief legislation incorporared into the Senate version of the CDF1 bill, and to
reach an agreement with the American Bankers Association that this focused approach is
wise. The CDF1 bili. incorporannyg this focused reguiatory relief approach. recently passed
the Senate Banking Commirtee with a strong bipartisan vote of 18-1. We will be working
towards a sirnilar approach in the House,

-~ B, Imeastate Branching: The Douglas amendment to the Bank Holding
Company Act perrrits bankhagarmmﬁanszﬁewn banks in any state where the host
state permuts such ownership. Cmm:iv, virtuaily every state in the United States allows
some out-of-state banking organizarions to own a bank in the state. Accordingly,
interstate bankmg, though something of a patchwork, already exists. The current stucnze
is extremely clumsy, however, for customers as well as for the banks. For example, even
though several banking companies operae subsidiary banks in Virginia. Marvland and the
District of, Columbia. they are legally separate — so a customer of NationsBank who has
an aceount at a Virginia branch cannot ma.kc a deposit at a NationsBank branch near his
ot her &iﬁce in D.C.



The curren parchwork can be altered in a variery of ways to make it more rational,
At the Iurthes{ extreme. so-called “full interstate branch banking,' o bank couid be
perminied to branch anywhere in the country it wished. A the other exreme. so-called
“branch camizéanm" 2 banking organization would merely be allowed to conver its
existing nmitz»sbazﬁc. multi-state svstem into a one bank nnnupie-brancn organization.

;

Thxs larter option. branch consolidation. would leave it entirely to the states to
determine which banks thev let into their states and where in their states an entrant could
branch. Gwen the compiex politics on this issue in Congress. we favor pursuing the
branch cafzsahdanon rowre at this ume.

{f we analyze branch consolidation on the basis of the two criteria we have
pmposed itis hxmﬁly desirable: firs; allowing branch consolidation would make existing
orgamizations much more efficient. These efficiencies will. in part at least. translate into
increased ‘lending or more competitive service 1o the benefit of the consumer, and will
provide more rational. convenient service for bank customers. Moreover, branch
consoiidation raises virmally none of the suates rights 1ssues or the com:rmuﬁty service
i1ssues raised by full interstate branch banking. This approach would apply only to those
states that already permit out-of-state bank hotding companies to own banks in the state,
and would honot each state's laws governing branch locations.

Concurrently, branch consolidation translates into more rationally organized and
nun banking organizations that are easier 1o examine. The increased efficiency shouid aid
in capital formadon, Hence, permitting branch consolidation increases the safety and
sewzdnessi of the system.

Thx;s does not mean this proposal is non~controversial. On the contrary, commumity
bankers will fight any move that makes muiti-state banking better. and some cormrmrity
groups are concemned that any move toward larger banks will reduce cormmmitment 10 and
service in local, pamcularly small and rural, commumities. By adopting the branch
consohdanon version of interstate branching, we beligve those objections can be overcome
on the merits. We believe that after voicing some concern the comumunity groups will
accept branch consolidation legislation, if they get something in retrn. And, while the
commumity bankers, as a trade association, are uniikely ever to support any form of
interstate branching, we think they might be inclined not to fight too much — again if they
get something in retum. The key, in our opinion, is CRA reform.  If the commmmity
groups believe our CRA effort will indeed force all banks — bt particularly regional and
naticnal banks. to serve ail communities in which they are located. and the small bankers
are able 1o be relieved of some regulatory burden in this area, opposition to branch
consolidation could dissipate. The key is.attention to the varied interests, and careful
timing of the CRA proposals.

10
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Wé recormmend that the Adwminiseration suppon leg:siatwn ® permit brapch
consolidation. (Such legislation fxs already been introduced in Congress in varioos
fonrs.}

As a tming matter, Chairman Riegle has decided fo hold hearings on intersmate
branching this fall. and has asked both of us 10 address this issue in testimony before the
Senate Banking Cormmittee. A similar request has been made by Congressman Neal for
testimony before the House Banking Cormmittee’s Financial Institutions Subcommittee.

C.  Reguatory Consolidation: Both Chairman Riegle and Chairman Gonzalez

strongly support legisiation ro consolidate the existing bank reguiatory agencies into a

single regulator. Senator Riegle has asked Frank Newrnan to presem the Administration's
views on this issue at a November hearing.

We believe that carefully souctured and implemented regulatory consolidation is
good public policy. The existing rmuitiplicity of bank n’:zulaterv agencies is highly
meﬁiczemiand a sigrificant source of regulatory burden to the banking industry.

a single reguiator (or at ieast fewer than today’s foury would significantly szmphfy both
the fbrzmﬂanan of policy and the conduct of supervision. The current system is complex.
cenﬁmtmﬂpmdwmbes{abmlvmﬂmbiemhammfwmandmlm
policy. Tt should be ratonalized now, when the banking industry is healthy and
rationalization enjoys substantial congressional support. 'We therefore recornmend thut
the Adtmzzstmﬂon support regulatory consolidation in an appropriate form

‘ Theapproadxwehmfcbemralangmdzmmgﬂwmmmﬂw Fed emphasizes
three legs'to the safety and sourxiness stool — balanced and effective supervision.
management ofsmzmcnskmddcposztmm In this structure we see the OCC
taking the lead on supervision. the Fed on systemic risk (and its use of the discourn
window and other tools to deal with this problem), and the FDIC on deposit insurance and
hqmdatmﬁ. By focusing these agencies on their histonic missions, we will be woriang
towards improvements in the environmemnt for safety and soundness, efficiencies in the
federai government's operations, and reductions in unnecessary burdens on the regulated
entities.

AianGreenspan is largely in agreement with the thrust of this approach, although
he has a not surprising inclination towards protecting some of the activities of the Fed.
We have been having discussions with Alan Greenspan, as well as Fed Govemors Mullins
and LaWare to explore those activities in wmch the Fed feels strongly abour maintaining
a continuing role.

b
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A potential stumbling block for consolidation is the question whether the
consolidated regulator should be part of the Treasury or independent of the Execurive
Branch. In 1991. a Bush Administration consolidation proposal died partly over this issue.
with Hoase and Sermte lcadership both insisting on independence. We believe
cenmm solutions are possible {for exarmple, the pmnc:pal regulator could be govemed
by a board! ncluding significant Treasury and majority Administrative representation), and
have recewad expressions of interest from the Hill in negotiating a compromise. In the
end, ait.hough the new entity need not be housed in ’I‘wasm, itis emiv Imporant that
Treasury have significant influence over the entity, and thus pver banking pcizcv; inorder
to maintain this aspect of the Administration’s abdzrsf to influence the economy.,

Although more work is needed to deveiop the specific structures, we recommend
that the Administration support an approach along these policy lines that would reduce the
number of regulators from four 10 one or two.  Such conselidation would also be in
concert with the directions espoused in the National Performance Review.

ﬂ Bank lsurance Sales: Recent court decisions have established the authority
of nauunal banks to use branches in small towns as platforms for nationwide nsurance
sales. The Senate and House Banh:gConmmimw mmedﬁwtwm}fuswmﬁ'fw
the Administration on this issue in October or November. We expect that insurance-age
lobbies wail press for legisiation to cut back this existing awrhonity.

We know of no legitimate public policy reasons for denying banks the ability to
sell i msmx However, there is a strong, self-interested Iﬁbbymg effort mdenmyam
thxsemhepmefmemmce industry and agents. and there will be an active political
battle over this issue in Congress. regardless of the postion of the Administration.

Dne possible compromise that we have raised publicly and that seems to have
received a'positive response from both commumity groups and banks is to atfow banks to
establish insurance sales operations in peor inner city areas and from there perhaps to seil
mmmcemabmade:mrket,pezhapsmw:dﬁ or throughout 3 mewropolitan area, This
would allawbatﬁcsm provide 2 much needed service in the inner cities as well as 1o
enccm-age;thm 10 increase employment in the inner cities by establishing their insurance
sales there,

There are valid public policy reasons for permitting banks to offer insurance
services, benefitting both consurners and banking industry soundness and capacity. Atthe
same time, the mter«mdustry fight could prove hard to win and distracting to other
Administration priorities, Accordingly, we. recommend that the Adminisiration support
on puhhc-nmazrest grounds the potion that banies ought to be allowed to contime o sell
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1
insurance ‘.'E current law permuts and work to devejop further the idea of imurance sales

bv banks in and from inper cities. Because of the poiitical complexities of the issue. -

however. we further recommend that the Adminisranon avoid significant invesmmenrs of
politicai capital in this position. This process would be coordinated closely with Howard
Paster as well as Michael Levy, who heads legisiative affairs for Treasury. .Z\% s
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Purs;ﬁ:fganappmpriate bank and thrift regulatory policy can prove to be a materiai
support to the econory. In the past, policy and regulation in this area has been badly
handled. Without significart changes, this support will be almost impossible to realize,

Moreover, the banking and thrift sector, withowr significant changes, could well prove over

time 1o be a drag on the economy. We believe that the program described in this memo

provides the initial steps 1o make needed changes, as well as a framework for additional

initiatives to unplement over time. We look forward to the opportunity to discuss the
specifics with you

1 15
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/Z\ THE WHITE HOUSE ﬁ%[w\‘»“‘}l’
l WASMINGTON

October 4, 1993
MEMORANDUM FOR  FRANK NEWMAN ELLEN SEIDMAN
GENRE LUDWIG CHRIS EDLEY
RICK CARNELL MICHAEL LEYY
FE MORALES MARKS PAUL CAREY
FROM: | Paul Weinstzin
|
SUBIECT: ! National Governors' Association

(MNGA) Position Op Interstate
Branching and Banking

Atrached is a copy of the NGA's position paper on interstate bank branching. This
policy paper wzzgéaé(}ptcd unanimously while President Clinton was still serving on the NGA.
Because the President wasn't actually physically present when the vote occurred (although he
was on the Committee that drafted this paper) I don't think we have to be committed to the
NGA position. However, upon review, it is my belief that the President would feel pretty
comfortable with the position taken by the NGA in this document (he likes to be on the same
side as NGA whenever he canj.
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E-8. INTERSTATE BANK BRANCHING

The Sation's Goveraors reaffinn teis strosg support for the oontinuation of the dus! danking
sysiem This systers A semved the communities of Amerika well, and has alic demoniied 3¢
strengihs inhersat s staie reguistion. The ratio of equity apital 1o wnaets b higher for statechartered
banks thes for national danks and the fkilure vats for state banio & below ths; of Astions! danks.

The availability of financial services Ui critics! 10 st sconomics. Staies must have the sbility o
work with Sanio (0 pIOme economic development, comzmunity reinvestment, ang credit avatiabdility,
Hiegislatian authorizing iniaryaie dranching is enacted, it reguiatory interesia and responsibilities,
such as safegurrding consumer righy, must be racognized and protecied. Furtbermaore, any feden)
legislation authoriziag intemists branching shoukd strictly respect &8d Jupport sule G sovarsignty
soncerning intenate banking operntions. Axnrdingly, any final ecision 1o permit interstate branch-
ing should provide for the followisy:

s Whether nnder an optin or 4% opt-0ut siructure, states woust heva the adility to decide
witimataly if intesiane dranching k appropriate for tieir yate Ay isghlation shouki provide
¥ DaADs And throe pedss ©0f UL 10 tiake an informad judgment a8 to what I {n thelr bant
interesr

v Nointersiate branching lawshouid preempt state siatutes of regulstions that Hmit braaching
within » particular saiz, Each state’s sysiem for intrastate branching should remain extirely
w?zhia the purview of seaies.

» Federsl inersuie branching leghaiation should not preespy Umit, o interfere with the right
1o tax that susien kave under the ULS. Constituron of other facieral liwa currently in sffact
Such legislation should de noutrs] with respect 10 the methods a $late £&n 0ae 0 tax & bank o7
s brasches.

The Governorns sallon Congrens e84 the sdminbstration 1o consuli with the Covernorn, state bank
supenvisers, and siate tax adminisiralon concerning the impae on yates of any fedena) jegisiative
Proposals 1o auihorize infersite bask brasching and 1o enyurs Uhat stata retaln sasentinl control over
the conduct of banking operations within their borders.

Adoplad %&utuﬂ 1992,
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