
Talking points for Principals meeting 

• 	 One of the issues that the NEC and the DPC have been working on over the last several 
months at the Deputies level is privacy. 

• 	 We think this is an important i;suc because Americans increasingly feel that they have 
lost all control over how personal infoonation abollt them is circulated and used by 
companies. 

• 	 The Vice President has given a commencement address on privacy cnrticr this year - the 
President would like to have an event on this on July 31st. 

• 	 New technologies have made it easier to create, manipulate, store, transmit, and link 
, digital personally identifiable information. 	 People may disclose personal information 

about themselves as they travelj fill a prescription at the drug store, visit a Web site, call a 
J-800 number, send~ an e-mail, use a credit card, or purchase groceries using a discount 
card. Infonnation about these individual transactions may he bought and sold - and 
companies are now assembling giant "data warehouses" that contain electronic dossiers 
on the needs, lifestyles. and spending habits of millions of Americans. 

• 	 However. privacy concerns often have to be balanced with competing values - such law 
enforcement, cracking dpwn on "deadbeat dads," free expression. and an investigatory 
press. 

• 	 We have been working on a package ofprivaey policies that we believe has broad 
support, 

It inclu~es both "cross-cuHing" issues that affect a range ofprivacy concerns and 
targeting sectors or users that are particularly sensitive. 

It addresses both "omine" and "online" privacy; 

It encourages self-regulation where possible and identify the need for legislation 
where necessary; and (' 

We think it maintains a balanced approach that recognizes the values associated 
with the free flow of information and with giving individuals greater control over 
their personally identifiable information 
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Privacy coordination: OJsignatc OMB to increase coordination on priva~y issues. 

On-line Collection of Information Generally: Continue to press for industry self
regulation - with the option for 3. legislative solution if self-regulation proves to be 
inadequate';/ 	 .. , 

On-Line Collection ofinformation from Children: Call for legislation that would 
specify a set of fair information principles applicable to the collection of data from 
children (e.g. no collection of data from children under 13 without prior parental 
consent). 

"",,4. 	 Government Information - privacy dialogue with state and local governments: 
Initiate a "privacy dialogue" with state and local governments about the privacy of 
personal infonnation collected by governments. 

Medical records: Call for legislation on privacy of medical records consistent with HHS 
report. [Note: we need some steps the President can take through Administrative action.] 

6. 	 Financial records: 

/ 	 Call for regulators t~ issue regs to make FCRA "opt-out" options more evident to 
consumers~ $\~ 

Call for amendments to Fair Credit Reporting Act to limit the "affiliate sharing 
exception." Businesses could share consumer infonnation for marketing 
purposes, but not tor business decisions. For example, consumer infonnation 
provided to an insurance affiliate could not be used to deny a person a loan 
without FCRA protection. [Treasury opposed] 

Give regulators ability to write rules to enforce FCRA. {Treasury and Commerce 
disagree whether this job should go exclusively to the Fed or joint FedlFfC.] 

/' Study of effectiveness ofFCRA. 

Review whether reg. Review process for mergers should include a consumer 
protection analysis [Treasury opposed.] 

7. 	 Profiling: Encourage other companies that engage in profiling to adopt self-regulatory 
principles similar to Individual Reference Services Group. [Note: Commerce dropposed 
the legislative proposal here -- we may wish to put it back on the table.] 
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8, 	 Identity theft/theft of personal infol'lllatioll: Fradulclll usc of another persoll's identity 
to facilitate the commission of a crime. 

Endorse the K yl bill. 

Make it illegal to rec:-mf social security numbers on checks_fThis may be too 
smaiL] 

Target those situations in which an offender ohtains information illegally but then 
uses it for a legal purpose (prclcnts to be a bank customer but seHs the infonnation 
to a private invcstogator), 

Protection of new types of information' Study on new types of personal information ~~ 
such as biometrics, 

10. 	 Puhlic education: Work with the private sector and non-profits to develop an advertising 
campaign to inform individuals about how to exercise choice with respect to the 
collection and dissemination ofthclr personally identifiable information. 
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THE WHITE HOUSE: 

WASH1NGTON 

Angust 7, 1998 

i 
The Hooombl. Alfonse D' Amatoi 
Chairman. Committee on Sankinl'; 
u,s. Sena"',o 
Washingt{ln, D.C. 

Dear Mr. Chairman: 

This AdministrationhllS b<!e11 a strong prop<ment offutanciallegislatlon that would reduce 
costs and iJ::u:rease access to finimc:ial s6'1Vices for consu:mers, husinesses* and communities. 
Nevertheless, We cauno! support tlte Pillancial Moderoiz.alion Ad: of 1998. HlL !0, whieh i. now 
pendlog befure your Committee,; In tho form that the bill Is cumontly dn!I;od, it _uld stifle 
in:o.ov3Iion'and efficie;ocy in \he rud;onal banking system, and illlposeJlOC<lless costs OD small banks. 
In additiOD. the Administr'drlon belIeves that 0" bin would materially weak1m thenational banking 
system by depriving national bao'kj; oftho powers they IIOW have and """uld erode \he ability of the 
E1o:ecurlve Bnmch in. ·tbrmulating lmdilllplemen!ing finilllcial instimtion pollcy. ,, 

rshare your perspective that an 0V<:I!um1 cfth.laws that regulate our nation'. financial 
services industry is long overdue) Howe\'er~ the President wiD veto the bill if it is passed in this 
fOIm. 

With best wi$hes. ram 

'fu;~~;:,wl" 
ChierofStaff 



l 

fj)/ --il) ~""")\~ '" -'\~L i,M .?I / 
11-.\ \ >' I ~"'" :J> A 
I: ' 	 . ~~~<\')1__ i ' , ~rcY ~ 

/~ 	 FINANCIAL INSTITUTIONS AND PRIV ACY---------2 / (,\ ~ '"V\ ~: l"l\fI 
/ ~ ,d''\, 


::,.)\ r# "

1£//.I 

.y/) . 

• 


Talking Points: August 17, 1998 - DRAFT 
i"u,... kr'" 

CLOSE HOLD - NOT FOR DISTRIBUTION - FOR DISCUSSION ONLY 

The Administration strongly opposes H.R. 10. The Chief of Staffhas indicated that the 
Presidcnt will veto the bill ifpresented to the President with its current significant 
deficiencies . 

As a result, the Administration opposes a strategy to offer desirable amendments to L \.L 
address concerns about consumer privacy, which may only serve to make it more if'~"" 0--:) 
attractive f<lr wavering members -- especially Democrats·· to support H.R. 1~ Jr cAt,,,,-, 

6 e:,Y'~ 
If su{:h amendments were offered~ white we might (or might not) support their substance, 
they would not change our position on the underlying measure. 

However, in response to your request. we will detail for you the Administration's current 
position on privacy ofconsumer financial and other information. We would welcome an 
opportunity to work with you to advance appropriate legislation in another context. 

Voluntary and Self.Regulatory Privacy Guidelines. As a general matter, the 
Administration supports and encourages the efforts of industry and self.regnl.tory bodies 
to develop privacy standards appropriate to their specific industry. based on certain 
principles. These principles include __. However, in certain eases, where adequate 
voluntaty steps are not taken or where the privacy interests at stake are too important to 
await appropriate VOhUl~ response, the Administration supports legislation. 

7>'1'r..(;- y 1<.., ."'-L 
Vice Presilent Gore's Privacy Announcement. The Vice President recently 1 
annoW1ce~·numberofproposals to protect consumer privacy, including: C"1>, S-l"--/------'-(• 	 Identify Theft: Thc Administration support~s_J<.yl and Leahy's billl~ 

crack down on the fraudulent use ofanother person's rdentiryroraCim~ " 
commission of a crime, such as credit card fraud. (This bill has passed the Senate P 
and awaits House action.) ~ !:\-,LA / 

• 	 Theft of Personal Financial Information: The Administration supports 
legislation sponsored by Representatives Leach and LaF3]C that wilt make it a 
federal crime to obtain confidential customer information fi om a bank by 
fraudulent means. (In some cases, people are obtaining in nnation illegally and 
then using the information for a legal purpose -- e.g., pret nding to be a customer 
in order to trick confidential infomlatlon out ofa bank, anh then selling that ~ 
information to a private investigator or other third party,) \ 1;\ \) ~ 

. . 	 \.. n~) /,;; ' ,,\ \u I 1/ 	 )~
1 	 \ r'.. ,.",/ J(\J)CY-- , ~)o-~~~ 

\ :<"
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/.. F£.~ IDfo:m.ti~Sil:~;i;~-=~i~~O':: and Opt-Outs. The Fail~~' 
/' ...--Reporting Act (FCRAl Eermits sharing ofpersonal· information' with affiliates; \ 

"' "---noweveF.lli'e comum:e:rmust be provided wi otice that their information may , 
be shared and given an oppnrtunity to opt-out oft affiliate sharing. (Note that (' 
this notice and opt..out right does not apply to «trans ctional" and "experience" 
infonnation which may be shared with affiliates or s~ld to third parties without 
notice or right to opt~out.) The Administration h¥directed the Treasury and the I 
bank regulators to work together to strengthen Torcement to ensure compJiance , 
with these requirements. tRAER TO CHEC ON FED L'VTENTIONS.t Steps ; 

j may include development Qf"best practi s" for financial institutions and J 
'~ e::rc~~::~iI1st these ;[ ther ()'P.es of firms. / 

. :-reM Examination AutboritytIi'~cRA permits sharing ofpersonal 
infonnation with affiliates; however;the consumer must be provided with notice 
that their information may be shared and given an opportunity to opt-out ofthe 
affiliate sharing. (Note that this notice and opt-out right does not apply to 
"transactional" and uexperience" infonnation which may be shared with affiliates 
or sold to third parties without notice or right to opt-out.) The bank regulators, 
however, are prohibited from examining financial institutions for compliance with 
these notice and opt-out requirements. The Administration supports legislation to 
allow regulators to monitor financial institutions for compliance with the law. 

• 	 Medi••1 Record Privacy. On September II, 1997,llliS Secretary Shalala 
recommend Federal legislation to protect the confidentiality ofhealth information 
by imposing duties on those holding such infonnation and providing rights to the 
subjects of the information. She proposed that Federal law provide a floor of 
protection and that the States be pennitted to provide stronger protections, in 
addition. 

• 	 Under the legislation, health care providers, those who pay for health care) 
and those who get infonnation from those entities would have to: 
• 	 pennit patients to see their own records 
• 	 keep records ofdisclosures and lei patients know who has seen 

their records, 
• 	 permit patients to file proposals for correction oferroneous records 
• 	 advise patients of their confidentiality practic-es and the patient's 

rights. 

• 	 Under the legislation. disclosure would on\y be permitted ifauthorized by 
the patient or for specifically authorized purposes including: 
• 	 treatment and payment 
• 	 research 
• 	 public health 
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• 	 oversight of the health care system 
• 	 use in law enforcement or other legal proceedings permitted by 

law. 

• 	 Within an organization. infonnatioD could be used only for the purposes 
reasonably related to the purposes for which it was gathered and 
disclosures would have to be limited to the minimum necessary to 
accomplish the purpose of the disclosure, 

• 	 Entities receiving infonnation pursuant to patient authorization would 
have to give patients a statement of their intended use of the infoITnation, 
and would be civilly liahle for uses jn violation of that statement, 

• 	 In addition, there would be civil and criminal sanctions for violations, such 
as improper disclosure and obtaining information under false pretenses, 

/:"'~"" , l \. '" \."'-.. 
• Spell (Jut in detail how the provisions we support would apply in cDntext 

:-. \ \ \ ofinsurancefum merger with financial company. 
• 	 (t-c.- ......, ......!r-.<'-<. ':"'f~ : 
• 	 ther roposals. In addition to these steps, already announced, further steps along these 

same lines could be taken to enhance consumer privacy. 

• 	 Legislative Specification of Notice and Opt-Oul Requirements for Affiliate 
Sharing, No agency has rulemaking authority under the affiliate sharing 
provisions of the FCRA (which allow sharing ofpersonal information with 
affiliates), although the Federal Reserve has the ability to issue interpretations and 
the bank regulators and the Federal Trade Commission (FTC) can enforce its 
provisions. However, the requirements in statute are sketchy -- there is no 
commonly understood: (1) definition ofwhat infonnation is personal and is 
subject to these requirements; (2) what infonnation can be shared and with whom; 
(3) what constitutes ·'clear and conspicuous" notice; and (4) what constitutes 
providing the consumer with a reasonable opportunity to opt-out. While the bank 
regulators have some ability to strengthen enforcement, it would be easier to 
enforce ifthe statute mo:re specifically prescribed the siandards for consumer 
notice oftheir rigllts.and mechanisms [or exercislng those rigllts. 

• 	 Limiting the Undisclosed Sharing and Selling of Consumer Transactional 
Information. 

• 	 The Fair Credit Reporting Act (FCRA) as enacted in 1970 exempted from 
the definition of "consumer reportH the communication of "transaction or 
experience" infonnation. 
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'"' 	 The purpose of the exemption was to facilitate communication of 
infonnation by credit grantors and others to credit bureaus, by not 
makjng the furnishers of that jnfonnation subject to the restrictions 
of the FCRA. 

• 	 This system has resulted in huge benefits to the economy by 
allowing finos to quickly and efficiently assess the risk posed by 
consumer applicants for credit. insurance, or employmen4 for 
example. Consumers have benefited too, ror example, by being 
able to buy a car in an hour's time or obtain credit as they enter a 
department store for the first time. 

• 	 However, the exemption for reporting ofexperience or transaction 
information also allows credit card issuers. banks, and insurance 
companies, for example, (0 sell detailed transaction information 
about their customers without disclosure, opt-out rights, or other 
restriction, 

• 	 Some consumers may view it as a benefit that firms can 
target catalog mailings. for example, to their interests (e.g., 
biking, travel, gardening, pets). 

• 	 However, others may view the sa1e of their transaction 
infonnation as an invasion ofprivacy, especially when it 
results in third parties learning about their medical or 
financial condition, 

• 	 The rapidly expanding use ofcomputers to cull through and 
compile information means that this type ofinfonnation 
sharing occurs much more frequently than in 1970 when 
the FCRA enacted. 

• 	 In 1996, Congress amended the FCRA to allow affiliated companies to 
pool certain personal information without being treated like a credit 
bureau. as they would have been prior to the amendments. 

• 	 However, before information can he shared with an affiliate, 
consumers must be: (1) told that their information may be shared 
with affiliates; and (2) given an oppertunity to opt-out •• to insis! 
that their infonnation not be shared. 

• 	 These procedures do not apply to transaction or experience 
information when shared with an affiliate, That information 
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benefits from the broader exemption in the FCRA regardless of 
whether the information is shared with an affiliate or other third 
party, 

• 	 The I'TC is planning a one-year study of what protections should be 
afforded exchange of transaction and experience information, including an 
assessment or the costs and benefits of additional protections, 

• 	 The study is motivated. in part, by concern tha~ in a computer 
networked world. the credit bureau as we know it win become 
obsolete. Instead. it will become far more efficient to poll one or 
more finns directly over a network about a specific consumer 
appIicant. Under the experience or transaction exemption, the 
resulting exchange ofinfonnatiQn would fall outside of the 
FeRN. protections, 

• 	 Similarly~ as firms increasingly merge with targets to gain access 
to inf-onnation about the target's customer base, new questions are 
raised about the affiliate sharing exemption. 

• 	 The I'TC will consult with the banking agencies in designing and 
implementing its study, as well as in developing recommendations, 

• 	 A Congressional mandate for such a study migltt prompt greater 
voluntary steps in tile interim and ensure that its recommendations 
l"f!Ceive prompt attention by the Congress. 
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CLOSE HOLD 

MEMORANDUM FOR ERSKINE BOWLES 
GENE SPERLING 

FROM: Robert E. Rubin 

SUBJECT: Meeting on Financial Modernization with Citicorp and Tmvelers Group 

We are scheduled 10 meet 10molTowwith Sandy Weill ofTmvelers Group .nd John Reed of 
Citicorp. Both can be expected to argue strongly for enactment of H.R. 10, the financial 
modernization bill. The Administration has strongly opposed the bill passed by the House and 
approved by the Senate Banking Committee. Thet bill would (in both fonns) greatly diminish 
the role o[the elected Administration in fmaneial services policymaldng and adversely affect the 
Community Reinvestment Act (CRA). 

Prospects for Ihe Bill 

H.R. 10's proponents are hoping to bring the bill to the Senate floor late this week or ....Iy next 
week. 

FaCIo,. Working in Favor of1M Bill 

• 	 Large banks) securities firms, and insurance companies recognize the benefits of 
affiliating with one another (such as cross-selling opportunities and efficiency gains), and 
",nd to strongly support the biU. 

The House Republican leadership takes considerable pride in moving legislation on a 
subject that long stymied Democratic~controUed Congresses. Likewise, Senator 
D' Amato *~ under attack for the paucity of his legislative record .... wants to demonstrate 
his skill in moving difficult and compiex legi,lation. 

• Senstor Lott has committed himself to move the bill, and Senator Daschl. favors the bill. 

• Senator Sarbanes (who favors the bin because it separates banJdng and commerce) is 
private]y telling Democratic Senators that ifH.R. 10 does not become law this year, 
Democrats win end up with worse legislation in the next Congress, which he expects to 
be significantly more Republicsn. 
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Factors Working Against the Bill 

• 	 Congress is scheduled to remain in session for only three more weeks. 

• 	 The Administration has stated that the bill faces a veto. 

• 	 And iffinal Congressional passage (including resolution of House-Senate 
differences) occurs after the middle of next week. a pocket veto may also become 
an option. 

• 	 The bill faces resistance from diverse quarters in the Senate, and some 20 Senators 
reportedly have placed holds on the bill. 

• 	 Populist Democrats - led by Senator Dorgan. and working with conswner and 
community groups -- assert that the bill would concentrate economic power. erode 
safety and soundness, and undercut the eRA. 

• 	 Senators Gramm and Shelby - never enthusiastic about the bill -- oppose it 
because it would make eRA compliance a precondition for initially obtaining 
broader powers and would also extend the CRA to the new, FDIC-uninsured 
wholesale banks that the bill permits. 

• 	 Miscellaneous interest groups object to, or demand changes in, the bill. For 
example, many bankers (esPecially small bankers) criticize the bill for going too 
far in subjecting banks' insurance-sales activity to discriminatory state laws, 
whereas insurance agents attack the bill for excessively curtailing state laws. 
Some companies that own thrift institutions object to restrictions on the 
companies' activities that would apply if the companies were ever sold. 

Our Strategy 

The debate over conducting new financial activities through "operating subsidiaries" of banks 
basically comes down to three activities: securities undernTiting, merchant banking, and 
insurance wlderwriting. The Treasury proposal included all three, the House Banking 
Committee bill included securities underwriting, and the current bill includes none. We have 
already publicly proposed ways of assuring that the Federal Reserve Board retains a 
jurisdictional reach over large national banks. But the Fed has thus far ruled"out compromise on 
the issue of subsidiaries. 

We have been developing a possible compromise which could be discussed with Congressional 
leaders at the appropriate time. 
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We have been wary of entering into negotiations prematurely .. ~ lest word of such negotiations 

dismay the bill's remaining opponentst give impetus to legislation, and thus undercut .our 

leverage. We are also seeking reasonable assurance that such managers of the bill as Senator 

D'Amato would negotiate seriously, and -- if they reached agreement with uS' ~- would not renege 

in the face ofobjections from the Fed. 
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TALKING POINTS 

for meeting with Sandy Weill and John Reed 


September 23, 1998 


[Note: Weill ,,00 Reed are among HR. 1O's most ardenl supporters. They will 
eagerly report to thtir Congressional allies any implication thaI the Treasury's 

. opposition to the btl/lacks White House support. By the some token. a 

reaffirmation ofWhite, House supportfor the Treasury's position mayfinally 

bring the bill's proponents to the bargaining table.} 


• 	 H.R. lOis gravely flawed. 

• 	 The b-m would, in numerous ways. undercut the role of this or any future 
Administration in financial services policyrneldng. 

• 	 It ",,'Ould allow new financial activities to be conducted only in entities 
regulated by the Fed (e.g., securities affiliates, insurance amliates, 
wholesale financial institutions. and overseas subsidiaries) - thereby 
devaluing the national bank cbarter. It would make the Fed the sole 
banking regulator for bank holding companies, for all new financial 
activiti"" authorized by the bill (e.g., securities activities, merchant 
banking, and insuraoce underwriting), and for the new wholesale banks 
created by the bill. National banks would then bave a strong incentive IQ 
swilch to. state charter, pick up tbe same regulator as their affiliates, and 
shed a superfluous regulator (Treasury/OCC). 

• 	 In so dQlng. it would upset Ihe existing balance between the ejected 
Administration and the independent agencies ~~ diminishing the role ofthe 
elected Administration in a crUical area ofeconomic policy-making" 

• 	 There is no good reason for doing (his. It does not help safety and soundness, and 
is not necessary for functional regulation. 

• 	 Allowing activities in subsidiaries would promote safety and soundness 
(as the FDIC points out). 

• 	 Citibank already has a $70 billion subsidiary underwriting securities and 
f;:ondueting merchant banking abroad. This activity. permitted by current 
law and subject only to Fed regulation j belies any argument tha' these 
activities are unsafe for subsidiaries of banks. Other financial institutions 
should have the same sorts of choices about how they structure 
themselves. 
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• 	 The bill would also do little for communities and consumers, and would actually 
tend to Weaken the Community Reinvestment Act. [t would: 

• 	 encourage the movement ofassets. activities, and innovation out of banks 
(where they can contribute to the banks' CRA activities) and into holding 
company affiliatesj and 

• 	 permit wholesale institutions (such as I.P. Morgan and Bankers Trust) to 
have full access to the discount window and the payment system while 
avoiding the CRA. 	 . 

• 	 We see no reason to ac<:ept such. badly flawed bill-. bill that so dramaticaUy (and 
gratuitously) reorders financial regulation against the Administration and in favor of the 
Fed. 

• 	 We have made proposals to bridge the gaps here. but have received no response. 
(For example,at the Iune I Senate hearing, Secretary Rubin suggested requiring 
the largest banks to retain holding companies so as to assure thet the Fed has 
jurisdiction over them,) 
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BACKGROUND IN.ORMATION FOR GENE SPERLING: 


CH"'~GES MADE BY SENATE BANKING COMMITTEE 


The Semite Bonking Committee made the following major changes in the House-passed bill: 

• 	 Adopting a complex set ofadjustments to the provisions governing the insurance sales 
activities of banks and affiliated companies. These changes generaUy tend to narrow the 
leeway provided by the House bill for State insurance regulation to discriminate againS! 
bonks and their affiliates. The bill would still curtail judicial deference to the 
Comptroller of the Currency's insurance-related interpretations of the National Bank Act, 
providing deference only regarding certain state laws adopted before September 1998. 

Insurance agents complain that the bill gats too far in the banks' direction. while 
the ace and many banks (especially small banks) contend thaI the bill provides 
tao little protection agaimt discrimination.. 

o 	 Narrowing the HolIS" bill's requirement that bank. tnIrulfer certain kinds offinancial 
activities to broker-dealers registered with the Securities and Exchange Commission. For 
example, the bill would now authorize the Fed (rather than the SEC) 10 determine lhat a 
given activity involving a honking product should be allowed to remain in the bank. 

Representative Dingell complains that the Senar. bill overly narrows the House 
bill's transfer requirements. 

0< Deleting the House bill's requirement th.t banking organizations that seek broader 
powers m.ust offer low··cost bank accounts. 

• 	 Giving the Treasury some limited voice in the process of determining whether particular 

activities are financial. 


o 	 Extending the CRA to so-called wholesale financial institutions (Le., banks with no FDIC 
insurance but with full access to the Fed discount windowloniy if they have FDlC
insured affiliates. 

SenafOrs Gramm and Shelby contend thai even this application a/the eRA 10 

wholesale financial institutions goes too far. 

.. Not authorizing regulators to require divestiture of new financial activities ifan affiliated 
bonk has • bad eRA record. 
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Limiting the enforcement authority nfthe oec and FDIC over subsidiaries ofb.llks, 

The oce and OTS are looking into whether this raises safety and soundness 
concerns. 

• Generally not permitting transfer of. grandfathered S&L holding company,' 

Some S&L holding companies. led by Washingtan Mutual, vigorously oppose this 
provision. 

• Deleting House provisions that would have cleared tbe way for mutual insurance 
companies to shift their domicile to another state and convert from mutual to stock 
companies. 

Consumer groups opposed these "redomeslication" provisions as overly fraught 
with potenrial/or abuse 0/companies j existing policyholder-owners. The New 
York banking and inswance commissioner, Neil Levin (a D'Amato ally), feared 
significant loss ofhis Insurance regulatory clientele, since New York does not 
permit demutualizatioTt Life l11$urance companies strongly urge restoring the 
provisions to the bil/, 



To, 
From, 
SubJ••t< 

D.Ie: 

~I :::'I:\.:Y FINAN lNST 

Secrelaly Rubin 

Lisa S. Mdrews 
 MEMORANDUM 
IOOusby Positions on HR. 10 

September 22, 1998 


Despite several near death encounters, HR 10 manages 10 sUNive thanks in large part due to 
the extraordinary effOrts r:J its core advoca1eS: Merrill lynch, Otioorp/fravelers, aOO Nation's 
BankJllank c:i America. The securities indusir}' I1as remained a strong supporter throughout 
Congress' consideration r:J this bill. SIA. the Securities IOOustry Association daims that they 
could support op subs, but the House Commerce Committee would not accept this 
provision. It is not an important enough iss,", for them 10 weaken their support. 

As aresult c:i changes the Senate Banking Committee made, the American Bankers 
Association now supports HR 10. The />SA has persuaded most stale banking associations to 
sUppDlt the bill, with the exceptions of OK. TX. K5 ard KY. ~D opposes, too, but may 
becorr" neutral. Those opposing view the 13 safe harbors in the bill as creating tOO mud'! 
opportunity for states 10 enact laws discriminating against barks offering insurance. Apparently, 
the memo from the acc addressing this jss..., I1as generated much <:rneem among the stale 
associations. The Independent Bankers Assodation has taken a position c:i 'not opposed,' but 
eanie r enundated support for the affiliate structuII!. (Ken Guenther r:J IBi'A worl<ed For the 
Fed.) America's Community Bankers Assixiation wants 10 make Improvements in the bil, 
partiClIIar!y the Ihrin provisions ard aIow for full transferabmty r:J grandrathered powers. ACB 
would like all r:JTIIle IV removed, nOOIbIy Sec. <401. 

A number of large banks have also d1anged the~ position 10 one c:i support. Walter Shipley r:J 
CI1ase Manhattan just sent a letter e>q:lreSsing support 10 the Senate JlI'OIIid"d the bill clOes not 
change. last week, Norwesl, one of the last holdouts opposing the bill, agreed to join the 
Bankers' RauOOlable support of the bill. Both Norwest and the Raurdtable have been 
advocating the need for addressing op sub. Washington Mutual, the Nation's largest thrift. 
~r, I1as persuaded Senators. Gordon aOO Murray 10 place a hold on the bill because r:J 
its restrictions on the transfer 01 grandfathered unitaty thrifts. 

The insurance iOOusby had been a strong supporter 01the House passed bill, but the agents 
now strenuously oppose the Senate passed version. The agent groups, \he National 
Association 01 UOOerwriters ('NAlU') in particular, have tried unsuccessfully to reach an 
agreement with the American Bankers Assodation to setlle their difference on \he insurance 
sa.. provisions. Consequently, the IndepeOOent Insurat\Ce Agent and the Prr:Jessional 
Insurance Agents have mounled major grassroots campaigns against H.R. 10. NALU has or is 
eJqJeCted to activate their membership as well. These assodations purportedly have lined up 
Senators Ford. Bob Kerry ard Cleland to fight their battle on the Senate floor. Should the bill 
pass the Senate, the agents have'much support in the House, particularly with Speaker 
Gingrich and Rules Committee Chairman Solomon who would be key members deciding on 

• 
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Whether to accept such a bill. 

I 
")11e insurance ~ trade associalions generally continue to support. HR 10, but have a few issues 
they would like to see addressed conceming corporate goyemance and state discrimination, The
removal 01 the redome<tication provision has created • tremendous internal problem for the ACLI. 
")11eir big NY·based mutual member companies, e.g. Metropolitan and New Yori< Ufe, are adamant 
\hat this pt'O\iision be restored" This creates a political problem for D'Amato, who cannot be seen 
~upporling legislation that would allow major. NY mUtual companies to redomestic to states where 
they can demutualize.
I . 
Several community groups have laUt1d1ed their own grassroots campaigns to defeat HR 10. They 
\lave been especially energized by the weakening 01 the CotnrnuIijty Reinvestment I'd. The National 
Community Reinvestment Coalition are looking to Senatro Wellstone. Dorgan and Feinstein for help 
~th their cause. 
I .
In summary. the question of whether the banIG and the insurance agents can cut a deal remains a 
Sentral factor in the pro&Y1OS~ for the bill. If an agreement can be reached between these groups, 
~ the changes for enactment dramafically imp(ove. The ne>¢ quesfion becomes whether the 
~ would accept such a brokened agreement. 

• 
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Indu.try Po.ltlon. on II.R. 10 

I. fus"mnss 

Paul Equal. ofthe Independenl In.ured Aleuts oonfirmed that they are negotiating with the 
ABA 10 come up with a compromise on the insurance provisions. lie assured me that they hed a 
"fireball built cn the Senate floor 10 proteet their interests ifnocessary. He menlioned Bob Kerry. 
Wendall Ford, Max Cleland, and implied olher midwestern populists were supporting them. On 
Friday, Sept. 18. Paul ••id h. hadJuSltomalh>m. meeting wilh Sarbanes and hil. senior siaffio 
.xplain their concern. on the insurance provisions. Ssrbanes, Dodd and D'Arnsto really want a bill 
and Paul ..emed quite hopeful that their issue would be addressed. He said Ihal during the S. 

IBanking mark-up. the agents had heen asked 'to look the other way,' which some took to mean 
they approved ofthe billiacilly. Paul asid they had eorrected thai misconception. H. oommented 
that Bahner. is trying 10 find a way 10 move. bill which would he no wo.... for the agents than lhe 
House bill. Subsequenlly, Tom Conklin oflhe Indep. Insurance Agents, reported no agreement 
has been reached with Ihe ADA. He lamented lhat they do not have a .trong Member ofthe 
Senale willing to serve as 8 broker between the entities. 

NALU (Nat'l Ass. ofLiCe Underwrilen)- David W'1IlIIon doe. not believe an agreement can he 
worked oul; lieru:e. the gras",oots effort. H. said neither D'AmaIO or Sorb...s seem willing to 
accept a 'manager's arnd. lie commented thai the ACLi has a huge problem -- io the 
,edomestication i ...... David also aaid thai no one aeems to be lobbying the rank and me 

, Senators, os, I.autenberg said no one liom privale industry had been In 10 talk about HR. 10.11. 
I 	as,ured me Sen. Ford would he a dog fighting IhiI. batlie for them; "Ford ill more adamenl than 

we are.· He reiterated that he sees DO incentive for lhe banks to concede. NALU ill mounting a 
big grassroots campaign to defeat tho bill.They've called upon their entire merubershlp .-. rare 
event. They Blilo just endod a national convention where lhey were roving up opposltion . .view 
they bill as worse than current law. They hope the biD dies. 
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copy he could share, He said thot Ihls is the only part ho hod, which I find hard 10 believe, The 
I header on lho fax shows page 10 orginaled ftomtho Board orGovmors two days asot While 
'I tho substance ofth. provision is not .ritical here, Ihe fact lhol Howard ho. a manager's .md, 
seems indicativ. ofmovement. The technical ameadmenl relat.. to Sarb..... 'mega-merger
!	amendment' by adding .Ihird critcria forth. Fed to CONider ifalargel. company in alakeover 
hos ....t. ofgreater than S4ObiUion, This provision would require tho Fed 10 consider Ihe 
functional r.gulator'. opinion on whether lho mergsr would protect the interests ofpolicyholders 
and tho risk 10 the state insurance guaranty fund, lie commented lhot without tho•• amendments. 
lhen the IBAA would really come out opposed, 

11. Se£lIdU., Am<iulioDI 

'IThe 51A fully supports HR 10 and support. an allli.t. holding structure for the ease offunctional 
regulation, Slove Judga said lhat while they prefer the df~i.te approach, Ihey are ",gnostic' about 
Ithe op sub atnIClure, He said they had been willing 10 talk about flexibility for op .ub. earlier, bul that 
,the House Commerce Committ..was adamanlly opposed, SIeve think. there'. a 50.60% chance the 
,bill will pa.. the Senate. and commented lhat neither lho Fed or Treasury think. the bill will really 
become law, H. volunteered that ifRubinand Gr....pan. or Summcra and Virgil Maltlngly (or 
:whocver's 112). could gel together then they should be able to work out an agreement, I reminded him 
thot we hadn~ been able to do thot earlier and remain llaunchiy opposed to Ihe bile. 

I 
DL Indlvldunl B."(II
I 	 , 
! 

,Fin! UniDn', Chairman CrutclUield .aid at tbe CEO lunclI9J17that they supported H.R. 10, Hi. 
~ashinglon lobbyl,t, however, told ..... that firS! Unloo was not actively supporting the bill, 100 
Siedel ..id it waa a had bill, and that Wachovia and all theotherN.C, bank. [except Nation'.} 
).ere asaillSl, it, FU's lop exec's were in town 9/17 for tho URT meeting, Their sec, .ub" Wheal 
First, exec, waa in, too, These exec's lobbied wilh tho m ....g. thot progress was made in HR 10. 
but it wa. not enough, FU hos problems with tb. safe harbor. enabling lIaleslo enacl 
~iscriminatory atate laws against financlallnllitutions. They have a particular problem with Fla.', 
insurance commissiOllot and this language could exacerbate that problem, FU i. studying this 
provision carefully, 

I 
No"",,,, is now supporting tho bill They apparontly joined in a Merrill Lynch letter todey expressing 
lheir support, Anita Bedelia .aid lbey were pushing op sub hsrd, arguing among other reason. thot 
iho Fed had an Imbalance ofpower, She r.ported Dors .... Well.ton., Feingold all agree on tho Fed 
problem, Norwcst will wOOnue to .uppert the bill, however, even ifop sub i. not taken care of They 
Would also like to sec clarification on tho ins, provisions, Anila said they are very worried about the 
Potential ror the House bill to be enacted (which they oppose). She says Da..hl. would like to move 
Something because ofSarbane., but that he li.tened .....,fully to Kovacevich on the need to curl> the 
Fedls authority and on the op sub issues. Norwest view. the Senate as an interim baUle. 

I 
2I 
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Chase', Chairman Shipley sen! a 1_10 the Senate expresaing Chase's support for the bill 
provided no changes are made. Rick Hohlt aald lha report wa. filed Friday and that Loti i. 
expected to bring tho billw the lloor on Oct. 2. conceiveably it will be a bilt tbe Hou•• will 
..cept. Rick .ays they recognize thare', not enougb tbn< for a conference. 

IV. BRllk Anorial!!!", • National 

At Jerry reported earlier. the Baoken Roundlable now support. H.R. 10. Alfred Pollard aald they 
are focusing o.n the op sub issue and the faa that the Fed has 100 mucb power under this bill. He also 
said Daschl. was going to encourage Reed to lake the lead on op sub. If no ob sub amd were 
adopted, the BRT would continue 10 support the bill. In their lobbying materials, tbe BRT iru:lnde 
2 pro op aub editorials [and a pro IMP piece.]. When Larry spoke to tbe BRT Sept. 18th on Ihe 
international t~nomle situation, no one asked a question on the HR 10. 

Amerlca'J·Cqm....nJly Banken- WI.I.to make Improvements in the bill, particularly the thrift 
provisions and allow for fuiliransferabllity ofgrandfathered powers. ACB would like all ofTitle 
IV removed. nolably Sec. 40 1. 

V. Banll A'~!Ij;IBII2UI' Stott 

1have spoken to nullleroullIIale banking association. Ibis week and wilh lhe exceplion ofll.e ND, 
TX, OK and KY, aU are inolined 10 support HR 10. The lack of enthusiasm is evident. ND is 
opposed now, but lIUIy become "neutral" at he1II. Their Exec. DiJeclor oaid Dof88D would oppose . 
no IIUIller what and Ibat Conred was opposed. 

The Arimo... banken view HR 10 aa nwcb Improved to the point, "It', digestible, with heartburn. " 
They have graVe concema about slippage oa:ur on tbe bill. especially in -conference, Their co_ 
over unitary Ihrifts and deterrence have been ameliorated and are sharing Ibis with their Senators. 
lie noted the.lack o(improvement on op subs. The Ex. Dir, senses that the Senalel, beil1j! asked to 
pasalegislation without much opportunity for a thorougb debate. Neverthel.... the "emotional i......• 
for bankers - unilary thrifts and the ability for state ins. comm'r. to discriminate have been laken care 
ofto • degr"" thoy're satisfied. 

The WV banker> Itold a Iimllar view. They are satisfied with the unitary thrift and title in•. 
provisions. which hid been their chief sour"". ofopposition ..rli.r. H. expects Ihat at .orne point 
Iltey will lobby for the bill. He noted Iltat the ABA i. pushing bard on 01' sub. 

KS Banken - AIier. week nfregional meeting&, the KS bankerJ are ambivalent about IlR 10. They 
really don'I care whether it p..... or not, and have exprCiSed lhis position to their Senalors whose 
starrs have called Iski.glheit- position. Jim MaSS thinks thair Senalors will follow the state ••,'n, 
recommendation, Presently, their posilion remaiN Q~, but it may change after the ABA 
conference call. Jim said KS do."n' Mve problems wilh th.ir insurance commissioner, and 700/, of 
their member. are in lawOInfIesttban 5,000 10 already are eligible far in•. powers. 01' sub nola big 
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d!>U. but a few uman counly bankers would prefer op. sub. Jim commenled that Roser Beverage of 

OK Bankers had sent around Ih. acc memo. 


~ doe. nol have a position yet since they have only seen • one-pas. summary. They had been 

o'pposed to the bill. oed don't have an official position now. H. worned IhaIlh. House leadership has 

niade no commiunent on [preserving) the Senate language oed doesn't believe Congress can be 

lluated to develop a bill acceptable to the indullry. ,


I 
The MT banken are not that concerned about the bUt since most of their member. are rural bankers 

v}ho would not interested in expanded power.. They have given up on engaging in lb. legislative 

debate since losing th....edit union vote. Although the MT bankers usually follow the ABA'. 

position, lhe Elt, VPICEO lhought they'd be mo'" Inclined to follow Norwesl's position (supportive 

Jr the IBAA's. Bottom line: they're notactlvcly lobbying thia.


. I 
I;"'. has nO officlal position until a Board meeting is held. but probably could support th. bill based 

upon what they've ..en. IA i. uniqlll> in that lIIat. bank, have security power. option already; for 

t~e national banks. they're concerned about atat. discrimination; feci thai the tightening on unitary 

thrifts i. aU they can set; agree wi Treas. on op sub. but helieves rew community bankers would 

offer insurance in subs, 

! 
ID is ambivalent about the bill. Largest member. US Bank has been for HR 10. but others had been 

opposed. The ...·n probably won't oppoaethe bill Of lobby aggtll8sivcly for it. The llxec. Dir. 

!l.mented thai their Senators weren\ that concerned aboUl the bin all along oed abe expected them to 

(ollow the RopubIk:an lesdership 011 thi. bill regsrdlesa ofthe ...·n·. position. She had heard thelthe 

FHLB in their district bad problems with the governance Issue. oed au88ested that the FHLB. might

tl.. allies in oppolling the bill. She waa cbeclclng on thi•. The ...·ne board meets Sept. 23 oed will 

likely have an i>fficial position theil.

I . 
AK Bankers - They can probably aupport the bill, oed will likely lobby on illaler. They only have 

Sbanks in Ai<. ineluding Key oed B ofA. RigblllOW, the At.IIn is concorned with A TM fee. in the 

bankruptcy bill. In terms ofHR 10, they're concerned aboula prohibition on utle ins. sale. by banks 

o'.ot already in the business; that lifeline bonking Is a major Mjj8Iive ifrestored; believe CRA has sone 

ioo far and .....to, an competitive adv. for those not subjecl to it. Havo no concern witb op sub; nO 

problem with WoIfi... He feels no pressute on bank ins. sale. (seems contrary 10 concern @ title ins.) 

Believes thatlbere'lliittle real enthusiasm for the bill, but that bank.,. view think this bill i. belter than 

';'hat they'd get next year. Another driving factor for bankers' support i,lhaI big inter••ts will use 

the unitary tbrift chalter 10 banks' competitive disadvantage. Bottom line, though, he porsonally think 

ihatthere'. too much in the bill to get it enacted into law.

I . . 
OK agaln.t. says both Senetor, oppose based upon their discussions; ins. provisoes 100 unclear. 

hothing for community banks. TX opposed due because ofproblem. with safe harbors. 

1 . 
FL -supports bill. and Connie Mack apparently support. becau•• of Barnett i .... Nalions. 

4 
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'Miu. Bankers ""'19121 with the ABA and the ACB jointly. Apparently. the ass'n iSlam on its 
support forHR 10. While one ofthe memben w... stroll/! proponent al the meeting. olhers had 
concerns witb the 13 safe harbors and expressed fear lhat they may generate new. unfavorable 
stal.l.ws. ABA purportedly did. poor job explaining these provisions. Acoompanyins the ...·n 
were the state'. Banking Commissioner. the Depoty Banking Commy and tb. chairs of the state's 
legislative banking commit.... They're meeting with the Comptroller tomorrow. Steve Verdier . 
called Carolyn MeFarlen 10 warn her about the lack ofunily among the MS bankers and the 
fissure on the state powers. The MS bankers will also meet with Lott who wants to know where 
they stand. Presumably il will influence bow IttOll/!1y he feel, aboul moving the bill. 
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from: 

Media Advisory 

Comptroller of the Currency 
AdminiStrator of National Banks _.. 
' 
washington. DC 20219 

September 23, 1998 

Attention: Banking ReportersfBusiness Editors 

The attached letter from acting Compttoller ofthe Cumoncy Julie L. WUHams and Office of 
Thrift Supervision Director Ellen Seidman _ sent to S....te Bonking Committee Chairman 
Alfonse M. D'Amato. An Identica11etter W\lS sent to Sen. Paul Sarl>aruls. !he Banking 
Committee", ranking Democrat. 

In the letter, the two regulators express grave conccm with a provision added by the Senate 
Bonking Committee to the fillllDciai modernization legislation that limits !heir agencies' 
authority to examine aod even to obtain information about !he operations of securities or 
insurance units owned by or affiliated with nationaHy..,h.iutered banks aod thrifts, 

The oce chartetl. regulates and mpervisc:s approximately 2,600 nalionaJ banks and 66 federal branches and 
agencies orrorc:ign blinks in the V,S., acecut'lting for more: than 58 pe~t oftbe nation', blttlkinga»ets. Its 
mission is to ensure a safe, sound and CQDlpetitive national banking &)'Stem that aupp01'ta the citizens, com.m.unities 
and economy ofthc United States. 



To~ Ell", S,idurt fru,.' .. 

OFFICE OF THE COMPTROLLER OF THE CURRENCY 
OFFICE OF THRIFT SUPERVISION 

September 22, 1998 

The Hononilile Alfonse M. 0'Amato 
Chairman 
Committee on Banki.tlg, Housing, and 
Urban A.ffairs 

U.S. Senate 
Washington, D.C. 20210 

De~, Chairman 0'Amato: 

We"", writing to inftmn you about grave conCCl.'llS we have with Section 118 ofH.R. 10 
as added by ihe l1lllllagers' amendment that the Committee adopted during consideration orth. 
bill on September II. This provision compromises our ability to oversee the safe aod BOund 
operation ofthe institutions we supervise. Despite this erosion ofthe supervisory 8l.lthority of 
the Office ofth. Comptroller of the Currency ("DeC") nod the Office ofThrlft Supervision 
("OTS"), neither of our egenei .. was informed &bon! this provision prior to its pusege nor 
provided with any opportunity to comment 011 its effect on the safe and soaod operation of 
national banks and savings associations. Thi. amendment would undennine the safety nod 
soundne.. of the Insured depositary Institutions regulated by our two egeneies. Further, it would 
weaken consumer protection. and appears to b. moonsistent with section 307 ofH.R. 10, which 
requires the federa! banking egenei., to adopt consumer protection regulation. in connection 
with the .ale of Insurance products by depOsitory institutions and their subsidisrle•• 

Specifically, Section 118 ofm. reported bill would liatit our agencies' ability to examine, 
request reports from, and take enforcement actions against functionally regulated insurance and 
securities subsidiaries nod affiliates ofbank holding companies (includi11ll nonbank subsidiaries 
of depository institutions), Under the amendment, our agencies must meet rigid standards to 
justify an on-site examination or to take an enforeoment IlCtion egainS! a regulated subsidiary. 
Our examination staffwould have to demonstrate that (i) a subsidiary's activities pose. 
"material risk" of tuum to a related deposiklry institution, or (ii) it has "reasonable caus. to 
beHeve~' a subsidiary is not in compliance with laws relating to transactions with a"depository 
institution and it cannot make the compliance determination through an examination of the 
depOsitory institution. We would essentially be forced to v-'ai.t until a danger or violation 
materializes before we could act. Section 11 g (bus wouLd take away from regulators one of their 
most important tools to ensure safety and' soundness: the ability to act promptly to prevent or 
contain risks to the depository institutions thal they supen.ise based on tneir seasoned judgment 
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Ctlrt'ently, we work cooperatively with the functional regulators of our subsidiaries and 
affiliates under flexible arrangements that pennlt us to examine subsidiaries as necessary. 
Neither the OCC nor the OTS S¢Ok to be the regulator of securities firm,. insurance companies, 
or mutual funds, W. fully recognize and respect the primary role of the securities and insurance 
regulators over nondepository subsidiaries and affiliates arullargely defer to their reports and 
examinations. Ho~'{:r, these Tegulatory reports 1ID<i examinations were designed for a 
fundamentally different supervisory structure, Mt>",over, these regulators "'" simply not on site 
at th~ subsiduu-ies on a regular basls. In contrast to the functional regulators, our examiners are 
on the premises of banks and thrift' on. stetutorily'mandnted, regular bssi., Under the current 
regulatory regime. the bank rutd thrift examine" have sufficient flexibili~ and information to 
assess the risk exposure to a bank or thrift based on activities of the entire entity, Section liS 
could seriously undermine this eapabili~, ' 

The nc;w standards: would shift our examiners I focus away from substantive supervisory 
concern' by forcing them to provide legalistic justifications to obloin the information they need. 
The standards set up needless confrontations between depository institution regulators and 
nonbank subsidiaries. AdditiollaUy. there may be compelling circumstances for our examiners to 
seek information from, or examine aspects ofa subsidiary's operations thai do not faU within any 
of the required justifications, For example. 0 subsidiery broker-dealor may he operating on the 
premises of. bank or thrift and failing to make adequate disclosures to consumers about the 
uninsured nature of its investment products, These activities ma.y pose no material risk to the 
safe and sound operation of the institution, may not vio1a!e this Act, rutd may not telate. to a 
transaction with the bank or thrift _. the requisite standnrds for justifYing our investigating the 
circ-umstances. Yet such a failure is contrary to important and longwstanding customer protection 
policies of OUf agencies and may impact the: reputation risk and market perception of the 
institution. A different situation that could pose even greater risks arises When the broker..<fealer 

. operates off the depository institution)s premises and engages in inappropriate activities with the 
institution's customers. In that case, the regulato! of the depository institution would be denied 
effective tools to even make itself aware of potential problems. 

The amendment's differential treatment of federally and state chartered depository 
institutl011S in bank holding company structures that own functionally regulated subsidiaries is 
inexplicable and has no bllSis in safety and soundness. The amendment would limit the authority 
of the ·occ and OTS, rhe regulators of federally chartered institutions. but leaves unimpaired the 
supervisory authority ofthe states. the Federal Reserve) a.nd the Federal Deposit Insurance 
Corporation ("FDIC") with respect to state banks that have functionally regulated subsldiaries 
and affilia.tes. The disparity is most apparent in a bank holding company structure with a state 
l1OL"!member bank, a state member bank, a national bank. and a thrift. The sta:.es, the FDIC, and 

,the Federal Reserve as well. may be able to uSe their authQrity as bank regulators to examine a 
joint subsidiary of the depository insdtutions. but the oce and OTS could 1.101. Tile amendment 
could well impede the bankins agencies [rom working jointly on problems affecting their 
inleHelated instiu.ttions, as we do now, because we would have diffetent enforcemem authorities"' 
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Fewer than 10 yeru:s ago, in the rac. of. savings and loan and subsequent banking crisis, 
tile Congress ....cted regulatory ",forms to ensure that the thrift and banking ogenei.. had rohust 
superVisory powers to appropriately oversee insUl'<>d depository institutions and their subsidiaries 
an1 affiliates. It is particularly important for regulator. of insured deposit~!'Y institutions to have 
timely information about activities and compliance by nonbank subsidiaries and affiliates so that 
regulators of the insured depository institution can adequately monitor _,ions and enforce 
compliance with firewaHs designed to protect the depository institution and the insurance funds 
from risks created by nonbank activities, This in no way detmcts from the role and 
responsibilities of functional regulato~ of securities and insurance firms, It is, however. 
fundamental to prudent oversight of insured depository institutions. 

We note that the FDIC raised similar concerns to tlte ones we have raised in this letter 
about an earlier version ofthis amendment and have enclosed a copy oftheir letter. We would 
be happy to discuss these important issues with you or your staff. This same letter is also being 
sent to Senatuf Sarbanes. 

SincerelYI 

, 

-
Ellen Seidman Julie L. Williams 
Director, Office ofThrift Supervision Acting Comptroller of the Curtency 

Enclosure 
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Center for Community Change _:* FAX 
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Tor Sarah Rosen, Nat'l Ewnomi<: Council, The While House 
F .... II: 4S6-l223 

Subject: Opposition letter to HR 10 
Dale: September 23, 1998 

Pas..: 3, including this cover sheet. 

COMMENTS: 

Her<! is • «>py of. grusroots sign.on letter tlIlI.t WII!l clrculatod yesterday to the Sena\e. It W1\.'l 

endorsed by over 800 national and loeal orgam",!io"., '" well .. by over 30 local public officials. 
A list oftb. national orsani ........ endOI'$C!'ll iIlattaohed. 
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/ 
September 2\. 1998 

:rbe Honorable 

United States Senate 

Washington. DC 20510 

Dear Senator (last name); 

The undersi8ned organizations are writing to urge your opposition to effons to 
schedule time on the Senate floor for HR 10, the "financial modernization" bill 
reported oUl by the Senate Banking Committee on September 11. In its present 
fonn. HR 10 promotes the formation of gilUlt fmancial conglomerates. but 
contains virtually nothing to safeguard access to fundamental banking services for 
consumers and communities. In fact. this bill is totally opposed by virtually 
every community leader worldng to revitalize inner city neighborhoods and rural 
communities, 

HR 10 undermines the effectiveness of the Community Reinvestment Act (eRA). 
!he 1977 law !hat has served as the primary tool for directing mIlCh needed small 
business. small farm, IUld affordable housing credit into previously underserved 
UrblUl and rural communities. The bill passed by !he Committee makes it easier 
for banks to shift their assets to insurance, securities. and other affiliates not 
covered by the CRA. As a result, banks and thrifts will have fewer resources to 
lend to underserved geographies. 

,	The Committee took a bed bill and made it worse. It deleted a requirement !hat 
banks affiliated with securities firms or insurance companies offer "IifelineK or 
low-cost checking accounts to low-income customers. The Committee bill also 
wenkens extremely modest eRA provisions that were in the House-passed version 
of !he bill. limiting !he extent to wblch CRA would apply to new. uninsured 
banks created by the bill. and eliminating enforcement provisions for institutions 
that fail to sustain an edequate record of serving their local communities, 

In short. HR 10 does nothing to modemize the laws that protect the vast majority 
of con$umers and communities that are the most vulnerable to the disinvestment 
forces tha, the bill promises to unleash. By promoting the concentration of 
economic power. this bill will huTt your constituents. 

:rhe 809 community organiZations signing this letter urge you to voice your 
opposition to this bill. ask the Senate le.dership not to schedule floor time for this 
harmful legiSlation. and urge you to work with us to defeat any further 
consideration of HR 10. 
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WYOMING 

The Honorable Trudy McCrai<en. Mayor. 

AfL - CIO Housing Inv_tTrust 

AJUon"" (0 End Childhood Leod Poisoning 


Amencon Planniul> Association 


Center for Commllllity Change 


Center r()f PoUcy Alternatives 


Consumer FederlItion of America 


CorponWon for I!lIleIprisc Development 


Hisponl<: Association on {l)r Corporate Responsibility (IfACR) 


Housing Assist.'ml:e Coon<il 


Intemational BroIberbood. ofTeams.." 


Intemational Unioo of Automobile. Aerosp_. and Agrlcu1tUfe Jmpl£mcnl WolhIs I UAW 


Lawycc's Carruni_ {l)r Civil Rigbls 


L.oc.oI IniIio1i_ Suppon Cotp<Iratioo 


NAACP 


RJ>lpb Nader 


NAHRO 


NUlionai AUi= '" End Home .., ..... 


NationAl Americnn Indian Housing CounJ;U 


Natioo.ul Association of Affordll.ble Housing L¢nde:rs 


Nalion31 Association of Conununiry Action Agencjcs 


National Black Chamber of Commef\!~ 


Nationa..l Coalition for the Homeless 


Nationru Community Ac,ion Agencies 
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Naflonal Community Reinvesantml Coalition 

National Congress for Community Economic Developmt'flt 

National CollnCil of La Raza 

Nalional Council of Stale Housing Agencies 

National Fair HOusing Alliance 

National Housing Trust 

National League ofCiti.. 

National Low Income Housing Coalition 

National Neighborhood Coalition 

National Neighbol'$, Inc. 

National Orpnization for Women 

National Peepl.', AcIIon 

Naflonal Puerto Rican Coalition 

National Trust for Historic P=ervation 

Neighborhood Rein......... Cotponuion 

NErWORK: A Narional 0Idl0Iic SociaI.Iu!tice Lobby 

Rural Housing Coalition 

sun:..:. Tr.I1ISJ'Ol'Dllion Polley Projc<:t 

The Enterprise Foundation 

The National CQl'lgTeSs ofSlack ChllIChe$ 

U.S. Catholic Confererlcc 

U,S, Conference of Mllyors 


UNITE 
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DE:PARTME:NT OF THE 
WASHINGTON, D,C, 20220 

November 14, 1998 CONFIDENTIAL 

MEMORANDUM FOR SECRETARY RUBIN 
DEPUTY SECRETARY SUMMERS 

FROM: 	 Richard S. Carnell ~ 
Assistant Secretary for Finanda11nstitutions .. 

Gregory A. Baer Ifit1 . 

Deputy Assistant Secretary for Financial Institutions Policy 


SUBJECf: 	 Rethinking Financial Modernization Legislation 

Attached are three documents as background for our discussions about how to 
approach financial modernization legislation. 

The first document (pages 2-5) responds to two questions posed by Deputy Secretary 
Summers: to what extent would H.R. 10 bring hedge-fund activities closer to the federal 
safety net; and how should recent financial turmoil, including the problems of Asian 
fmancial systems, affect our views about U.S. financial modernization l.egislation. 

The second (pages 6-7) reviews the case for financial modernization legislation 

The third (pages g-II) looks at possible legislative strategies in light ofSenator 
Grcrnm's anticipated rbe to the chairmanship of the Senate Banking Committee. 

Attachments 
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QUESTIONS ABOUT FINANCIAL MODERNIZATION LEGISLATION 

1. To wbat extent would H.R. 10 make it easier to bring hedge-fund activities closer 
to the rederal ••rely net? 

• Banks can already expose themselves (and, indirectly, the federal safety net) to hedge 
funds by lending to those funds. But there are limits on that credit exposure. 

• Under the generailimit on Joans to one borrower, a national bank's total 
extensions of credit to anyone borrower, including a hedge fund, cannot. 
exceed 15 percent of the bank's capital (with an additional 10 percent of 
capital allowed ifsecured by certain types of readily marketable coll.teral). 

• Banks must hold capital against any loan, and bank examiners are supposed to 
ascertain whether banks have properly written down troubled loans. 

• If the bedge fund and the bankare under common control, section 23A of the 
Federal Reserve Act limits the bank's total extensions of credit to 10 percent 
of the bank's capitalt and aI~ imposes strict coHateral requirements on any 
such lending to the fund, 

• CUlTent law strictly limits direct investment by a bank in a hedge fund. 

• A national bank can invest money in a hedge fund only if the hedge fund 
invests solely in assets of the type that the bank could invest in directly. Thus 
a bank could not invest in a hedge fund that holds corporate equity securities 
or certain types of bonds: Otherrestrictions apply as well: e,g" ifthe fund 
invests in futures, forwards, and options. it must do so in a manner consistent 
with the standards applicable to the bank's own portfolio. These restrictions 
would preclude banks from investing in many hedge funds. 

• The Federal Reserve has. case by case, permitted bank holding companies to invest in 
or manage hedge funds, but has imposed a substantial regulatory capital penalty on 
any holding company that chooses to do so. 

• Specifically, the Federal Reserve has classified the activities in which hedge 
funds engage as "closely related to banking" and thus permissible for a bank 
holding company or a fund managed by such a company, 
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• 	 But the Federal Reserve, citing the reputational risks posed by managing hedge 
funds, has required the bank holding company -- for purposes of consolidated 
holding company capital requirements -- to consolidate with the holding 
company's own assets the assets of any hedge fund for which it serves as 
general partner. In effect, the holding company must hold capital against the 
hedge fund's assets. This capital requirement applies even when the bank ' 
holding company's own investment in the hedge fund is quite limited (e.g., 1-2 
percent of the fund's total equity). 

• 	 Moreover, if the bank holding company engages in the activity directly or 
through a subsidiary, any extensions of credit from affiliated banks come 
under section 23A's collateral requirements and 10-percent-of-capitallimif. 

• 	 The Federal Reserve has not granted bank holding companies blanket authority to 
manage and invest in hedge funds; it requires case-by-case prior approval, which 
enables the Federal Reserve to act as gatekeeper and impose additional conditions as 
appropriate in particular cases. 

H.RIO 

. H.R. 10's effect on hedge fund activities is, to s,?me degree, ambiguous because the 
relevant statutory language is' general and has not been interpreted by regulatory agencies or 
the courts. \ On balance, however, the General Counsel's office views HR. 10 as not 
explicitly "xpanding the scope of hedge fund activities permissible for banks and bank 
holding companies. H.R 10 would generally pennit bank holding companies to invest in and 
manage hedge funds to the same extent and under the same restrictions and requirements as 
the Federal Reserve has imposed under current law, un~ess the Federal Reserve chooses to 
f!10dify those conditions. Thus, unless changed by the Federal Reserve, the requirement to 
consolidate a hedge fund's assets with those of the bank holding company that manages it 
would continue to apply. But H.R. 10 would not require case-by-case prior approval for each 
bank holding company wishing to engage in hedge fund activities. The bill would thus 
eliminate the Federal Reserve's current gatekeeper role. The Federal Reserve could still seek 
to constrain bank holding companies' hedge fund activities through the examination process, 
through the periodic reports filed by bank holding companies, and through regulatory 
interpretation. 

HR. 10 defines a long list of activities as "financial in nature" and thus permissible 
for bank holding companies. Certain activities on this list -- such as merchant banking and 

1 Unless otherwise indicated, all references in this memorandum to H.R. 10 are to the version of 
the bill reported by the Senate Banking Committee. 
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securities underwriting and dealing -~ could provide some textual support for arguing that 
H.K 10 would expand bank holding companies' hedge fund powers. But the General 
Counsel IS office believes that the better reading of these tenns in H.R. 10 would not 
encompass hedge fund activities, Moreover, because H.R. lO continues to pennjt the Federal 
Reserve to issue regulations interpreting the Bank Holding Company Act, the Federal 
Reserve could prescribe restrictive deftnitions ofthe activities in question ~- and thus prohibit 
a bank halding company from conducting hedge fund activities in the guise of merchant 
banking or securities underwriting or dealing.z 

How should recent financial turmoil, including the problems of Asian fi~ancial 
systems, affect our vie,""s about U.S. financial modernization legislation? 

Banking and commerce',- Opponents of allowing any common ownership of banks 
and nonfmancial firms will doubtless contend that the Asian experience demonstrates the risk 
of mixing banking and commerce. But the reality is that even the most deregulatory U.5. . 
proposals would leave substantial walls between banking and commerce that were absent in 
Asia. Such proposals would, at the very least, ietain section 23A, which (in addition to the 
collateral requirements and percentage-of-capital restrictions discussed on page 2) limits a 
depository institution's aggregate extensions of credit to all affiliates to 20 pereent of the 
institution's capital. In any event, H.R. 10 would generally prohibit any affiliation between 
an insured depository institution and a company engaged in nonfinancial activities (except as 
incidental to merchant banking, in which section 23A limits would apply). 

Operating subsidiary: During House floor debate over H.R. 10, some opponents of 
the subsidiary approach asserted that it would lead to Asian-type problems. This argument 
ignores the safeguards in the Treasury's proposal, notably the capital deduction requirement 
and the percentage~of-<;:apita1 ]ending limits in section 23A Moreover, consolidated 
financial reporting at the holding*company level would obviate any accounting differences, 
and leave the reputatlonal risk the same. 

2Other provisions of H.R, 10 grandfather for 10 years existing activities ~ including, potentially, 
broad hedge fund activities - engaged in by investment banks or other companies that come under the 
Bonk Holding Company Act after enactment ofRK 10, Thus HR. ]0 could conceivably let a eertain 
grandfathered set ofholding companies co~ue engaging in ft broader range: ofhedge fund activities 
during a limited time as long as they did not expand those activities. 
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Other Possible Lessons 

Political consequences: Deregulating during a time of financiaJ anxiety may well 
yield better real-world results than deregulating during a time of financial euphoria. Market 
participants are more likely to use sober, hard-headed judgment in assessing proposed new 
ventures and affiliations -- and less likely to be carried away by irrational exuberance. Hence 
deregulation during a time of tinancial anxiety runs a lesser risk ofactually creating 
problems, 

But deregulating during such a time runs a greater risk of beingblamed for creating 
problems -- inc1uding problems that already existed or that would have arisen in any event. 
The issues involved are sufficiently unfamiliar to most people so that one can plausibly argue 
th.t the deregul.tion caused the problems, even if it actually mitigated them. Moreover, 
financial tu~oil reminds politicians of the blame that they face iithey bungle, or are thought 
to have bungled, deregulation. And the potential for blame increases if one can characterize 
the proponents of deregulation as having acted recklessly, in the face of known hazards 
highlighted by the financial turmoil itself. Accordingly, the points made in 1I1e preceding . 
paragraph .. whatever their inte1lectualcogency .. are politically counterintuitive. Political 
considerations generally militate against deregulating during a time of financial anxiety. 

Possible implications/or GSEpolicy: The Asian example highlights the risk that 
governmental efforts to allocate credit can lead to economic inefficiencies and ultimately to 
losses for the lender (or the government). 

The most recent Congress saw inereasing attempts (through H.R. 10 and other bills) 
to expand lhe use of GSEs: e.g.• to encourage lending to small businesses~ agriculture, multi
family housing, and day-care center construction. Such efforts are likely to continue. 

Too-big-to-faiitreatl1U!nt AI1I1ough H.R. 10 would have facilitated the creation of 
large financial conglomerates, it made no systematic effort to constrain the potential for such 
entities to be seen as too big to be allowed to fail. and thus as at least partially insulated from 
normal market discipline. Recent controversy relating to Long-Term Capital Management 
LP underscores the importance ofgiving further attention to these issues O~e way to 
maintain market discipline would be to require the issuance of subordinated debt, which 
would strengthen capital markets' incentive to monitor large institutions and would help alert 
regulators to any deterioration in those institutions' condition. 
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THE CASE FOR FINANCIAL MODERNIZATION LEGISLATION 

Rather than dealing with financial modernization as a single, undifferentiated concept, 
we focus here on the twin pillars of recent financial modernization proposals. including aR 
10 and the Dreier-LaFalce bill: (1) allowing banks and securities underwriters to affiliate, 
and (2) allowing banks and insurance underwriters to affiliate. 

I. 	 The Case for Allowing Banks and Securities Firms to Aflilint. 

• 	 Bank holding companies already take on and manage the risks of underwriting and 
dealing in a full range of securities. 

• 	 Banks can already affiliate with securities fIrms, so long'as underwriting and 
dealing in corporate securities (and other securities that a bank cannot' directly 
underwrite and deal in) generates less than 25 percent of the securities firm's 
total revenue. Given the Federal Reserve liberal interpretation oflhis Iimi~ 
almost any securities firm (e.g., Salomon/Smith Barney) can qualify. 

• 	 When originating syndicated loans, banks take on riaks similar to those of 
securities underwriting. And when making unsecured loans, banks arguably 
take on even greater risks. . 

• 	 Banks can affiliate with firms engaged in financial activities that can be even 
riskier than securities underwriting: e.g., commodities treding and OTC 
derivatives trading. 

• 	 Thus Glass-Steagall currently fails to insulate banks from the risks of 
securities activities. 

• 	 Moreover, ~llat[ons between banks and securities firms have created few 
problems since bank regulators began allowing them in the 1980,. 

• 	 Glass-Steagall creates inefficiencies, inequities. and perverse incentives. 

• 	 To create sufficient leeway under the 25-percent-of~revenue'limit, bank
affiliated securities firms often run enormous matched books in government 
securities or reJy on generating brokerage revenue. 

• 	 Lacking such compliance options. a small bank wishing to underwrite 
muntcipal revenue bonds, for example,. is likely to find that the 25 percent 
lirhit precludes it from entering the market, . 
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II. The Cnse for Allowing Banks and Insurance Underwriters to Affilinte 

• 	 Affiliation with insurance companies WQuld help diversify bank holding companies' 
earnings, as hard times for the banking industry would not necessarily correlate with 
hard times for the insurance industry, 

• 	 Life insurance underwriting has hih10rically been a lo:v,.'~risk business, 

• 	 Insurance products are closely related to banking products, and customers wou.1d 
benefit from being able to purchase both from the same seller (although one could 
presumably achieve this goal by allowing affiliates of banks to sell but not underwrite 
insurance). 

• 	 Existing restrictions are already atrophying. 

• 	 Banks can already sell annuities. 

• 	 Options can be indistinguishable from insurance. and one can expect expanded 
bank use of derivatives to enable corporate customers to manage an 
increasingly broader range of risks .. 

• 	 Most large insurance companies are already in the proceSs of purchasing thrift 
institutions. 

• 	 The Federal Reserve infonnally questions whether the OTS, which 
oversees thrift holding companies. has adequate resources to assess risk 
at the nation's most sophisticated insurance companies. (The OTS is 
moving to expand its capabilities> and -- more broadly ~- one should 
note that unitary thrift holding companies have not historically given 
rise to significant problems.) 
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WHAT SHOULD OUR LEGISLATIVE STRATEGY BE? 

We face questions of legislative strategy regardless of whether' or not we would prefer 
to see the cext Congress pursue financial modemization legislalion, It appears virtually 
certain that Chairman Leach will pursue such legislation, and it is very possible that Senator 
Gramm will do so as well. The question would thec become whether or not we wish to be 
part of the process. 

How Should We Approach Legislation? 

Option I - Attempt to stop legislation, emphasizing uncertainty in markets 

Pro: 

• 	 Would have some chance of preventing legislation and preserving a status quo that we 
find tolerable, particularly if the Secretary presses the issue publicly and with Sooator 
Gramm, ' 

Cons: 

• 	 May well fail, given considerable industry support for a bill and two years in which to 
enact one, 

• 	 Would again leave us on the outside, with proponents of the bill sore at us and with 
the Federal Reserve probably once again in the role of dealmaker and unconstrained 
drafter, 

• 	 May require us to push hedge fund phobia and market turmoil farther than credibility 
would allow (and proponents oftegislation could weaken our position by including, 
e,g" limits on bank,connected hedge fund activity), 

Option 2 - Work .arly nnd oft.n with Senator Gramm to craft a bill that we find 
mutually acceptable 

Pros: 

• 	 Senator Gramm has indicated some inclination toward our two greatest objections to 
H,R. 10: its rejection of the subsidiary option. and its expansion of the Federal Home 
Loan Bank System. That provides a reasonable starting-point for developing an 
acceptable bill, 
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• 	 \Vorking from the inside, we could protect the Administration's policy interests far 
more effectively and on a much wider range of issues. 

• 	 To the extent that we have concerns about systemic, reputational. Of other risks, we 
oould press for measures to alleviate them (e.g.• a subordinated debt requirement. or 
restrictions on bank affiliation with hedge funds, however defined), 

Cons,' 

• 	 Would risk alienatipg Sarbanes and some other Senate Democrats (but note that 
Senator Dodd has a long history of working with Republican as well as Democratic 
Chairmen of the Banking Committee), 

• 	 GiYen Senator Gramm'8 hostility to the Community Reinvestment Act, negotiations 
might bog down over the CRA or put the Administration in the position of h."og 
worked on legislation that consumer and community groups strongly oppose. 

Assumin$! We're Interested in LegislAtion, What Starting Point Should We Seek? 

Option 1- Dreier-LaFalce biU(see summary below) 

Pros: 

• 	 The bill is already at least arguably CRA neutral, which would help us sidestep the 
greatest obstacle to our working with Senator Gramm. 

• 	 The bHl contains no FHLBank expansion, no unitary thrift provisions, and none of the 
host of provisions in H"R. 10 truit aggrandize the Federal Reserve ~s jurisdiction ~ the 
expense of other agencies. Although the bill does not authorize new financial 
activities in subsidiaries, it does not prohibit them eithcL 

• 	 Congress would probably end up grafting various branches of HR. 10 onto the 
Dreier-LaFa1ce tree: e.g., provisions curtailing banks' current exemption from 
secmities broker-dealer regulation. and perhaps provisions restricting banks> 
inSurance sales activities. But it might well be easier to modify their problematic 
features here -- in the context of a new bill ** than in the context of a revived H.R. 10. 

Cons: 

• 	 Would mean starting from scratch and potentially reorganizing the coalition behind 

HK 10, 




10 


• 	 H.R. JO could stiJl move in the House, so we may. in any event, have to pursue a 
House strategy of dealing with a flawed H.R 10. 

Option 2 ..- n.R. 10 

Pros: 

• 	 The bill has had support from all the key trade associations and seemed poised for 
passage not long ago. 

• 	 With Senator Gramm's support, adding a subsidiary option and omitting the 
FHLBank and Federal Reserve aggrandizement provisions may be just as feasible as 
adding the subsidiary option to the Dreier-LaFalce bilL 

Cons: 

• 	 Given that H~. 10 imposes conditi~ns for conducting new financial activities, a 
decision would have to be made on whether those conditions would or WDuld not 
include eRA compliance, 

• 	 Senator Gramm and others could end up splitting the difference on the provisions 
aggrandizing the Federal Reserve. 

SUMMARY OF DREIER-LAFALCE BILL 

Should Senator Gramm decide to pursue financiai modernization legislatjon~ we have 
reason to believe he may be inclined to work not from H.R. to but from a bill offered during 
the past Congress by Representatives Dreier (who is expcctcd·to chair the House Rules 
Committee during the next Congress) and Lafalce. We believe that this could be a welcome 
development. 

In brief, the Dreier-Lafalce bill, which is only 30 pages long: 

• 	 Would repeal the anti-affillation provisions of the Gla<s-Steagall Act. 

• 	 Would authorize bank holding companies to engage in any activity that the Federal 
Reserve determines is !!financial in nature!! -- a standard considerably broader than the 
current "closely related to banking" standard. 
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• 	 Would repeal the current prohibition against bank holding companies underwriting 
insurance, expressly authorize them to do such underwriting, and also aUow insurance 
companies that are part of bank holding companies to make limited nonfinancial 
investments under state insurance law. 

• 	 Would do nothing else. 

• 	 Thus, unlike H.R 10, the Dreier-Lafalce bill: would preserve the unitary 
thrift holding company; would not restrict bank insurance sales or the judicial 
deference accorded to the OCC; would not expand the Federal Home Loan 
Bank System; and would not create new "financial holding companies" or 
"wholesale financial institutions" (and attendant CRA controversy). 

The Dreier-Lafalce bill would thus have some significant advantages -- most notably, 
being at least arguably CRA-neutral, as the CRA would continue to apply as currently.' Thus 
the bill could help the Administration and Senator Gramm to finesse the most potentially 
divisive issue between them. 

The Dreier-Lafalce bill could probably not emerge from Congress in its current lean 
condition. Securities firms and the Securities and Exchange Commission would certainly 
wish to indud. RR lO's limitations on the bank broker-dealer exemption, andinsorance 
interests would also press for restrictions on bank: insurance sales. Still, the Dreier-LaFalce 
bill would probably not collect as much baggage objectionable tous as RR. 10 already 
contains ..- particularly ifwe were working with Senator Gramm, 

cc: 	 Jer!)' Hawke 
Michael Froman 
Gary Gensler, Ed Knight; Linda Robertson 
Roger Anderson; Michael Barr; Karen Kornbluh; Sheryl Sandberg; Marne Levine 

J H.R. 10 would have explicitly required a satisfactory eRA rating as a prerequisite forthe 
conduct of any new financial aLiivity. l.:nder current law (and the Dreier-LaFalce bill), the agencies 
consider a banking organization's eRA record in any depository institution acquisition or merger, but do 
not consider it when acting on applications to engage in nonbanking activities. 
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TilE WHITE 11OI'SE 

\\',\SIII"C;'I'<I" 

March I, 1999~~dent: 
This RubinlSperling/ReediStein memo asks you to approve a 
letter to Senate Bailking Committee Chairman Granun - from 
either you or John Podesta -- that threatens a veto of the 
[mandal services'modernization bill scheduled for mark-up 
before that committee on Thursday. 

The memo details why your advisers believe Gramm's bilt 

would weaken the Community Reinvestment Act (eRA); erode 

the Administration's role in financial services policymaking; 

weaken consumer protections; and pennit unwarranted leeway 

for banks to merge with commercial finns. They think a veto 

threat n9w will aid a better bill being advanced in the House by 

Reps. LeachILaFalce; underscore the CRA's importance; help 

rally/unify Senate Democrats; and highlight your opposition'to 

a bad bill and your support of a good one, 


Chances for overall passage appear stronger this year than last, 

when similar legislation (H.R. 10) ran aground in the Senate, 

over CRA and other issues, including Administration 

opposition. The LeachILaFalce version is generally acceptable; 

it allows affiliations among different types of financial services 
 .. 
firms without undercutting the eRA or the Administration's ':. 

pol' ymaking authority, Senator Sarbanes is gathering support 

for a 'milar Senate alternative and requested a veto letter. 


Disapprove _ Discuss 

Phil Caplan ---.. 
Sean MaIOn~y~ 
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October 28, 1999 

The Honorable William Jefferson Clinton 
;0·;;' S· '19President of the United States of America 

The White House 
Washington, D.C. 20500 

Dear President Clinton; 

I pressed hard for a Financial Services Modernization bill that took 
a strong stand on the Community Reinvestment Act (CRA). When 
it became clear that the final bill would assure that CRA remains 
vital and relevant in the new financial landscape, I was quick to 
praise it and I still do. 

However, when I look at some ofthe finer details of the bill, I 
believe that changes are still needed to address the ominous 
language of the "sunshine" provisions, While I support the notion 
that community organizations should be held accountable, I believe 
the detailed reporting language wilt cast a pall over CRA by iocal 
community groups. Additionally, I am concerned that the real 
reason for these provisions is to collect the necessary data for future 
attacks on CRA. These provisions implicitly support the premise 
that community groups are engaged in extortion and fraud 
regarding CRA, These reporting and penalties will have a chilling 
effect On groups' efforts to highlight weaknesses in bank 
performance as well as their efforts to forge partnerships with 
lenders. 

I believe that in addition to the significant changes already made, 
two modest additional changes arc necessary to restore cquilibriu:n 
to eRA. These changes would in no way adversely affe..: t:, .... ,)11:; 
and they should be supported by the banking industry. 

First, under the CRA Sunshine Requirements, I would like to see 
the proposed new Sec. 48 (c)(3) of the I'D! Act elimi"o'· ..,. 
information requested under these reporting requirements is it)\) 

Rev. Willie T. 8;:Hrow, Co-Chair of Board of TrJJslces • Dennis Rivera, CO~ChOl~ of Boord atTnl'! .,," 
janice L. Mathis, Gmrml COlIl15c1 

Rc\', Jesse L Jackson Sr" FOllndrl- & prt'sidr-rl 
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highly detailed and burdensome, particularly for small community 
groups who do not maintain information in this format. 

Second, efforts were made in the legislative drafting to narrow the 
scope ofactivity defined as a "CRA agreement," limiting it to 
activity relating to bank applications and examinations, I believe 
that the proposed new Sec, 48 (e)(1 )(8)(ii) should eliminate 
references to individuals and organizations that have "discussed or 
otherwise contacted the institution" concerning CRA. These 
phrases case an extremely broad net and would cover situations 
where a bank - even one with no application pending or a 
scheduled CRA exam - approached a community group about 
establishing it partnership. that might be counted as part of its CRA 
record, Without a change, community groups will rightly fcar lhat 
even the slightest criticism ofbank performance will ensnare them 
in a federal regulatory review, 

Lastly, I understand lhat several privacy groups are unhappy with 
lhe bill. While some progress has been made, more needs to be 
done. 

We are in the final throes of this process, and I need your suppon 
for these changes to lhe bill. [ believe that wilh lhese adjustments 
we can create a stronger piece of legislation that serves both the 
financial industry and their local community p2J1ners. 

Sincerely, 

1;-\ 112~/ /
,,*~' ~ 
/ Rev. Jers; . Jackson, Sf. 



'. 


THE: WHITE HOUSE 

WASHINGTON 

March I, 1999 

MEMORANDU!\l FOR THE PRESIDENT 

CC; 	 THE VICE PRESIDENT 

FROM; 	 ROBERT RVBIN 
GENE SPERLING 
BRUCE REED 
LARRY STEIN 

SUBJECT: 	 Financial Services Legislation 

ACTION-FORCING EVENT: On March 4, Ihe House and Senate Banking Committees are 
both scheduled to mark up major financial services legislation. The House bill. developed by 
Chairman Leach and Ranking Democrat LaFalce, i. generally aceeplable. But the Senate bill 
being developed by Chairman Gramm is seriously flawed. While we expect to see another draft 
of the Gramm bin later today, the most recent draft would remove outmoded barriers to 
affiliations among different types offinancial services firms, but it would also: (I) weaken the 
effect ofthe Cnmmunity Rcinvestment Act (eRA); (2) erode the national bank charter and the 
Administration's role in financial services policymaking: (3) provide inadequate consumer 
protections; and (4) provide increas~ leeway for affiliations between banks and nonfinancial 
finns, 

RECOMMENDED ACTION: ThaI you or John Podesta on your behalf sign the attached letter 
stating that you would veto the Senate bill in ils current form (Attachment A), 

Agrcc __ Disagree __. Discuss 

BACKGROUND: Both Houses ofCongress arc currently considering legislation to pcrmit the fun 
range offinancial services finns-including banks, securities finns, and insurance companies-to. 
affiliate with Olte another. This memorandum describes the current status of stich "financial 
modernization" legislation and outlines a strategy (or countering the most objectionable features of 
the Scnah; bill, 

Attachment B provides a more detailed discussion of the issues in qucstion. 

In Gencral 

The 1933 Glass-Steagall Act generally prohihits affiiiation between banks and securities 
fimlS, TIle Bank Holding Company Act of 1956 generally prohibits affiliation between banks and 
insurance companies. Large financial services finns strong\y support removing tiicsc barricrs to 
affiliation. although consumer and community groups generally see little benefit in sVGh changes. 



Repealing barriers to affiliation among financial services finns has the potential for giving 
consumcrs greater chQice and lowcr costs. However desirable the general goal of financial 
modernization. it docs not warrant accepting a seriously flawed bill. Financial modemization is 
already occurring in the marketplace, and will continue even without legislation. 

Over the years, efforts to enact financial modernization legislation have repeatedly failed in 
the face of infighting among different types of financial services finns, By the end of the last 
Congress. however, a financial modernization bill known as H,R. 10 had received broad support 
from the banking. securities, and insurance industries. The bill pa">soo the House but died on the 
Senate flOOf for two reasons. First, Senators Gramnl and Shelby opposed what they characterized 
as an expansion of the Community Reinvestment Act Second, the Administration objected that the 
bill would have undercut its role In financial services policymaking and had the effect ofweakening 
CRA. 

SCatus of l ..cgislation 

, As this Congress turns to financial modernization legislation, the inter-industry consensus 
on the need for such legislation remains intact. Both the Banking Committees. are scheduled to mark 
up financial modernization bills on March 4. Given that early start and the mornentwn for some sort 
oflegislation, the prospects for passage oflegislalion are stronger than in the last Congress, though 
still uncertain, 

House., The Leach~LaFalce bill has been developing along very constructive Hnes. and we 
anticipate that it win merit our support. As discussed in Attachment B, the bill accomplishes 
the basic work of financial modemization-allowing affiliations among different types of 
financial services firms-and does so consistent with our views on the Community 
Reinvestment Ac~ banking structure, and other issues, The House Leadership is by all 
accounts conunitted to moving some sort of financial modernization bitL The House 
Commerce Committee. however, may seek changes that could be unacceptable. 

Senate. Chairman Granun is scheduled to relca5e a conunittee print on March 1. As further 
described in Attachment 13:, Granun's recent draft bill runs counter to our views on eRA. 
banking structure. consumer protection and promoting a separation between depository 
institutions and commercial firms. Senator Sarbanes, the Ranking Democrat, is working 
with the Treasury to unite Banking Committee Democmtsbchind an aHcmativc bill that will 
have much in common with the Lcach-UiFnlcc bill. TIle Committee is likely to approve the 
Grarnm bill on a straight party·linc vote. 

eRA: The current version of the Lcach-LaFalcccompromise requires a bank to have and maintain 
a satisractory eRA record in order to engage in newly authorized non-banking activities-a 
requirement not included in the Administration's 1997 bill, but which we have since argued is 
essential to maintaining the vitality of eRA, The draft Gramm bill contains 110 such "have and 
maintain" requirement, and includes two amendments that would seriously undennine eRA. 
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Some House Democrats may seck (0 go on the offensive by proposing 10 expand eRA. For 
example, Representative LaFalce may offer an amendment to make explicit that publie comment on 
an institution's eRA record must be considered in applications for newly authorized activities, an 
amendment we could support. Last year, Representative Lafalce introduced 3n amendment 
requiring financial institutions to report on their progress in meeting publicly announced 
"commitments" under eRA; ~urrentiy no such reporting occurs. Other House committee Democrats 
may offer amendments to extend the reach oreRA to insurance companies and securities finns_ 

Near-Term Strategy 

Our ncar-tcnn goal is to assist Leach and Lafalce in moving their bill forward, while doing 
everything possible to block the Gramm bill. This strategy has four advantages. First. we would 
help advance the better of the two bills. Second, we would take a strong stand against weakening 
eRA. Third, we would help unite Senate Democrats against (he Gramm bilL Fourth. we would be 
taking a visible stand against a bad "financial modernization" bill, whlle simultaneously supporting 
a good bill. 

To further this strategy, we recommend that you ~~as requested by Senator Sarbanes ~~ or 
John Podesta on your behalf send a short letter stating that you would veto the Gramm bill if it were 
presented. to you in its current fOnTI. The propose<lletter would cite two reasons from last Congress: 
The bilt's weakening oCtheeffect o[eRA, and the bill's flawed banking structure issues. It would 
also cite two new reasons: the bill's inadequate consumer protections (notably the failure to provide 
adequate invesf.or~protection safeguards on the sale of securities lo bank customers), and its 
extensive expansion ofnon-financial firms' ability to affiliate with banks., 

Secretary Rubin would send a letter setting forth a fuller explanation of our reasons for 
opposing tho Gramm hill. He would also send a leiter supporting tho Leach-LaFalce bilt 

Finally, your advisors arc discussing the merits ofvarious eRA proposals and how we should 
respond to amendments that would enhance enforcement ofCRA. such as the LaFalce amendments, 
Some think that supporting something along these lines could strengthen our hand in negotiations 
later on; moreover, as we provide the industry with new opportunities, they argue, we should insist 
on some new responsibilities, However, some ofthese amendments would present an uncomfortable 
vote for moderate Democrats, have slim prospects for passage, and could possibly jeopardize the 
eRA provisions already in the House bill. 

Attachments 

3 -



A1TACIIMENT A: PROPOSED LETTER 

TO CHAIRMAN GRAMM 


Dear Mr. ChaimHln: 

111is Administration has been a strong proponent of financial legislation that would reduce 
costs and increase access to financiai services for consumers. businesses and communities. 
Neverth.eless. we cannot support the "Financial Services Modernization Act of 1999" now pending 
before your Committee. 

In its current form. the bill would undennine the effectiveness of the Community 
Reinvestment Act, a law that has helped to build homes. create jobs. and restore hope in 

. communities aerns.>; America. The eRA is working. and we must preserve its vitality as we write 
the financial constitution for the 2lst Century. The bill would deny financial services firms the 
freedom to organize themselves in the way that best serves their customers, and prohibit a structure 
with proven advantages for safety and soundness. The bill would also provide inadequate consumer 
protections. Finally, the blll would expand the ability ofdepository institutions and non~financial 
finns to affiliate, at a time when experience aroun~ the world counsels caution in this area. 

The President [IJ agree[s) with you that refonn of the laws governing our nation's financial 
services industry would promote the public interest. However, he [1] will veto the bill if it is 
presented to him [mel in its current form. 

Sincerely. 

_.
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NITACHMIlNT n: KEY ISSUES 

L Community Reinves(ment Act 

Curreltt Law. eRA requires 11 bank to serve {he convenience and needs ofaU communities in which 
it operates. Although banks arc examined periodically for eRA compliance, enforcement comes 
only when a bank files an application (0 merge with a.nother bank or open a new branch. The 
regulator must then consider the bank's eRA record in evaluating the bank's application, and the 
public has an opportunity to comment on the application. A bank's eRA record is not currently 
scrutinized in conncction with applications to affiliate with non-banking companies. 

Early in your Administration, and at your request, the banking regulators fCvised the 
regulation~; implementing eRA to focus on performance, not paperwork, '111Cy no\\' hase eRA 
ratings on a thrcc~pronged test: lending. services, and investments. Regulators also revised and 
streamlined the examination process, particularly for smaller institutions. 

Ccnditioning Authority to COlldud New Nou-bankiug Activities on Banks Haviltg a Satisfactory 
'eRA Record. We have argued that financial modernization legislation must preserve the relevance 
ofCRA for the 21st century, and must not weaken the effect ofeRA. CRA', relevance should be 
maintained by conditioning authority to conduct new non~banking activities on banks having a 
satisfactory CRA r=rd. Although the Administration's 1997 bill did not impose a link between 
eRA and non-banking activities, we have insisted in this Congress that a bank both have and 
maintain an adequate eRA record as a condition of engaging in newly authorized non-bank 
activities. This would provide additional means for enforcing existing eRA obligations. 
Noncompliance would result in submission of a compliance plan (and ultimately~ albeit unlikely, 
forced divestiture). 

The LcachwLafalce compromise requires the bank to have and maintain a satisfactory eRA 
rating, though amendments (including by Leach himself) are possible. Secretary Rubin has testified 
that ifwe wish to preserve the relevance ofeRA. at a time when the relative importance ofbank 
mergers may decline and non-hank financial activltie.o; are becoming increasingly important, 
authority to engage in newly authori:wd non-bank financial activities must be conditioned on 
satisfactory eRA perfonnance. 

Gramm's draft bill imposed no such condition. Gramm views such a requirement as an 
unprecedented expansion of eRA to nOllwbank actiVities) and has told the Secretary lhat be would 
prefer no bill to a bill with such a condition. We have argued, though, that the financial scrvices 
systcm of the future may include father fewer banking applications (and therefore fewer 
opportunities for enforcement of CRA) and more non-banking activities (where an ongoing 
requirement ofa satisfactory CRA record would be a meaningful incentive for compliance). Thus 
a bill that is silent on eRA (and thus supposedly neutral) would, in our view, lend to weaken the 
effect of eRA, and we would oppose such a bill. 

-
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Gramlll's Safe Ilatbor Anll!lldnumt. Gramm has proposed a safe harbor [or applications now 
suhject to eRA. A satisfactory eRA rating ala bank's most recent examination would conclusively 
establish Ihe bank's eRA pcrfom1allcc, unless a public comment provides substantial verifiable 
infomlalioll to the contrary. A regulatory agency could not review the bank's eRA record unless 
there were an adverse public comment meeting the Icst-eVCH if the previous examination were old 
or otherwise stale. And Gramm would CTeate a rebuttable presumption favoring approval of the 
application. In so doing. he would place a significant burden ofproofon consumer and community 
organizations that generally have less access than the bank to relevant jnfonnation. He would also, 
in effect, force community groups to stretch their limited resources (0 comment 011 many 
examinations, instead of focusing those resources on major applications (e,g" for mergers or 
acquisitions). Secretary Rubin has testified that such a safe harbor would tend to eviscerate the 
effectiveness of eRA, and the Administration has repeatedly threatened vetoes ofbiUs containing 
safe harbors provisions. 

Gramm's Anti-extortion Amendment. Gramm has also proposed a so~callcd "antl-cxtortion" 
provision which may be dropped from the bill. We strongly oppose extortion. Yet laws punishing 
extortion. hribery. and false statements already protect against misuse of tile eRA process. Gramm's 
broad and ,;,ague proposal would criminalize normal, legitimate arms length transactions and 
cooperation between banks and community groups (e.g., bank grants to support community groups' 
home ownership counseling programs)-the very sort of activity eRA seeks to foster. 

It is important to note thal if we should end up opposing a bill, for whatever reason, eRA 
'Will be the issue best able to unite Democrats behind us, 

2. Allowing Firms tbe Choice of Operating tbrougb Subsidiaries as \VeU 8S AffiUates. 

Since 1995. the Treasury has advocated giving financial services {inns that include banks the 
option ofo:mducting newly authorized financia1 activities (e.g."securities underwriting) in through 
a subsidiary or an affitiatc, 

J 

nANK' AfI'!I.lAm ~J 
~ ---:J+-.---+-~=.-_.~_ 

-'--.--------~ 

The Fed, by contrast, has insisted that new activities be allowed .only in Fed-regulated affiliates. 
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Vv'e have emphasized four points to fv1cmhcrs of Congress: 

Absent a demonstrable public intercs~ 10 the contrary, financial services fimls should 
have the same freedom as other businesses to organize themselves in the way that 
best scrv<"'S their customers. 

The subsidiary approach has strong safety and soundness advantages, If the 
subsidiary prospers and the b,mk faHers, the bank's interest in the subsidiary can be 
sold to help replenish lhe bank's capital-or reduce any loss to the FDIC, Yet if the ' 
bank prospers and the SUbsidiary falters, the bank faces no greater risk than if an 
affiliate faltered. rourpast and present Chainncn of the rDIC have strongly agreed 
with this point, arguing that the subsidiary offers better protection to the FDIC and 
the taxpayer, 

Banks with new financial activities in subsidiaries will ha.ve more earning assets, and 
iha,,> will be stronger and better able to serve their communities under eRA 

The subsidiary/affiliate option WQuld also help preserve the current balance among 
the regulatory agencies by giving both Treasury/OCC IUld the Fed a role in 
supervising new financial activities. In so doing, it would help safeguard the role of 
the President and the Executive Branch in financial services policy making, 

These efforts appear to be bearing fruit. On tho House side, the Leach! LaFalce compromise 
includes the subsidiary option, and permits subsidiaries to conduct all financial aclivities except 
insurance underwriting. On the Senate side, Chainnan Gramm"s discussion draft would allow the 
subsidiary option only to banks with less tl.an $1 billion in assets-an approach that Secretary Rubin 
has labeled a non-starter, We underStand, however, that several Banking Committee Republicans 
(B.eMett, Grams. Shelby) strongly support our position (and may weI! be joined by Hagel and 
Mack). Among the Democrats, Senator Sarban~ fonnerly a critic of the subsidiary option, will 
include the Leach-LaFalce subsidiary in the Democratic substitute. 

3. Consumer Protection 

We believe thaI financial modernization legislation should contain appropriate consumer protections. 
including safeguards relating to the sale ofnon-hanking products to bank customers (e,g,. suitability 
and disclosure requirements). The Leach-LaFalce bill contains such protections, Y ct the Gramm 
bill; although it would significantly expand tile potential for affiliations between banks and securities 
finus. fail!; to provide adequate investor protections in connection with the sa1e of securities to bank 
cuslomers. 

4. Banking and Commerce 

Considerable controversy has arisen recently over proposals to "mix banking and 
commerce", i.e,. to allow depositol}' institutions to affiliate with non-financial firms. 
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Secretary Rubin has expressed serious reservations about allowing affiliations of depository 
institutions and llon~fit1ancial firms. Experience in Asia raises concerns that mixing banking and 
commerce can lead to inefficient allocation ofrcsourccs and exposure oCthe banking system to risk. 
Cbainnan Greenspan has expressed similar sentiments, arguing that we should assess the effect of 
allowing full affiliation among financial fimls before allowing affiliations with nOIl~fillnncial iinn::t 
Senator Sarbancs strongly opposes mixing banking and commerce. Assistancc'on the subsidiary 
issue was conditioned on our support on lhis issue, Chaimlan Leach also opposes· mixing banking 
and commerce, 

The draft Gramm bin proposed a significant expansion of banking and commerce. For 
example, under the Grnmm draft. a large banking organization could own a mid-sized commercial 
firm, and a large commercial firm could own a small bank. Also, any commercial finn would be 
permitted to own a savings a.~sociation (thrift) ofany size, as under the current "unitary thrift holding 
company" law. 

The Leach~LaFalce bill contains what may be an acceptable compromise. New commercial 
affiliations would not be pennitted, and the unitary thrift holding company would be prohibi{oo 
going forward (with existing ownership grandfathered). The compromise depends, though, on a 
slightly broader definition of permissible financial activities, which we wiJl need to negotiate, 

, 
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EXECUTIVE OFFICE 0[<' TilE PRESIDEJI;T 

OFFICE OF MAJI;AGEM EJI;T AND BUDGET 

WASHINGTON, D.C. 20503 


STATEMENT OF ADMINISTRATION POLICY 

(TillS STATEMENT liAS BEEN COORDI:'IIATIW BY OM!! 

WITH THE COJl;CERNED AG"NCIES.) 


May 3, (999 
(Senate) 

S. 900 - Financial Services Modernization Act of 1999 
(Gramm (R) TX) 

The Administration strongly opposes S, 900, which would revise laws goveming the 

financial services industry. This Administration has been a strong proponent of financial 

modernization legislation that would best serve the interests of consumers, businesses, and 

communities, while protecting the safety and soundness of our financial system. 

Consequently, it supports the bill's repeal of the Glass-Steagall Act's prohibition on banks 

affiliating with securities finns and of the Bank Holding Company Act!s prohibitions on 

insurance uncieIWriting. Nevertheless, because ofcrucial flaws in the bin, the President has 

stated that! if the bill were presented to him in its current foml. he would veto it 


In its current form. the bill would undermine the effectiveness of the Community 

Reinvestment Act (eRA), a law that has helped to build homes and create jobs by 

encouraging banks to serve creditworthy borrowers throughout the communities they serve. 

The bill fails to require that_hanks seeking to conduct new financial activities achieve and 

maintain a satisfactory eRA record. In addition, the bill's "safe harbor" provision would 

amend current law to effectively shield financial institutions from public comment on 

banking applications that they file with Federal regulators. The eRA exemption for banks 

with less than $100 million in assets would repeal eRA for approximately 4,000 banks and 

thrifts that banking agency rules already exempt from eRA pupcTWork reponing burdens, In 

all, these limitations constitute an assault upon eRA an(\ arc unacceptable. 


, 
The bill would unjustifiably deny financial services firms holding 99 perCCnl of national 

bank assets the choice ofconducting new financial activities through subsidiaries, fordng 

them to conduct those activities exclusively through bank holding company affiliates. Thus 

the bill largely prohibits u structure with proven advantages for safety <lod soundness, 

effectively denying many financial services fim~s ihc freedom !o organize thcmselvc::; in the 

way that hcst serves their customers, 


The bill would also inadequately infonn unJ protect COIlStllllCrs under the new system of 

fin.uncial produCl'i it authorizes. IfCongress is 10 authorize large, complex organizations to 

offer a wide range of financial products, then consumers should be gu;.!ranlco.!d appropriate 

disclosures and other protections. 


TIle bill would dramatically expand the ability of depository institulions and nonfinancial 

onns to affiliate. The A.dministration has serious concerns .lboul mlxing banking and 

commercial activity under any circumstances, and these concerns are heightened by the 

financial crises affecting other countries over the past few years. 


The Administration also opposes the bill's pieeemeal motiificHtlou oflhc Federal Home 

Lottn Bank System. The Administrallon believes that the System must focus more 011 
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THE WHITE HOUSE 

WASHINGTON 

May 3,1999 


FINANCIAL PRIVACY AND CONSUMER PROTECTION EVENT 


DATE: 
TIME: 
LOCATION: 
FROM: 

M.y4.1999 
2:00 - 3: IS p.m. 
Room 450 
Gene Sperling 

I. PURPOSE 

Over the past few years, new technology and increased competition have: truly revolutionized the: 
financial services industry. By and large. these changes have been very good for consumers:, But 
teclmology and increased competition have also created new challenges. To prepare for the 21st 
Century economy. we must update our privacy and consumer protection laws for our rapidly 
changing financial marketplace. At this event. you win outline the admInistrative steps we are 
taking. and the legislative proposals we suppcrt to give aU Americans the tools and confidence 
they need to participate in financial activities in our thriving but bighly complex 2l st Century 
economy. 

The initiative contains both administrative and legislative proposals in five areas: (I) fmancial 
privacy; (2) disclosnrelrighl-to-know (in credit card, banking, and other services); (3) protection 
against fraud; (4) expanding aceess to financial services; and (5) OOllSUJl1er financial education. 

II. BACKGROUND 

There is little prospect that a package ofconsumer financial protection initiatives will move as a 
whole in this Congress. However~ pieces Qfthe package could be considered in the context of 
other iinanciallegislation. This week Firumcial Modernization is on the floor of the Senate and 
Bankruptcy is on the flOOT of the House. This package will give Democrats numerous consumer 
protection proposals that they can advance that will earn enthusiastic Administration support. 
The list does not include all the Democratic proposals that are currently pending before 
Congress:. but a significant proportion of those and all that we think are justified on policy 
grounds. 

Some Republicans wiH argue that you are signaling your desire to kin Bankruptcy and Financial 
Modernization legislation by offering proposals that would be unacceptable to those bills' 
proponents. However. in Financial Modernization, the Administration bas indicated strong 
support for the bipartisan bill reported out of the House Banking Committee and the Democratic 
bill offered in the Senate. Both those bills contained only modest privacy proposals, far less 
aggressi ve than those that we support here today, In Bankruptcy, last year we supported the 
Senate~passed hill that contained credit card, minimum payment disclosure requirements, but 



.only a smuil frat:tion ofthe proposals that we support here today. In botb biUst tbe key for your 
Administration bas been balance. We do not insist on a wish list - just that the bills provide 
some appropriate consumer pro~ions. 

Finally. this event has been rescheduJed numerous times because of the turmQil of recent events. 
As a result. preliminary drafts of the proposals have been widely distributed, In general) 
conswner groups are very pleased. although they always would like more, Industry's criticism 
will be very muted. They may even say kind things about many aspects of the initiative. They 
have indicated their desire to work with the Administration on these issues! 

III. PARTICIPANTS 

BriefParticlEants 

10hn Podesta 

Secretary Rubin 

Gene Sperling 

Sarah Rosen 

Larry Stein 

Lowell Weiss 


Event Participants 

The President 

The First Lady 

Secretary Rubin 

Marl Frank, lhe real person 

Senator S.rnanes (,eated on ped.ium - not ,peaking) 

Representative Lafalce (seated on pediwn - not speaking) 


IV. St:QUENCE OF EVENTS 

YOU will be briefed by your advisors in the Oval Office. 

YOU proceed to the OEOB. 

YOU meet briefly with Members and Ms. Marl Frank and enter Room 450. 

The First Lady makes brief remarks and introduces Secretary Rubin. 

Seorewy Rubin will make brief remark. and introduce Ms. Marl Frank. 

Ms. Frank will make briefrem31ks and introduce YOU. 

YOU will make your speech. 


Senator Sarhanes and Representative LaFa.lce (the ranking members on the Senate and House 
Banking Committees) will be seated on the podium with you, but they win not make remarks. 
Other members who have supponed pending bilts on these topics in Congress wilt be in the 
audience. 
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V. PRESS COVERAGE 

Open Press 

VI. REMARKS 

To be previded by spee<:bwriting. 

VII. ATTACHEMENTS 

• Drnft l·p.ge pres, backgrennd paper 
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DRAFT 

THE CUNTON-GORE PLAN FOR 


FINANCIAL PRIVACY AND CONSUMER PROTECTION IN THE 21st CENTURY 

May 03,1999 -- draft 


DETAILED PROPOSAL SUMMARY 


INTRODUCTION 

Technology and competition in financial services give Americans more complex choices than 
ever befon;, Innovations in the financial marketplace oITer millions of consumers new, ever 
increasing choices for investing their savings and obtaining credit. But new products have 
brought new risks and new abusive practices, We must update our consumer protection laws to 
give consumers the power, information and protection they need to profit from OUf 21 sl Century 
financial system. . 

Members ofCongress. including Ranking Members Sarbanes and LaFalce, have sponsored 
important legislation to modernize our consumer financial protection laws. We applaud their 
leadership and look for.vard to working with Congress on a consumer protection agend~, 

. 
Set forth below is a series ofaetions t1tat the Clinton Administration believes should be part of 
this agenda. The list is not exhaustive, and we will continue to look for constructive ideas in 
these and other areas. Among the issues deserving further scrutiny are lending practices such as 
"pay day" loans (short-teTIn loans which can cany interest rates of400"10) and bank check 
processing practices that may be designed to maximize bounced check fees. We will work with 
the slates and the FTC wherever possible. Secretary Cuomo is making important efforts to 
address abusive mortgage lending practices. 

PROTECT FINANCIAL PRIVACY 

Require institutions to inform consumers of plans- to share or seU their financial 
information, and give the consumer the power to stop it.. Although consumers put great value 
on the privacy of their financial records, our laws have not caught up to technological 
developments that make it possible and potentially profitable for companies to share financial 
data in new ways. Current law docs provide some important privacy protections: for example, 
the Fair Credit Reporting Act (FCRA) requires a fonn of notice and OpH>ut before certain 
informalion about consumers (e,g., infonnation provided on an account application) can be 
shared. But there are no limits on the sharing of infonnation about consumers' transactions (e,g., 
account balances, who they write checks to) within a financial conglomerate, or even on the sale 
of that infotma.tion to a third party. We support legislation to give consumers control over the 
use and slurring of all their financial information. 

Impose special restrictions on any sharing of medical information within a financial 
conglomerate. Our greatest privacy concerns involve medical information. Yet, crosswindustry 
mergers and consolidation have given banks unprecedented access to consumers' medical 
records, We support legislation requiring that medical information, such as that gathered from 
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life insurance records, not be shared within financial services conglomerates (e,g,. between 
banking and insurance affiliates), except for narrowly defined purposes. Consumers who 
undergo physical exams to obtain insurance, for example, should not have to fear that the 
information will be used to lower their credit card limits or deny them mortgages. 

Give bank regulators the authority they need to ensure compliance with existing privacy 
protections. Gurrentiy, bank regulators may not examine for compliance with existing privacy 
protectiOlls. but must wait for a consumer complaint. Congress should gIve regulators broader 
authority to monitor compliance. 

Publicize best practices in the privacy area. Even in the absence oflegislation, many 
responsible banks have begun posting their privacy practices on the Internet and otherwise 
informing customers about how their data is handled. The Office of Thrift Supervision has 
issued guidance in this area. Today. the Office of the Comptroller ofthe Currency is publishing 
best practices in this area. so that additional institutions can be encouraged to inform their 
customers and do so in the most effective way possible. 

Coordinate privacy policy in the financial and otlter sectors. We must ensure that a proper 
balance is struck between infonnation flows and personal privacy, for financial setVices and 
more broadly. To coordinate the Administration's privacy policy, we have created the new 
position ofChiefCounseior for Privacy. in the Office ofManagement and Budget. 

EXPANDING TIlE CONSUMER'S RIGHT TO KNOW 

Credit Card Disclosures 

Prevent Misleadiug Credit Card Marketing of "Teaser" Rates. Consumers frequently 
complain that they did not understand marketing materials on credit card interest rates and arc 
shocked when rates skyrocket. whether because a "teaser" rate expired or they had a minor late 
payment. Some consumers are misled by mailings that promote a "low 3.9% initial rate" but fail 
to disclose as prominently that the rate doubles or triples in six months or with a single late 
payment. We support legislation requiring "teaser" rates for credit cards to be accompanied by 
equally prominent disclosure of the expiration date of the initial rate and the eventual APR. 

Require Credit Card Minimum Payment Disclosures. In recent years, credit cards lenders 
have lowered minimum payments. Many consumers still assume, however, that, as with a 
monthly mortgage payment. repeated payment will eventually retire the debt. In reality, low 
minimum payment requirements and high interest rates often means that borrowers make little. if 
any! headway. We support legislation requiring clear arid conspicuous notice of how long and 
how costly repayment, would be Lf a consumer makes only the minimum payment. 
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Disdusurc of Late Payment Fees. It {;3n he hard to tell from a credit stalcment whether and 
when a. late payment fce (in addition to interest on the unpaid balance) will he assessed. We 
support legislation requiring monthly statements to display prominently the date that payment is 
due. together with any late payment fec. 

Disclosure of Security Interests. Increasingly. creditors take security interests in goods 
purchased on credit. While consumers should expect to lose such goods if they fail to repay, 
they ought to know if they are granting a lien. For goods with little resale value~ such liens may 
be taken as a coHection technique or to encourage reaffirmation orthe debt If the consumer goes 
into bankruptcy. We support legislation requiring effective notice ofliens taken. 

Disclosure of Interest Rates and Itees on Credit Advances Through Third..Party Checks. 
Credit cards offer some eard holders "convenience" checks that allow them to write checks 
against their credit account in places where credit cards are not honored. But card holders may 
not understand that rates and charges are typically higher than for thcir credit card. Currently. 
these charges are explained only in initial disclosures but not at the time that the checks are sent 
to the consumer. That law should be changed. 

Apply Disclosure Rules to Internet Credit Card Solicitations. More and more. credit cards 
are marketed to consumers on the lnternet, but current law does not require the same complete 
disclosures as apply to direct mail solicitations, We support legislation requiring that all Internet 
credit card solicitations include clear and conspicuous disclosure of the card' s tenus and 
conditions. updated regularly to reflect current terms and costs. 

Bank Disclosures 

Provide Enforcement "Teeth" for Rules on Bank Sale of Non-Deposit Products. 
Increasingly, consumers buy securities. mutual funds, annuities, insurance on bank premises. ' 
Aithough none of these non-bank: products are insured. studies have shown that many customers 
believe that these products are FDIC-insured or that the bank would protect them from loss. 
Under CUTTent bank regulator guidelines, banks that sell non-deposit products must disclosure 
that those products are not federally insured and limit their practices to avoid such confusion, for 
example by selling these products at a space physically separate from where banking transactions 
occur. However, a violation of these guidelines hrings no penalties. We can on the banking 
regulators to adopt regulations that will bc fully enforceable by civil money penalties and other 
sanctions. 

Require Disclosure and OtIter Proteclion for Rent-lo·Own (RTO). The aUrae-ticn of 
obtaining a TV, refrigerator, or living room furniture with little down has spurred the rapid 
growth of finns offering to rent products with an option to buy. But an RTO finn can sell a 
customer a used product that looks new, and the consumer can pay many times the value of the 

3 




DRAfT 

product The FTC is nearing completion ofa study ofthc RTO industry. We look ronvard to its 
recommendations, and expect to support a legislative response. Adequate consumer protections, 
including disclosure so consumers can comparc the cost of RTO to other alternatives. should be 
required, In addition, we will work with states to ensure that any federal rules do not interfere 
with or preempt state consumer protection efforts, inctuding regulation of RTO under state credit 
sales and usury laws. 

ATMs 

Require ATMs to provide clear and conspicuous disclosures of surcbarges on the machine 
and terminal screen. When customers use an ATM, the operator of the machine may impose a 
sizeable surcharge. Accordingly, most consumers shop around to avoid ATM fees or pay less. 
A conspicuous posting of the amount of any surcharge allows customers to walk past higher 
priced ma.;hines, or at least to begin the transaction with their eyes open, \Vhile A TM networks 
generally require members to post fee notices on the machine. a recent survey shows that nearly 
2S percent of machines had either no posting or an inaccurate one, We support legislation 
requiring ATM owners to post a clear and conspicuous notice on the machine as weB as on· 
screen, and subjccting ATM owners to sanctions for faiiure to make the mandated disclosures. 

Mortgages 

Requite Enhanced Disclosure for Mortgage and Settlement Services and Stem Abusive 
Practices. In July 1998, the Federal Reserve Board and the Department of Housing and Urban 
Development released. Congressionally mandated study ofhow best to streamline the statutory 
disclosure requirements for mortgage loans and settlement services, with the goaJ of simplifying 
and improving the quality ofinformation provided to consumers to enhance their ability to shop 
and increase competition. The report cans for a series ofstatutory reforms to the Real Bstate 
Settlement Procedures Act and the Truth in Lending Act to make the infonnation provided to 
conSumers more reliable, more timely, and more helpful in comparison shopping for all the 
services required to finance a home. Congress should adopt the report's recommendations. For 
example, the required annual percentage rate disclosure should include all costs the consumer is 
required to pay in order to receive credit, instead of the patchwork of costs currently disclosed. 
Creditors should bc required to provide finn and reliable rate, fee, and closing cost infannation, 
and disclosures should be made early in the application process, before creditors impose 
substantial fees. It also is importa[li to make sure that jnfonnation provided to consumers is 
readily understandable. 

Other Disclosures 

Expand Truth in Lending Act (T1LA) coverage for consumer toans and leases. TILA 
protections enacted in 1968 currently apply to alt credit transactions secured by home equity and 
to other non-business consumer 10aJiS under $25,000; the same cap was imposed on lease 
transactions in 1976. Originally, the $25,000 limit was sufficiently high to ensure that most 
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automobile, credit card. and personal loan transactions would come under TILA protections" 
Tnirty years later, however. this is not the case, particularly for automobile loans. The limit 
should be raised to $50,000 to cover most cars and other consumer loans. 

Require Effective Disclosure of Exchange Rate and Fees for International Money 
Transfers, Consumers wiring money abroad often are confused or misled about fees and 
exchange rates. To prevent this confusion. we would amend the Electronic Funds Transfer Act 
to require additional disclosures relating to exchange rates for international transfers, Financial 
institutions or other businesses that initiate international money transfers on behalfofconsumers 
would have to disclose, in both English and the language principally used by the business: 
(1) the exchange rate used in the transaction; (2) the prevailing exchange rate; and (3) aU 
commissions and fees charged in connection with such transactions. Current law does not 
require such disclosure, 

PREVENT FRAUD AND ABUSIVE PRACTICES 

Devote LawJ!:nforceme~t and A~ncy Rcso~rces to Financial Fraud, 

"Identity Theft" Enforcement Initiative. Identify theft is the use ofanother's individual 
identifying infonnation to commit an offense ~~ for example, using another's social security 
number to apply for a credit card,) Once, one had to forge or steal documents to impersonate 
another, but now one can easily use your identifiers 10 impersonate you over the phone or 
Internet. This type ofcrime is: growing rapidly [insert numbers]. Last year, Congress enacted 
new laws barring the use of anothees identifying infonnation. The Secret Service. in 
coordination with the Justice Department and regulatory agencies, will launch a vigorous identity 
then enforcement and prevention strategy that includes referral of cases among federal, state and 
local law enforcement; developing a pubHc~private partnership to educate consumers on how to 
protect themselves; and proposing sentencing enhancements, They will cooperate with the 
AmeriCan Bankers Association and others in the banking industry that"have worked to combat 
this problem. 

Combat Internet Securities Risk and Fraud with Investor Eduution and Enforcement. 
More and more Americans are investing in the stock market; 5.6 milHon are now trading on-line. 
The technology opens up great opportunity. but the rewards are not without risks, Complainllj to 
the SEC were up 330% in one year, and new securities fraud schemes arc uncovered each day. 
SEC Chairman Levitt is launching a stepped-up SEC effort to ann investors with the information 
they need to understand and manage the risks and protect themselves against fraud, In addition, 
President Clinton'S budget provided $11 mUlion in new funds for SEC enforcement; however. 
the rate of growth in Internet trnding and abuse has exceeded expectations. To meet this need. 
President Clinton will work wi{h Congress and Chainnan Levitt to provide an additional $55 
miIJion for SEC enforcement, beyond what was requested in the FY 2000 balanced budget 
These funds will help the SEC better investigate and prosecute Internet securities fraud, It will 
specifically help the Commission increase Internet surveillance, enhance the SEC's Enforcement 
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Complaint Center, augment training for law enforcement on how to recognize and prosecute 
Internet securities fraud and Continue its efforts to educate investors about the risk and rewards of 
investing over the Internet. 

Intcrnet Fraud Initiative: Federal, state and local law enforcement officials and regulatory 
agencies are receiving a growing number of complaints from consumers about Internet fraud. 
Many of the same features of the Internet that make it a powerful tool for legitimate c-commcrce 
(global reach, instant and onen anonymous communications, ability to reach millions of 
consumers) ~~ also make it attractive for fraud schemes. The Internet Fraud Initiative win crack 
down on Internet fraud by, for example, stepping up training for federal, state. and local 
prosecutors and agents; developing infomtation on the nature and scope of Internet fraud~ and 
keeping the public better infonned about current fraud ,schemes and how to handle them. The 
initiative will also help coordinate the efforts of federal (Department ofJustice, the FBI, the U.S, 
Secret Service. the Postal Inspection Service) the Federal Trade Commission, and the Securilie!l 
and Exchange Commission), state and local law enforcement agencies. 

'Criminal1u "Pretext Catnng." There are widespread reports of private investigators and data 
brokers: tricking financial institutions into providing confidential customer information. Along 
with the banking industry. we support legiSlation that would criminalizc this practice and protect 
the privacy and security of consumer financial information. 

Fully Implement FTC-HELP and Consumer Sentinel, The Year 2000 will he the first full 
year ofoperation for FTC's toll-free consumer hotline. part of the Commission's Consumer 
Response Center. The hotline will give consumers fast and easy access to information they need 
to protect themselves ~~ from tips about credit and debt collection to advice on how to avoid 
becoming a victim of fraud. Complaints to the hetline become part of the Consumer Sentinel. 
the FTC's fraud database, which is shared onty with other law enforcers in the U.S. a.nd Canada. 
By 2QOO. the Consumer Sentinel database is expected to be a primary tool in the fight against 
consumer fraud, The President's FY2000 budget funds Consumer Sentinel. 

Improve Consumer Protections Against Fraudulent or Abusive Practices. 

Expand Disclosures for Bigb LTV Mortgages. Consumers witb high credit card debts are 
frequently offered second mortgages to consolidate their debts, extend the time for repayment, 
and reduce the interest rate, These mortgages can result in debt levels of 125% to 150% of the 

, home's value, Consumers may not understand the consequences of these refinancings ~* 
especially that the failure to repay these consumer debts could lead to losing their home ~- and 
recent studies show that many such homeowners promptly incur new consumer credit debts. We 
support legislation requIring lenders on high loan-to~valuc second mortgages to disclose that: (l) 
interest payments may not be fully deductible; (2} the consumer may be unable to rcselllhc 
house unless the loan amount is signifiqmlly repaid; and 0) default can result in foreclosure, 
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Increase Civil Liability Limits ror the Truth in Lending Act (fILA) Viola!ions, T1LA 
provides an individual right of action for violations: under which a consumer can recover actual 
damagcs, additional statutory damages, and court costs. The amount of damages, however. is 
limited to a range of not less than $100 nor greater than $1,000 for non·mortgage loans or leases, 
and to a range 0[$200 to $2000 for mortgage loans. These damage limits may be too low to 
deter TILA violations. particularly at unregulated institutions not subject to systematic and 
regular examinations. We support raising the statutory cap to a level sufficient to deter violations. 

Improved Reporting on Race, Income and Otber Data.' Financial institutions arc required 
under the Home Mortgage Disclosure Act (HMDA) to report the race, income and other data 
about home mortgage borrowers. but a separate Federal Reserve regulation prohibits them from 
caneeting such information for non~mortgage borrowers. Experience suggests that publicizing 
such data helps to reduce discrimination, increase access for minority borrowers, and foster 
innovation, and the current prohibition inhibits self-testing under the fair lending laws and makes 
fair lending'enforcement more difficult. The Treasury Department has asked the Federal Reserve 
to amend the regulation to allow increased reporting. 

Clear Reporting. HMDA regulations do not require financial institutions to report separately on 
sub-prime loans, such as for manufactured housing. rfthese loans were identified separately. 
banking regulators and enforcement agencies could better analyze the data for potential fair 
tending problems. In addition, financial institutions should be required to report on the reasons 
ror loan denials. The Treasury Department has asked the Federal Reserve to detennine ifthesc 
regulatory changes can be made. 

Limitations on HMDA. Institutions, other than banks and thrifts. do not have to report under 
HMDA iffewer than 10% of their toans are made for home purchase. The effect of this rule is to 
exclude from reporting some of the largest and fastest growing mortgage providers in the 
country. whose consumer loan portfolio is also large, We are asking the Federal Reserve to bring 
such providers under HMDA coverage. 

Prohibit Coerch'e Sales of Insurance Products. Borrowers buy credit insurance to ensure 
repayment of their mortgages in the event ofdeath, injury or job loss. Howcvcr~ the economic 
value to the consumer of these products is dubious. Moreover. credit insurance is frequently 
marketed in a way that is either explicitly or implicitly coercive·· that is, consumers are told or 
len with the impression that their chances of getting the loan or getting it more quickly would 
improve iftbcy purchased the insura.nce. Some creditors collect up~front lump-sum insurance 
premiums for the policy tenn, so consumers cannot cancel. Required disclosures appear to be 
ineffective at deterring these practices. We support legislation barring the advance collection of 
lump~sum insurance premiums, so that consumers can pay for the insurance one month at a time, 
and so loan tcnnina1ion automatically cancels both coverage and liability for insurance 
payments. In addition, Congress should bar the solicitation or credit life insurance until the 
lender has approved the loan appllcation and communicated approval to the borrower. 
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Limit Consumer Liability for NOD-PIN Protected Debit Cards. "Off~line debit cards" allow 
consumers to pay for products through an electronic transfer at the point of saie, These "check 
cards" differ from "on~llne" ATM cards because there is no PIN or other security feature (other 
than a signature) to authenticate the transaction, Although credi1 cards also carry no PIN 
protection, the consumer is generally only liable for no more than $50 of unauthorized charges. 
But with debit cards 10sses can be much higher unless the customer quickly notices and reports 
the loss, Thus, consumers can get the worst of both worlds: higher exposure to loss without 
security protections, Consumer liability for these cards should be limited as It is currcntly 
limited for credit cards -- a step that VISA and Mastercard have already taken voluntarily. 

Prohibit Unsolicited Mailing of Loan Checks. Loan checks are credit products for which the 
consumer need only sign and cash the check to obtain a loan, Because these unsolicited checks 
are "live," however, the consumer is also at risk for fraudulent endorsement of the check. For the 
same reasons that Federal law prohibits unsolicited mailing ofcredit cards~· protecting 
consumers from the hassle of contesting liability for sto-len card purchases -~ we support 
legislation prohibiting unsolicited mailing of loan checks. Consumers should not fecI they have 
to shred their daily mail, 

Reform Accounting Rules for Consumer Installment Loans, We support legislation to 
eliminate the use of the "rule of7S," an outmoded accounting rule thal disadvantages borrowers, 
for all consumer credit transactions. In 1992, Congress barred the ruJe's use in loans with tenus 
over 61 months; our proposal would finish the task. Creditors would have to use an accounting 
method at least as favorable to the consumer as the actuarial method. 

Take Action Against "Sub-prime» Lending Abuses. 

Expand Prolections in tbe Home Equity Market The FedIHUD Report on RESPA and TILA 
documented continued prohlems wi'th abusive practices in some segments of the mortgage 
market t including evasions oftne Home Ownership Equity Protection Act (HOEPA). which 
provides protections for borrowers with highMcost loans: The study recommended targeting 
abusive practices. For example: to reduce the occurrence ofloan flipping -- recurrent 
refinancings that may make it difficult for a home owner to payoff a loan or to sell her borne ~~ 
financing fees in high cost loans covcred by HOEPA should be regulated; prepayment penalties 
and baUoon paymcnts should be further restricted} and the HOEPA threshold should be lowered. 
Crc<.iitors should be required to provide additional data on HOEPA loans. All amounts paid by a 
borrower should be counted under the HOEPA trigger. Creditors should be required to infonn 
high-cast-loan applicants ofavailable homo counseling programs prior to closing. We wilt work 
with Congf(:ss to increase protections in this area. 

Expand Enforcement Tools Against Abush'e Prnctiecs, Congress should eliminate the 
requirement fOf a showing of "pattern Or practice" ofassct~bascd lending to establish HOEPA 
violations. The definition of "creditor" should be expanded to include individuals that control 
the lending practices of a company 10 deal with the problem ofsmall, thinly capitalized sub~ 
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prime lenders who escape HOEPA liability by dissolution or bankruptcy. Finaily. Congress 
should strengthen RESPA enrorcement and remedies. consistent with the recommendations in 
the FedlHUD Report. 

Improve HMDA Reporting. There is a current imbalance in f<'-'Porting requirements and 
enforcement under HMDA as between regulated depository institutions and other mortgage 
lenders, Some unregulated lenders do not have to report all their loans, and face no sanctions if 
they f3;i1 to report when required. We support legislation providing HUD with enforcement 
authority to assure compliance by all lenders with HMDA reporting. unless banking regulators 
are already enforcing HMDA with respect to such lenders. These legislative changes will help 
level the playing field on reporting and compliance between regulated and unregulated financial 
institutions, and will improve disclosure in a growing segment of the mortgage lending market. 

The Banking Regulators Should Co-ntinue to Improve Guidance on Sub~prime Lending. 
The Federal Financial Institutions Examination Council is improving guidance on fair lending 
compliance. The FFJEC issued fair lending examination procedures for banking regulators in 
January 1999 and focused particular attention on the problem of "steering" loan applicants on a 
prohibited basis to a sub-prime lender within a financial institution's organization. In March. the 
FFIEC released ~ditional guidance focused on safety and soundness issues and fair lending 
problems. The OCC recently issued guidance warning of the risks in this area, Today, the 
President is directing the Office of the Comptroller of the Currency and the Office ofThrift 
Supervision. in consultation with HUD;tbe FTC. the Justice Department, and the other banking 
regulators, to study whether further actions are necessary to halt abusive practices in the sub
prime area. 

EXPAND ACCESS TO FINANCIAL SERVICES 

Provide Low·Cost Banking Servites to AU Americans. Too many Americans cannot afford, or 
do not have access to, basic banking services. The Administration will increase and strengthen 
its efforts -- working with banks and consumer groups -- to increase access to low-cost banking 
services 10 aU Americans. As part of this effort, Treasury is finalizing a program to pay set~up 
costs for low~fcc basic banking accounts for federal benefit recipients, 

Provide Individual Development Accounts (IDAs) To Make it Easier for Low-Income 
Families to Save. IDAs aUow low-income households to save not just for retirement but also 
for education, emergencies, home ownership, or husiness investment Individual contributions 
can be matched (0 encourage more savings. (The FY 2000 budget doubles funding for IDAs.) 

Bolster .be Community Development FinandallnstiluHons (CDFI) Fund. Treasury's CDPl 
Fund provides grants, loans, and equity investments to locally-based, spcciaHzcd fil!ancial 
insiitutions and mainstream banks and thrifts serving low and moderate income communities. 
The CDF) Fund is helping to expand the reach of these institutions to under served communities. 
The Administration is secking $125 million [or the Fund in FY 2000 and Fund rcauthonzatiQn. 
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IMPROVE CONSUMER FINANCIAL EDUCATION 

Launch a Campaign to Promote Education on Credit, Savings, and Investment. One of the 
best protections for consumers is education. Yet evidence suggests that consumers often find 
credit and investment opportunities confusing. and are canying greater levels of debt, filing 
bankruptcy more often, not saving as much <'I';: they would like for retirement. and investing 
without full comprehension ofthe risks involved. The Prcsident today directed his National 
Economic Council to convene a high level interagency task force to present him with a plan to 
raise financial literacy levels, and to expand the Administration '$ commitment (0 public and 
private consumer financial education programs. Elements of this plan will include: 

Identify anlI Publicize Successful 'Best Practices" for High School and Other Financial 
Education Programs. Nonprofit groups, such as the National Council on Economic Education 
and JumpStart, as wen as government agencies including the Department ofAgriculture and the 
Department of Defense. have developed educational modules and course materials that not only 
improve students' understanding ofcomplex financial topics but also have been shown to 
improve their long~term financial status, Working with the interagency task force, the 
Department of Education will help publicize proven educational programs, to make it easier for 
teachers, professors, and other educators to adopt financial education programs that work. 

Promote Effective Financial Planning. Studies show that families who are able to develop and 
follow a financial plan are much more successful in achieving major financial goals, such as 
saving adequately for retirement, their children's education, or a new business vellture, A 
growing number ofpublic, nonprofit. and corporate initiatives have begun to educate Americans 
about effective financial planning. such as the campaigns sponsored by the American Savings 
Education Council, the Securities and Exchange Commission. and the Department of Labor. The 
Administration win participate in joint initiatives with these and other groups to highlight the 
benefits ofpersonaJ financial planning and the steps that all Americans can take to make 
financial planning easier, 
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THE CLINTON-GORE PLAN FOR 
FINANCIAL PRIVACY AND "CONSUMER PROTECTION IN THE 21st CENTURY 

, ' May 04. 1999 
DETAILED PROPOSAL SUMMARY 

INTRODUCTION 

Technology and ·ccimpctition in financial services give Americans more complex choices than 

ever before. Innovations in the financial marketplace offer millions of consumers new, ever 

increasing choices for investing their savings and obtaining credit. But new products have 

brought new risks and new abusive practices. We must update our consumer protection laws to 

give consumers the power, information and protection they need to profit from our 2111 Century 

financial system. 


Members of Congress, including Ranking Members Sarbanes and Lafalce, have sponsored 
important legislation to modernize our consumer financial protection laws. We applaud their 
leadership and look forward to working with Congress on a consumer protection agenda. 

Set forth below is a series of actions that the Clinton Administration believes should be part of 
this agenda. The list is not exhaustive, and we will continue to look for constructive ideas in 
these and other areas. Among the issues deserving further scrutiny a~e lending practices such as 
"pay day" loans (short-tenn loans which can carry interest rates of 400%) and bank check . 
processing practices that may be designed to maximize bounced check fees. We will work with 

, the states and the FTC wherever possible: Secretary Cuomo is making important efforts to 
address abusive mortgage lending practices. 

PROTECT FINANCIAL PRIVACY 

Reqcire institutions to inform consumers of plans to share or sell their financial 
information, and give the consumer the power to stop it. Although consumers put great value 
on the privacy of their financial rcco.rds, our laws have not caught up to tcclmological 
developments that make it possible and potentially profitable for companies to share financial 
data in new ways. Current law docs provide some privacy protections: for example, the Fair 
Credit Reporting Act (FeRA) requires a form of notice and opt-out before certain information 
about consumers (e.g., infornlation provided on an account application) can be shared. But there 
arc no limits on the sharing ofinfonnation about consumers' transactions (e.g., account balances, 
who they write checks to) within a financial conglomerate, or even on the sale of that 
infomlatio!1 10 a third party. We support legislation to givc consumers control over the usc and 
sharing of alllhcir financial infonnatiol1. 

Impose special restrictions on any sharing of medical information within a financial 
conglomerate. One of our greatest privacy concerns involve medical infom13tion. Yet, cross
industry, mergers and consolidation have givcn hanks unprecedented access to consumers' 
mcdical records. We support legislation requiring that medical information, such as that 



gathered from life insurance records, not be shared within financial services congiomerates (e.g .• 
between banking and insurance affiliates) or with third parties, except for nruTowly defined 
putposes, Consumers who undergo physical exams to obtain insurance, for example. should not 
have to fear that the infonnation will be used to lower their credit card limits or deny them 
mortgages. 

Cive bank reguJators tbe authority they need to ensure compliance with existing privacy 
protections. Currently, bank regulators may not examine for compliance with existing privacy 
protections, but must wait for a consumer complaint. Congress should give regulators broader 
authority to monitor compllance. 

Publicize best practices in the pri\'acy area. Even in the absence oflegislation, many 
responsible banks have begun posting their privacy practices on the Internet and otherwise 
informing customers about how their data is handled, The Office of Thrifl Supervision has 
issued guidance in this area. Today, the Office of the Comptroller ofthe Currency is publishing 
best practices in this area, SO that additional institutions can he encouraged to inform their 
customers and do so in the most effective way possible . 

. 
Coordinate privacy policy in tbe financial and other sectors. We must ensure that a proper 
balance is struck between infonnation flows and persona) privacy, for financial services and 
more broadly, To coordinate the Administration's privacy pollcy, we have created the new 
position ofChiefCounseJor for Privacy. in the Office ofManagement and Budget, 

EXPANDING THE CONSUMER'S RIGHT TO KNOW 

Credit Card Disclosures 

Prevent Misleading Credit Card Marketing uf"Teaser" Rates. Consumers frequently 
complain tliat they did not understand marketing materials on credit card interest rates and are 
shocked when rates skyrocket, whether because a "teaser" rate expired or they had a minor latc 
payment Some consumers are misled by mailings that promote a "low ),9% initial rate" but fail 
to disclose as prominently that the rate doubles or triples in six months or with a single late 
payment. We support legislation requiring "teaser" rates for credit cards to be accompanied by 
equally prominent disclosure of the expiration date of the initial rate and the eventual APK 

Require Credit Card Minimum Payment Disclosures. In recent years. credit cards lenders 
have lowered minimum payments, Many consumers still assume, however, that. as with a 
monthly mortgage payment, repeated payment wi!1 eventually retire the debt. In reality, low 
minimum payment requirements and high interest rales often means that bOITowers make lin!c, if 
any, headway, 'y,lc support legislation requiring clear and conspicuous notice of how long and 
how costly repayment would be if a consumer makes only the minimum payment. 
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Disclosure of Late Payment Fees. It can he hard to tell from a credit statement whether and 
when a late payment fee (in addition to interest on the unpaid balance) will be assessed. We 
support legislation requiring monthly statements to display prominently the date that payment is 
due. together with any late payment fee. 

Disclosure of Security lnterests. Increasingly, creditors take security interests in goods 
purchased on credit. While consumers should expect to lose such goods if they fail to repay, 
they ought to know if they are granting a lien. For goods with tittle resale value. such liens may 
be taken as a collection technique or to encourage reaffinnation of the debt if the consumer goes 
into banknlptcy, We support legislation requiring effective notice of Eens taken. 

Disclosure ()f Interest Rates and Fees on Credit Advances Through Third~Party Chec~s. 
Credit cards offer some card 'lo1ders "convenience" checks that allow them to write checks 
against their credit account in places where credit cards are not honored. But card holders may 
not understand that rates and charges are typic.Uy higher than for their credit card. Currently. 
these charges are explained onty in initial disclosures but not at the time that the checks are sent 
to the .consumer. That law should he changed. 

Apply Disclosure Rules to Internet Credit Card Solicitations. More and more, credit cards 
are marketed to consumers on the Internet. but current law does not specifically address the use 
of the Internet as it does for direct mail solicitations. We support legislation clarifying that all 
Internet credi t card soIicitations must include clear and conspicuous disclosure of the card's 
terms and conditions, updated regularly to reflect current tenns and costs, consistent with direct 
mail disclosures: 

Bank Disclosures 

Provide Enforcement "Teetb" for Rules on Bank Sale of Non-Deposit Products. 
Increasingly. consumers buy securities, mutual funds, annuities. insurance on bank premises. 
Although none of these non~bank products are FDIC-insured. studies have shown that many 
customers: helieve thal these products are FDJC~insured or that the bank would protect them from 
loss, Under current bank regulator guidelines, hanks that sen non~dcposil products must 
disclosure that those products are not federally insured and limit their practices to avoid such 
confusion. for example by seUing these products at u space physically separate from where 
hanking transactions occur. However, a violaiion of these guidelines brings no penalties, We 
call on the banking regulators to ndopt regulations that will be funy enforceable by civil money 
penalties and other sill!ctions, 

Rcnt-to-Own C()ml~.~ni{'s 

Require Di~closure and Other Protection for Rent-ta-Own (RTO), The at'.mction of 
obtmoing a TV, refrigerator, or living room fumitllfc with little down h<ls spurred the rapid 
growth offinns offering to rent products with an option to buy. But an RTO liml can sell a 
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customer a used product that looks new, and the consumer can pay many times the value of the 
product. The FTC is nearing completion ofa study ofthe RTO industry. We look forward to its 
recommendations, and expect to support a legislative response. Adequate consumer protections, 
including disclosure So conswners can compare the cost ofRTO to other alternatives, should be 
required, In addition l we will work with states to ensure that any federal rules do not interfere 
with or preempt state consumer protection efforts, including regulation of RTO under state credit 
sales and usury laws. 

ATMs 

Require A'rMs to provide elear and conspicuous d~sclosures of surcharges On the machine 
and terminal screen. When customers use an ATM, the operator of the machine may impose a 
sizeable surc~arge. Accordingly, most consumers shop around to avoid ATM fees or pay less, 
A conspicuous posting of the amount of any surcharge allows customers to walk past higher 
priced machines, or at least to begin the transaction with their eyes open. \\'htle ATM networks 
generally require members to post fee notices on the machine, a recent survey shows that nearly 
25 percent ofmachincs had either no posting or an inaccurate one. We support legislation 
requiring A TM owners to post a clear and conspicuous notice on the machine as well as on~ 
screen, and subjecting ATM owners to sanctions for faHure to make the mandated disclosures, 

Mortgages 

Require Enhanced Disclosure for Mortgage and Settlement Sen'ices and Stem Abusive 
Practices. In July 1998, the Federal Reserve Board and tbe Department of Housing and Urban 
Development released a Congressionally mandated study of how best to streamline the statutory 
disclosure requirements for mortgage Joans and settlement services. with the goal of simplifying 
and improving the quality of information provided to consumers to enhance their ability to shop 
and increase competition. The report cans for a series ofstatutory reforms to the Real Eslate 
Settlement Procedures Act and the Truth in Lending Act to make the information provided to 
consumers more reliable, more timely, and more helpful in comparison shopping for all the 
services required to finance a home. Congress should adopt the report's recommendations. For 
example, the required annual percentage rate disclosure should include all costs the consumer is 
required to pay in order to receive credit. instead of the patchwork of costs currently disclosed. 
Creditors should be required to provide firm and reliable rate, fcc. and closing cost infonlmtioll. 
and disclosures should be made early in the application process, before creditors impose 
substantial fees. It a!so is important to make sure that infonnation provided to consumers is 
readily understandable. 

Other Disclosures 

Expand Truth in Lending Act (,fiLA) coverage for consumer lonns and leases. TILA 
protections cnacted in 1968 currently apply to all credit transactions secured by home equity and 
to other non-business consumer loans under $25,000; the same cap was imposed 011 iease 
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transactions in 1976. Originally, the $25,000 limit was sufficiently high to ensure that most 
automobile, credit card, and personal loan transactions would come under TILA protections. 
Thirty years later, however, this is not the case, particularly for automobile loans. The limit 
should be raised to $50,000 to cover most cars and other consumer loans. 

Require Effective Disclosure of Exchange Rate and Fees for International Money 
Transfers. Consumers wiring money abroad often are confused or misled about fees and 
exchange rates. To prevent this confusion, we"would amend the ~lectronic Fund Transfer Act to 
require additional disclosures relating to exchange rates for international transfers. Financial 
institutions or other businesses that initiate international money transfers on behalf of consumers 
would have to disclose, in both English and the language principally used by the business: 
(1) the exchange rate used in the transaction; (2) the prevailing exchange rate; and (3) all 
commissions and fees charged in connection with such transactions. Current law. does not 
require such disclosure. 

PREVENT FRAUD AND ABUSIVE PRACTICES 

Devote Law Enforcement and Agency Resources to Financial Fraud. 

"Identity Theft" Enforcement Initiative. Identify theft is the use of another's individual 
identifying infonnation to commit an offense ~~ for example, using another's social security . . 
number to apply for a credit card.) Once, one had to forge or steal documents to impersonate 
another, but now one can easily use your identifiers to impersonate you over the phone or 
Internet. This type oferime is growing rapidly. Last year, Congress enacted new laws barring 
the use of an .other's identifying infonnation. The Secret Service, in coordination with the Justice 
Department and regulatory agencies, will launch a vigorous identity theft enforcement and 
prevention strategy that includes referral of cases among federal, state and local law enforcement; 
developing a public~private partnership to educate consumers on how to protect themselves; and 
proposing sentencing enhancements. They will cooperate with the American Bankers 
Association and others in the banking industry that have worked to combat this problem. 

Combat Int(~rnet Securities Risk and Fraud with Investor Educ:ltion and Enforcement. 
More and more Americans are investing in the stock market; 5.6 million arc now trading on~line. 
The technology opens up great opportunity, but the rewards are not without risks. Complaints to 
the SEC were up 330% in one year, and new securities fraud schemes arc uncovered each day. 
SEC Chairnlan Levitt is launching a stepped-up SEC effort to ann investors with the infonnation 
they need to understand and manage the risks and protect themselves against fraud. In addition, 
President Clinton's budget provided $11 million in new funds for SEC enforcement; however, 
the rate of growth in Internet trading and abuse has exceeded expectations. ;'0 meet this need, 
President Clinton will work with Congress and Chairnlan Levitt to provide an additional $5.5 
million for SEC enforcement, beyond what was requested in the FY 2000 balanced budget. 
These funds will help the SEC better investigate and prosecute Internet securities fraud. It will 
specifically help the Commission increase Internet surveillance, enhance the SEC's Enforcement 
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Complaint Ceqter j augment training for Jaw enforcement on ho,:" to recognize·and prosecute 
Internet securities fraud and continue its efforts to educate investors about the risk and rewards of 
investing over the Internet 

Internet Fraud Initiative: Federal, state and local law enforcement officials and regulatory 
agencies are receiving a growing number ofcomplaints from consumers about Internet fraud. 
Many ofthe same features of the Internet that make it a powerful tool for legitimate e-commerce 

, (global reach, instant.and often anonymous communications, ability to reach millions of 
consumers) -- also make it attractive for fraud schemes, The Internet Fraud Initiative will crack 
down on Internet fraud by, for example, stepping up training for federal, state, and local 
prosecutors and agents; developing infonnation on the nature and ,scope of Internet fraud; and 
keeping the public better informed about current fraud schemes and how to handle them. The 
initiative will also help coordinate the efforts of federal (Department of Justice. the FBI, the U.S. 
Secret Service, the Postal Inspection Service, the Federa! Trade Commission. and the Securities 
and Exchange Commission), state and local law enforcement agencies, 

Criminalize "Pretext Calling." There are widespread reports ofprivate iqvestigators and data 
brokers tricking financial institutions into providing confidential customer information. We 
support legislation that would cnminalize this practice and protect the privacy and security of 
consumer financial infonnation. 

Fully Implement FTC-HELP and Consumer Sentinel, Tbe Year 2000 will be the first full 
year of operation for FTC's toll-free consumer hotline. part of the Commission'5 Consumer 
Response Center. The hotline will give consumers fast and easy access to information they need 
to protcct themselves ~- from tips about credit and debt collection to advice on how to avoid 
becoming a victim of fraud. Complaints to the hot1ine become part of the Consumer Sentinel, 
the FTC's fraud database. which is shared only~with other law enforcers tn the U,S. and Canada. 
By 2000, the Consumer Sentinel database is expected to be a primary tool in the fight against 
consumer fraud, The PfcsidenCs FY2000 budget funds Consumer Sentinel. 

Improve Consumer Protections Against Fraudulent or Abusive Practices. 

E~paud Disclosures for High LTV Mortgages. Consumers with high credit card debts arc 
frequently offered s(X;;ond mortgages 10 consolidate their debts, extend the time for repayment, 
and reduce the interest rate. These mortgages can rcsul.t in debt levels of 125% to 1500/u of the 
home's value, CQnsumers may not understand the consequences of these refinancings-
cspecinlly that the failure to repay these consumer debts could lead to losing their home -- and 
recent studies show that many such homeowners promptly incur new consumer credit debts. We 
support legislation requiring lenders on high loan-ta.value second mortgages 10 disclose that: (1) 
iOiCiest payments may nOl be fully deductible; (2) the consume:- may be unable to rescH the 
hOi,lSC lInless the loan amount is SIgnificantly repaid; and (3) dcfuuh coo result in foreclosure, 
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Increase Civil Liability Limits for the Truth in Lending Act (TILA) Viol.tion •. TILA 
provides an individual right of action for violations under which a consumer can recover actual 
damages. additional statutory damages. and court costs. The amount ofdamages, however, is 
limited to a range of not less than $100 nor greater than $1.000 for non-mortgage loans or leases. 
and to a range of $200 to $2000 for mortgage loans. These damage limits may be too low to 
deter TILA violations, particularly at unregulated institutions no! subject to systematic and 
regular examinations. We support raising the statutory cap to a level sufficient to deter violations. 

[mproved Reporting on Race, Income and Other Data., Financial institutions are required , 
under the Home Mortgage Disclosure Act (HMDA) to report the race. income and other data 
about home mortgage borrowers, but a separate Federal Reserve regulation prohibits ·thcm from 
collecting such infonnation for non-mortgage horrowers. Experience suggests that publicizing 
such data helps to reduce discrimination, increase access for minority borrowers. and foster 
ilU1ovation, and the current prohibition inhibits self-testing under the fair lending Jaws and makes 
fair lending enforcement more difficult. The Treasury Department has asked the Federal Reserve 
to amend the regulation to anow increased reporting, 

Clear Reporting. HMDA regulations do not require financial institutions to report separately on 
sub-prime Joans, such as for manufactured housing. If these loans were identified separately, " 
banking regulators and enforcement agencies could better analyze the data for potential fair 
lending problems, In addition, financial institutions should be required to report on the reasons 
for loan denials. The Treasury Department has asked the Federal Reserve to determine if these 
regulatory cha.nges can be made. 

Limitations on HMDA. Institutions, other than banks and thrifts, do not have to report under 
HMDA if fewer than 10% of their loans are made for home purchase. The effect of this rule is to 
exclude from reporting some of the largest and fastest growing mortgage providers in the 
country, ~ho$e consumer loan portfolio is also Jarge. We are asking the Fcderal Reserve to bring 
such provid(~rs under HMDA coverage. 

End Coertive Sales of Insurance Products. Borrowers buy credit insurance to ensure 
repayment oftneir mortgages in the event ofdeath, injury or job loss. However, the economic 
value to the consumer of these products is dubious, Moreover, credit insurance is frequently 
marketed in a way that is either explicitly or implicitly coercive -~ that is, cm,sumers are told or 
len with the impression that their chances of getting the loan or getting it more quickly would 
improve if they purchased the insurance. Some creditors collect up~front lump-sum insurance 
premiums for the policy term, so COnSumers cannot cancel, Required disclosures. arpear to be 
ineffective at deterring these practices. We support legislution barring ihe advance collcctio!1 of 
1,nnp·sum insurance premiums, so lh,H consumers can pay for the insurance one month at a lime, 
and 50 loan termination automatically cancels both coverage and Hability for insurance 
payments, In addition, Congress should bar the solicitation of credit life insurance until the 
lender has approved the loan application and communicaled approval to the borrower. 
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Limit Consumer Liabiiity for Non-PIN Protected Debit Cards. "Off-line debit cards" allow 
consumers to pay for products through an electronic transfer at the point of sale, These "check 
cards" differ from "on·line" ATM cards because there is no PIN or other security feature (other 
than a signature) to authenticate the transaction. Although credit cards also carry no PIN 
protection) the consumer is generally only liable for no more than $50 of unauthorized charges. 
But with debit cards losses can he much higher unless the customer quickly notices and reports 
the loss, Thus, consumers can get the worst ofboth worlds: higher exposure to loss without 
security protections, Consumer liability for these cards should be limited as it is currently 
Hmited for credit cards ~~ a step that VISA and Mastercard have already taken voluntarily, 

Prohibit Unsolicited"Mamng of Loan Cbecks. Loan checks are credit products for which the 
consumer need only sign and cash the check to obtain a Joan. Because these unsolicited checks 
are I~live>" however, the consumer is also at risk for fraudulent endorsement afthe check. For the 
same reasons that Federal law prohibits unsolicited mailing oferedit cards ~~ protecting 
consumers from the hassle ofcontesting liability for stolen card purchases -- we support 
legislation prohibiting unsolicited mailing of loan checks. Consumers should not feci they have 
to shred their daily mail. 

Reform Acconnting RuJes for Consumer Installment Loans. We support legislation to 
eliminate the use of the "rule of78," an outmoded accounting rule that disadvantages borrowers, 
for all consumer credit transactions. In J992, Congress barred the rule's use in loans with tenus 
over 61 months; our proposal would finish the task. Creditors would have to use an accounting 
method at least as favorable to the consumer as the actuarial method. 

Take Action Against "Sub.prime" Lending Abuses. 

Expand Protections in tile Home Equity Market. The FedIHUD Report on RESPA and TiLA 
documented continued problems with abusive practices in some segments of the mortgage 
market, including evasions of the Home Ownership Equity Protection Act (HOEPA). which 
provides protections for borrowers with high~cost loans. The study recommended targeting 
abusive practices, For example: to reduce the occurrence of loan flipping -- recurrent 
refinancings that may make it difficult for a home owner to payoff a loan or to sell her home ~. 
financing fees in high cost loans covered by HOEPA should be regulated; prepayment penalties 
and balloon payments should be further rest:-ictcd; nnd the HOEPA threshold should be lowered, 
Creditors should he required (0 provide additional data on HOEPA loans. All amounlS paid by a 

borrower should be counted under the HOEPA trigger. Credilors should be required to infonn 
hjghwcosl~loan applicants oravai!able home counseling programs prior to closing. We \vill \vork 
with Congress to increase protections in this area. 

Expand Enforcement Tools Against AbusiH! Practices. Congress should eliminate the 
requirement for a showing of"pattem or practice" of assef~bascd lending to establLsh HOEPA 
violations. The definition of"creditor" should be expanded to mcludc individuals that control 
the lending practices ora company 10 deal with the problem ofsman. thinly capitalized sub~ 

8 




prime lenders who escape HOEPA liability by dissolution or bankruptcy. Finally, Congress 
should strengthen RESPA enforcement and remedies, consistent with the recommendations in 
the FedlHUD Report. 

Improve HMDA Reporting. There is a current imbalance in reporting requirements and 
enforcement under HMDA as between regulated depository institutions and other mortgage 
lenders, Some unregulated lenders face no sanctions if they fail to report when required. \Ve 
support legislation providing BUD with enforcement authority to assure compliance by all 
lenders with HMDA reporting. unless banking regulators are already enforcing HMDA with 
respect to such lenders. These legislative changes will help level the playing field on reporting 
and compliance between regulated and unregulated financial institutions, and will improve 
disclosure in a growing segment of the mortgage len,ding market. 

The Banking Regulators Sbould Continue to Improve Guidance on Sub,.prime Lending. 
The Federal Financial Institutions Examination Council is improving guidance on fair lending 
compliance, The FFIEC issued fair lending examination procedures for banking regulators in 
January 1999 and focused particular attention on the problem or "steering" loan applicants on a 
prohibited basis to a sub-prime lender within a financial institution's organization. In March. the 
FFIEC released additional guidance focused on safety and soundness issues and fair lending 
problems. The oce recently issued guidance warning of the risks in this area. Today. the 
President is directing the Office of the Comptroller or the Currency and the Office ofThrifl 
Supervision, in consultation with HUD. the FTC, the Justice Department. and the other banking 
regulators~ to, study whether further actions are necessary to halt abusive practices in the su~
prime area, 

EXPAND ACCESS TO FINANCIAL SERVICES 

Provide Low-Cost Banking Services to AU Americans. Too many Americans cannot 
afford, or do not have access to. basic banking services, The Administration will increase 
and strengthtm its efforts -- working with banks and consumer groups -- to increase access to 
low-cost banking services to aU Americans, The Treasury Department will pay set-tip costs 
(0 encourag~ private banks to offer low-fee banking accounts for those who receive federal 
benefits like Sociai Security, 

Provide [ndividual Development Accounts (IDAs) To Make It Easier for Low~IncQme 
Families to S~\ve. IDAs al(o\v low~incomc households to save not just for retirement but also 
rc: education. emergencies. home ownership, or business investment Individual contributions 
can be matched to encourage more savings. (The FY 2000 budget doubles funding for IDAs,) 

Bofster the Commuuil}' Development Financial Institutions (CDFI) Fund. Treasury's corr 
Fund provides grants, loans, and equity Investments to locally~bascd, speciaii7.cd financial 
in."titutions and mainstream banks and thriOs serving low and modcrate inCOI!lC com:m:ni!ics. 
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The COFl Fund is helping to expand the reach of these institutions to under served communities. 
The Administration is seeking $125 million for the Fund in FY 2000 and Fund reauthorization. 

IMPROVE CONSUMER FINANCIAL EDUCATION 

Launch a Campaign to Promote Education on Credit, Savings, and Investment. One of the 
best protections for consumers is education. Y ct evidence suggests that consumers often find 
credit and investment opportunities confusing, and are carrying greater levels of debt, filing 
bankruptcy more onen, not saving as much as they would like for retirement, and investing 
without full comprehension of the risks involved. The President today directed his National 
Economic Council to convene a high level interagency task force to present him with a plan to 
raise financial literacy levels, and to expand the Administration's commitment to public and 
private consumer financial education programs. Elements of this plan will include: 

Identify and Publicize Successful 'Best Practices" for High School and Other Financial 
Education Programs. Nonprofit groups, such as the National Council on Economic Education 
and JumpStart, as well as government agencies including the Department of Agriculture and the 
Department of Defense, have developed educational modules and course materials that not only 
improve students' understanding of complex financial topics but also have been shown to 
improve their long.tenn financial status, Working with the interagency task force, the 
Department of Education will help publicize proven educational programs, to make it easier for 
teachers, professors, and other educators to adopt financial education programs that work, 

Promote Effective Financial Planning. Studies show that families who are able to develop and 
follow a financial plan are much more successful in achieving major financial goals, such as 
saving adequately for retirement, their children's education, or a new business venture. A 
growing number of public, nonprofit, and corporate initiatives have begun to educate Americans 
about effeclive financial planning, such as the campaigns sponsored by the American Savings 
Education Council, the Securities and Exchange Commission, and the Department of Labor. The 
Administration will participate in joint initiatives with these and other groups to highlight the 
benefits of personal financial planning and the steps that all Americans can take to make 
financial planning easier. 
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THE CLINTON-GORE PLAN F@R 

FINANCIAL PRIVACY AND COl\;SUMER PROTECTION IN THE 21st CENTURY 


May4, 1999 

Today, President Clinton Introduces Legislative Proposals ~md Executive Action to Protect 
Consumers in the ;'I{ew Economy, Based on Five Principles: (1) Protect Financial Privacy; 
(2) Expand thl; Consumer's Right to Know; (3) Prevent Fraud and Abtlsivc Practices; (4) Expand 
Access to Financial servIces; (5) Educate Consumers. 

PROTECT FINANCIAL J)RIVACY. Cross.industry mergers and consolidation have given banks 
unprecedented access to consumers' financial and medical records aljust the time when new technologies 
have made it possible -- and potentially prof[table - for banks to mine such data. President Clinton believes 
that consumers deserve notice and choice about the usc oftheir personal infomlation, and Vice President 
Gore has led the Administration's efforts to protect consumers' financial and medical privacy in the new 
financial marl.etplace. Today, President Clinton will call on Congress to; 

./ 	 Give Consumers More Power Over Their Own Information, Require institutions to infoml 
cOl1sumers ofplans to share or sell their financial information; give the consumer the power to stop 
it Current law does not limit on selling or sharing of infonnation about consumers' ~ransactions. 

Protect Medie:.llnformaUon. Impose special restrictions on any sharing of medical infonmllion 
within a financial conglomerate. As banks and insurance finns merge. for example, consumers 
should not fear that that the results ofa physical exam c~uld be llsed to make a credit decision. 

EXPAND THE CONSUM~:R'S RlGHT TO KNOW. Consumers face a bewildering array of choices in 
today's financial marketplace and often do not have sumcicnl infonnation to make wise decisions. 
Aggressive marketing can obscure the truth about the financial choices a customer is being askcd to make. 
For example. consumers are oncn surprised when low introductory credit card rutes expire and interest rates 
spike. To address this, President Clinton will urge Congress to: 

,f 	 Improve Credit Card Disclosures. Prevent misleading 111arketing 9r"tcascr rates" by requiring 
equally prolhlnent disclosure of expiration dates of low rates, eventual tcnllS, and possible pcnalties; 
require disclosure of how long and hm\' cosily repaymellt would be if ~l COllsumer makes only the 
minimum paymcnt . 

./ 	 Improve nisclosurc Rules. Improve disclosU:T; rules [or Internet credit card solici\a~ions, ' 

./ 	 Require Greater Disclosure for Othcl' Fiuandal Products. To allow consumers lO (;ompmison 
shop, require enhanced disclosures for rcni-:o-oW!1 arrnngerncllis, home mortgages and senlemcnt 
services.. and inlcrnatiollall11ol1cy transfers. 

Requirc Dual ATI\1 Disc1osUI·cs. Reqt:ire ATMs to provide disclosure of slIrdHlrgcs on the 
machine and thc tcm1inal SC:·CCll, S0 consumers can shop with their feeL 



PREVENT FRAUD AND ABUSIVE PRACTICES. More and more Americans .re using the Internet to 
i'ilVeSi-TOlhe stock market and conoitci other financial transactions. Fraud schemes -- including stock 
manipulation -- arc uncovered each day. Off-line, old fraudulent practices continue, and new oncs ~- such as 
identity theft and on~IiI1e schemes -- continue to arise. Low~incomc borrowers must oIlen turn to 
unregulated, high-cost lenders whose terms arc sometimes abusive. To crack down on financial fraud and 
attack other abuses, the Clinton Administration will: 

..r 	 Seck hicl·cnscd Funding for SEC Efforts, Work with Congress to provide to the SEC $16.5 million 
($$.5 million in addition to the $11 million increase in the FYOO budget) to increase lmcrnct 
prosecutions and surveillance, enhance the SEC's Enforcement Complaint Center, Hnd lJugment 
training for law enforcement on Internet securities fraud, 

./ 	 Fight JdcnOty Theft. Launch a vigorous identity theft enforcement and prevention strategy led by lile 
Treasury Department. 

.j' 	 Fight Internet Fraud. Crack down on Internet fraud under an effon Jed by the Department ofJus!icc 
that will step up Jaw enforcement training and public education . 

.,f 	 Stop Sub~prime Lending Abuse. Improve reponing ofhigh~cost mortgage loans and givc,the FTC 
and HUD adequate authority to stop sub-prime lending abuses. 

EXPAND ACCESS TO FINANCIAL SERVICES. Too many Americans cannot afford, or do no! have 
~cccss to, basIc banking ScMCeS. The Administration will strengthen its efforts -- working with banks and 
consumer gwups -~ to expand access to low~cost banking services 10 all Americans. ' 

./ 	 Low-Fee Banking Accounts for Federal Beneficiaries. The Treasury Department will pay sct~up 
costs to encourage private banks to offer low-fee banking accounts for those who receive federal 
benefits like Social Security . 

./ 	 Expand Individual Development Accounts (lDAs). The President's balanced budget would 
provide additional funds for accounts that allow low-jncorne families to savc for education. 
emergencies, homeownership or business. 

~, 	 ·Bolster the Community Dcvelopmcnt liinanciallnstitufions (COFI) FUlld, The President's 
nalan{;cd budget would increase funding for grants, loans, and equity investments in local institutions 
scrving low and moderate income communities. 



EDUCATE CONSUMERS AND IMPROVE FINANCIAL L1TlcRACY. The daunting complexity of 
nnancIal products and'chOices increases tFie importance ofconsumer financial education. 

,f A Plan to Raise Financia1 LHeracy. President Clinton today directed that the National Economic 
Council to prepare an interagency plan to raise fillilnciallitcracy and increase [he government's 

'support for consumer financial education. Under the plan. for example, the Department of Education 
will publi()JlC proven educational programs that integrate financird literacy into basic school curricula. 
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