5

- The ‘Coune¢il’s: comments with respect ‘to. a ‘similar’ proposal last year remain
‘valld. The more flexible rate: @uthority, which: was:origindlly: enacted in 1966,
has proved:very valuable in permitting the vegulatory authorities to: restrain,
in.a coordinated manner, .excessive rate .competition-among different kinds of

'vﬁn.alll(cigl instmutwn vi»'during pemods;‘»oﬂ: zexcefptlonal pressures in ﬁnaneial
markets. i E
- As we have. smted be(ﬁores, we xdo nat beheve that cantinuous use ‘of 1nterest
ceilings onjsavings aeccountsiiy desirable. But interest aates in:the: open: market
“petpain high and.eontinue to threaten: the eompetitive position of many thrift
institutions. And sodongiasiendetment of the President’s proposed tax surcharge
continues to,be: delayed; the rdangers:for these institutionsand indeed ‘for our
whole .economy: oply; increase. Thus, -werbelievesthat further continwation for a

~ limited period of jthe puesent. flexible authotity, to regulate interest rates on

savmgs depomtsisaprudent course of action. .

1w We -are - opposed itot xmaksifng petimanent  the: xexﬂsting authoviby to regulate
vslnte:rest rates »on: savings:deposity, The: Qouncil has already set down in-its

-~ 1967 Annual Report (p. 67) its views concerning: the proper course: of . action
~ with ' respect . to. permanent. legislation governing regulation: of ‘interest rates

on:savings accounts. The necessary regulatory authority “could be provided for

in either of two ways: (1) through‘“stan'd‘by authority to impose rate ceilings
or (2) through permanent ‘ceilings set suﬂi~‘ ’

‘under. partipular cir_cumstan S
. ciently - ] ey ‘twould '‘Become effective only in unusual instances.”
- Tt'is also ‘otir' view thiat'the existing flexible authority for adjusting reserye
~-requirements and for conducting "market operations in/agency i

stitutes a useful supplement to our"too} of ‘monetary and’ débt managenieut and
should be continued. - : .

/fThe-Bureau of ‘the: B:udget Vha:s zm'wisad that it has noobjection tol the: sub-
‘mission of ‘this report and that enactmenfc‘ @f S. 8183 swould be consistent with
the. Admmisbnation”s objectives: .- :
i Sinmelywours, TRy
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D i [RMAN: feren xis made to: your weqwast fdrytlme-,ie[w/s of bhim
Gurmraﬁon with erespect o 8:8138,/90th Congress, a bill: “Toextend for two years
the authority for-more:flexible regulation of maximum rates-of interest .or.-divi-
dends, higher reserve requirements, and-open market operations in ageney issues™,
The Aect of September:21,-1966. (80 Stat.. 823), among other things, provides a
“statutory flexible basis:for regulating interest and dividend rates which may
be paid by insured banks and insured savings and loan associations-on time and
savings (deposits. or shares ‘or withdrawable accounts. Additionally, the Act au-
thorizes the Board of Governors:of the Federal Reserve System to increase re-
serve requirementsion itime:and:savings deposits to a maximum ‘of 10 percent
and authorizes Federal Resérve sopen-ma;rk&t opemations in obligatmns of agencies
-ofithe United States Government.

The provisiens of the Act @mgina%uy were. effﬂcbive only . dwrmg the one-year

perlod whieh:began: on September 21, 1966, the date ;of enactment of the Act.
The -authority .conferred by ‘the Act was extended for an additional one-year
period by the Act of September 21, 1967 (81 Stat. 226). S..8183; would extend the
authority conferred by the:Act for an additional two-year.period. « .

The greater flexibility accorded to the banking agencies by the Act to.vary
interest-rate: ceilings on time and savings .deposits on different. bases and the
extension - of - interest-rate ceilings for .the first time to insured institutions of
the Federal Home Loan Bank System and to mutual savings banks insured
by the Federal Deposit Insurance Corporation haye strengthened- significantly
" ‘the ability of the financial supervisory agencies to moderate exXcessive competi-

" tion between various types of finanecial. institutions for savings. The actions
v taken by the-regulatory agencies pursuant to:thejauthority. contained. in the Act
ofSeptember 21, 1966, have servegd to Aimit escalation; of interest rates paid by
commercial banks and other ﬁnancial institutioms in @he,cammtmon ﬁor consumer
savings.

‘92;5162—468%‘4—2.‘5 et

ués-‘eon- . -




