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~ PURCHASE OF TREASURY SECURITIES AND INTEREST
et o oR SANINGS, DEPOSIIS, ’

' WEDNESDAY, APRIL 3, 1968
. U UNITED STATES SENATE,
CommITTEE ON BANKING AND CURRENCY,
| SuBcoMmMITIEE 0K FINANCIAL INSTPTUTIONS, '
LI A b e b Washington, D.C.
The subcommittee met at 10:05 a.m., pursuant to notice, in room
5302, New Sentite Office. Building, Senator William Proxiiire, chair-
man of the subcommittee, presiding. '
' Present: Senators Proxmire and Brooke, -~ -t o oo
Senator Proxyire, Today, the Subcommittee on Fiftincial Institu:
'~ tions will hold hearings on'S. 8138 and S. 2928. S. 38183 éxtends for
2 years the authority for more flexible régulation of maximum rates
of interest on dividends, higher reserve requirements, and open mar-
ket operations in agency issues.'S..2923 extends for 2 years the au-
thority of Federal Reserve banks to purchase U.S. obligations directly
from the Treasury. TR : S X
One of the malh issues in S. 8188 deals not with the authority to
regulate interest ceilings on savings deposits, but rather with the
authority of the Federal Reserve Board to purchisethe obligations
of Federal agendies such as the Federal National Mortgage Associa-
tion (FNMA) or the Federal home loan banks. The aim of this
authority was to require the Federal Resérve Board to sg)port the
mortgage market during periods of severé monetary restriction. .
A considerable controversy has ensued over the mannér in' which
the Board has carried out this authority. There are some in Congress
who have been extremely ¢ritical over the Board’s failure to utilize
more stibstantially its authority to purchase agency issues. The 1968
report of the Joint Economic Committee said that :
- 'We recommend renewal of the guthority given to the Federal Reserve to pur-
chage and hold obligations of the Feéderal National Mortgage Association and the
Federal Home Loan Banks and strongly urge that the Federal Resérve use this
authority consistetit with congressional fntent, ~ =~ 0
" In responding to this criticism, the Federal Reserve Board has
argued that there was no clear congressional intent to use the authority
to deliberatély peg interest rates on mortgages or to provide any fixed
flow bf funds into housing. Moreover, the Board points out that they
only have the authority to purchase Federal agehcy obligations in the
open market. There is no guarantee, according to the %O&I‘d, that a
purchase of a Federal agency obligation from a bank or other investor
will necessarily channel funds into the mortgage market.
The Board also argues it is inappropriate for the central bank to
attempt to influence the structure of interest rates in the conduct of

(1)




monetary policy. If the Board were to buy Federal agency obligations
in sizable amounts in order to reduce interest rates on mortgages, it
would have to offset these purchases by sales of Federal securities.
Thus, the return on Government bonds woeuld rise while the rate on
mortgages would fall. v v

/ The argument is reminiscent of Operation Twist carried out in the
early 1960’s, wherein the Board attempted to influence the structure of
interest rates by purchasing long-term Iederal bonds while selling
short-term Treasury issues. This had-the effect of lowering long-term
interest rates and thus accelerating investment spending at a time
when the economy was weak. At the same time, short-term rates were
raised, thus bolstering our balance-of-payments position, particularly
with respect to short-term capital outflows.

Operation T'wist was apparently carried out by the Board only with
extreme reluctance and after much controversy. I believe that it is fair
to say the Board has consistently preferred the bills-only doctrine
which holds that open market operations should be carried out only
in the short-term sector of the Federal securities market. The Board
claims that the bills-only doctrine insures the overall neutrality of

monetary policy on specific sectors of the economy. ‘
The basic policy issue, it seems to me, can be stated as follows:
" Should the Board assume some responsibility for allocating the im-
pact of a restrictive monetary policy upon different sectors of the
economy? For a variety of reasons, the Board has been unwilling to
assume this responsibility. Its basic posture is that it affects monetary
policy only in the aggregate and that the impact of this policy should
be allocated to different sectors by natural market forces. To interfere
‘with these market forces would, according to this argument, distort the

allocation Ofoa{i,ital. L . ,

. The Board also claims it has purchased nearly a billion dollars of
Federal agency obligations since October of 1966. Although this is
technically true, it has also sold nearly the same amount within the
same month of purchase under short-term repurchase agreements. On
balance it has only purchased $147 million in Federal agency certifi-
cates and only half of those have been housing related. The impact of
this on the mortgage market in infinitesimal.

Today the subcommittee looks forward to exploring with the Federal

Reserve Board, the Treasury, and the Home Loan Bank Board the
general situation in the mortgage market and what action may be

necessary.to insure that'the severe impact of a tight money policy on
the housing sector is not repeated. . =~ e

We are delighted to have with us three outstanding, distinguished,
and extraordinarily able Federal officials this morning. I would like
to ask Governor Robertson, the Vice Chairman of the Board of Gov-
ernors of the Federal Reserve System to proceed with his statement.
I would like all of you gentlemen to make your statement initially in
any way you want and then we will question you when you complete

your statement. . . .
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}Mn SPMKKMAN Jntroduced thie f’ollmvuw blll‘;! which was nvld twice and 1efe1ud‘
: to the Colmmttee on Bunkmnr and Currency

S "l‘o amend Ysectwn 14::(b) of %he ‘;Fedeml Reselvc Act as,,v_
amended to extend for two years. the authonty of Federal i

5 1968 and msert’ing b heu thereof Ju 1
;3”6;;Lasmkﬂmguzouj;vffeff»une '1-30,;:1968?? ..and\/:msél‘ting in lieu thereof

L Tane 80, 19T07. Lo ol bt e
3 r{'yIIE S T »/ R T L RIEED
. & " BOARD OF (GGOVERNORS OF THE .
. N TR P i FEDERAL, RESERVE SYSTEM, -~ -
st g Lo ashington, DI, March 1,1968.

. Hon, JOHN SPABKMAN, o
“Chairman; Committee on Banking. and/ﬂm’renoy,: iyt e
- U.8. Senate, Washington, D.0.
i DEAR ME, CHAIRMAN : Thig is in response to your request of February 6, 1968, -
~for the Board’s views on:8, 2028, a bill“To amend section 14(b) of the Federal
Reserve Act;ias’amended; to.exterid for two years the authority of Federal Re-
“.gerve banks to purchase United States obligations directly from the Treasury hod
The current authority expires June30, 1968; -
Normally, Féderal Reserve purchages of Government securities are made 1n the
. open.market. Since its original enactment, in 1942, the $5 billion direct-purchase
_auithority. of .sectio 14 has been .used, sparingly, from the gtandpoinfts ot
duvatiﬁm alike, Qo




Nevertheless, the Board believes . that'such authority furnishes a desirable
degree of protection to the Treasury against inevitable uncertainties in esti-
mates of receipts and expenditures and in borrowing operations, Its continuing
_avallablhty permits more economical cash' and-debt mandgement and assures
" the availability of an immediate source of funds in the event of a national emer-
gency. Also, timely use of the authority—for example, during periods immediately
“preceding ‘tax payment dates—can avoid the creation of unnecessary financial
strains that might occur if the Treasury were required to draw heavily on its
accounts at such times.

Accordingly, the Board favors enactment of S, 2928.

Smcerely,

9011t CONGRESS ‘ :
2D SESSION S. . 3 1 33

J.. L. ROBERTSON,

IN THE SENATE OF THE UNITED STATES

MaArca 11,1968

Mr. Sparkaax introduced the following bill; which was read twice and referved
to the Committee on Banking: and Currency

To extend. for two years the authority for more flexible regu-
lation of maximum rates of interest or dividends, hlgher

reserve reqmrements, and open market operatmns in awency
issues. - ' L

Be it enacted by the Senate and House of Representa-

*tives of the- United Statés of America in Congress assembled,

[CE I ) -t

That seétion 7 of the Alet of September 21, 1966 (80 Stat.

Ha

823), as amended _,_‘b‘y{;‘tihe». Act of September 21, 1967 (81

o

" Stab. 996) ,.is hereby amended by striking “two-year” and

6 inserting in lieu thereof “‘four-yehr”‘.\

Ootmons OF mwuomc Amme
5 WasM»gton,D 0' Maroh 28, 1968

Hfm.l.]onn Smmmm,‘ R EHIEE T FEE N
Ohairman, Committee on Bankmg (md Our«rem'/y, SR
U 8’ Senate; Washington, DiC.: .

DEAs Mz Q'HAIBMAN‘ ‘The'’ Go*uncﬁ of Ebdnoimic Advisers recommends enact-
ﬂien‘t of %, §188, & bl “Po etend for two ye%ﬁs ‘the duthority:for more flexible
regulation of maximum rates of interest or dividends, higher Yeserve require-
ments, and open market operations in agency issues.”
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- 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

:{
@

[

;,:An'rmk M ﬂkUN, ,Ohm‘/r’rmm; :

110

FEDERAL Dmrosm' INSUBANOE CORPORATION, i
‘ sthmyto'n, DiC., Ma/mh 89 196‘8

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- . -
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If the:-added . authority: to:regulate rates paid by savings and lodn associa-
 tions as well as: by ‘banks and the more flexible authority with respect to-bank
interest rates. are retained, the: superv1s0ry :agencies will continue to be able
to take' prompt and: approprlate action: in this ‘area in the: future, whenever
necessary. It is essential, in our opinion; that the authority not be permitted
to lapse. The Corporation therefore favors the enactment of S. 3133.

The Corporation believes that the advantages of the flexible interest-rate
authority have substantially been demonstrated since enactment of the original
legislation and that consideration -should:be given:to' the need for permanent
legislation and :its appropriate scope and form. We understand that the Depart-
ment - of ‘the: Treasury ‘has: been-requested to work with the  other interested
agencies, including the Council 'of Economic Advisers;:toward developing a legis-
lative. proposal along these hnes for poss1ble transmlttal to the Congress early
next year.

‘The Bureau of:the Budget hag adVlsed that it has ‘no objectlon to the: sub-
mission: of this letter and: that enaetment of S <3133 Would be eonsusbent Wlth
the Administration’s objectives., .

Slncerelyyours, ‘ A %
: o K. A RANDAI,L‘ O'Iw/irmem. ‘

, FEDEBA];. HOME LOAN BANK BQARD, ERe
gtk Washmgton,DO Marchzs 1968

Hon J OHN SPARKMA,N
Oh,mrman, Commzttee on Bamk'mg an ,dugm’re., s
U.S. Senate. .

DBAR MR. JCHAIRMAN In iresponse ‘to . your: requesﬁ ithe B‘ederal Home Loan
Bank Boaid submits its views as te 8:/8183 of the present-Congress. ' -

This bill would amend section 7 of the Act of September 21, 1966 (80: Stat. 823),
which, as amended by the Act of September 21, 1967 (81 Stat. 226),:provides that
the -authority conferred by the Act of September 21, 1966, shall be effective for
a two-year period beginning on that date. S. 8133 would change the two-year
period to a four year perlod thus extendmg the authomty for an additional two
years, ‘-

- The Act of September 21, 1966, conferred standby rate-control authority on the
Federal Home Loan Bank Board with respect to interest and dividends’ on de-
posits, shares, or withdrawable accounts§ of Federal Home Loan ‘Bank members
(other than those whose deposits are insured undey the Federal Deposit Insur-
ance: Act) and'of institutions insured under title IV of the Nationmal Hous-
ing Aect. The Board was authorized-to preseribe different rate limitationsion-the
basis' (amengiothers)of the: amount:of the aceount, or on:-such other reasonable
bases as the Board:might deem'desirable in the public interest. - !

“In-the banking field, the:act converted the then existing mandatory: rate control
authomty of ‘the Board: of Governors of:the Federal Reserve: System and the
Board of Directors: of the ‘Federal Deposit Insurance Corporation into’ standby
authority and authorized those agencies to differentiate on the same bases as
those provided the Federal Home Loan Bahk Board. '

Each of the threé-agencies was: ‘directed to consult:with the other two: before

- exercising’ this ‘authority. In addition, the act:provided strongér:provisions:. as
to reserves of member banks of the Federal Reserve ‘System and-authorized the
Federal Reserve: banks to buy and sell in: the 6pen market, under ‘direction: and
régulations of the Federal Open Market Committed; any obligation which is a

“direct obhgation of or is’ fuIly guaranteed as tof rmcmal and mterest hy any
agency of thé Unitéd'States. " Aol

The Federal Homé Loan Bank’ Board: cons&ders it§ essential that" the standby
avthority conferred on it by the Aet of ‘September 21, 1966, as -amended, be con-
tinued.® Further; the Board believes that continuance of the authority “thus
granted to the Federal Reserve banks to buy and sell agency obligations WOlﬂd be
in the public'interest. :* -

‘While we would prefer that there be no time lmnt we regard the: provisxons of
the bill ‘as deﬁmtely desirable, even on the’ basw of an’ addltim:al temporary ex-
tension, and recommend that the bill enacted.:

The Bureau of ‘the Budget hasiinformally! adwsed us that there i8 no obaec-
tion to‘the presentation of this ‘report and that enaetment of S. 3133 1s consmtent
with the Administration’s program; 7 /1«

With kindest regards, I am,

Sincerely,

Joniv E. HorNE, Chairman.
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| STATEMENT OF 3, L. ROBERTSON, VICE, CHAIRMAN, BOARD OF
" GOVERNORS OF THE FEDERAL RESERVE SYSTEM. '

i

.1 appreciate this: :owortiunigv to present: the -
of Governors on:3. 2923 and

3133, Senate, bill 3133 wo

for 2 additional years the provisions of Public Law: 89 vh
would otherwise expire September:21 of this year, This statutes pro-

¥a.yabilé by federally insured financial mstitutions to attract savings
unds, It also fixes a 10-percent statutory maximum .on reserye re-
quirements for member banks on time and savings deposits—-in place
of the former 6-percent maxinum, and authorizes the Federal Reserve
- banks to;buy and sell in the open market obligations of:any. Federal

agency. Senate bill 2023 would extend. for 2 years the authority. for
Federal Reserve banks to purchase up to $5:billion of obligations of
the United States directly from the Treasury. . i

~'In'the 6 months or so that haye passed since the Cpn,gressvotedto

~ extend Public Law 89-597 for 1 year the need for continuation of
the rate: 09izlmg§1,1th9r1ty provided in that statute has increased rather

~ ‘than, diminished. Interest rates in the money, market have risen, and
‘banks have had to, raise their offering rates on large negotiable, cer-

s are paying the 515

- contributed to a marked slowing over recent months in the inf
* of consumer savings to banks and other depositary:type, instituti
~compared with the very high rates of increase experienced last spr
and summer,: i RO DN A R R P

tended to intensify. From the January:31 survey of time and savings
deposits, at_insured banks we have thus; far:been able to. process re:
turns for the 700, banks that are most act:

survey shows, that the great majority of those k

maximum permissible rate for consumer-type deposits— tor
-sayings accownts.and, 5. E,ﬁ,@f cent, on: most varieties of time deposits
under, $100,000. And we |

ave the impression that the same situation

exists with respect to savings banks and. savings and loan associa--

tions—that most, activecompetitors; des‘ifinig to protect their existing
funds and. stimulate the maximum inflow of new savings, are offering
the maximum: rates allowed currently by the regulations, ,

. The situation obviously is one.in which some institutions, if Jm-

restrained by rate ceilings, would see an advantage in offering some--

~ what higher returnsto savers; And if such competition were permitted,
I have no doubt that a rate war would develop, Furthermore, I see no-

reason to expect a diminution of pressures on the funds position of

" banks and savings institutions any time soon. It may become neces-
sary to adjust the structure of ceiling rates if financial: markets con-
“tinue to tighten, in order to make it possible for the institutions to
compete with the market and attract a reasonable share of new sav-
ings flows. But if such a change does become neeessary—and I hope
it will not—surely it would be best to limit the extent and nature of

i

vides the authority for coordinated regulation of the maximum rates

5 an ercent, celling rate on
urities in: an. effort to avoid. gizable runoffs -
: market mstruments also has

nsy -
Under these cond1t10ns, ‘the competltmn for savmgs ’funds has '

this business..The
anks are paying the
posits—4 percent on -




escalation, =~ : :

If the legislation before you were permitted to expire, of course, the
Federal Reserve and the Flederal Deposit Insurance Corporation would
retain authority to establish ceiling rates on the interest rates offered
on savings and time deposits by member and nonmember insured banks,
respectively. But we would lose a'greéat deal of flexibility in distin-
guishing’among types of deposits, and it was this flexibility that per-
mitted us to establish a lower rate ceiling on time deposits under $100,-
000. No matter what you think of such a distinction philosophically—
and I, for one, find 1t objectionable—the realities of today’s market
absolutely require some scaling in maximum rates by size of deposits
if banks are to compete for funds in the money market without at the
same time disrupting the maore traditional markets for small savings.
Moreover, as a practical matter, I think that we would find it very
difficult to continue limiting the interest rates paid by banks for sav-
ings if their competitors—the savings banks and savings and loan as-
sociations—were left free to post any rate they wished.

For these reasons, the Board believes it essential that Public Law
89-597 be extended, and we recommend that the authority be made
permanent. The need for effective rate limitation is especially acute
under present circumstances, but the case of extending this legislation
need not rest on current market conditions. Indeed, it is difficult to en-
vision circumstances under which the Congress would find it advisable
to allow this statute to terminate. If the underlying causes of today’s
stresses in financial markets are corrected, and rate ceilings are no
longer needed, the statute contains authority for their suspension. On
the other hand, as long as ceilings are needed, it seems advisable to
continue the flexible, coordinated approach embodied in the statute
for establishing them. ' '

If the rate ceiling authority is made permanent, the present statutory
exemption for foreign official time deposits should be allowed to expire
as scheduled on October 15 of this year. This exemption was originally
adopted in 1962, before enactment of the present flexible authority
over rate ceilings, and it wag intended to permit banks to compete for
foreign official funds and thereby to help alleviate the balance-of-
payments situation. Since that situation has not improved during the
intervening years, the exemption of foreign official deposits from
interest-rate ceilings continues to be justified. In recent amendments of
their regulations, the Federal Reserve and the Federal Deposit Insur-
ance Corporation have made clear their conviction that in present
circumstances foreign official deposits should be free from interest-rate
ceilings. As improvements in the international payments position of
the United States are achieved, however, the need for special treatment
for foreign official deposits should be reviewed from time to time in
order to make sure that the discrimination involved is continued only
as long as it is needed. If Public Law 89-597 becomes permanent law,
the Board will then have the authority to continue, modify, or termi-
nate this exemption administratively in the light of changing circum-
stances. ‘ . .

The authority'in Public Law 89-597 for Federal Reserve purchases
and sales of agency issues in the open market should also be made per-
manent. The objectives of this authority—to “increase the potential

the rate increases, and thus to avoid the threat of competitive rate
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. flexibility of open market transactions and, * * * make these securi-
. ties somewhat more attractive to investors” (S. Rept. 1601, 89th Cong.,

second sess.) —are long range, and would be better served by eliminating
uncertainty as to how long the authority may be exercised.. . :
- The Board proposes also that two minor related amendments be
added to S.3133. The first would amend the eighth paragraph of sec-

2 < tion-13 of the Federal Reserve Act to permit-advanees to‘member banks

to be secured by any obligation eligible for rediscount or:for purchase
by Federal Reserve banks, This would broaden such:}¥énding authority

~to include as eligible collateral all of the direct obligations of Federal

agencies, as well as obligations fully guaranteed as to principal and
interest by such' agencies. Since the Federal Reserve banks are au-
thorized by Public Law 89-597 to purchase all such Federal agency
obligationis, we can see no reason why similar authority should not be
granted asto their use as collateral for advances by Reserve banks to
member banks. - A B Y SR I EE TR

* The second amendment we propose would broaden in similar fashion

the types of -collateral authorized for Federal Reseive: bank. loans

to individuals; partnerships; and eorporations under- the: last para-

praph of sectiofi 13 of the Fedéral Reserve ‘Act: The collateral for
such-advaitees now may congist only of the direct obligations of the

United States, and we propose to include also.the obligations of Fed-
eral a,gencies.f’f[‘ Vi
- vide: imiportant protection to the business commumity undér highly

unusual or emergency: conditions infinancial markets. In June 1966,

for example, we had made arrangements for the

of credit-to: mutual savifigs banks|'savings and lo
other depositary:fype institutions under this authority,

possible extension
thngh ‘none

proved to be necessary. Addition of Federal agency issues would give
- wider latitude in such contingeney planning, and we can see no reason
why the types of assets made eligible. for collatéral should not, in:this

instance also, parallel the Reserve bamnks’ purchase autherity. - _

T have suggested reasons for making permanent the rate ceiling and
open ‘market authority in Public Law-89-597. The Board believes also
that the authority in that etatute to raise reserve requirements on
time c;ggosﬂ;s should be made: permanent if it is to be: effectively
- exercis

thereby: reducing: reserve requirements, at a time when such a reduc-
tion would have undesirable:consequences. s : .
Let me turn now toS. 2928, which authorizes the Federal Reserve
System to purchase uptor$5 billion of T.S: obli%‘ati?ons directly from
the Treasury. As your committee has heard before in the course of
‘numerous- extensions of ‘this authority over the past 26 years, the
authority has been used sparingly but. affords the Treasury a useful
‘measure of leeway in managing its cash balances and borrowing opera-
tioms; Althdughi onemmajy question whether any purpose is served by the

- 2syenr limitation on this autherity, presunably it has become so: much
C aipantief pur traditiohs that there is: little prospect that it will be
abanioned

7"Moreoven; & 2-year extension has passed the House and

]i"ﬁé@bgﬁi?zé‘_ﬁh&ﬁ'yam committee: may be reluctant to adopt o different
version. Therefore, even though' a forceful ease eould be made for

his provision of the act is seldom tised, but it could pro- .

d. Statutory expiration dates confront the Board with the
prospect ‘that if they should raise reserve requirements on time de-
posits about 6 percent, the action might be autematically reversed, -
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striking out the expiration date, I recommend, on behalf of the Board,

s - that you report S. 2928 without amendment,

.‘AMENDMENTS TO ‘CARRY OUT FEDERAL RESERVE RECOMMENDATIONS

1. To make Public Law 89-597 permanent: Strike out section 7
of that statute (S. 3183 as introduced amends section 7 to extend ex-
piration date).

" 9. Collateral for advances by Federal Reserve banks:

.+ (@) Advances to member banks: Amend the eighth paragraph
of section 13 of the Federal Resarve Act by striking out “secured
by such notes, drafts, bills of exchange, or bankers’ acceptances
as are eligible for rediscount or for purchase by Federal Reserve
Banks” and inserting “secured by such obligations as are eligible
for rediscount or for purchase by Federal Reserve Banks.”

(5) Advances to individuals, partnerships, and corporations:

. Amend the first sentence of the last paragraph of section 13

. of the Federal Reserve Act by inserting after “secured by direct

.. obligations of the United. States” the following: “or by any obli-
. gation which is a direct obligation of, or fully guaranteed as to

. principal and interest by, any agency of the United States”.

Senator Proxmire. Thank you very much. ; IR

- Secretary Deming? R R S e
- T should identify Secretary Deming. He is Under Secretary of the
Treasury for Monetary Affairs. We are glad to have you. :

STATEMENT OF FREDERICK L DEMING, UNDER SECRETARY OF THE
B 4 - TREASURY FOR MONETARY AFFAIRS a R

- Mr. Deamrne. I have a short sta;ﬁemeént: which I should like to read.
. Senator Proxmire. Very good. .v RERTS
Mr. Demine. The Treasury Department strongly urges that favora-
ble action be: taken omn:S..3133 which would extend for 2 more years
the flexible authority under: which the appropriate financial agencies

‘can regulate maximum rates-of interest-or dividends payable on sav-

ings: accounts. This legislation. has amply démonstrated . its- worth.
In view of the present and prospective pressures on financial markets,
a further temporary extension of this valuable authority would: be an
act of ordinary prudence. In the absence of this legislation, we eould
face a return to thepotentially destruetive form:of competition-among
financial institutions which contributed:to mortgage market: difficul
ties and the esealation of interest rates.during 1966. ... w0
This bill would -also extend theatthority. of the: Federal: Reserve
to: (@) vary reserveréquirements-on time and savings.deposits between
3 and 10 percent, and () conduct open market eperations in securities
issued or gnaranteed by anyagency of the United States. Both are val-
uable potential tools to promote finangial stability: and the efficient
functioning of our: financial markets. Some limited use has' already
been made of the broadened authority to conduct open market opera-
tions, While reserve requitements -on timnei and savings deposits'have

not been raised beyond:the 8- to 6-percent range permitted under earlier

legislation, theireserve required:on time deposits in excess of $5 million
is: presently ‘at 6 percent. The broader latitude inherent-in’ the 8- to
10-percent range is clearly desirable. '
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. This same legislation was originally:enacted ‘September 21, 1966,
for.a period of 1 year. A request for its extension for 2 years was favor-
ably reported by your:committee last July and the

enate in that form. As finally enacted, shortly before
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But there is another side to the ﬁs‘mry. The rate of gain in savings
inflows slackened more or less steadily during the course of 1967 al-

~though monetary policy was generally expansionary. In January of

this year, while savings and loan associates fared better than many

‘had expected, they did experience a net outflow of some $250 million,
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the largest on record for a January. Mutual savings banks and com-
mercial banks did somewhat better in January. Savings flows held
up rather well in February. But, in view of recent financial develop-
ments here and abroad, it would be foolish to assume that this will
necessarily last. Market interest rates have been rising significantly
and in many areas are already nearing, or have passed, the peak yields
of August-September 1966. The threat of a large-scale movement of
funds into market instruments and a-competitive scramible among
financial institutions is by no means remote.

As your committee is well aware, the legislative authority for ceil-
ing ‘interest rates is far from a panacea, and ceilings may not be a
desirable long-term feature of the financial landscape. In particular,
these ceilings will not prevent rising market rates of interest from
exerting their pull. It is possible to conceive of a situation in which
market rates were rising so significantly that the regulatory author-
ities 'would ‘have little option but to make some upward adjustments
in ceiling rates: But, even then, this autherity could be used so as to
promote an orderly adjustment. ‘ R

The best insurance against further rises in market rates and a tight-
ening credit situation would be prompt engetment of the President’s
tax proposals and rigorous restraint of expenditures. In the absence
of that broader action, this particular legi‘sﬁti‘ve authority, while still
useful, cannot be expected to work wonders. We would be better off
with this authority than witheut it, but the home financing and
housing industries would still face difficult adjustments.

“ With fiscal restraint and reasonable balance in financial markets,
a substantial savitigs inflow to moértgage lenders should continue. In
such a setting, the extension of authority in S. 3183 will provide the
regulatory authorities with tools that have proven their value in the
past year and a half. If 4 more difficult situation is encountered, these
tools will still be useful. Your prompt and favorable action is re-
quested on a 2-year extension of the existing authority.

—With respect to S. 2923, Mr. Chairman, I have a short statement
here. T think the point of it is that we have had this authority since
1942, renewed at 2-year intervals. It has proved useful, and has been
exereised with restraint. In the last 2 years we have had it, it has been
used four times. o S B

- The maximum outstanding at the Federal Reserve held:on direct
purchase from the Federal Treasury was $169 million for a period in
1966. We used it three times for a total of 7 days in 1967, and so far
not at all in 1968, ‘ no e ,

It is a very useful adjunct to the Treasury. I hope you will renew
it for2 years. o ,

I will put the statement in the record, Mr. Chairman, if it is
agreeable.

Senator Proxmire. Thank you very much.
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. (Th‘e’ statement référ,red' to”f“):'llo“if'vs ) N

STATEMENT OF FREDERICK L. DEMING, UNDER SECBETARY OF THE TREASURY FOR
S ' ONETARY AF¥FAIRS

1 am. very hdppy ‘o appear before you this morning in support of §. 2023;
- which would extend until June 30, 1970, the present authority ‘of the Federal

Reserve Banks to purchase public debt obligations directiy from the Treasury.

up to a limit of $5 billion outstatiding at any one time.. -

< My statement'is quite brief, since I ‘do not believe that-provision.of the nece'sé'

sary means for the efficient management of the. public finances is or ought to be
eontroversial. B ‘ :

. This authority, ~Which wouid lotherwise expire on June 30 of ‘this year, wis

first granted in its present form din 1942 for a temporary period. It has been:

renewed on 13 separate occasjons since that time. While used only very sparingly

during these past 26 years, I strongly share the conviction of my predecessors:

that maintenance of this authority. is essemtial to the proper and economical

- management of the finances-of the -Government. L :

As shown in the table attached to my statement, the direct purchase authority’
. was used on four occasions since.it was last extended by the Congress two
. .years ago. The authority was used only fora’'few days at a time, and the maxi-:
mum amount-outstanding at any one time was $169 million, These borrowings
occurred just'prior to tax payment dates thus permitting the Treasury.to operate -

with lower cash balances than would otherwise be required. : il
The figures'in the table:show clearly that the authority has not been abised;

I firmly believe that our borrowings should meéet the test of the market and that -

the direct purchase authority is not intended to allow the Treasury to circumvent
the authority and.-responsibility ¢of the Federal Regerve System in its Open
Market Accomit opergtions: Any useof the authority, meveover, is clearly subject
-to the diserétion, of the Federal Reserve :System and; thus; it can seive as an

added instrument of Federal Reserve monetary policy.-T might alsowadd that these.

borrowings, like any other Treasury borfowings, are subject to’ the statutory
debt limit, L

Continuanee of the . divéct. purchage duthority is essentialifor three reasons.

First, it permits us.ito ‘allow our-cash -balance to decline to unusually low

levels during times when. our revenués are’'seagonally low, We are, thus, enabled .

to keep the public debt to a, minimum-and to save on the dnterest costs of:the

Government. Without'the' pbtential ability to borrow directly,from the Federal -

Reserve, these' low balances :.coyld not prudently be maintained even for' very

brief periods, Rather we:wouldibe compelled to enlarge: our eash balances: by

borrowing iadditional -amounts in, the, market. even, though these amounts ‘might

be needed only for a short while.” .~~~ . v s
Second, there is always the possibility that temiporarily “uhfavorable condi-

tions in the money andicredit markets may make it desirable, both from our

own point-of view- and that of the Federal Reserve System, to postpone for a .

short: time a planned. Treasury market borrowing. The possibility of direct
access to the Federal Regerve provides the flexibility requited in such a situation.
. Finally, I-néed not stréss that the direct purchase authority is @ key element

in:our financial:platining for a national emergency, stch as might result from a
nueclear attack on-the, Uhited States; In-such éircumstances our findncial markets

could be.seriously disrupted. at a time when large amounts of cash were neces-
sary to meet.emergéncy requirements. It is for'this reason that an authority as
large as $5 billion is required although-such a large athount has never. beeit used.

I might add that'it would be advantageods in this uncertain world, if the
temporary authority were to-be made petmanent. We-are net; however, proposing

that this'be done although this committee might wish to discuss the question. ..

92~-562—68——3
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DIRECT BORROWING: FROM FEDERAL‘RESERVE BANKS, 1942 TO DATE

.Maximum amount  Number of sepa- Maximum numbes ~

Calendar years ‘ : Days used. - at any time rate times used of days used at
‘ - (millions) any one time

Senator ProxMIre. Qur next witness is the distinguished chairman
of the Federal Home Loan Bank Board, an old friend of the com-
mittee, the Honorable John Horne.

STATEMENT OF JOHN E. HORNE, CHAIRMAN, FEDERAL HOME LOAN
BANK BOARD

Mr. Horng, Thank you very much, Mr. Chairman.

Members of the subcommittee, if I may, I want to read my state-
ment. I think there are some things in it that I can explain a little bit
better by reading my prepared testimony and ad-libbing on them.

It is a pleasure to appear before you.

The original act, as has been pointed out, which is S. 3133 would
extend the provisions of, conferred on the Federal Home Loan Bank
Board, the authority to limit by regulation, the rate paid on deposits,
shares, or withdrawable accounts by members of the Federal Home
Loan Bank System (other than those that have deposits insured by
the Federal Deposit Insurance Corporation). It also provided author-
ity for the Board of Governors of the Federal Reserve System and
the Board of Directors of the Federal Deposit Insurance Corporation
to prescribe different interest rate limitations for deposits of different
dollar amounts in commercial banks, and authority for the Federal
Deposit Insurance Corporation to establish limits on deposit rates
paid by mutual savings banks with accounts insured by that agency.

- Tn addition, the act provided for consultation among the previously
named agencies in the exercise of this legislative authority. Moreover,
it permitted the Federal Open Market Committee of the Federal Re-
serve System to buy and sell in the open market any securities that
are direct obligations of, or fully guaranteed as to principal and
interest by, any agency of the U.S. Government.




- The basic purpose of the 1966 legislation, as members of the com:
* - mittee very well understand, was to reestablish a more typical alloca-
. tion. of savings flow a,mon% deposit-type institutions, by preventing

undue rate escalation and by prescribing limits within which insti-
tutions could compete for funds that were consistent with both their;

- short- and long-range purpose, and to increase the availability of funds

to home buyers and home builders. - :

“The situation that led to the need. for this legislation is too recent

and too familiar to require any lengthy analysis, Yet, it seems advis-

able to recall that during the first 9 months of 1966.the net inflow of
savings to savings and loan associations dropped three-fourths from .
~ that-of the same period of 1965. Indeed; associations experienced net.
withdrawals of funds in January, April;-and July 1966, which -
~amounted to $1.5 billion in July alone. As a result, mortgage lending

by associations fell very sharply. This development was reflected in

the precipitous drop in housing starts from a seasonally adjusted an-
nuafarate of 1.4 million units in January 1966 to only 845,000 units.

in October 1966,

" The effect of the 1966 act was almost immediate, as I indicated last:

year in testimony in support of the prior extension of this legislative

authority. Each- of the three a%e‘ncies authorized to do so issued, after *
ations pursuant to the act within a few

appropriate consultation, regu
hours after it was approved, and savings flow to savings and loan as-
sociations began to increase, particularly after October. While a decline
in market interest rates undoubtedly contributed substantially to-this,
it appears in general that the better relationship between bmk‘anci

savings and loan rates that resulted from the rate ceilings established

by the regulatory agencies was the principal reason for the improve-
ment I noted.. . i . ,

The rebound-in savings flow to savings andloa,n .é.@soci'a;tions that

began in late 1966 following the establishment of these cellings con-
tinued into 1967, and during the spring and summer months savings

inflow to associations was in record or near-record volume. Mortgage
lending by associations also rose sharply, although with some lag, and
by summer had stabilized at a monthly volume close to that achieved -
in the years prior to 1966. Housing starts also rose:and, while showing

- considerable month to month fluctuation, have averaged on an annual

rate basis over 1.4 million units in recent months. s
' The effectiveness of this legislation, and the regulations issued pur-
* guant to it, in reestablishing more typical allocation of funds among

. deposit-type institutions was evidenced by the fact that during the first -

9 months of 1967, savings flow to savings and loan associations repre-
sented about one-fourth of the total flow of time money to deposit-type
institutions. This was about the same share as in the first 9 months of

1965, and up sharply from the 10 percent recorded during the cor- .

responding period of 1966. £ I

- “More recent developments suggest both a limitation and the con-
tinued usefulness of the 1966 act m achieving its basic purpose. After

* late summer of last year, rising market interest rates and other eco-

- nomic and financial developments produced a marked slowdown in
savi flow to associations. Indeed, in January of this year associa-

tions had a net outflow of funds for the first time since gotlober' 1966,

although I should hasten to add that the February experience was rela-




16

tively quite favorable. Savings and loan associations have not been
alone in experiencing a sharp dropoff in savings flow since last sum-
mer. The other major deposit-type nstitutions—commercial banks and
mutual savings banks—have had a roughly similar experience during
this 5-month period. In contrast to 1966, therefore, savings and loan
associations have maintained a fair share of total savings flowing into
deposit-type institutions. : o

This recent experience thus indicates the vital need to extend the
present authority of the Federal Home Loan Bank Board, the Federal
Deposit Insurance Corporation, and the Board of Governors of the
FegeraI Reserve System to regulate rates on savings accounts. This
experience also suggests that this authority cannot prevent, under all
circumstances, a decline in the aggregate flow of funds into savings
accounts caused by competition from marketable securities or other
influences. : ‘

" As indicated earlier, the act provides for consultation among the
agencies and this injunction has been followed faithfully and with
good will. In any consultative procedure, of course, some issues are
Tikely to prove less easy to resolve than others. Nevertheless, these con-
sultations have proven to be a vitally useful part of the continuing
effort of this agency and the bank regulatory agencies to solve prob-
lems as they arise, and I might say, to understand problems as they
develop, and to be able to take into consideration what effects, adverse
or otherwise, one agency’s action may have on the other agencies.

For all these reasons, the Board endorses wholeheartedly the pro-
posal that the act of September 21, 1966, be extended for an additional
9 years. : : ,

yAs this subcommittee is aware, the Board favors permanent legisla-
tion in this area. We understand that consideration is being’ given to
the development by interested agencies of a proposal for such legisla-
tion to be submitted to the next Congress. In the interim, a 2-year
extension at least will provide us with the authority that will be vitally
needed during what appears to be a trying period ahead.

We have been informally advised by t%le Bureau of the Budget that
there is no objection to the presentation of this testimony and that
enactment of é 3133 would be consistent with the administration’s
objectives. :

Mr. Chairman, as to S. 2923, T vespectfully defer to the Department
of the Treasury, and the Federal Reserve Board, because that legisla-
tion is much more in their area and much more understood by them,
than by those of usin the Federal Home Lioan Bank Board.

Thank you very mich.,

Senator Proxmire. Thank you very much, gentlemen.

I must say that in a complex and controversial area you have made
some very helpful, thoughtful, and useful statements.

Governor Robertson, on the assumption that the present situation is
inflationary, the economic situation generally—this seems to be the

view of the chairman of the Board of Governors of the Federal Reserve

Board—I am interested in your statement on page 2 that:

It may be become necessary to adjust the structure:of ceiling rates if finaneial
markets continue to tighten, in order to make it possible for the institutions to
compete with the market and attract a reasonable share of new savings flows.
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T assume you are referring in part to the problem of the large money
market banks whose 90-day certificates of deposit are already. selling
in the open market at 5.70 percent, whereas all banks are restricted .to
5.50 percent on new CS’s, It is obvious that these banks are finding it
difficult to attract new inflows at 514 percent..

But why should the Federal Reserve Board be concerned about rais-
ing the rate to relieve the banks? In: the interest of counter cyclical
monetary: policy - shouldn’t the rate be rhaintained level or even re-
duced ? Tf less money flows into the banks, wouldn’t this force the banks -

to curtail their lending activity to the business sector? -And wouldn’t -

this reduce the level of investment: spendmg and reduee 1nﬂatlona¢1y
pressure?

Mr. Roeermson. The purpose of restrictive monebmy pohcy would
be to reduce the amount.of money extended. Consequently, the ceilings
in my personal opinion should not be raised to enable banks to obtain
more funds, purchased funds, for the purpose of making more loans.

- The question is whether or not if monetary policy becomes more re- -
strictive, there would be such a large drain on the banks by virtue of
- market rates, that this would cause a panicky situation, resulting in

“banks dumping Government securities out of their portfoho mto t:he e

. market in'order just to maintain their position.

Consequently, there is a: possibility that if the satuatlon arose

whereby banks were losing funds that you might have to raise those -
ceilings merely to enable them to retain what: thev have rather than to
gain more.

Senator PROXMIRE And if you sold the Government securities and

_in anti-inflationary—— -
. Mr. RopertsoN. That is the reagon’ they hold Government Secul‘ltlé's :
This is their Tiquidity.

- Senator Proxmire. And if you sold the G‘rovemment securities and
the price of Government securities drops, the interest rate 1ncre.1¢emg
- Mr. Rosertson. That isright.

Senator Proxmire. Yield increases: And this slows down mvestment
- and slows down the economy, which you want to achieve?

Mr. Roperrson. That is right. But you don’t: want it in great gobs.

‘Senator Proxmire. What you are talking about is not a matter of
providing more overall investment to stimulate the economy more, but
the reverse. You recognize the wisdom at the’ resent, tlme of slowing
it down. But you say it shaould be more order y? ;

Mr. Roserrson. That is exactly so. :

. Senator ProxmIrE. So as not: to" ‘upset the present s&tua,fMIl9
- “Mr. RoserrsoN. ‘Exactly: : '

Senator PRoOXMIRE. ‘A klnd of selective 1ntervent10n Maybe you can
do the same for the housing market.
T 'would like to ask Chairman Horne whether the- ex1st1ng interest
rate differential between banks and savings and loan associations
enable savings and loans to complete for savings? Your testimony and
the record of what-has happened in the last few months suggests that
they are having difficulty now. I notice a substantial dropoft in inflows
“for savings and loan, and as you said, a negative inflow in January.
This concerns us because of course this committee is not only inter-

ested in financinl institutions but we are very deeply interested in -

housing.
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Mr. Horwe. Unquestionably, Mr. Chairman, the differential that
exists, and which the Federal Reserve Board and FDIC have agreed
to establish, has enabled the savings and loan associations to compete
much more successtully than would otherwise have been the case. As
I pointed out in my testimony, there are other sources that compete
with savings and loan associations for savings other than just the
deposit ty%fa institutions. That is one of the reasons that I so strongly
urge that this particular legislation be extended because it would make

it possible for us to consult as we are presently doing. It would malze
it, possible for the bank and regulatory agencies to maintain a slight
differential similar to what we presently have. And it would enable
the savings and loan associations to enjoy a more competitive situa-
tion than would otherwise be the case with their chief competition.

But also, as I indicated, this legislation is not a panacea for all the
difficalties that savings and loan associations might have. There are
other instruments that people sometimes invest in, which pay a higher
rate of return. These instruments provide for more of a differential
over what associations pay for savings than is the differential between
associations pay for savings and what banks pay for savings.

Senator ProxMtrE. Do you think this is enough? It seems to me
that, whereas if it has helped, and you have all made a case, looking at
the record from the time this was enacted in 1966, the situnation
improved—I am rot sure this was the major factor but undoubtedly
a factor—is this enough? We are all disappointed that our housing
starts are still at a level of 1.5 million or so. It is still far below the
potential. On the other hand, we do recognize we are in an inflationary

" situation, Housing uses up scarce resources.

Is this enough ¢ Should we have more?

Mr. Horng, | think in all fairness, Mr. Chairman, I would have
to say that the present differential is a fair differential. We have to
keep 'in mind here that both the banks and the savings and loan
associations have different tools that they use. I am talking primarily
of the fact that both have what we think of as a regular passbook
savings and they have what banks call certificates of deposit or time
accounts. We began giving out to people 2 or 8 years ago a certificate.
So far as the outright differential between savings accounts are con-
cerned, our ceiling is 4.75. The ceiling for the banks, so far as passbook
accounts are concerned is 4 percent. This is a .75-point spread.

So far as CD’s usedatay banks and certificates used by associations,
there is a .25-point spread.

Senator Proxmire. In favor of S. &L.’s?
 Mr. Horng. In favor of S. & L.’s, It is true that the banks, many
of them, make use of what they call the golden passbook. They call
it a. golden passbook. It is a 90-day notice account. We are thinking
very seriously—and we have already consulted with the other agen-
cies about it—of giving the associations a similar tool which they
can use at 5 percent if they want to. It is not-an in and out situation
like a regular passbook, but the ‘5-percent rate and the term pass-
book, even though qualified, do have psychological eifect.

1 give you this explanation so that you would have a full background,
Mr. Chairman.

To get back specifically to your question, is there enough differential

_ presently in existence, I think I would have to say in fairness that we
“think that there is.




19

- Senator Proxmire. Isn’t it possible for'some mutual savings banks
. ~which are not insured by ‘the Federal Government to circumvent
 “ceilings on savings deposits? . . oo o
. 'Mr. Horne. That is true as regards mutual savings banks, that
neither have FDIC insurance nor belong to our System. You can have
TDIC insurance or you can belong to the Federal Home Loan Bank
System. Quite a few don’t have either. So they do escape the ceiling. By
the same token there are quite a few savings and loan associations that
are State chartered that donot have our insurance. P
; “Senator Proxmire. This looks like a real loophole. Can you recom-
. “mend legislation or an amendment that would help us cover that so that
- -all institutions would betreated alike? L E e
" Mr. Horxe, I will be glad to try to provide you with what we think
‘would be appropriate legislation for this purpose.” -
- Senator Proxmire. Very good. i R
I would like to ask Mr, Deming: I have an ad here from the Wall

Street Journal : “Earn an unbeatable 6.5 perceiit with 5 percent savings
bonds.” I would like to ask in that connection, the 6.5 percent is appar-
ently derived from the fact that cumulative interest payments are also
- reinvested at 5 percent. Do you think that kind of advertising is"
Cappropriate® oo o L Co
- Mr. Deming. Mr. Chairman, T think that kind: of advertising is
‘misleading:. : C s e e e e

.. Senaitor Proxuire. Does the Treasury quote theyield on its securities

on the assumption that periodic interest payments will be reinvested ¢

“Mr. Demine. No, sir; we don’t quote on:the basis used in the -
_advertisement. - . e L e : T
Senator Proxdre.: Why should the savings public be treated any

~different? They shouldn’t, I take it, on the basis of what you say? -

. Mr. DEmine. That is right.

- Senator Proxmrre. The advertisement also indicates the payment of
B percent is guaranteed for 5 years. I would like to ask Governor Rob- .

R ertson, is there anything in the law which prevents you changing the

o standing

regulation to reduce the maximum rate which banks may pay on out--
: o obligations below 5 percent:so that the guarantee in that
event would bemeaningless? oo o
- Mr. Rosertsown. Under the regulations which the Board has issued
since 1983, we have taken the position that there are no limits upon
the time in which they can continue to pay any given rates to meet their
contractual obligations. Even if we change the rate from say 4 down to
814, they could still on outstanding contracts continue to pay. Con-
- sequently, there isnothing in the law as wesee it— -~ .
Senator PROXMIRE. Nom%lingfin the regulations?
Mr. RoperTsoN. Nothing in the regulations. ‘ RIS o
Senator Proxmire. You have the legal authority to change the regu-
lations, do younot? CIRNIC RS . 3
-~ Mr. Rosrrron. We have authority to change the regulations.- We
don’t have authority tochange the law. '
Senator Proxmire. Do you have legal authority to change regula-
tions so that you could reduce below 5 percent on outstanding CD’s?
_ Mr. Roserrson. Yes; we do. There is a question about this in the
minds of lawyers who have explored this as to whether we really have
the right in view of the legislative history of the statute enacted in
the first instance. SN . ' :
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~ Senator Proxmire. This guarantee hinges on the goodwill or attitude
of the Federal Reserve Board; that is, on speculation?

Mr. Roeertson. I don’t think so. I think the question really is
whether or not the use of the term “guarantee” is misleading. T think
not, hecause really it means a promise to pay this rate of interest for
as long as this obligation is outstanding. This is exactly what the
Treasury does on its bonds, of course. It uses the same words, savings
bonds. The interest is guaranteed. In this same sense it seems to us
that it would be inappropriate for us to say that you cannot say that
youare guaranteeing the rate of interest.

Senator Proxumire. I would like to ask each of you gentlemen if you
intend to tighten up the regulations issued in 1966 on advertising of
this kind that Mr. Deming recognizes is deceptive ?

Mr. Roserrson. Mr. Chairman, may I answer that first since I guess
I wasthe father of the action that has been taken.

Senator PrRoxMIRE. Yes.

Mr. Roserrson. There is no clear authority in the law today giving
us the power to determine what the advertising of any particular
bank shall be, whether it is fair or unfair. But we decided that what
we ought to do is to take the issue in hand and try to lay down guide-
lines which we thought would be in the interest of the entire banking
industry and would benefit people asa whole.

Senator Proxmire. Should there be a change in the law, or would
you recognize the antifraud provisions of the 1934 Securities and
Exchange Act as useful in this regard ¢

Mr. Rorrrson. This is-a possibility. That isn’t vested in us. But we
did lay down general principles to guide banks and savings and loans.
We took this up in the coordinating committee, and as a result of
these discussions the four supervisory agencies put out guidelines
with respect to advertising. We went as far as we felt we should go.
It may be that we can go. further in this direction. I think something
should be done. S S

Senator Proxmire. This ad is obviously deceptive.

Mr. Roseryson. That is right. And I think the truth-in-lending leg-
islation, which does now cover advertising, may give us a leg up in
coping with this problem. I must say that we have made real progress
in the field of advertising, although there are still some who take ad-
vantage of it. By and large, a great deal of good has been accomplished
by the guidelines we have put out.

Mr. Horne. Mr. Chairman, I would agree that there is some mis-
leading advertising. And you have given that : you have shown evidence
of it. In connection with what Governor Robertson has said, we did
have a committee to study this matter. We did bring suggestions to
the regulatory agencies after consultation. We did issue these guide-
lines. We are not satisfied with the guidelines, none of us, completely.
And at one of our recent meetings we reactivated the further study
by the staffs of the agencies which will come back to us within time,
making perhaps additional recommendations.

I think Governor Robertson is right when he makes reference to
the fact that there is some question as to how much authority exists
in the law for us to do this. I know as you do very well that the SEC
has shown an interest in this problem and I think—I want Mr. Cohen
to speak for himself—I think he has taken the position that there is
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some unfair advertising,fthat maybe he might someday himself try -

" to correct if we don’t find ways and means of correcting it within the
‘finaneial institutions. . oo '
' Senator Proxmire. Here again I think it would be very helpful to

- this committee if you gentlemen could consider this problem and rec-

ommend ‘what changes, if any, you consider desirable in the law to

lending is one real possibility. . Rt R
Mr. McLean suggests we oughtto have truth in savings. At any

rate, 1 think that the legislation could be relatively noncontroversial

e give you the authority to prevent this deceptive advertising. Truth in-

- and we could 'probably pass it quite easily.

I have a few more questions, but T have taken a long time. I will
proceed asrapidlyasTean. =~ T B o
. T want to come to something, Governor Robertson, that is at the
" heart of the monetary and economy policy that confronts us. I ask
- these questions because I think one of the great quandaries we have
“is what we are'going to do in the coming months in the event, as I
expect, this economy is going to-eool off sharply. I think we have a real
“overkill in the kind of action Congress is going to take. I may be

.

" wrong, T know. Secretary Deming disagrees; and I think all you gen-

" tlemen do. But I think by the end of the year we could have some unem- -

" ployment problems, with a 10-percent surtax, a $6 billion cut in expend-
. 1tures, and the high interest rates, The argument is that while you get
‘the 10-percent surtax and you get the reduction in spending, the inter-
est rates will come down. But I am not sure they can in view of the

_internatiohal situation. If that were out of the picture, if we didn’t.

~have to worry about outflow of capital, I think that it might be much

more logical. Under these circumstances, I would like to.ask Gevernor |

“Robertson these questions, because I think;it is very important that

we‘doall we can to create a situation which, if we had: to try te main-
tain interest rates because of the international situation, we could’

still give the housing industry the green light so they could move
~ahead and help us prevent the kind of unemployment which T fear.
“Why has the Federal Reserve Board elected to buy agency issues
t}ﬁroug%l short-term repurchase agreements rather than direct pur-
s o SRl S SRR

~'Mr. ROBERTSON. May 1 first say that 1 don’t agree w‘ith'k _jroﬁr;assﬁmp- v

tion that we ought to gear monetary policy, which has an effect on
interest rates, to our international problems without considering the
" effect, at home. I think this is the wrong way to go about it. If you
want to prevent outflows of funds, you ean do it through different in-
struments than monetary policy. Assuming for any- :
Senator Proxyire. That is an interesting observation, very interest-
ing. Everything T have read has suggested monetary policy is prob-
ably 1iuch miore effective in the short run at least than fiscal policy in
~.our balanee-of-payments situation. If, for example, we have low-in-
 terest rates compared to the interest rates abroad, money is going to
flowout. = - SRR . O
~‘Mr. Roserrson. I think that is right. But it doesn’t mean to me that
you ought to use monetary policy in a different way than is called for
by the domiesti¢ economy. - . S
Senator ProxMire. Do you let the balance of payments deteriorate?
Mr, RoserTson. Not at all.

- 92-562-—68——4
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Senator Proxmrre. How do you prevent, it ¢
' Mr. Roerison. I would impose an interest equalization tax, a flexi-
ble interest equalization tax. And I would have 1t applicable to all out-
flows of credit, whether bank credits, or whether direct investments.
And I would have it flexible geographically so that you could differen-
tiate between the less-developed countries and the developed countries,
and between export credits and nonexport credits.

Senator Proxmire. You want selective exchange control ¢

Mr. Roserrson. Not at all. It isn’t exchange control.

Senator Proxmire. Why isn’t it ¢

Mr. Rosertson. No. It would simply be a tax so that the profit
mechanism could work and people could decide whether the funds
were to flow out depending entirely on the profitability of the trans-
action to them. Under my proposal, Congress would give to the admin-
istration the power to set rates which would be adequate to prevent an
outflow of dollars. And as that outflow diminished so that we weren’t
sending more dollars abroad than foreigners were willing to hold, you
would reduce that tax and hopefully you would keep it at zero always.
You would have that flexibility.

Senator Proxmire. In other words, a partial selective kind of de-
valution of the dollar ¢

Mr. Roeerrson. It is a selective control, definitely.

Senator Proxmire. It - would have the same implications?

Mr. RoerTson. Yes, it would.

Senator Proxmire. No. 2, it would take, would it not, legislation
which we may or may not be able to get through Congress?

Mr. Roserrson. Yes; definitely so.

Senator ProxmIre, Absent that——

Mzr. Roserrson. Absent that you have to use some other controls.

Senator Proxmire. If the international financial situation is as
serious as we are told it is, and if it is as important that we correct our
balance of payments—and many people feel it is our No. 1 economic
problem—we still have the problem of what we are going to do about
a situation in which we may have economic slack. We may have grow-
ing unemployment and high interest rates.

Mr. RoBerTson. My answer to that, Mr. Chairman, is simply that
you don’t permit a recession in this country because of the way in
which monetary ‘policy is functioning. Because if you have a reces-
sion in this country you are going to have a recession everywhere else
in the world. You are going to do no one any good. I would not from
my own point of view ever use monetary policy for the purpose of rais-
ing interest rates here to keep dollars from flowing abroad if it will
cause unemployment and a full recession. S

“Senator Proxmire. T am glad to hear this, and that you represent
one of seven votes on the Federal Reserve Board. But you don’t repre-
sent all seven. I am not so sure that we are going to have policies that
are going to be that domestically directed, or that we are going to get
a response from Congress that will enable us to insulate the economy
from the serious balance-of-payments problem. '

Mr, RoeerTson. I don’t want to deemphasize the importance of the
international problem. I think it is a great problem. But I think
it ought to be dealt with in a manner which does not react against
domestic economic conditions. .
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- Senator Proxmire. How about this question: Why has the Federal
Reserve Board elected to buy agency issues through short-term repur-
chase agreements rather than direct purchases? - . .. . . -

Mr, Roprrrson. No. 1, what we hope to do.through our-operations.in

" Government agencies——— . L L =
- Senator Proxmze. I am talking about housing, FNMA and so forth ?
“Mr. Roeerrson, Yes. We would hope that through our operations
we can help establish viable markets in these agency issues. We have
engaged, as you know, since 1966, as you stated—and you correctly

. summarized the view of the Board-—we have used repurchase agree- '

ments to ‘acquire agency issues. I think this has been helpful. I think

_outright purchases now and then might also be helpful in eliminating -

the ghip between the rates on agency issues and the rates on Treasury

 obligations, But we also have to worry very much about going into’

these markets-—which are relatively small markets—in a manner which
will ‘affect the price. If you affect the price in one way you can affect

‘it the other way and you can diminish the desire of outsiders to come
into that market, So that by buying directly in a manner:-which would

~ really’ eliminate the gap in those Interest rates, we could very well

diminish viability of that market, keep people out of ithe market, and:

- this would dothmch more harm than-good. .~ RS
*A’s 'a result, we have been very reluctant up tothis point to go into

* those markets on'an outright purchase-and-sale basis, becatise. you.
never can sell very well, you are always on the purchase side of these, -

“really, if yoit are:going'to be helpful rather than harmful. But we have
been reluctant to do that, not with the view that we never would go

‘inito it; but that we ought t6 be very careful that we don’t-do more -

‘harm than good in those particular markets. -

"~ We still have the matter under consideration. Tt was the sub]ecb of

- a study just yesterday by members of the Board, some of the members
of the Board, some of the presidentsof the Federal Reserve banks, and
by representatives of the Treasury, including-Mr, Deming. The maltter
is under consideration, has been under consideration, will continue to
be under consideration, but we want to be very cautious in the actions
we take in thisdirection. SR R TR SR
* Senator ProxMIRE. Suppose we gave you the ~wu'thorit?3zs. to make
purchases direct. Would tgra}t solve the marketing problem % ‘

Mr. RosrrsoN. I don’t think we should possibly get into that area,
Senator. T think we ought to be using our power to purchase and sell
securities for the purpose only of implementing monetary policy and

. on: a very broad basis, not: selected.

- Senator Proxmire. Do you think the Federal Reserve Board has
any responsibility for allocating the impact of a restrictive monetary
policy among different sectors of the ecortomy-—and most specifically,
the housing sector? You think you have to follow the monetary policy
that in general will help stimulate the economy but not recognize a
deficiency in the housing compared to an overexuberance in business?

Mr. Roperrson. I think that is right. I don’t think the problem
should be ignored. I think the Congress should deal with that on 2
selie{dtﬁve basis rather than use a general instrument like monetary
policy.

P Sgl}l’a}tor Proxumire. How would the Reserve Board counter another
round of “disintermediation” similar to 1966¢ The records show that
savings and loan associations were hardest hit with a disastrous fur-




ther impact on the housing market. Why couldn’t this be prevented

by vigorous use of the agency purchase authority ¢

-Mr. RoperrsoN. There might be situations where we could do that.

We have power under the legislation we are discussing right now,

which I think was a big factor in eliminating the outflow from the

S. & L.’s and the mutual savings banks in 1966. We do have that power.

We can adjust the ceiling rates. We also can function under the au-
- thorization to purchase the securities of agencies. I think we have
to be very careful. Disintermediation itself is not a dirty word in

my opinion. You have to have some disintermediation at times. I am

not as fearful of this as some people are. I just don’t want too much
of it. And I don’t want it to be all out of the financial institutions that
finance the housing markets, either. We can, by adjusting the ceilings,
keep it fairly evenly distributed except for the extent to which the
market forces on the outside pull funds away from all types of finan-
cial institutions. This would be bad. And this would mean that we
would have to adjust our ceilings. And of course there are limits to
the extent you can raise the ceilings on the S. & L.’s because of the
nlzl),ture\ of the assets which they have and the fixed interest rates on
them. '

'~ Senator Proxmire. Interest rate coyld go much higher. This isn’t

an effective tool. Banks can go higher but S. & L.’s can’t. Is that

correct ?

" Mr. RosertsoN. You are right. S. & L.’s are limited practically
in the extent to which they can increase their rates and therefore we
haveto hold down the rates on banks.

Senator Proxmire. There is a lot of feeling that the discount rate
vmsil no;; raised enough. Nevertheless the interest rates will have to go
higher? :

Mzr. Roperrson. That is right. o

Senator Proxmire. This is going to mean a real blow to the S. & L.’s
and to the housing industry. '

Mr. RoeertsoN. This is what we have to avoid. But you can’t avoid
some impact on the housing industry.

Senator ProxMire. And the purchase authority becomes much more
important than the rate authority ¢

Mzr. Roeerrson. It may very well. This depends entirely on how the
situation works out, I don’t expect that situation to arise. I don’t think
we are in the kind of a jam that many people think we are. I think
we are in the position with the authorities, the tools we have, to pre-
vent the kind of disastrous disintermediation that took place in 1966.
- Senator Proxmire. You recognize, I take it, that the Federal Re-
serve Board is a creature of the Congreéss?

Mr. Roperrson. Very much so.

Senator Proxmire. And that it pursues the policies—rather, the
Congress can re-create it, abolish it, and so forth ?

Mr. Roperrson. Absolutely.

Senator Proxmire. What would Congress have to do to indicate
that it- wishes the Board to change its policy and give greater support
to the housing market? Would you recommend a change in the law or
would committee report language and subsequent legislative history
be sufficient to have an impact on the Board ?
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Mr. Rosrrrson. I think the only way to do this, Senator, is to change
the law to specifically direct the Board to do this or that. I think that
this would be an unwisemove. . ' » ;
Ser;;a’tolr Proxmire. It would be an effective move but an unwise
- move? s :

" Mr. Roperrsox. That is exactly so. I think the legislative history
wouldn’t be sufficient because the views of the Board, and they think
they are carrying out the best judgment which they possess, are very
much in the opposite direction, that you should not use monetary
policy in a selective way to take care of agriculture, housing, or any
other specific area. The feeling is that if you do that you ruin the effec-
gvsness of monetary policy as a whole, and this we think would be
bad. ' : : '

- Senator Proxmirn. That is apparent in looking at the record. What
_ criteria does the Board now follow in deciding whether or not to utilize
its agency issue purchase authority? In looking over your record. for
the past 17 months, the few agency purchases you made bear little if
any relationship to mortgage interest rates, savings inflows intosavings
and loan associations, or general monetary policy. Precisely what s
the Board seeking to affect when it does buy agency issues?- ’

““ Mr. RoserrsoN. What we are trying to do at tlie: moment is to help

* the markets in agency issues in the same way in which we help:the

market for direct Government securities when we enter intorepurchase
agreements on them. We take agency securities temporarily off of the
hands of the dealers who enter into the repurchase agreements with us.
We are recommending now, that. you amend this bill in order to make
it possible for member banks to borrow from Federal Reserve banks
on the security of these agency issues. I think this is needed. We also
suggest that you amend the legislation to enable individuals, partner-
ships, and corporations in emergency situations to pledge these agency
issues to the Federal Reserve as collateral. This in part arises out of

the need which we recognize to come to the assistance of S. & L.’s, for’

example. In 1966 we had made arrangements and established mecha-
nisms whereby we would come to the assistance of S. & L.’s, mutual.sav-
ings banks, et cetera, if needed. But under the law now we have to
require collateral in the form of U.S. Government securities. We are
suggesting that you change this legislation so that agency issues too
could be pledged for that same purpose. All of these tie in to an‘over-
all view that we ought to do everything we can do to enhance these
‘markets, reduce the gap in the interest rate on these agency issues as
compared with other Government issues, but not to go in and try to
peg the rate in any one of these areas for fear that we will destroy the
market in that area and create more problems than wesolve. o

Senator Proxmire. Secretary Deming, how has the Board and the
Treasury used the $5 billion direct purchase authority for Treasury
securities? _

Mr. Deyine. We have used it, Mr. Chairman, very sparingly. There
- are three purposes to this legislation. It lets us operate with-a-some-
- what lower cash balance at particular times when our revenues are

~ seasonally low; it gives us an escape valve so that we don’t have to .
“make a borrowing at that particular point in time when we'are ®

anticipating revenues in the very near future. Most of the time it doesn’t
have to be used but it is there if we need it. We have used it, as I said,
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four times in the last 2 years. We have never regarded the $5 billion
figure as anything except really a war emergency kind of figure. That
is the third purpose for having this sort of thing.

I think the biggest number we ever had in borrowing in the whole
history of this thing was $1,320 million in 1943. In the period since
1954 the biggest number has been $424 million outstanding at one
time. We didn’t use it at all in 1955, 1956, or 1957. We didn’t use it
at all in 1959-65. But it is useful to us so that we don’t have to borrow
in anticipation of revenues that will be coming in in a short period
of time. It is used almost always over the tax payment days.

The Federal Reserve of course has the authority not to extend that
credit if they don’t wish to give it, but 'we have never had any problem
with respect to this. And it counts against the debt ceiling as any
borrowing of the Treasury does. It is a 1-day, usually a 2-day, and I
think the longest in the last 2 years has been a. 3-day borrowing period.
- Senator Proxmire. Are direct sales, Secretary Deming, of Treasury
securities of the Federal Reserve Board, treated as part of the national
debt subject to the debt ceiling?

Mr. Demine. Yes, they are. It is no way for us to escape the debt
ceiling.

Sengs;tor Proxmire. Governor Robertson, for the record could you
provide a complete month by month breakdown of agency issue pur-
chases and sales by type of issues?

Mr. Roeertson. I would be very glad to.

(The following material was received by the committee:)

SYSTEM REPURCHASE AGREEMENTS AGAINST AGENCIES, DECEMBER 1966-MARCH 1968
[In millions of dollars]

Total FICB Coops. FLB TVA FHLB FNMA

1966—D b _ 197 22 27 8 76 63
1967—January____. cesmietep e R 4 7
February. oo 187 6 15 34 24 33 76
March_ _.____ ... 175 3 8 42 10 29 83
April il 88 13 -6 6 10 12 41
May___. 120 . 2 3 s 7

JUNe ol 6o 6

JUY o 33 6 1 17 5 4

AUBUSY oo 3 <

Septemb 33 1 1 5 23 . 3
October... ool 56 3 1 . 18 4 30
November. ..ol 68 2 8 1 32 1 25
December. oo oo 43 3 1 8 6 9 16
1968—January... .. 53 13 3 1 13 6 16

. February.._ ..o __.___.__ 18 8 [ 2 2 o
arch. - 117 5 s 26 24 25 37
Total. oo 1,099 87 76 150 176 205 404
Percent_ e 100 7.9 6.9 13.6 16 18.6 36.8

Note: A répurchase agreement involves both a 'purchase and a sale. The securities covered. by the agreement are
automatically sold back to the dealer at the termination of the agreement.

““..Senator ProxMIre. Gentlemen, thank you every much.
Senator Brooke, you have been very patient.
Senator Brooxs. Thank you, Mr. Chairman. :
“~.. Deming, both the Federal Home Loan Bank Board and the
" Reserye System are on record now as being in favor of the
‘mthority rather than merely a 2-year extension. I notice
~ Department, has not proposed to make it permanent
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authority and only favors the 2-year extension. The reason as I'under-
stand, from page 2, is that the extension was requested only because
the interest rate ceiling power authority was only intended initially to
take care of a special set of circumstances. How strongly is the Treas-
ury actually opposed to permanent authority ?

Mr. Demine. The Treasury isn’t really strongly opposed to mak-
ing it a permanent piece of legislation. We have no adverse feeling
at all with respect to tlie permanency of certain parts of it. Tt was de-
signed to meet what was then regarded ‘as an emergency situation, then
renewed for a year. We have requested renewal of it for 2 years.

The question as to whether you should have permanent legislation
for ceilings on rates paid for savings and time deposits is still, I think,
an open question. Some people believe that you shouldn’t have them
at all. Governor Robertson makes the point, a very valid point, that
you can have it on a standby basis and consequently not have a ceil-
ing operative at all. In the light of his position here, I don’t think the
Treasury has a strong position in opposition to permanent legislation.
As a practical matter we thought it would be simpler to achieve a 2-
year extension and look at it'as %he 2yearswentby. SR

Senator BrookEt. Governor Robertson said in the statement it is dif-
ficult to envision circumstances under which Congress would find it
difficult to allow this statute to terminate. He wants the standby au-
thority for it. You can’t envision it ; can you ¢ ' S

Mr. DemiNg. Senator, only in a sort of broad and conceptual sense.
I may be too idealistic. I would hope that you could come one day: to
a period of time when you didn’t need controls of this sort and that
you could rely on the forces of competition to adjust more smoothly
than they seemed to adjust in 1966. That is the only reason for saying
that you might look at this at the end of another 2 years. The Treas-
ury doesn’t have astrong positionon thisatall. igeord
. Senator Brooke. Mr. Horne, in response to Senator Proxmire’s re-
‘quest for legislation to'cover these financial institutions that are tak-
ing advantage of the loophole, did you intend to leave the impression
that you could take care of these financial institutions which are not
insured by the Federal Governient by such legislation ? .

Mr. Horxe. We believe—and this is something that we. have to
check into, Senator, that it can be taken care of. If it isn’t taken care
- of, there is a gap, as the chairman pointed out, both as regards mutual
savings banks and also as regards savings and loan associations. If
they aren’t insured by the FDIC or by us, or if they don’t belong to us
as members, then they are free to do, under existing law, what they
want to as regards the setting up of dividend ceilings. There liave been
quite a few that have withdrawn from the Federal home loan bank sys-
tem in order to.avoid our having authority to impose dividend ceilings.
And there are others that are threatening to do so.if certain things
aren’t done so far as their getting the kind of dividend ceiling that
they want. Of course, when we start setting dividend ceilings we have
to take into consideration the national picture and we can’t pick and
choose on an association or mutual savings bank on a case-by-case basis.
- We have to give consideration to the geography involved, whethet
nationwide or at least regional-wide or statewide. So unquestionably
there is a gap that exists here that hasn’t up until this moment caused
great trouble but can cause great trouble in the days ahead if the gap
isn’t closed.
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Senator Brooxe. How many such financial institutions would you
say there are that fall in this category ?

Mr. Horxe. Taking the mutual savings banks and all the savings
and loan associations, there are in excess of 1,300 nationwide.

In addition, there are approximately 422 uninsured members of
the Federal Home Loan Bank System which can escape regulation
merely by withdrawing from membership.

Senator BrookE. You say that number is growing ?

‘Mr. Horne. It is growing to some degree because some who belong
to our system have withdrawn in order to avoid our having authority
to impose dividend ceilings on them.

Senator Brooke. You think that Congress can pass legislation that
will cover them even though they are not under FDIC or the Federal
Reserve System ?

Mr. HorxE. In an exploratory conversation with my general coun-
sel, he believes that this could be done. I would have to take another
look at it and endeavor to comply with the chairman’s request that we
submit proposed language that we think would do it. '

Senator Brooke. You don’t recall the basis on which your counsel
suggested it could be done?

Mr. Horxe. No, sir; I do not recall. I guess it could come under
the commerce clause, or it might come under the clause to coin money
and regulate the value thereof. I am thinking off the top of my head
now. I 'am not a lawyer and I would like a chance to discuss it further.

Senator Brooke. If you could give the committee the benefit of
counsel’s advice, and also the number of the financial institutions we
are talking about, it would be very helpful.

Mr. Horne. Yes, I should be glad to do so. If I may, Senator, make
one further comment about the permanency of ceilings on dividend
or interest rates. I would like to point out that what all three of us
are talking about is that it be on a standby basis, that it be made
permanent but on a standby basis so that the agencies could determine
among themselves when they apply the dividend ceiling and when
they don’t. If the law that we are talking about today should not be
extended, in any form, then there would be no dividend ceiling at
all that could be imposed on savings and loan associations. I think the
same thing would apply with regard to mutual savings banks. We
would revert then to Federal Reserve Board authority which is man-

*datory that they apply but which they can also raise to a level that
it has no meaning. ‘

1 can conceive of a situation like the one in 1966 when we didn’t
have the authority that we now have, and when, understandably, it
takes a little time for Congress to take action. So while we had pro-
posed such authority reasonably early in 1966, it was not enacted
for several causes until September 1966. It was during this period
of time when disintermediation became an extremely serious problem.
Our hands were tied and none of us could do anything about it until
after this legislation was enacted.

Senator Brooxe. So you want to avoid the necessity, you and Gov-
ernor Robertson and Mr, Deming, of coming before this subcommittee
every 2 years or worse, every 1 year, asking for an extension of this

authority ?
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Mr. Horxx. I Jjust agree with Governor: Robertson that it would be
better. So far as our wanting to avoid coming before the committee
- I would like to say, sir, that I am always glad to come befote the

- committee. It isnot a question.of trylno' to avold 1t atall.

Senator Brooxe; Thank you.

Senator Proxyme: Do I understand that you favor permanexnt leg-
1slafo10n ‘Mr. Horne? I understood that you favored the 2-year provi-
sion in the bill.

Mr. Horwe. I said in my Statement sir, that personally I would
prefer that the legislation be made permanent on a standby basis.

. Senator Proxmire. I understand the chairman of the House Bank-
ing Committee wants it ona 1-year basis.

can see a lot of benefit in these hearings. T bhlhk I have learned a
lot. this morning. I think perhaps the Congress should have some
regular systematic method of getting our viewpoint to these agencies.
For that reason I think that a 2-year renewal, in view of the fact that a
renewal is going to be made, could serve a useful purpose, a permanent
action wou%d mean that we would probably lose sight of the agencies’
performance. So that I think it does serve a- very useful oversight.

. Thank you, gentlemen, very much. Your testlmony has been, as I
- said, most useful and helpful t0 us.
Our next witness is Mr, Raleigh W. Greene, Jr., chalrman, leyisla-

~ tion oomm1ttee, National League of Insured Sa,vmgs Associations, an

old friend of the committee.
“ You are Mr. McKenna?

Mr. McKEuxNa. Yes sir.

‘Senator Proxmirm: We are glad to have you.

“Mr, McKEenNA. Mr. Greene asked me to express his very gre«at thanks
to the subcommittee for allowing me to present his statement. He was
here last Friday and had to return to Florida and unfortunately did
- not feel well enough yesterday to make the trip back up again. He is

very thankful that you allow me to place his remarks in the record.
o, although my ‘accent is not the same as Mr. Greene’s, I trust you
w1fl take t}%ese remm*ks ag bemg his rather than my personal remarks.

STATEMENT oF RALEIG—I-I w. GREENE, JR., (}“HAIRMAN LEGISLA-
TION GOMMITTEE, NATIONAL LEAGUE OF INSURED SAVINGS
ASSOCIATIONS, AS READ BY WILLIAM F. McKENNA, GENERAL
COUNSEL

Mr, MOKBNNA Mr. Chairman and members of the subcommlttee,
my name is Raleigh W. Greene, Jr. T am president of the First Federal
Savings & Loan Association of St. Petersburg, Fla., and chairman of
of the legislation committee of the National League of Insured Sav-
ings Associations. The National League is a nationwide trade associa-
tion serving the savings and loan industry. The National League appre-
ciates this o%)ortunlty to testify on S. 3133, a bill to extend for 2
years the authority for more flexible regulatlon of maximum rates ot
Interest or dividends, higher reserve requirements, and open market
operations in agency issues.
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Two provisions of the act of September 21, 1966—Public Law 89—
597—amended by S. 3183 are of direct interest to savings and loan
associations. o ' , :

Section 4 of that act empowers the Federal Home Loan Bank
Board to limit by regulation the rates of dividend payable by Federal
Home Loan Bank System members or by savings and loan associa-
tions having savings accounts insured by the Federal Savings and
Loan Insurance Corporation. Before taking action under this grant
of power, the Board is to consult with the Federal Reserve Board and
the Federal Deposit Insurance Corporation.

Section 6 of that act empowers Federal Reserve banks to buy and
sell in the open market, under the direction and regulation of the
Federal Open Market Committee, any obligation that is a direct ob-
ligation of or fully guaranteed as to principal and interest by a U.S.
agency. This includes obligations issued by the Federal Home Loan
Bank System. : :

RATE CONTROL

- Historically as a matter of principle the National League has op-

posed the idea of exercise of control over dividend rates on savings
by any governmental agency. Philosophically in a mutual savings and
loan association this is a decision for management, to be made after
considering association assets available for paying dividends on
savings.

In the light of the then instability of the savings markets, the Na-
ticnal League agreed to support enactment of the act of September
21,1967, it agreed to support a further extension of the life of that act,
but requeste% that appropriate administrative or legislative action be
taken to authorize savings and loan associations to accept time deposits
as a method of meeting the growing competition for savings resulting
from so-called “golden passbook” accounts offered to savers by commer-
cial banks. The House Committee on Banking and Currency did not
adopt such an amendment, but some members suggested that it be
determined whether the Federal Home Loan Bank Board would grant
the power administratively. The Board has not seen fit to take such ac-

tion. The House committee decided to recommend extension of the act -

of September 21, 1966, for only 1 year instead of the 2-year extension
contained in the bill as passed by the Senate without hearings. The
bill passed in the form of a 1-year extension, keeping the act of Sep-
tember 21, 1966, in effect until September 20, 1968.

The National League supports S. 3133 which would extend the act
of September: 21, 1966, for an additional 2-year period through Sep-
tember 20, 1970. But in so doing it requests that the Federal Home
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Loan Bank Board be directed by the ‘Congress to authorize Federal
‘savings and loan associations to accept time deposits ‘for as short a
period as 90 days subject to regulatory control of the Board. It seems

~apparent that the Board is reluctant to take action along this line’

*without direction from the Congress.

The time deposits in commercial banks- continue to pose a substan- v

“tial competitive threat to the ability of savings and loan associations
to attract.an adequate supply of savings dollars. In support of this
fact, the following statement is quoted from an article entitled

“Changes in Time and'Savings Deposits, July-October 19677 at page -

49 of the January 1968 issué of the Federal Reserve Bulletin prepared

by Miss Caroline H. Cagle of the Federal Reserve Board’s Division of -

. Research and Statistics: ,
Tlie most rapid-increase in any of the forms of time and savings deposits in
the July=October period was:in. small denomination“open-account time-deposits
(presumed to be mainly the 90-day-notice passbook. deposits), which increaged

by 13 percent—algo. less. than in the preceding ‘two gquarters. These deposits:
armounted to:$3.2-billion -on October:31—75 percent more than the amount out-
standing on January 31, 1967. While these instruments are-offered by both large.

and small banks, the bulk of the deposits. are in very large banks, where the
ofﬁering- rate is genetally 5 percent. - : i : , D
" Thearticle continues on page 43 to'state: ) P
Among Federal Reserve districts the largest increase in consumer-type deposits
in the three months ending Qctober 31 occurred in the Boston District (4.6
percent) where the increase in savings and consumer-type time deposits: topped
all other Federal Reserve districts; reflecting in ‘part aggressive promotion of
new consumer-type open-account time: deposits.: o S :

In commercial banks in the United States, tOtal"hoi'dinzg*é of. -sa,Virilgsv "

“and. time deposits increased by over $12.6 billion from January 31,

/ 1967, to October 31, 1967, to $129.5 billion: (January 1968 Federal -

Reserve Bulletin, p. 42, table 1). During that same period all operating
savings and loan associations in the United States increased their
savings accounts by only $8.1 billion to $118 billion (October 1967
Federal Home Loan Bank Board, table 2, Flow of Savings and

Mortgage Lending Activity—All Operating Savings and loan Asso-

‘ciations), L ; '
Mr. Chairman, if T may. at this point, I would like to top the exhibit
you put in ‘the record earlier by offering this advertisement of the

Republic National Bank of New York, which has a 5-percent per

annum rate advertised on the 90-day account, and then in equally large

figures, 7.21-percent average rate of interest in 13 years, 10 months,

11 days. This is from a very recent issue of the New York Times,
March 28, : : '
Senator Proxmire. Very well. It is good to have that.
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(The advertisement follows:)

”‘Dmﬁ @Ee y@m m@n@‘y with
Re Ai__;%%g_@g*'i',ﬁilm nal Bank
D@M@a@ﬂ@ﬁm Sonds.

“rate guavanteed up fo
-3'13 yeays; 10 months, 11 days,.
._, Wiﬁl futerest compounded daily,

pex annum

average annual Yate of
 interest in 13 years,
» @ 10 moniths, 11.days.

E You wiif recetve twice és much as your original deposlt, after 13 years, 10 months, 11 days

B. Finds may atso be left.on deposit for shorter perlods of time at 5% per annum compounded
daily.

4] ﬁegardless of the bond's maturily date, you can withdraw your funds at; . any time ‘upon 89
days written ‘notice, ‘and vecelve Full Interest; without panalty, ‘from-date of deposlt to date of:
redemption

Highest rate of interest paid by any commercial
bank in the country for bonds of this,-;kindf

Republic Na'tlonal Bank of New York

: \9\
‘\U) 452 Fifth Avenue, New York, N.Y, 10018
&; ‘Member Federal Deposlt !nsu rance Corporation/Member Federal Reserve System

venclose my check far §.. . ._.Date i
No. of Bonda ] Feca Amiount Reglater Bonds In Namef(s) of - Sov. See. Nn..v

Purcharer's Name.

B SR TR, T 0 RO Nt S SR

Address - Chty. State.
Signztura, . - .
For Informe*ion, p‘ ong (212) 5248000, " Limited Office 7-22
L 8350 § e ] um-lmﬂacmWmmmﬁnl.ﬁummmmﬂwwmrmw:wﬂmm

£ BT B 2 n.s.-...“!’»..‘ x

THE NEW YORK TIMES, THURSDAY MARCI’I 28, 1968
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Mr. McKexwa. The National League also urges that the followin;:ir

‘action be taken by the Congress to hastenthe day when the Federa
Home Loan Bank Board’s statutory authority over dividend rates
payable on savings can be allowed to expire. Lo

The Congress should adopt as soon as possible a 10-percent:surtax
on Federal income taxes to last as long as the Vietnam war continues
and should coordinate with the executive branch of the Federal Gov-

~ ernment in reducing Federal Govertiment expenditures to the extent
necessary to achieve a balanced budget in the coming fiscal year

ending June 80, 1969. A balanced budget in fiscal 1969 1s essential i”
we are to restore confidence inthedollar. =~ oo o e 8
© T realize that it is never an easy task for the Congress or the

administration to reduce Federal expenditures. But T sincerely believe -

that it is time to substitute gumption and brains for discussions about
guns and butter. If we do not set ‘about putting our economic house
in order by using fiscal measures as well as monetary measures, per-
haps we had better triple the appropriations for our space explora-
tion programs so we can all go to some other planet and start anew.

We are now facing the realization that unless we can restore free
world confidence in the dollar, it will adversely affect world trade and
‘industrial expansion. ' T ' ' S

worth:

" We still are %)roducing,"gobds”écﬁd services at a rate of $800 billion

@ year. We sti

1 have a full work force capable of producing even
faster—~faster, at any rate than any other nation. o

We still have a good strong financial system in this country, and

tion still is good. : »
No other country can match the stability of our currency, despite our
‘increasing inflation. S ~ : - TN
Despite all this, we face a crisis unmatched 'in the history of our
Nation. What is the answer? =~~~ = o0

- as we have historically always been a trading nation, our trade posi-

I do not pose as & monetary or economic expert. But I do want to =

express—as one citizen—my deep concern over this predicament which
we face, and urge what I believe are specific solutions: =
First, it is imperative that we balance our national budget even
if we have tomake cuts across the board. . o
Tt is not possible for us to achieve all our goals at one and the same
time. We must have the political courage to admit that we are once
again on a war economy. ' :

- This means we must make drastic cutbacks in our domestic pro-
grams. We must make wartime demands on our citizens. I realize this
is an unpepular position to take.in a time of seeming prosperity.

T realize this could mean that such programs in Florida as the Cross-
State Barge Canal, the space program at Cape Kennedy, even the

badly needed Federal highway program must be curtailed or post-

poned. But if this must be, then we as citizens should face this fact and
urge such curtailments. :
~ I also believe that it is vitally necessary for the Congress to approve
the 10-percent tax surcharge. « ~

It is imperative that the administration take positive, identifiable
steps to redress the balance-of-payments deficit immediately.

We still have the world’s m@jqr SOUrcé of gojl'désydme ”$1-134;: billion
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Perhaps, if these steps are taken concurrently and together with a
continued restriction on credit, then we can hope to restore world con-
fidence in the dollar. Perhaps then we can establish a normaley which
will endure until such time—next spring or summer we hope—as the
International Monetary Fund can put its new world money plan into

- effect. ;

The free world is wondering whether we are about to crucify the

American dollar on the cross of complacency. ]
If we as a nation are not willing to take these steps to drastically

~ reduce spending—then I fear the consequences. I am afraid that we

face a worldwide plunge into financial chaos from which we will all be
a long time recovering. And while we recover, the advantage will lie
with those who are not of the free world.

FEDERAL RESERVE - PIj’RCHA SES

By extending the life of the act of September 21, 1966, S. 3133 would
also extend the authority of every Federal Reserve bank to buy and
sell in the open market, under the direction and regulations of the
Federal Open Market Committee, any obligation that is a direct obli-
gation of, or fully guaranteed as to principal and interest by, any
agency of the United States.

“Federal home loan banks are agencies created by the Congress pur-
suant to the Federal Home Loan Bank Act. (Act of July 22, 1932,

12 17.8.C. 1492 et seq.) Section 11(b) of that act authorizes the Federal

Home Loan Bank Board to issue consolidated Federal Home Loan
Bank debentures that are joint and several obligations of all Federal
home loan banks. This is the major borrowing technique used by the
Federal Home Loan Bank System to obtain borrowed funds that in
turn can be loaned to savings and loan associations that are members

- of that System.

Making the Federal open market activities of the Federal Reserve
System available as a purchaser of Federal Home Loan Bank deben-
tures supplies a welcome additional means of obtaining funds for the
Federal Home Loan Bank System. In turn, this should make more
funds potentially available for home finance, even in a period when
general monetary policy tends to dampen the availability of home
finance funds.

This authority should definitely be extended. In fact, it should be

made permanent. )
Thank you for the opportunity of presenting these views.

Senator Proxmire. Why should it be made permanent in view of

the desirability of congressional oversight and in view of the fact that
j\{‘ou state earlier that historically as a matter of principle the National

eague has opposed the idea of excercise of control over dividend rates
on savings by any governmental agency. I can understand why you
think exigencies of the present require these—you made a good case—
limitations, but I can’ understand why you want them forever if you
are against the principle.

Mr. McKex~a, I am not asking for the rate controls forever in
this testimony, Senator. What we are asking for is the extension of the
authority of the Federal Reserve banks to purchase obligations in
the open market.
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" Senator Proxmirm: Good. I am glad you made that clear. I mis-
understood it; Thatis different. 0 . o
 Mr: MoKexna. T'might hasten to add it seems to me if the Federal
Reserve Board is loath, as it appears to be, to try to use its monetary
powers in a selective manner to help out the housing and construction
industry, then perhaps some thought should be given to utilizing the
‘Federal Home Loan Bank System as a means toward this end. I realize

it would take a rather substantial change, probably including a grant
to the Federal Home Loan Bank System of some of the money-creating

authority-—— fer T :
Senator Proxmire. It would be easier for Congress to. assert its

“authority over the Federal Reserve Board which is clear, which Mr.

Robertson and Mr. Martin -always say we have, and it is in the

- Constitution. . . PR L Y
- Mr: McKexxa. It would be a much easier method as far as admin--

istration goes; that istrue, Mr. Chairman. - S Sl
. iSenator Proxmire. When you say you oppose as a mafter of pringei-
_ple the idea of exercise of control over dividend rates on savings. by

any governmental agency, you are not talking about control over .

banks, are you?: .

. Mr; MoKex~a. I :5;m~’?fa.lking --a;bowtf=sdviﬁgs and Joan: wsso01at10ns '

* As you'know, before 1966 there was no such authority in the Govern-
ment ‘agency as far as savings and loan associations are concerned.

The banks on the contrary had a mandatory control under regula-

tion Q. Inturn for making control over banks standby, savings and loan

associations also received standby authority over dividend rates in the
Federal Home Loan Bank Board. So.the situation is entirely different.-

‘Senator Proxyrze. Thank you very much. -
Senator Brooke?- :

Senator Brooxns.  You stated that *(y.olu' believe that if Conéréss were .

to pass the 10-percent surcharge, and to reduce domestic spending
which, of course, the Senate passed yesterday and now. goes to the
House, that you believe you could hasten the day when there would
be nostatutory authority over dividend rates. . _

.. Mr. McKEeNNa. Yes, Senator.

Senator Brooxn. Suppose this passes Congress. Do you think that
this authority should not go beyond the 2-year period that you are
now supporting? :

- Mr. McKeNNa4, We WOlﬂd hope' that the market would settle,ydd\:rm.fx /
and calm down enou%hz and that interest rates in general would lower

ly ‘at the end of that 2-year period this would

- enough: so that possi
be possible, -

Senator BROOKE. Do ydu think we would have to come back 1n2

_years if the House passes what the Senate passed yesterday ? v
Mr. MoKenNA. Yes, sir. I'think the point I am trying to get across
_on behalf of Mr. Greene and on behalf of the National League is that
basically the declaration of earnings on-savings should be a manage-

ment decision, not necessarily & governmental agency decision. We -

“have gone along ‘with the idea of arbitrary—I :withdraw the word

“arbitrary”—with planned dividend rate controls by the Government

only ‘because. of the instability in the market itself. When that in-
- stability. is removed, we.would: hope. that again it could. become a
management, decision rather than a governmental agency decision
as to the rate of dividends to be paid for savings.
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Senator Brooke. Then you think that the financial institutions had
no part in creating this crisis which gave rise to this authority?

Mr. McKenna. I don’t think much can be laid on the doorstep of
the savings and loan associations, Senator, in that respect. We operate
of course, as you know, on the spread between what we pay for money
and in turn what we can receive from the yield on the investment of
money. Very frankly speaking, every member I have talked to would
much rather operate in a range down between 2 and 4 percent than
between 5 and 7 percent, which is about the range we are in now. It
makes it much more difficult in our field, as you can appreciate, with
State usury laws to contend with and other things. And really it is
only the spread between what we pay for money and what return
we can get from investing it that sustains the savings and loan system.

Senator Brooke. So you are definitely opposed to Governor Robert-
son’s and Mr. Horne’s suggestion that this authority be made per-
manent:?

Mr. McKeNNA. Very definitely ; yes, Senator.

Senator Brooke. And that is the League’s position ¢

Mr. McKenwa. Yes, sir.

Senator ProxMiRe. I am very interested in your economics. I know
there is the traditional economic é)rescription. What you do is hike
taxes, cut spending; reduce demand strongly and the result is interest
rates will come down. We had a lot of testimony before the Joint
Economic Committee on this and there was a difference of opinion
by the economists. ‘Some said the prices wouldn’t be slowed at all.
Some said the prices would begin to be slowed up in maybe a year.
It is my understanding that it would have a slight effect. It might
have a substantial effect. The effect on interest would be a combination
of two factors. One, higher taxes reduce demand, perhaps, from the
nonhousing sector of the economy and therefore tend to slow up the
requirement for investment. But at the same time higher taxes slows
the supply of funds as well as the demand. If this slowdown is great
enough interest rates remain the same. Higher taxes slow down the
economy and may or may not, in a year or more, begin to ease interest
rates, .

Mr. McKexna. Yes, sir. ; ’

Senator Proxmire. It is interesting to notice in the past how long
it has taken before this has gone into effect. I notice, for example, what
happened in 1958, when in 1957 we followed a decisive policy of trying

to stem economic activity. The result: increased unemployment over

7 percent, and we still had substantial inflation. I am speculating on
what price we have to pay, how many people we have to throw out
of work, how serious an impact we have to have on the economy to
reduce interest rates. A ‘ v

It is very hard to make these economic judgments because of the
unfortunate effect they may have on so many millions of Americans.

Mr. McKenwNa, Tt is difficult, Senator, I realize that. Obviously this
testimony must be taken as presented from the standpoint of the
members of a specific segment of the economy; namely, the savings
and loan industry itself. It is the hope that these measures would
restore a system where, as I said, the general interest rate would be
lower, the general interest levels could be lower. This then would make
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Lt more 'f y to ope)rate 1n What we mlght <2a,11 a return to normaley,

o Ser Proxyn "”’ef'.notlon is also of eourse if you reduce the
deficit, by mcrea,%mg‘t:axés and reducing spending, reduce the Federal
demand for funds, you' therefore reduce mterestr rates. B :
Mr, McKinNa: Yes, sir. o '
Senator Proxmire. The dlﬂiculty isas you raise taXes y@u my reduoe
economic activity so much that revenues drop rather than mcrease.
That is perfectly possible. It happened in the past. It happened in
reverse as tecently as 1964 when we reduced taxes and then revenues
~ increased. It is difficult to make dogmatic judgments on this. It seems
- to me that the argument that we have to operatée in the area of tryin,
.+ _to get more funds available into housing by such techniques as the bil
- that ig before us now, and by trying tourge the Federal Reserve Board
through soine kind of lépislation, some kind of eongressmﬁal demsmn
to act to provide more funds for the housing industry.
Mr. MoK#inwi. Senator, T think you' put your ﬁn%en onone of our
bl elements of competition. "We could,’ it. 1s true, have competition
Wlth our frishds in the commereial banking *field.

‘competition with the Fedéral Government: When you take any: emm le
~-of ‘the participation certifiéates that were ! floated recently, FNMA,;
with rates up 1n the 6.34 bracket, that is way»abwa(w}xaaﬁ el ean eco-
nomically offer for savings in today’s market. It is true that an in-
crease in taxes would mali it Tess necessary for the Goverhment to go
to the public market and create that demand for high interest rates.
This is one of ot hopes, obviously. And in the other fleld, if the Fed-
eral Reserve does not nake more use. of the a.uth@mty that it How has,
even though the authority ﬁe@hnlcw]ly is good, it seems: to me we must
%eaiECh for some other method of g*ettmg money into ther h@me fihance

e

~ Senator Proxarg, 'I‘hank you very much M. Mchenna, for your
, very helpful testimony. :
M%KENM T"liank you.:

: "Sénator Proxuirs. Serator Brooke? o
- SenatorBrooxs. Your 1%roup has profited from thls leggslatlon 2
. MriMoKnnxia. Fromt leg:lslatwn o
Serator Broorn. Yes.

Mr. MoKexsa. That is a debatable issue The Chém’man of the '

Home Loan Bank Board feels very sincerely that is true, by potentially;
I guess, allowing more savings to flow into the savings and loan system
but many of our members don’t agree with that theory.

Senator Proxmire: Thers isn’t a question about it. Without this leg-
islation the banks would be able to offer rates that would be higher.
They would attract savings to the banks. You have dlﬁerentml You
are able to dﬁ’*ér*a‘, h%%her rate than thebanks, =~

MoKmxa. We have a differential but in spite of the differen-
tlal because of the other strings tied teo it, it doesn’t seem to attract
money- from the public as much as the bank 90-day time deposit.

Senator Brook®. Wouldn’t the situation be worse without the benefit
of thislegislation

Mr. McKmnya. It is difficult to say. T realize that I am at the moment
defending the opportunity for the savings and loans to show in the
market 1at they can do. There are many in-built regulations. Usury

We haive ‘even more
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“laws are one of them. You can’t lend above the State usury limits and
“in some States the limit is low. However, the request for the rate con-

trol in the first place was made because some savings and loan associa-
‘tions were offering higher rates even than the banks. I think sincerely
that our main problem came not from the banks but: from the higher
competitive yields, higher competitive interest rates that-came to pass
.on the Government obligations. = -~ .~ o

- Senator ProxmIre. You seem to indicate you would take the ceiling

‘off everything.

Mr. McKen~a. As-far as savings and loan associations go I would
be happy to go back to the situation before 1966, sir, where the banks
'had mandatory regulations and we did not. - :

Senator Proxmire. Thank you very much. ‘ Do

Qur next witness'is. Dr. Preston Martin, who-could not be here. He
has an excellent statement. He is the commissioner of savings and loan
for the State of California. His statement will be inserted in the record.

.Before we adjourn I 'want to place in the record a statement by Mr.
Stanley Barber, president, and Ralph Zaun, chairman, of the.Inde-
pendent Bankers Association of America, a statement by Chairman
K. A. Randall, Federal Deposit Insurance Corporation, and a state-
ment by the American Bankers Association. T .

(The statements follow :) '

STATEMENT OF PRESTON MAETIN, SAVINGS AND LOAN COMMISSIONER,
o STATE OF \CALIFORNIA :

: bers ¢ ; arch 1968 is a particulatly
approprigte period to consider a measure to bring housing it poli¢y info the
mainstream’ of ‘monetary policy. The acute stress on’ money and capital markets
which ¢haracterized the last-thalf of 1966 remainy in the: future.: T] ie:gigns: of
some ; impending; fightness: in money; supply, availability, and,cost are unmis-
takable. Aietion now by this committee -and by the Federal Reserve Board can
head off the extreme. cutoff of housing which occurred in 1966. Both the savings
and loan industry ‘and the Federal Home Loan Bank 'System have ampile liquidity
for tthe moment, yet net savings flows into the Nation’s savings ‘and loan asso-
ciations are dropping sharply. The January-February. 1968 gain of $365 million
was down 66.2 percent from 1967. The U.S. Sayings & Iyoan League has indjcated
‘the probable results of the first quarter as follows: L Lo
“The first quarter gain Wil be the sinallest for any January'ito March petiod

Mr, Chairman and ‘members of the committee, March 1968

gince the ‘current business expansioh:got: under way. in:1961. It would: require a

record gain in savings to produce a more favorable yesult . af -assocjations.”?
. Almost every leading indicator in the.money and capital markets pointg toward
a continuation of relatively unfavorable savings experience for ihé Nation’s

primary mortgage lenders--thie savings and foan d8socistions: The rieney supply.

is presently :growing at a rate of: 8.1 percent; compared-ito perhaps 8 percent
per year for the grogs national product. At.times during March, 1968 the excess
free Teserves, in the Nation’s,commercial banks has dropped to the. neighhorhood
o}ilf minus $353 millioi.  Futire availability 'of funds is ‘cast into grave doubt
thereby. = i IR A B T AR AT IR R
- (Present ‘increases in.the cost: of money point :out the possibility -of . disinter-
mediation, commencing with the April 1968 reinvestment: period . for. sayings
and loan associations: which is now under way. FNMA participation certificates
at 6.4 petcent, US. Treasury new 1-year bills at 5475 percent; 4nd Union Blec-
trie’s A Alrated Topercetit bords ‘dué in'30 years at’6.91 percent, all'dQuring the
week of March 27; point -toward: biigh money: market instrument: rates. .- Under
savings vdte: contrel,. saxings and. loan associations -cannof adjust. to. this
competition, ) ' : ) o i L

i

R I Tt AR AR T I T ST R L o l.e “'f
108, Savings & Loan'League, Savings 'and Mortgagé Tending Trends, M;aféh 1968, _
SRR PR P RIREE T L AR ES FR e R S e A AL AR SN I T

T e
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The point is. that the ! mdustriy and its bank system is in a position of negotiating
from strength, not from crisis, contrary to 1966. Yet we have 1966’s record fresh
in our mmds, more important, we have its analysis. by the ‘Nation’s principal
credit ‘agenmes hefore the Subcommittee on Housing and Urban Affairs of this
committee in “A 'Study of Mortgage Credit”  (90th Cong., first sess., May 22,
1967). That analysis strongly supports the pos1t10n that we pannot afford the

.mstabmty in the flows of mortgage funds and in the construction. umdus«bry which
.characterized the, iperwds 1963-66, 0f 1956-57, and of 1959-60, Instability adds
eobts o housmg, costs assoclated w1t;h moving- economle resources into and out
.of Construction every 3 or 4 years, The background musi¢ is one of builder bank-
ruptcies, 'with the survlwng ‘pulbdem marking up their Qlomes $1,000 and $2()00
per year, and passing on land price increment plus ]5 pencemt New housing is .

- pricing itself oud; of the market.

The eonstructaon undusbry ,Was singled out by the,Councu of Econonnc Advis-
ers for speelal anttentwn in'the 1968 Economic Report of the Pres1dent because of
its rapidly rising cost. conﬁ uration. (op. ‘cit., p. 118). In the sapae report, the
construction. 1ndustry was ea led upon to increase its new housing output. by. one-
third to meet private 1 mark t demand and by 300000 units for low and lower
middle income families in the coming fiscal year (op.cit., Dp., 151 and 152). In
California and in many ¢ tates, the information w1th
that ‘vacancies hav plum ed below the normal level
ing starts are so depressed that. the new housing

ur. office .indicates

_and farther behind new demand. By mid-1969, it is, clea . many metro-
pohtan areas. widely diggnbuted round, the: Umted Sta:t’es wal ‘suffer actual
housing' shortages My esti te is that ‘California, has a. productlon of up to

60,000 housing units per yeai' short of demand. : :
: Housing credit’ policy musﬁsgt be brought into rela:tmnsh.lp Wn;h neral monetary
policy because .of ity inhi 1tmg effect, ’l‘):ns committee’s “Study: of Mortgage
Credit” mdlcates clearly that housmg eredit is most substantmlly affécted .by
monetary. policy, Whl(‘:h leads to’ extreme tlglptness in money
and capital mark n'of 1966 ‘that our soclety cannot shackle Federal
Reserve monetar & expeetation of a crack:-the-whip effect on hous-
ing credit. It i ows are not insulated from other money and
. credit flows, es in avallabihty and cost of money haye
theu' ma‘x; mum : eredl,t Yet. monetary licy, ig carrying the
- major burden ¢ conomy, and it is already kLed by balance of
payments ck Guttentag, of the U s
Credit”) that Federal Rese

¢ :
vania, testified .(in gag
housing so. strongly beca se of the. present dea
economy, Whatever | LSO, monetary C
by the eenutral bank w1th ;fu}l awareness. of y

credlt .

"The Federal R serve-M
1968 Federal I;eserve Bulle

in their relationship to he

the following, comment a
housing expenditures: *
éffect reaches 1ts peak
and heng‘ ly re

i 1 S severa
smg 'Mr. Frank de Leeuw and Edward Gramhch made
er. d,xsc slng the .small effect of 1ncome changes on

ze‘ A
1 fdet subsumes hous:hg credlt pohcy ‘4% it must
mimlzﬁig eéonomic fluctusations. That this is a financial
fact of life in our, time was aﬁte@ted to by Prof, Paul Samuelspn at the recent
American Binkeéry Kssodiation meeting, as follows:
~ % x % T am purposely defining -monetary: policy broadly to mclude attentlon
o . crednt conditions as |well as to the supply of money. I am thus explicitly
_rejecting the view that it should be concerned only with achjefvmg some desired
pattern of behavior in some defined magnitude of ‘money,’ such as currency
 plus demand deposits or the latter plus certain categories of time deposits * * *
~ “And hence the central bank, as an important and indispensable arm of the
modern state, has a responsibﬂ!ity in conduecting overall macroeconomic activities

Iy polic Ai
if it is to Pe'effecti Ve in
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to take into account alternative effects upon sectors. Ours is a pluralistic society
and properly so. In a pluralistic society it makes no sense to set up institutions
with a monistic function and then have to set up new superagencies to coordinate
them * * *»72

Let me state my proposal to you plainly. I urge action by the committee and a
commitment from the Board of Governors of the Federal Reserve System to
supporting housing credit in times of severe money tightness: 1966 and perhaps
late 1968, support which may run contrary to policy toward tightness in general.
Chairman John Horne, of the Federal Home Loan Bank Board, has already
indicated that such “offsetting” policy may be necessary for housing credit in
times of extreme monetary stress. I further propose that this commitment be
implemented through the purchase and sale of Federal home loan bank consoli-
dated obligations in the open market. Such a commitment is inevitable because
it is the only acceptable means to provide the resources for the Federal Home
Loan Bank Board to carry out its full responsibilities in housing credit. Let us
have it now. Announcement of such a commitment would in one move sweep away
the scare talk regarding possible FHLB System illiquidity and of the potential
illiquidity of the whole savings and lodn industry. Relative to the Federal
Reserve’s other money and' capital market responsibilities, the amounts of agency
securities which might be purchased or sold in marginal amounts to affect the
market would probably not be large: dedler positions in all agency securities
during the past “credit crunch” peaked:at $560 million in January 1967, compared
to like positions in governments of $4.86 billion. )

The Federal Home Loan Bank System is the primary agency charged with the
housing credit task. Now it must go to the market, often during low-availability,
high cost periods. Three of its issues today have coupon rates of 6 percent.
Unsupported, the agency market has limitations on the resources there available.
Let me paraphrase the FHLB annual report covering 1966, page 50.

“x x ¥ The requirement that withdrawal advances be repaid out of net savings:
receipts was necessary to preserve the liquidity pool of the Bank System. Partic-
ularly in a period of heavy savings losses, it was essential that members whose
losses were recovered should repay their withdrawal advances to the extent of
their net savings inflow. Only in this way did it seem possible to generate a suffi-
cient flow of funds to the several Federal home loan banks to meet successive
waves of withdrawals *'* * [It was] desirable that withdrawal advances be
repaid out of savings to avoid the unintended conversion of withdrawal advances
to expansion advances. While this policy clearly ‘meant that institutions having
withdrawal advanhces outstanding could not use net savings inflow to make
mortgage loans, it did avoid the dépletion of the resources of the Bank System.” *

Federal Reserve support of the agency market in times of very tight money is
needed also becaise of the linkage between rates on new agency securities sold,
and the statutory requirement on FHLB that it pass on the average rate to
savings and loan associations, thus discouraging borrowing at the “advances
window.” The following Federal Home Loah Bank Board testimony (in “Housing
Credit”) is in point: e ‘
 “x % ¥ the Federal home loan banks last year [1966] increased their outstand-
ing loans to savings and loan‘associations by $9388 million. As a result, the bank
system:provided the funds.for:almost one-fifth .of last.year’s increases in associa-
tion mortgage loan portfolios (net of Ioans in process), the largest percentage in
‘any period in history. However, net mortgage lending by associations dropped by
over $4 billion last year, when compared with 1965, even including that permitted
by Federal home loan bank advances. The bank system was precluded from pro-
viding more of an offset to this decline in mortgage lending because existing
statutory authority requires. it to raise funds by selling securities-in money and

2 Samuelson, before a symposfum on. money, intereft. rates, and ecenomic activity,
Washington, D.C., Apr, 6, 1967, ) .
siflederal Honie Loan Bank Board dnnual report for 1966, p. 50.
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capital markets; and in periods of menetary restraint:the system; like other

issuers of securities, is limited in the amount of funds that it can raise in such

markets in:a short period of time. Moreover, even had it been possible for the

Jbank system to raise additional funds in financial markets, the cost of such funds

to the banks, and hence the rate they would have been required to charge associ-

ations: for advances, would have limited their use by iasseciations, because such

; fates elfceeded, the return that some assuociartdons could obtain on new mortgage
oans.”

Last week’s FHLB hike in the rate on advances to. 584 percent was apparently

Pprompted by it money costs, -

‘ I am arguing for purchases ‘and salés of agenc securi’tms to- offset to._some
degree the amplitude of the swings of availabil ty and of rate on mortgage
credit' when monetary eonditions change markedly. The funds would flow through
the existing home credit agency, the FHLB. “Offsets” limiting .conventional
mortgage rate swings:should, in turn, dampen the fluctuations in housing, em-
Ployment and production. The  importance of mortgage rates was underlined
by the Federal Reserve Governor, Sherman Maisel, in a recent address: |

“Governor Maisel estimated: that high interest rates and the shortage of mort-
gage credit accounted for 55 to 75 percent of the housing @epression in 1966—a
loss 'of some 580,000 dwelling units and about $6 billion ih spending. Shifts in -
monetary conditions are reflected in housing. starts actifv:lt:y about: 6:.months
later, he said, explainmg that every increase of 1 percent in ititerest rates reduces
housmg starts by an annual rate of 120,000 units and every decline of $1 billion

“in savmﬁgs available fori mortgage mvestment means a drop of 33,000 in housing
starts.”

I would extend this recommendation to cover any maturity of FHLB obliga-
tions. You are aware:-that this authority was given by Congress in the passage
of Public Law: 89-597 effective September 21,:1966. The need is-for the-action of
this committee in the savings and loan* legisiatmn before it and for a:Federal
Reserve policy statement -and for implementation: This is @ strongly needed: step

."'beyond the present “standby” position of that distinguished body.

The National League of Insured S#Vings Associations, in testimony recorded
in the “Study of Mortgage Credit” (p. 341), supported Federal Reserve purchase
and sale of FHLB agency obligatipns In the same § udy, the National Associa-
tion of Home Builders advocdtéd Féderal Reserve purchase and sale of Federal
National Mortgage Association obligations; .

.. Let me assure you that I am not here speaking just as a (Jaliforman, but rather
as a housing economist concerned with national conditions,’ Heavy withdrawals
of savings, necessa;'ily limited availability of; credit from FHLB, and high and
rising rates were a nationgl phenomenon in mid-1966. The high withdrawals
were across the board and not particularly concentrated in. opt-of~State Ssavings,
Wllwaukee, Detroit, Atlanta, among other areas, and the mutual savings banks
in New York, all felt the pressures. .along with California, In the first 2 months
of 1968, the natlonal ratio of withdrawals to receipts was 95.7 percent. Were
the Federal Reserve to provide funds through the market to the FHLB, the
administration’ of those funds would still be feasible via the. regional FHL

-banks, The advantage would be that the Federal Home Loan Bank Board could
more fully exercise policy according to. the President’s program .and policy de-
termined through its own and its bank president’s evaluation of their regional
"mortgage markets even- during a-very tight-money.period, It is-surely.not. appro-
priate to have the Congress and the President urging a policy of housing credit
expansion and lower mortgage rates as in 1966 without giving the chief housing
credit authority the means to implement it. Let me paraphrase a quotation of
Winston Churchill’s asking for U.S. military assistance in Weorld War II: “Give
them the too’ls so they can finish the job.”

) 4FHLB tesxtimony “A Study . of Mortgage Credit” Subcommlttee on Housing and
Urban Aﬂfairs Committee on Bankin, ynd Eurren g S ‘Senate, {)pr 30 and 31.
- ®Aug. 8 1967 speech before a Long’ Island nivers‘lt faculty meeth}«
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" SUPPLY AND‘DEMAND FOR FUNDS'IN THE NATIONAL MARKET (1968 PROJECTED)

1964 1965 1966  Estimate,1967 Estimate,1968

Net demand for funds:

. ‘Real estate mortgages, publicly held._._______.__ 12561 25.2 17.7 19i5° 20.0

. Corporate bonds_y_:--.. | 6.6 ... 81 . 1.1 16.2 11.0
State, and local securities. ..o oo 5.6 7.1 5.6 9.4 8.1
Foreign bonds. . . - .9 1.2 .9 L2 7

Subtotal, long term. ... ___o_oo___.. 38.7 4.6 35.3 46.3 39.8

Bank loans (except real estate loans).. 13.6 19.8 13.0 12.7 16.0

Treasury and agency de_t}t publicly held 3.2 5 2.9 6.3 18.0

. Total, satisfied demands. ... .- 555 . 6L9 . . 5.2 65.3 73.8
Net supply of funds:” " ‘

" Mutual savings bank_ i .ol ilollloiiLils 4,1 3.6 ¢ 2.5 4.9 3.7
‘Savings and loan iatioy : -, 10.9 9.3 - 4.2 9.4 . 7.5
Life insurance companies. - - - .- TP 6.4 6.7 © 6.7 6.8 6.8
Fire and casualty insurance companies Loorl8 1.0 1.5 1.0 1.2 -
Private noninsured pension funds___._. L 2.1 2.1 1.9 1.4 1.4
State and local reti it-funds. - 2.7 2.9 3.2 3.8 4.2
Mutual funds (bonds onily). ..ol .4 .4 1.0 —.6 .5

:Total, honbank institutions:.2_.___ L 27.4 26007 21,0 26.7 ¢ 25.3
All commercial bank funds. .. 21:5:. ,.21.9 , ..11.2:, 35.2 32.5

. Corporations___..-. —1.2 —1.4, —.4 —.4 -7
State and Jocal gove =3 2.0 ‘1.4 2.0 1.5
Foreigners_.i 1.0 0 -1.2 2.1 2.5

- Subtotal ..o st g m 48.4. 545 38.0 65.6 61.1
Residual::Individual and' miscellaneous investors. 7.1 4 18,2 -.3 12.7
Total supply i 5.5 6.9 ~ 5.2 . 653 73.8

.. Source: Salomon Bros. & Hutzler; American Banker, Feb. 26, 1968.

STATEMENT OF FRANKLIN HARDING, JR., EXEGUTIVE VICE PRESIDENT, CALIFORNIA
. SAVINGS & LOAN LEAGUE, ‘ .

The California Savings and Loan League is‘appreciative’ of this opportunity
to make a statement before this committee regarding S. 3133 introduced by the
Chairman to extend rate control powers of Federal financial. regulatory agencies:
The League supports the broad purpose of this bill. However, the League urges
that the extension be limited to one year, as was the case last year, and that
additional amendments be adopted’ to correct some problems which have devel-
oped which, in our opinion, are defeating or-threatening to' defeat the objectives
‘of control over rates paid on savings and time deposits. . :

We commniend the Chairman for early introduction’and consideration of his bilL.
Last year, the expiration date was almost upon us before any move was made
to extend it. Thus, there was little time to consider any other amendments, sug-
gested by what had béen Happening since the passage of the initial rate control
bill in Septeniber, 1966. Now there is almost, six months before the next expira-
tion date, September 21, 1968, and we would hope that this committee of the
Serate and its counterpart in"the House will give consideration to additional
amendments. f R EERTIE T I R

Our first suggested amendiments would make permanent those sections of the
bill ' which clearly, should be permanent and leave other sections on a temporary
basis, subject to review by the Congréss on an annual basis. Regulation Q,
controlling rates paid by banks, has been in effect for over 30 years. Statutory
changes were necessary in 1966 to permit the Federal Reserve and the FDIC
to make differentigtions between different types of accounts which were neces-
sary and desirable’in 1966. In 1966, the Congress also approved more flexibility
for the Federal Reserve to fix reserve requirements of member banks’ demand
and time deposits. Also by statute, the Congress fixed a responsibility on the
TFed and the FDIC to confer with the Treasury and FHLBB before exercising .
their powers to control rates—consultation which did not take place before the
Fed changed Regulation Q in December of 1965. Thus, these sections should be
made permanent.

The members of the committee should understandably ask the question why
‘we believe that those sections pertaining to banks should be made permanent



|
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* and ‘thosé' déa"

“ negs of the Fed to take the mortgage market into considerdtion paused )
flow of savirigh from thrift institutions. The 1066 rate control legislation cor:
rected these two causes of ‘dislocation fin:the savings market. ’I‘hese rovxsions

' of the 1966 legiglation, therefore, should remain permanent, ‘

: to ‘be. made: permanent ‘but on' a stand-by basis. We reéject. this becanse we don’t

K. A. Randallwho' recently posed: &
K ,banksl ndsavings ingtitutions-whieh: supply:-the rbulk -of: the mortgage oredit
o f (savings institution having

' ‘being at ‘ardisadvantage to thosein other areas, the mortgage market can suff
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; loan’ assomatxons be ‘keﬁt temporaty. And we:
support continuation of the temporary rate 'controls on our business becatse:
some of the symptoms which were préesent in:late: 1965 and 1966 are with us again,.
and we would hope that controls over rates paid by banks and savings and:loan
associations can avoid: the excessive bidding for savings, which occurred in 1966:
and which only raised interest rates and didn’t produce more: sayings,

The dislocationg of thé mortgage market are still fresh in our memories. These:
dislocations were caused when the Fed-let banks raise the rates on €Ds from:
4% %. bo 5% %, while the FHLBB was pressuring savings and lean; asseciations.
to hold the line/ The inability. of the Fed to classify dgposmts and the' unghvmlhngt-

’ e out--

Our purpose in:continuing the sections dealing with savinge and:lean. ratze
eontroal on g yearito year basis, is to assure that Congress. keeps ult; ‘control
of ‘the actions. of the Federal rate regulators Once’ these ‘brovision: me per-
manent; the Federal wgeneles are less respongive: to the woverall- ives of
Qongress o1, housing and mortgage credit. The banking interests were served over
the: interest of the: mortgage market in 1965, amd ondy action by bhe C«ongress»
changed the situation. " =

; A-proposal:has been, advanced for rate control of savinugs and loan -

Eknow what would trigger. tlhie imposition or release of rate control and for what
‘putpose. Wé would suspect that the decision would bein’the hands'of the Federalx

- iggencles whoneed not ibe résponsive to the concerns of Congress,

We have an additional reason for wanting. 00mgress to-keep control-ef: |sav1ngﬂ

and loan rates: The power to fix eeilings ow rates is, very isubstantial and carries:
w1th 1t the. responsibility’ for accurately assessing the financial market. If the

t eftdered ‘result in rate ‘ceilings:that are too:low,: eithier for all the-
sl substantialpart of it,-then ‘nonintermediation”
“‘Nonmtermedlatwm” is;a; concern-of
& problem of: the public. cireumverniting . the*

It the judgments result in  one: type;

idvantage: over the other or intermediariesiin one.part of the.coun

‘We. are -convinced that the Congress wants no-repetition-of; 1966 ‘We: are conr:
vinced . that Congress recognizes the need; for: a;differential .in. rate; ceilings as
‘bepween banks and savings:and:loan. assoeiationg.as long as.there is such a wide
differenée in-the:functions of these financial 1nst1tutions»——partlcular1y, their.in-
terest in' the: mortgage market.. 'We: point: out. that- in:the consultative process:
specified in the rate control-law, there are: three lbank-orwnbed agencies; and only
oﬁe identified with:savings and loan; .-

~Jt Should -be perfectly clear: why We ’Want C\ongves;s to mamtann rts mterest in:
the administiationof rate.control.. .
;igegomid amendment comes. ajs a resulb of studymg what the banks have

‘ don to-attract savings under rate.controls established in September, 1966,

nstestimony. igiven by Undepsecretary, Barr.and others, in. 1966, the - pu.npds«es
thevate contral: legislation: were twofold: one; to curb the unhealthy. -escalation

for the thrift msbitu@mm which. are the:backbone of the mortgage market.

~:CJongress:-'was: given assuiances: that -the .0D. was used  principally b& large s

’eorpomtmns andsgovernment bodies-and that it wounld not:;become an-impeortant

part-of: the time: deposit structure; The 4%: ceiling -wag retained-on; bank savings: =

accounts:and. no fear was rexpressed about ODs-as: it was-indiecated that a
5% ceilingiwould. be. imposed: on: so:called ‘‘consumer” CDs of under $100,000.

The inference was clear that banks which offered consumer CDs-would require-
‘maturities’of: 6 to 12 months and-in large denominations. Thus; it. was clear that

> there,was tobea iﬂfereance ;between reguﬂar rpas@book‘s and ODS as to avall'allmhty
‘ a,m‘i?r?ebum S oy

o t:a blm recond is dlear as. to. the use of conwmer ODs by
o cuiivent ‘the :4%; ceiling-on: passbook savings. ‘Consumer-CDs grew-
$18%5:billion. froms Décember of 11965 to October of 1967, From D December: 31, 1965
;gQ(i:cgober 3’1 19-@7 savings a.nd 1oan assoemtions dncreased their savmgs by
billion. ;

ates] and two, to carve ontiof the financial structure a. small segment,




TIME AND. SAVINGS DEPOSITS OF INDIVIDUALS, PARTNERSHIPS, AND CORPORATIONS HELD BY FEDERAL
: . S RESERVE MEMBER BANKS . ,

~ (i miltions of dollars)

) Amount outstanding
Dec. 3,1965. . Jan. 31,1967 Oct. 31, 1967

Type qf instrument:

Business<type-deposits: . RRTER
514 percent: | . . o . -
Negotiable CD's, $100,000 and over. .....c.o.ccooo emmmeeee . $13,141 ° $13,018 $14,119
Nonnegotiablé CD's, $100,000 and over. _______ . o 2814 582
Time deposits, open: accounts, $100,000 and over... . 1,767 ... . 1,826 1,681
SUBOLAI.. oo eeeeecaermeeaaeecomam s n e e . 14,908 17,658 19,382
Consumer-type deposits: SRR B
5 percent: ¥ i : v . .
Time daposits, open accounts under $100,000. (0) i, 3,246
Negotiable CD's, under $100,000_.._._. 2,639 4,381 4,746
Other nonnegotiable CD’s under $100,00 3,359 9,402 11,866
Savings certificates_ ......... e 6,790 8,033 = 9, 866
Savings bonds. . ........ O S 402 1,409 1,866
Subtotal..._...... P O 13,080 25, 081 31,590
4 percent: ) s
Passbook savings deposits. . .. cemeueionoocaaiaas 74,089 70,701 74,210
Christmas and ‘special accounts_ ... conueeciomaaclaadiaoan 3,285 . ‘3,450 4,404

Totat, time and savings dépqsits ........ reeemmeamm—mme——— 105, 372 116, 890 129, 58

1 Not available. : T . .
‘Sources: Federal:Reserve Bulletin, August:1966, p. 1103; January 1968, p. 42.

Consuiner CDs generally are being paid 5%. Savings and loan associations in
‘most of the country can pay no more than 43,9 on savings; in California :and
several western states 59, is the ceiling on savings. CDs are: being offered as
“Golden Passbooks” to perform as much like savings accounts as possible—yet
circumvent the 49 ceiling/But this iy not the full story. Consumer CDs are
offered in siall denominations and for terms as short as 90 days. The compet-
itive ‘tool for savings and loan associations is a six month certificate with
$1,000 minimum for 5%4 % in the Hast. In California, associations have to go to
a 86 month bonus plan to pay 5% %.

" But even this is not the full story. Banks have been guaranteeing the 5%
.CD rate for five years, some longer than ten years, and banking authorities have
permitted advertisements : showing the effect of compound interest for these
Tong periods. At the same time, savings and loan associations have been. pre-
cluded from’ advertising rates for more than one year. )

Thus, our second amendment is to bring parity. to ‘savings dnd loan associa-
tions by prohibiting banks from guaranteeing rates beyond one year and -per-
mitting associations to fix definite rates up to one year. Considering the wide,
sudden swings of interest rates, this amendment would guard against ‘improvi-
dent guarantees of high rates for long periods of time. If there was any validity
last year to the argument for controlling rates of savings and loan associations
to-gain control over @il time deposits, then this amendment must be supported
for the same reason. If any portion of the time deposit has rates gnaranteed
for long periods, the rate cohtrol mechanism has lost control over them.

Our third amendment deals with the ultimate liquidity of our financial sys-
tem. Provision was made in the 1966 rate’control legislation for the Federal
Reserve 'to buy and sell debentures of the FHLBB, as well asthe obligations of
other U.8. government agencies, in theé open market. We are proposing that the
Fed have,  in: addition, the power to buy FHLBB debentures direct when
necessary. RIS : C

The credit -crunch of 1966 was very real, affecting not only thrift institutions
but the banks as well, Governor Robertson of the Federal Reserve Board told
this committee on August 4, 1966, that the liquidity of banks was low, and they
were “not in a. position to meet'a sudden withdrawal of from $18 to $25 billion.”
Presumably; ‘the Fed would -have had: to supply the money if the withdrawals
had occurred, -and the Fed should have and could have, in my judgment. Our
FTHLBB went into -the money market in 1966 and raised $1.6 billion in new
money. and rolled over $4.8 billion. But our agency was at the mercy. of market
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conditions,; and’ thé coSt ' of the mioney was” prohibitive. 'We stubmit that if the
Fed had had the power'to buy PHLBB debentures ditect and in the open market,
a more satisfactory result -would have 'been aéhie¥ed-—more in keéeping 'with the
objectives of Congress. By way of illustration, we present the following state-
ment which was made by ‘th& FHEBB" t0" thiy commiittee :

‘% * * the Federal home loan banks last year (1966) increased. their out-
standmg 1oans to savings and loan associjtions by 38 ‘million, As a result,
the bagk Ssystem provided the funds for almost. one Eil th of' las "year § increase
in association mortgage loar portfolios’ (net of loans in _brocesy), the largest
percentage in. any perjod in hi tory I—Iowevér, net mortgage’ ‘epding by asso-
ciations dropped by, .over. $4h‘bdl ion' last year, when compared with 1965, even
including that permitted by ral home loan bank advances. The bank system
was pre cluded from ‘providing more of an offset to th;s decline ‘inn ‘mortgage lend-
ing' be caUSe existing statutory authority requires it to ‘raige funds by selling
securities. in money. and capltal markets; and in periods of monetary. restraint
‘the systetnt; like other iSs@e‘rs of Securitles, is limited in the amount o ' funds
that it can raise in uch méarkéts in'a short period of timé. Moreover, even had
it been: possible for the bank ,system to raise additlonal funds in financial mar-
- Kkets, the cost of such funds’ to the banks, and hence the rate they would have
been required: to. charge: assoeiations for advances, would have limited. their
use by assoeiations, ‘because such,rates exceeded the; return that some gssocia-
‘tions ‘could obtain on new mortgage loans” (Federal Home Loan Bank - testi-
mony, “A Study of Mortgage Credit,”” Subcommittee on Housing and Urban
Affairs, Committee on Banking: and Currency, U.S. Senate, pp.- 30 and 31).

Such aichange in the powers 6f the Fed are in order; as it carries out its respon-
sibilities for/'the total monetary policy of the country No less an authority than
Professor Paul Svamuelson said at a recent symposuum on “Mcméy, Interest Rates
and Economic Activif

“x ok k- And hence ‘bhe central bank, as an 1mp0rbamt and, indispensable arm. of
the modern state; has a responsibility-in conducting overall macroeconomic activi-
ties to take into aecount alternative effeets upon sectors.,Ours is a ‘pluralistic
society: and; properly so. In a. plurahstic society. it . makes no semse to set up
institutions, with a mou.istic function and then have to set up new superagencies
to coordinate them. * * *”

We doubt that. the commitment of the Fed. would be great, but the beneﬂts of
such commitment :woyld. .be substantial. This: is because the mortgage market
would not, be staryed again as it was in 1966, and thus there would be no repeti-
tion of the, consequences of the mortgage, credit. restriction, Sueh consequences
were :

1. Construction, particularly of housing, cut by 500 000 units, c'ausing

unemploqunt y

2. As, construction. slowed, buﬂdens were forced mto bankruptcles,
nterest, rates rose sharply. to Ievels some couldn’t pa

4., Montgage credit uzya,vailable which “killed” many potential real estate

trasmsfers.

B, Oa en;lgmment in lending mstitutwns, title compames, and
Jz-evzleég:a roker:

fa s 2T

: - ncvrerased deluiagqenqy in real estate tax. paymenbs :
We would not.contend, that, i gﬁ)mg to be possible to even out and allocate
rfectly the savings of this nation. But we do firmly believe that the reserve sys-
ems: of the savimgg and: 10an business and the banks: should. do all they can to
evel out the swings which will occur from time to time—swings in interest rates
and swings in ayailability of credit. Hven a modest participation in the marketing
of FHLB debentures by, the,, F eral Reserve should hold down the cost of such
meney. A suie bgng t;t'rOm such back stopping of the. FHLBB would be to squelch
the careless seare talk about the possible “illiquidity” of the savings and loan
‘ busiagess which. dld oecu;: in 1966 and did cause some withdrawals..
. Th we, ur \mr ble, consi(feratxon of our third. amendmert to permit the
Fedt 1);1 . debentyures directly. . It unld huave a most faVOrable effect on
; the bi fv ty of i:hg mortgagez market of the future. . -

. . PBOPOSED AMENDMENT NO. 1. . . . '

’J?l‘m ,«A*ctf iof ! S@pbémb’ér 211966/ (80" Stat: 828) i hereby’ amen;ded as follows*

Section 7 is hereby amended to read as follows:

“SEc. 7. The provisions of [the preceding sections] section 1 and section 4
of this Act shall be effective only during the [two] three year period which begins
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«on the «date of enactment of this Act. Upon the expmatwn of such period, each
provision of law amended by [this Act] said section 4 is further amended to read
.as it did immediately prior to the enactment-of this Act.”

PROPOSED AMENDMENT NO. 2

Section 1 Subsection (k) of Section 18 of the Federal Deposit Insurance Act
{12 U.8.C. 1828) is amended to read :

“(k) No insured bank shall obligate itself to pay interest on any time or sav-
ings deposit for a period longer than one year.” !

Section 2, Section 5(b) of the Home Owners Loan Act of 1933 (12 U.S.C.
1464 (b)) is amended by adding at the end thereof the following: “Any provi-
sion in this section to the contrary notwithstanding, such associations may accept
'deposn:s for fixed periods of time, may guarantee a definite return’ thereon, and
may issue certificates of deposit therefor, all as prescribed from time to time by
the Board by regulation; provided, however, no such ass0c1at10n shall obligate
dtself to pay any such return for a period longer than one year.”

PROPOSED AMENDMENT NO. 3

 The Act of Septénber 21, 1966 (80 Stat. 823) is hereby amended as follows:
Section 6 is hereby amended by striking the words “in the open market.”

INDEPENDENT BANKERS ASSOCIATION OF AMERICA, *
Washington, D.C., March 29, 1968.
Hon. WirLiAM H. PROXMIRE, |
‘Chairman, Subcommitiee on Fmtmcml Inst@tutwns,

.8enate Office: Building,; Washington, D.C.: : :

DEAR ‘MER. CHAIRMAN : The Independent Bankers: Assocxatlon submits this
statement in support' of §.'8133, introduced by Senator John Sparkman on March
11, 1968, to extend for two years “authority for more flexible regulation of maxi-
muny rates of interest'or dlvidends, higher reserve requirements, and open market
operations in agency issues.’

‘Our Association supported the legislation, then termed ‘as temporary or emer-
:gency, in the climate of the 1966 money crisis, to provide flexible controls of
rates of interest-or dlvxdends, payable by banks or the thrift institutions, on
-deposits or share accounts, in order to establish such controls for thrift mstltu-
tlons, as well as commercial banks.

Our Association ‘supported the 1966 legislation ‘by ‘Statemetit’ fildd with your
Committee on August 8, 1966, relative to S, 3687, then before'you, and stated:
“We Dbelieve ‘most of all'that whether youI' Commlttee in its wisdom, decides
to fix interest rate ceilings’ temporamly, or grant new' and’ emergency: discre-
tionary ‘authority to supervisory 'agencies, the provisions estdablished- must be
appheable both to banks and thrift institutions, and not to either one with omis-
sion of the other, i the best interest of thé entire ﬁnancial commumty and m the
‘public interest.”

The following spring, at our annual convention in New Orleans, Mirch 1 to 4,
1967, our Federal Legislative Committee reviewed'the financial commumtys
bmef experience under the 1966 emérgency’ legislation, passed for one year only,
.and due to expire last September 21, unless renewed and voted' “that the socalled
emergency legislation be made permanent ey

"As’is Known, the Congress last fall, with the ‘actual explratlon date for the
1966 legislation at hand, accepted an- amendment to the proposals as introduced,
-and first offered in the floor debate m the House, to extend the legislatlon for
-one year only.

Subsequently,” our TFederal' ‘Legislative ‘Committee again recotded itself in
favor of making the flexible controls permanent, and urged.further that the
-Congress “address’ itself ‘to ‘the legislation to permit thoughtful,' rather than
belated, hectic and hurried consideration of the matter, well in ‘advance of the
‘fall expiration date.

We are therefore glad that the Senate Balking and Currency Committee is
«considering 8. 8183, to extend the legislation for two years, in, the early spring.
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‘We support the proposed extension for two.years; but réaffirm our support for
making the flexible' controls over interest:-rates and:dividends, as applied both
to commercial banks and thrift mstitutlons, permanent leglslatmn

Slncerely and respectfully, : :
STANLEY R BARBER, e
‘ President.
‘ i RALPH L. ZAvUN,
Ohmrmom, Federal Leg@slatwe Commiititee.

'STATEMENT OF K A RANDALL CHAIRMAN FEDERAL DEPosrr INSURANOE
COEPORATION ETERR LSy SR ST .

Mr Ghalrman, I am pleased to have the opp;)rtunlty to pres:ent to the Sub-

committee the views of bhe Tederal Deposit Insurane COI'DOI‘atIOD with respeet :
to 8. 8133, 90th Congress, a bill “To extend for two years the authority for more -

. flexible. regulation of maximum rates of interest. or divide
; zrequxrements, and open, market operations in ageney issuq:s
Generally, the Act of September 21, 1966 (80 Stat, 823),

hlgher reserve

banks and msured Sa‘ g5 a‘nd loan ageoc ! )

or shares or withd vable accounrt:s, authorizes the Bo 'rd'of Govemgr of the

ncrease reserve requirements on ‘time and savings

depo‘sits to a maximum of,i() percent, ‘and -author 'open-market operatlons in

i | States Gover entb
t

erued, c*bangef
th’

pald by members z;” :
insured by the TFederal Deposrt Insurance Oorpo
insured; by, the Federal, Savings and Loan Insur nce Corporauon on deposivbs,
. shares, or withdrawable accounts, Under the of the Act, the exercise
'of such authority by any of the above agena
with all other such agencies. ’ :
The Act permits the Board of Govemgrs of the Federal Reserve System, the
Board of Directors of the Federal Deposit Insurance Corporation, and the
" Federal Home Loan Bank Board to prescribe different interest or dividend rates

037

" for’ deposits, shares, or.withdrawable accounts of different amounts or with .

different maturities or subject to different conditions respem;;ng withdrawal, or
repayment; according to the nature or:location .of: banks.or,insti tions or. their
depositors or share account holders or accordmg to-such, t.ﬂ easona,ble bases
as those agencies may. deem desxrable in the public i1 i

The provisions of the Act omgmally Were'e ‘eff ctive, only f/ y
begmnmg September 2: , the date of enaetment of th Aet The
conferred b e.Act, it

of -Septemb, 21 1967:-(81 Stat., 8. uld’ exter -
ferred by the Act for an addltional two-year pe 1—through Sep tember 20, 1970 ‘,
- Immediately upon the, approval by the President, of the. Act af September 21,
1966, the Boar - GO Federal Res Sys;em and the’ Board of
Directors: ,ederal Deposxl;,ﬂ,lnsurance Qorpo io; J,S)sued regula 18, de—
mgned to:limit further, escalation. of interest rates paid by comme :
the competition for consumer savings. The regula,tions reduced £103 percentv
to 5 percent the maximum.permissible rate of interest. naxable by. commercial
banks on time deposits in denominations of less than $100,000. The 51/2-pereent
maximum- rate -of interest then in effect for single-maturity time deposits of
$100,000 or more was maintained. The:4 percent maximum rate of interest for
regular passbook savings depeosits held; at eommercial banks: also was:left un-
changed. Multiple maturity time: deposits continued, to,be; subject to mterest rate

A 4 or 5 p&reent, dependmgs upon maturity TR .

Boardw‘ of

receded by corisultation :
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<At the same time, the Corporation issued regulations prescribing a 5 percent
ceiling oni rates of interest or dividends payable by mutual savings banks insured
by the Corporation. A 514 percent rate was permitted in Alaska, but that excep-
tion has since been revoked. The Federal Home Loan Bank Board simultaneously
prescribed-—for the first time—ceilings on dividend rates payable by insured sav-
ings:and loan associations, varying the ceilings in accordance with geographical
location and ‘other differential patterns.

By the close of 1966, the disruptive rate competition between financial institu-
tions that reached it< peak in the late summer of 1966 had moderated appreciably.
‘While the competition for savings continued active in1967, it lacked the intensity
of the savings competition of 1966. = -

The gain in time deposits held at commercial banks in 1967 was approximately
double the increase in 1986—mostly during the first half of the year. All cate-
gories of time and savings deposits showed increases.

During 1967, mutual savings banks and ‘savings and loan associations also
experienced sizeable savings gains—about 8 percent in the case of mutual savings
banks and-about 9 percent in the case of savings and loan associations.

The actions taken by the regulatory agencies pursuant to the authority con-
ferred by the Act of September 21, 1966, contributed significantly to a moderation
of excessive competition between various types of financial institutions for sav-
ings. If the added authority to regulate rates paid by savings and loan associa-
tions as well as by banks and the mare flexible authority with respeet to bank
interest rates are retained, the regulatory agencies will continue to be able to
take prompt and appropriate action in thig atea in the future, whehever neces-
sary. It is essential, in our opinion, that the authority not be permitted to lapse.
The Corporation therefore favors the enactment of S. 3133.

‘IThe Corporation believes that the advantages of the flexible interest-rate au-
thority have substantially been demonstrated since enactment of the original
legislation and believes that consideration should be given to the need for perma-
nent legislation and its appropriate scope or form. We understand that the
Department of the Treasury has been requested to work with the other interested
agencies, including the Council of Bconomic Advisers, toward developing a legis--
lative proposal along these lines for posssible transmittal to the Congress early
" The Bureau of the Budget has advised that it has no objection to the submission
of this statement to the Subcommittee and that enactment of S. 3133 would be
consistent with the Administration’s objectives.

THE AMERICAN BANKERS ASSOCIATION,
) o c New York, N.Y., April 8, 1968.
Hon. JouN J, SPARKMAN, .
Chairiiion, Committee on Banking and Currency,
U.8. Senate, Washiggton, D.C.

Dear, MR. CHAIRMAN ; We appreciate this opportunity to present the views
of The American Bankers Association on 8. 3183, to extend for two years the
authority for féxible regulation of maximum rates of interest and dividends,
higher reserve reguirements, and open market operations in ageney issues con-
tained in_"i‘?e,_lntex‘éévt‘; Rate ‘Control Act of September 21, 1966 (P.L. 89-597),
asamendedin 1967 (P.L. 90-87). =~ = o )

"As you know, thé Act in question was intended to preveiit destabilizing interest
and dividend competition which was retarding the flow of funds to the home
mortgage miarket. The American Bankers Association has beéen and is in full
accord with this objective, and 80 stated when the original bill' was being dis-
cussed it 1966 and whei it whs extended for oné year in 1967. We wish to ex-
press ot support for d two-yeir extension s in fact, we would like to see the Act
made perinanent. co T e .
_ We believe the presént flexible controls 6ver rates payable by banks on time
monéy and by savings and loan dssoeiations onh’share accotints'and én savings
éertiﬁéate»s have worked ressoniably well in thé ‘past. During the tight money
year of 1966, the endctmert of this legislation’ eniabled the: Federdl agencies to
act with celerity in eontrolling’ rates and lithiting ‘competition for ' funds that
otherwise might have proved injurious in some instances. Experience tested in a
difficult time bespeaks the need for extension of the legislation.
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. If the Aect is not extended; the: law Teverts to the statutory provisions:in. effect
prior to September 21, 1966 Expiration would mean:a sreturnto. mandatory
iceilings on ‘imterest rates payable by commercial banks: without  the: authority
to: ‘preseribe; different  ¥ate cellings: on different: amdunbs/ of time¢ deposits, no
‘atithority - ofilaw’ to«set: cetlings:on the rates: payable on.share aceounts or-on
savings certificates of! <sawdzﬂgs :and: loan assebiationsand, perhaps; no:ceilings on
“rates:paid by mutual-gavings banks. Bxpiration: wouldiaﬁw mean’ the loss of the
legislative: s directive: for.consultation among  the WMéderal. Reserve: Board,: the
FDIC and;the WHLBB before:setting ceilings on interest rates and dividends.::
‘Wethink i we (dhoubd - make it ‘clear that in'supporting the extension .of: this

kleglslatlon we do not:lookwith favor onall-of ifs provisions or.on-all of ithe -

actions. taken under it. -For:instanee; there is no 'justifiable veason:for ‘granting
the; Féderal Resorvie Board/power-to raige reservie requirements ontime deposits
t0.a level a8 high agiten pencent. Logal resenve. requirements-against savings and

time depositsihaye little function as a source off liquidity or as:a déeviee for eredit,

control. Monetary aeonowists generally agree that'iopen market operations, dis
‘count. policy, and changes in the reserve requlrements for . demsnd - deposits. ;pro-
vide adequgte. megnsfor mﬂuﬂnaing the mmnay supply and tflne cemt amd avml-
abmty of bank.credit..
I urging extension of the»&cb rtself ﬁhﬂ AB i dms »not wish m be ewrded
as favoringthe; Aifferential: that exists under curnent regulations between vates

‘ that savings wid loantassociations may.pay, and! these gat dommearcial bu_nks'

may pay on, paeshook, savings. We believe ‘the;|
jLNOthIthﬁltangipg ou;e .Jforegoing oriticisms, ewe, fawon: n,sextens on. of tlye Awt
“for a two-year period, or. préferably longer: Hxpiration would: be:particularly
hagardous. in.view.of:existing inflationary forees:that show no:signs of abating.
Because: of dnadequate fscal: restraint: and undue - pélianee: on; monetary m}iezy
to. contain; inflagion; interest rates have’ redched -unushally high levels
the Act s extended,;a retwrn;to. the mway arket: Mn@iﬁions herﬂrs

Let me take this opportunity to-point out that The Amerlcam Il%animrs Asso'
clation- feelw that, WhevInterest Rate Control -Act is an integral part of a total
publio. pelay packageifer stabilization of our.dynamic economy. The Association
strongly urges .the Cong*ress and therAdmimstration to moye with. all possible
speed tof éhdiet’ thé modt 1 danit 'of a1l the public detions for stability—d cut-

back in non-Vietham spending and an income tax increase at least as large as:
the 10 percent surcharge requested by the President. Otherwise, this nation risks .
serious domestic inflation and ‘further erosion of international monetary mecha- -
nisms. The Interest Rate Control Act must be extended but it must be bolstered

by courageous fiscal action.

The “American Bankers Association appreciates thls opportunity to express
to the Committee these views on 8. 3183 and related matters, and we ask that
this letter be made part of the record of this legislation.

Sincerely yours,
J. HOWARD LAERT,
President,

——

UNITED STATES SAVINGS & LOAN LEAGUE,
o Chicago, Ill., March 28, 1968.
Hon. WiLLrzaMm W. PROXMIRE, . :
Chairmaon. Subcommitiee on Finoncial Institutions, Committee on Banking and
CQurrency, New Senate Office Building, Washington, D.C.

DrAR SENATOR PROXMIRE: The United States Savings and Loan League en-

dorses 8. 3138, the proposal introduced by Senator Sparkman, to extend the
existing interest and- dividend rate control legislation for two years until
September 21, 1970. The League represents over 97% of the total savings and
Toan assets in thenation,
. +The state of the national economy and the obvious monetary problems which
our .government -ig facing requires the extension of this law. The League is
ever mindful of the chaotic conditions of 1966 which led to fierce savings compe-
tition and extremely high' interest rates. This should not be repeated.

‘Wé want to emphasize to your Subcommittee that we still -consider the present
proposed extengion a’' temporary one and we do not endorse the concept of
permanent control. Bxcept in unusual circumstances, such as exist today, savings
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associations should be free to pay the dividend rate which is consistent with
their earning power and the necessity to attract savings.

While the League fully supports the proposed extension of the interest-dividend
rate control law, it would: like to take this opportunity to bring to the atten-

_tion of your Subcommittee certain closely related matters.: Commercial banks

issue savings certificates for periods much longer-than one year. Once the CD
is issued at a.fixed rate; any:changes in the rate control percent by the Federal
Reserve. Board cannot_affect those outstanding CD’s.' This, of course, would
mean. that rate control would be ineffective on these certificates. We therefore
recommend. that the:bill be amended to prohibit commercial banks from guaran-

. teeing rates on their time deposits for more than. one year.

At the same time, we urge that Federally-chartéred savings and loan associ-
ations be permitted to guarantee rates up to.one year in order to channel a
fair amount of savings into this type of financial institution. The need for
Pederal associations to be: able to declare rates in. advance up to one year is
a necessary  competitive tool ‘to- match the guaranteed rates of banks for a
similar period of time.-

The rate control law also- contains a provision authorlzmg Federal Reserve
Banks to trade in a wider range of agency securities on the open market, includ-
ing bonds and notes: issued or. guaranteed by the Federal Home Loan Bank
System and the Federal National Mortgage Association. We believe this authority

“should be-expanded to allow: Federal Reserve Banks to deal directly with these

agencies in the purchase and sale of their obligations. We therefore recommend
that you consider amending the bill to give Federal Reserve Banks the authority
to buy or sell Federal Home Loan Bank and other agency obligations directly
from or to the agencies,

-In short, we support an extension of the rate control law for two years, while
asking for two amendments to allow thrift institutions to compete more effec-
tively with commercial banks in the issuance of consumer CI’s, and a third
amendment to give the PFederal Reserve the needed authority and ﬂexibxhty
to play an expanded role in supportmg the housing industry.

Sincerely, - i
NoORMAN Scmmvx,
Eh:etmti/ve Vice President.

(Thereupon, at 11:40 a.m., the subcommlttee was adjourned.)

O v .
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