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"Bankers, Bureaucrats and the Pub]1c Interest" :
Address to the Consumer Bankers Assoc1at1on;Annua1 Convention -
October 24 ]979 S St :

Members of the Consumer Bankers Assoc1at10n are obv1ous1y a.

powerful force in our soc1ety Banks are needed to p]ay an act1ve, ftf

oo

initiating ro]e in retoo11ng for a safe, secure energy future;'_~
in rev1ta]1z1ng our product1ve growth and i rebu11d1ng our c1t1es

Banks hold the ]1fe sav1ngs of m1]]1ons of Americans.

Bankers know that improvﬁng Service to the public is in
their own self-interest. ‘An.obvious example is the trend toward
s1mp]e Engllsh in loan agreements St a serv1ce to borrowers
that attracts customers.. It s good bus1ness. But compet1t10n
cannot adequate]y ensure the pub]1c interest- 1n a]] aspects of

banking.
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As Cha]rman of the Consumer Affairs Subcomm1ttee of the Bank1ng

S
Commlttee, I must 1ook at bank1ng pract1ces from the consumers

v1ewp01nt ‘There is c]ear Just1f1cat1on for federa] 1n1t1at1ves
in var1ous ‘areas which T will d1scuss this morn1ng I'wtll beg1n
w1th two major concerns —- pr1vacy and the Ru]e of 78's ;I_'
believe that new federa] 1eg1s1at1on 1s needed 1n both of these

_ areas. Then I will d1scuss other matters 1mportant to bankers :

.and the pub]lc ‘ Regu]at1on Q, Fed membersh1p, and Truth = Lend1ng

The-Ruie OF 755

~ One area where I be]1eve the Federa] government must 1ntervene
in the pub]]c.1nterest is banks use of the Rule of 78 S- ;By‘ilj*}r
app]y]ng th1s Rule to 1onger term Joans that subsequent]y are prepa1d
conso]1dated or rewrltten, banks prof1t excess1ve]y from f1ne

print that consumers don't understand.

I commend-]enders who ‘have chosen vo]untari]y to curtail
or end their use of th1s unfa1r pract1ce Unfortunate]y, the
vast magor1ty of consumer 1oans rema1n subgect to

the Rule of 78's. e

: Then I w11] take your quest1ons e _-{-enj;:;i_n;;;__v;:j;;;;:m_H_;;;'_"—]
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I understand that the Rule's initial use was on small loans
of one year. But 1n recent years as precomputed consumer loans -
have grown dramat1ca]1y in amount, 1ength of term and 1nterest
.rate, the Rule has prov1ded ‘many borrowers w1th an unexpected

‘and very expensive educat1on~1n Tending practices.
Let me citera few recent examp]es;

An Oceano Ca]wforn1a fam11y borrowed $16 OOO 1n 1975 at
an A.P.R. of- 12, 34% over 15 years After 16 months they prepald
thelr ob11gat1on to one of the nat1on S 1argest bank1ng systems
This family was puzzled and Just1f1ab1y upset by the fact that

16 monthly payments had failed to reduce the pr1nc1p]e
Their bank has emp]oyed the Ru]e of 78 s: In recast1ng
2K
the loan, we find that th1s fam]]y was requ1red to pay $1 091
more than 1f the bank had rebated the unearned 1nterest in accord

w1th the actuar1a] method As you can certain appreciate, the

. Ru]e 1ncreased the bank S yield substantlally in th]S case.

Another example of this pract1ce involves a R1chmond Virg1n1a
family that borrowed $15, 437 in 1974 under a second mortgage w1th
- their ]ocal bank The loan was for 10 years at an A. P R. of 1] 2%,
After 24 months the fam11y prepa1d the loan Th1s famlly was
aSLOHTShEd to 1earn that the1r pr1nc1pa] has not - been reduced after

two years of payments




Because the bank used the Rule of 78's rather than the actuar1a]

method, th]S famlly pa1d a penalty of $463

Both families had no warning of the. econom1c pena]ty 1nherent
1n us1ng the Rule of 78" s for Tonger term'transactions. ‘Tens
of thousands of borrowers are similarly victimized when they :
. prepay, cohso]idate or rewrite their hrecomputed 1eans., The
practice usually goes undetected hecause the borrower is unaware 7 -

~ that the actuarial method would afford a more equitable rebate;

I thtnk of it as, "Catch 78." The Rule of 78's is an archa1c,
unfair lending pract1ce that must be restr1cted or e11m1nated
altogether.in today's consumerllend1ng market. . It.is a deeeptive

practice that demands~federa1 fegd]atieh.

w1th1n severa] weeks, I will submit 1eg1s1at1on to e11m1nate'

the Rule of 78 S wherever the term of a precomputed consumer

transaction- exceeds 36 months. The eﬁmination'of this practice
for loans over 36 months would save U.S. borrowers upwards of

$50 million annually.




Privacy Legislation

Prlvacy 1s another area in which we must do more to protect the
pub]1c 1nterest We a]] know that techno]og1cal advances in comnun1cat1ng
and. stor]ng 1nformat1on dur1ng the past few decades have added to our
nation's economic well being. Yet we must a]so understand that these -
advances are a potent1a1 threat to the r1ght of 1nd1v1dua]s to pr1vacy
When we app]y for a ]oan or cred1t deta1ls of v1rtua]]y every aspect
“of our 11ves become computer1zed But we get ]1tt]e protect1on as to —

how this 1nformat1on and m1s1nformat1on may be used

The Privacy Protection Commission concluded in 1977 that the
legitimate information needs of business and government must beAba1anced A
against increasing threats to personal privacy. Senator W1]]1am Proxm1re -
has just introduced 2 bills that- I believe represent a maJor comm1tment
to act on many of the Comm1ss1on 5 recommendat1ons These are the V

Fair F1nanc1a] Informat1on Practices Act and the Pr1vacy of Electron1c

S S e St SRR T B, e e et w e &

Fund Transfers Act. SR e : G(.?f?ﬁJ?_J;ii: s s

I'm not yet a cosponsordof gither bill: 1 expect to ho]d hcar1ngs
~on both of them beginning later this year. ut 1 support their approach
generally. We must move beyond the current patchwork to estab11sh

a nat1ona] privacy po11cy. s

The Fair Financial Practices Act stréngthens privacy safeguards
for personal records in banking, insurance, credit reporting and

consumer credit. The Act requires banks, savings and loan associations
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and credit uniongﬁto tell customers about their record-keeping, and

to follow their procedures as described. It a]so requireé credit -
grantors to 1nform 1nd1v1dua1s _about the1r pract1ces for co]lect]ng
and dlsc]osing 1nformat1on, and to fo]]ow their descr1bed p011c1es._:d
In add1t10n, 1t prov1des that a credit grantor 1nform a person why

any adverse dec1s1on was made, and disclose the facts that supported

the dec131on The Act is 1ntended to create a c1ear, 1ega11y enforceab]ev :

expectat]on of conf1dent1a11ty“ regard1ng the persona] records of

depositors and. cred1t seekers

The Privacy of E]ectronic:Fund/Transfers Act safeguards the :
communication of an electronic fund transfer (EFT) much as phone
ca]]s and letters - are protected now. It permits diSC]osure.of
information by an EFT service prov1der on]y to part1c1pants 1n the
transfer.or. to government agents w1th a court order I am: concerned |
’w1th the poss1b111ty of "rea1 t1me surve111ance" by the government

under the b1]]..VI_w1]1 pursue th]s in-our hearings.

The‘95th Congressbaddressed the issue of oovernment access to
bank records by passing the Right of. Financial Priracy Act. More
must be done. The'Administration is expected to propose more legislation
this year on- government access to personal records held by banks, ‘

insurance conpan1es, and 0ther businesses. The SabcomHIttee on

Consumer Affairs will work to develop ba]anced,.fair legislation.




Ty
We w1]] de11berate "on privacy ]eg1s]at1on w1th an _awareness of
the words of Lou1s Brande1s, one of .the Supreme Court s most d1st1ngu1shed

JUSt1CES ‘and a]so a 1ong t]me Massachusetts res1dent Brandels wrote

that "the r1ght to.be let a]one '.n"the r1ght‘most.va1ued by c1v111zed

men."

A Regulation Q-

The average'citizen.doesn't want:htsﬁor her?prtvacy ]imited by
government.. In these inflationary. times, c1t1zens don t want Wash1ngton
to limit interest rates on. sav1ngs accounts e1ther Market 1nterest
" rates for Treasury b11]s and other unregu]ated f1nanc1a1 1nstruments
are very high, but they are out of many Americans’ reach. 1 be]}eve

it is time to start phas1ng out Regu]at1on i

I have supported Senator Proxm1re s b1]1 to phase out Regu]atlon Q
over 10 years Under 1t,.1nterest ce1]]ngs on sav1ngs accounts wou]d
be phased up by ha]f a percent each year until they reach market rates
An increase c¢an be postponed if it would have an adverse 1mpact on

~ the economy or.on the viability of financial 1nst1tut1ons

Thrift 1nst1tut10ns will.face some problems.: ~ Without Regulation.q,
they. w11] be ab]e to pay market 1nterest rates but will lose the
d1fferent1a1 that he]ps them attract funds They a]so w1]] be
~restricted in the kinds of dep051ts and 1nvestment they can pursue.
Therefore, 1 am sponsor}ng an amendment to a]]ow savings banks to

receive any -type of dep051ts (such'as‘commercia]) and to use up to
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20% of their assets for inVestments 65% of the 1nvestment would have -
to be within the state or within 50 m1]es - across state ]1nes The
amendment would phase in the 1nvestment power wh]]e Regu]at1on Q i3

is "deregu]ated ", Senator Proxmlre s b1]] is scheduled for f]oor =

action this weekh

Federal Reserve Membershig :

Another vital issue 1nvo]v1ng federa] regu]at1on of bank1ng 1s ;;i

_membersh1p in the Federa] Reserve Cha1rman Pau] Vo]cker has made

it c]ear that he wants act1on th1s year on’ a Federa] Reserve membersh1p

bill. The House has passed a comprom1se vers1on but the Senate Bank1ng

Comm1ttee has not yet schedu]ed its mark up.

, Many issues are_invo]ved, tnc]udingf

= vo]untary‘vs mandatory reserves ?ﬁf}
- reserve requ1rement structure

- cost to the Treasury -

= pricing of Fed services

- number of banks subject to reserves

- interest«bearing'supp1ement reserve requirements.

How can the Fedcral Reserve best serve and pr0tect the public?
To date the Fed has not made an overwhe1m1ng case that mandatory =

reserves are needed Some bankers in my state who don't hold 7ese:ves

at the Fed are concerned about the effect a large reserve 1ncrease

would have on the1r earn1ngs and the1r ability to make ]oca] 1nvestments.
I haven't yet committed myself on the spec1f1c issues raised by this

legislation, and I welcome your comments as we take it up.



Oversight and Regulation

Next Wednesday and Thursday, Oc%ober 31 and November 1, the
Consumer Affairs Subcommittee will hold ovgréight héarings on
Truth-In-Lending enforcehent by federal banking regu]atoﬁy agencies.
An obvious foéus of our hearings will be the recent collapse of
the so-called "uniform enforcement guidelines" implemented by these
agencies last spring and suspended in August. I believe it will be ' , g
helpful to establish a public record as to the reasons why the agencies |

have proposed altering these guidelines substantia11y.

I am also very interested in the uniformity of enforcement of
Truth-In-Lending. There can be no question that enforcement efforts
have varied significantly from agency to agency.. There also seems

to have been a Tack of uniformity among.regions. in’certain agencies.

&
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Finally, Tet me say.something ébout regulation in general. ;
The rhetoric about "over-regulation" has been overdone. Finding
the right degree of government regulation in banking issues is
a hard task. In the long run, your bahks must serve the public well
in order to prosper individually and as an industry. Your representafivesf
in Congress mustrwork toward the right regulatory balance in order
to survive at the polls. Let's work together to achieve balanced

policies that serve the public best.
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