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.
if Bill Miller, John Heimann, and 'Pa u l Volcker

' ..

are brave enough to come here and predict wha t

Prophecy has been defined as "credibility

packaged for future delivery. " Obviously, one

is better off postponing the due-date as long

as possible, and it is usually safer to predict

the next hundred years than the next ten. But

.
the government and the Federal Reserye are

going to be doing during the 1980s, I guess I

~ can summon the courage to do a lit tl e

prognosticating on behalf of bank holding

companles.
..

Prophecying is a growth industry in America., .

Futurology has become a profession, and

committees and institutes devoted to s t udy i nq

the f u t urea r e .s pr i ngin g up all 0 ve r , Eve n

•
•

•



iii,
,
,
,
~
~

."Il

- 2 -

Congress has one. At the sa me tim e, t he study

of history is rapidly disappeari ng fro m the
~

school curr iculum and history t eac hers are

out looking for a new line of wo r k .

Maybe I can combine myoId-fash ioned vie ws. ...'.,.
abo u t his tor y wit h the cur r e n t f a do f "

futurology by emula ting the e xamp l e of t he
"-

writer Ed ward Bellamy ni nety-so me yea r s ago ,

i n his best- seller, ~££~!!! 2.!l_a_c_k!~a r_d_. He

approached a problem like this by projec t i ng

" his imagination for ward in time to the year

2000 and wri t i ng a "history " of everyth ing.
n

th a t had hap pen ed sin Ce 1887.

Let me read one possible entry from The New-------
21st Century Encyclopedia--the one on------------------------
commercial banks :

• Banking in the United "States fu nctio ne d.
as a separate industry from 1781,

•
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whe n t he first comme r c i al bank

wa s fo unded i n Philadelphia,

unt il t he lat e 198 0s , whe n i t s

functions were absorbe d by vario us

ot he r f o r ms of fin an cial in t e rm ediari e s .
.

Its ·f ina Idemi s e , I ik e t ha t _0 f ':-

certa i n foss il spec ies of ani mals,
.

may be attributed t o a c on t in ous

process of s pe c i at i z a t i on , unti l

fi nally it was no lo nger ab le to

adapt to rapid changes in its

en vir 0 nme n t .
..'.

The s pe cia liz at io n .0 f de p0 sit 0 r y

ins tit uti 0 ns " a I tho ugh uI tim ate I y

mandated by l aw, originated i n t he

fin an cia I mar ke t p I ac e. The fi r s t

•
• -.:,.
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.: mu t ua 1 s a vi ngs ba nkscam e in t 0

existence because co mme rc ia l

banks chose to de a l on l y wi th

co mmerc ial and go ve r nme n t clien t s .

The fir s t sa vi ngs and loan
.

ass 0 c ia ti 0 nscame in toe xis te nce

beca use bo t h t he c omme rc i al ba nks

and t he savi ngs bank s re f us e d" to

mak e mo r t g age l oan s . The fi rst

credi t unions appeare d because

both the savings banks and the

S&Ls we r e pr oh i'b i t e d fr om mak i ng

consumer loans , an-d the commercial

banks of the time were not i n t e r e s t e d .

The first credit card was issued

by others because ban ks r e f us ed

to e nter the ma r ke t ea r ly . Wi t h
• •
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the passage of ti me, these

self-limiting responses to

the mar ke t p l a c e be cam e fro zen
..- .

into law, so that the commercial

banks entered the 1980s co mpeting
. .

with 28,000 other specialized .~

depository institutions. Curiously,
.

the commercial banks e xpe nde d all
.

the ire f for t son pr eve ntin got her

commercial banks from having an

opportunity to compete ! and their

customers simply gravitated to
..'

other intermediaries who were. .

more interested in obtaining their

business. Very few bank holding

companies proved flexible enough

to. adapt to the unprecedented
•

•
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social change that fo l l owe d th e

combining of the electro nic

computer with telecommu nicat ions

on a world wide scale . The advent

of electronic funds tra ns fer and
,

storage had as profound an e ff e c t. .

on banks as did the sub st it u t ion

of paper money for bu Ll Lon vb u t

this phe nome non w'a s not gen e ral l y

understood at the time . By the

mid-1990s , commercial bank i ng

f unct i ons ha d a ll be en r ep li c ate d
..'

by such i ns t i t u t i-ons as de pa r t men t

store chains , satellite communications

. compan ies, and cable TV stations.
. ,

That's the end of the article J It's not. .

a .ve r y hap pyen try, but i t' s e'a s y tog ue s s how. .. . ~

.
it might have happened . All we have to do IS
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look at what banks are supposed to be doing

right now- -in 1980--and then rev ie w wh a t

everybody else is doing.

Banks take demand deposi ts, and pay

customers' checks drawn against them. So

doc red i tun ion s, s a vi ngs ban ks, s a vi negs
. .

and loans, the American Telephone and

Telegraph Company, stockbroker c a sb ­

manage ment accounts, an dm one y marke t

mutual funds .

Banks take time deposits and savin gs
.

deposits, and pay i nterest on them. So do

brokers, money market f tn d.s , and all the
. ,

S&Ls owned by companies.like Sears, Roebuck ,
. .

National Steel, Beatrice Foods, and the
. .

Baldwin Piano Co mpany .

•
•

•
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Banks lend money secured by collateral.

So do broke rage firms, 1easi ng compan i es,

factoring companies, captive finance

companies, and aircraft engine manufacturers.

Banks lend money to bus ine s s e s wi tho u t

co l l a t e r a L So do other bus i rie s s e s, Indeed

business firms now lend to other fir ms more
"

t han $ 100 b i 11 ion i nth e com mer cia 1- p.aper

market.

Banks make personal loans and offer credi t

car ds . So does everybody else, from finance

co mpan i e s to department store chains. I n
, . .

.."
fac t. bank-issued c r e d i t c.?rds acc ount f or

"

on1y abo u t 15 per c e nt 0 f. the c red i t car ds

ou ts ta ndi ng inthe cou n t r y.

Banks deal in government paper. So do

co r p0 rat e t rea sur e r s , b r 0 ke rs, mu t ua 1 fun ds •
•

I
II
I
II
II
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and the man in the street.

The list is endless, b e c a us e it covers

every so-called banking service. I t is

doubtful if any of us could come up wi th

anything a bank can do that somebody else

is not also doing- -and doing nation wide .. .•
. .

While we commercial bankers may sit around

and fret about competing with e a cho the r , our

customers couldn't care less. The customer

wants the best deal for his mo n e y , and toda y

that deal is no further away than the ne arest

telephone. Per haps bankers have reached th a t

po i n t de s crib ed by Karl Mannheim whe n he wrote:. .- .
• . . Rulin g groups can in their

thinkin g b e come so intensively
.

in tere st-bound to a situation

that they are simply no longer
• . .

a b l e to see 'c e r t a i n facts which

would undermine their sense of

domi n a t i o n .
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Can we not see, for e xampl e , th a t mon ey

ma rk e t mu t ua l funds are nothing mo r e th an

the offspring of a ma r r i age be twee n Re gu l a t i on
" ,

Q and the toll-free telephone? The y we r e

up to $42 billion by the end of the Seventies,

and unless banks are allowed to c omp et e, are
, ,

likely to capture any where from one-fifth

to one-third of total co ns umer sa vings depo si ts

dur ing t he Eig hties. rl e enc oura ge d t ha t

marriage ou rselves, wi t h the hel p of Wa sh ing ton,

and the progeny will continue dipping the ir

hands into our pockets as lo ng as we co n t i nu e
•

, ,

-t 0 no uri s h the con dit Lo ns t hat ere ate d them.
,

Or until the pockets disappear, whichever

comes first.
, ,

It does not have to be l i ke t ha t. The

section I read you from The New 21st Cent ur y
# ------------------•

_ ._-- - - - - - - - - - - - - - - - -
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Encyclopedia does not have to be published.------------
We are entering upon a chapter in the history

of banking, the whole of which wi ll probably

be written in the next ten years , certainly

within thelast t wenty years of t his cent ury.
. .

Wear e the pre sen t c us to d ian s 0 fan. ins tit uti 0 n
\ ' .

that is as old as this country. J~·hHn:e:r-H

s ur-v i-v e.sr i n t o-t he-2 1s t c en:t ury- i-s- a-=ma t t e r: t hat

wi 11-b e-d e t e rm-i ne drrr-no-sm a ll-p ar-t by tho s e

p r.e s ent-rn-ttrrs room. There is no reason why
134t')L -<trL-

one of us should someday have to wri te in our

memoirs , asChurchill did a bout his failu re

to appreciate that Singapore was vulnerable

because its guns all pointed the wrong way ,

"I do not write this in any way to excuse

myself. I ought to have known, my advisers

ouqh t to have known and I ought to have been
•

-.

•
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told, and I ought toh aveasked."

As bankers, we will not ha ve even that

ex c use, be c ause \'(e ha ve bee n t 0 I d. F i f t Y

years ago, in Feb ru ary 1930, the very first

i ssue of Fortune mag a zine carried an article.
on banking containing these wo r ds j -wh i c h

might almost ha ve be en written yesterday:

-
• • . ban kin g has be co me ext r emely .

-
complex an d h asLo nq since exceeded

the o ld boundaries o f reg ula r

ban k i ng. The Gen er a l Motors

Acceptance Co rp., which finances

yo u r pu r ch as e o f Cad illac or

Che vro le t , i s do i ng a banking
"

busin ess--doing it in a ll 48

states of th e Uni on. · The • ••

• •
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open its own trust company.
-

Though you should buy s uc h a ch ec k

such mul tibranched invest ment

bankers as Lee Higginso n & Co.,

wit hits 37 0 f f ice sa nd Br 0 VI n

Brothers , are all interstate ban ks

.. . -~--------

•

....:.... --

-
Ln Oskaloos a, it i s Mr . Wig gin -at

18 Pine street, New Yor k, who is

promptly in command of you r money. '

Buil-di ng a nd l oa n soc i e t i es,' the

ubiqui tous Mo r r i s Plan Banks, ' an d. .
•

Chase Na ti ona l, no lo ud pro pon e nt

of branch ba nki ng, own s the Am e r ican

Express Co ., whi c h, as eve ryone

knows v.no longer carries trunks

on its back, but does issue

t r a vel e r s' c he c ksan d wi 11 so 0 ri

,

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I­
I
I
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Even t he ma i l or de r companies,

throu gh finan cing by def erred

pay me nts , may be cl as s ed as

doing a ba nki ng bus i ness t hat

is not halted by state boundaries.
.

Do Z en s 0 f 0 the r i ns tan ce s 0 f what

are practical for ms of natio n-

wide ba nki ng cou l d be c i te d":-:the

only r egula t io n ag ain st inte r s t ate

banki ng is in the case of t hose

corporations whi ch are

unfort unate l y .cha r t e r e d f o r th e
J

purpose o f doing a banking busi ness.- ' .
That vi as 50 years ago , and someone mi ght

. .
reasonably ask how we ' ve survived this lo ng

if the threat is that bad. One answer is tha t

•
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many did not. In the 1920s t her e we r e about

30,000 banks--today there ar e about 15,000.

Those of us who remain are steadily losing

our share of business. There are no reliable

statistics for the pre-war years, but I can

point out that in the first t i f t e e n y e ar s

after the war, between the e nd of 1945 and

1960, certainlya time everyone remembers

as highly prosperous, the assets of commercial

banks rose by thre e-fifths, wh i l e the assets

of l if e insur ance c omp a n i e s tripled, those

o f S&Lsmulfiplied-by nine, and trusteed

pen s ion fun ds by f i f tee n, : .

We do not have to let this trend continue.

Ba nk i ng c a n re c ov er its p roper share o f the

marketplace - -but only when we finally see the

world clear and agree to abandon practices that,
•



••••••••."
•
I
I
I
I
I
I
I·
I
I

- 16 -

wer .e already outmoded 50 years ago.

When I was a boy in Wisconsin, the poli tical

power of the dairy lobby forced through laws

making it illegal to put any color in margarine,

in order to make it look as unappetizing as

possible. later, as consumer pr e s su r emo un t e d ,

one could buy whi te margarine packaged wi th a

little bag of dye. If one had strongfingers

and was truly dedicated, it could be mixed to

make margarine lo ok more or less like butter.

Today, it comes pre -mixed, and margarine

ou t s e l l s but ter by more than two to one. In
•

ba nki ng ' s attempt to keepo t he r banks out of

"ou r " market, we are making the same losing

argument that the butter lobby did, since

oth e r s are now supplying not only substitute

products like margarine, they are supplying
• . "

wh at we regard as our own real bread and butter.

•
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take " no" for an answer .

There hav e bee n per io ds in our hi s t o ry - ­

not so very lo ng ago-- when poli tic a l

campa igne rs rituall y loo ke d forwar d to t he

ti me whe n the we s t e rn far me r , and th e s ma ll­

town businessman, an d the small inv est o r ,

might have the same acces s t o mcrieyan d 'c r e o i t

as a Hami lt on or a Biddle , o r a Mo r ga n . That

time i s now here. The techn olog i c al co nd i ti on s

for fulfilling those pro mi s es now e xi s t s . If

ban kersdonotdoit, ot hers wi l l. If hi st o r y

pr ove s any t h i ng, it's t hat th e ma r k'e t VI ill no t

,
I

I
I

I

Let me des c rib e the, ,ba nk 0 f the f ut u r e :

• I t will t akey 0 ur f unds for de po s it

a nd pay you c l os e to money market

interest on t hem, up to t he minu t e

you take them out, by chec k or
•

o therwise.

•

I
I
I
I
I
I
I
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• I t wi ll give you medium or short­

t erm loans, or a mortgage on your

home . .-
• I t will in vest your surplus funds

in anything from gold and real

estate to commercial paper,

commodi t i e s futures, or the s t oc k
..

market. -

• It will insure your life, your

mor tgage , o r your business.

• It wil l unde r wr it e s t ock i s su e s

f or that bus iness, or negotiate

"a pri va t e pl ac em en.t , or arran ge

a me r ger.

• I t will do a ll this ele ct ro nica ll y

i n m0 s t ma j 0 r c i t i es 0 f the VI 0 r l d ,

•

I
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and it wi ll l e t you take you r acco unt

with you wher ev e r you go. In f a c t ,

the ba nk o f t he f ut ure will help

you sell your o ld hou s e and buy a

new one so me where else simult ane ously .
-
---

The ban k 0 f t he f u t u r e wi ll do all t his- -

because the customer of the f u t u r e will be

satis fied wi t h nothi ng less . And t fiecus t ome r
.

already know s that he can de ma nd al l t his

because the bank of the future t hat I have

described alre ady exists. Don Re gan runs i t,
.

and it's called Merrill Lyn ch , Pierce, Fenne r

& Smi th. I, f or on e , a pp l -a ud him for it. _

The au thor of the article describing these

and all the other wonderful services available

from Me r r i ll Lyn ch speculated that they wo ul d

"clearly like to see Glass-Steagall drastical l y. .
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modi tied if not entirely repealed" in order

to pave the way into commercial banking. ' I
.

wondered why. Surely it must be obvious by

now that the wall built by Glass and Steagall

and their friend McFadde n to ke e p people out

oft he for t -i s t 0 day s e r vi ng an e n t ! r e l y
.

different purpose. All it does now is keep

the bankers locked i ns i de wh i l e e ve r ycn e else

with imagination and drive har vests the c ash

crops growing beyond the stockade.

What is harder to understand is why,

.when e ve r parts of the wa l l sho w si gns o f

c r umb Li nq j zb ank e r s themselves are first on
- ". '.
the scene to mortar it up. And no one ever

seems to notice that the circumference of

Fortress Banking keeps getting smaller and

smaller. In 1946, we had a 57.percent share
•

•
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c ompa n i e s owned out of state from doing

business in their area. The Senate of the

United States , propelled by 32 state ban kers'

associations, passed the Stewart Amendment
•

of the financial assets of the country; last

year i .t had shrunk to about 38 percent--and

it is still shrinking.

We have the spectacle of bankers i n one

state, in the face of an opinion o f a f o rmer

Sol i ci tor Ge nera I 0 f the Un i ted Sfa.t es ;- ask i ng

their state legislature for a law prohibiti ng

out-of-state bank holding co mpanies from

opening any offices in that sta te • .We fin d

bankers in another state standing before th e

Supreme Court in an attempt to overturn a

three-judg e District Court r ul i nq that it IS

unconsti tutional for one stat e .t o bar trust. '.

..•

I
I
I
I
I
I
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to prohibit the Comptroller from permitting

limi ted-purpose national banks to do out-of­

state trust business. While all this is going

on, National Steel Corporation buys a Savings

and Loan Association in California, American

Express buy.s 50 percent of Wa r ne r Communications
-

Merrill Lynch 0 pen s ten ne\'/ 0 f f ices in you r

to \'I n , and web an ke r sst ayin 0 ur buri ke r s _wit h

our backs to the wall, resolutely talking about

keeping fellow bankers out of "our markets."

Those people on the outside of the wall--
I

Merrill Lynch, Sears, Roebuck, G.E. Credit

.Dor por a t i on , the credit card companies, and
, '.

all the others--are only doing what a market

economy demands. All they are doing is giving

the ordinary consumer a competi tive return on

~is money. There's nothing wrong with this;
•

•
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wha t I S wr ong is the go ver nment's a ttem pt to

pre ve nt it. And i f we e nc our age t hes e a t t empts

as many of our colleagues have do ne , t hen , as

Pogo s a i d, t he enemy is us.

All attempts to protect our For tress Bank ing

will f a il , be c aus e ne w t e ch no l oq i es l i ke

teleco mmunications and data process in g hav e
.

pro vide d the me ans tog i vee ve r yon e, e l:l ua lac c es s

to t he free mone y ma rk e t s; and in flat io n is

furnishing the incentive to go there . Tha t' s

what p1as tic c red i t cards and toll -f r ee

800 numbe r s 'a r e really a ll about. The tr end

c anno t be halted be c aus e . t he public, i n thi s

age of consumerism, will no longer accept t he

inequities. Banks cannot be sheltered fro m
I

this competi tion; they can only be banned

from participa ting in i t. Indeed, i t is
•
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useless to anticipate, if we are forbidden

to act. And if we do (lot participate, we are

fin ish e9 as fin anci alin term e di a r i e s . I t may

not be an exaggeration to say that our very

survival in the year 2000 may ent ail giving

up our banking charter, if our laws and -.
regulations do not change.

Eve r y len din g 0 f f ice r in=-t.h -i-s~r Oi>.in is

familiarwith the company that fails to adapt

to new realities and thus produces a write-off

for the bank and becomes another tombstone in

the corporate graveyard o f Am e r i c a ! No one

here was around, but we ha ve all heard the story

.o f how Central Lea ther, once larger than

General Motors, failed to adopt new shoema king

equipment -and so is no longer alive ; let alone

the 24th largest corporation in America. Some
•
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of us here saw how Curtiss-Wright, builder

of the famous P-40 fighter pl ane, fai I ed to

see the demand for jet planes after the wa r

and so is no longer bigger than Boeing or

Lockheed, as it was in 1946. All of us here
.

are well aware of Chrysler. We can mak e our

own personal I ist of companies , and indeed

of industries, that failed to pr ovi'd e the
,

service or the goods that people wa n t e d to

buy. and so are no longer around. I f a given

company or industry will not supply goods or
- -
services at a fair price, the customer wi ll

go elsewhere.

Sometimes the managements of the companies

in an industry fail to understand what business

they are in, as many railroads failed to

understand that they were in the transportation. .

•
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business, and so they failed or disappeared

entirely. Sometimes the managements fail to

give the customer what he or she wants--like

paying 5 percent on savings accounts in a

12 percent market, to pick a random example.

Sometimes the companies and t he Lrr e qu I a t or s

fail to reflect the new reali ties of the world,
.

and whole industries die as unfettered

competition comes into the marketplace and

runs rings around them. The view of the U.S.

Government expressed by courts and regulators

t hat s a v i ng s ban ks don I . t co mpet e IV i t h
. - -

commercial banks can only be described as

bizarre. It's like believing the railroads

were a monopoly long after the tracks had

rusted, and the buses and the 18-wheelers

were rolling down the interstate highways
•

•
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\l i t h the 747 s fly ing overhead .

Some of our own banking colle agues , ' l i ke

generals prepar ing for the last war , /still

think of Fortres s Banking as a separate Li ne

of co mmerce. Sometimes th e very e xecutiv e s

who bring the cro wd at the Lion s Ci l,lb l un c he on

to its feet applauding, wi th a ringing def e nse

of free enterprise, go bac k to th eir offices

and ge t on the phone t o pers uade thei r

congressmen or regulato rs t o protect them f r om

competition. Wha t e ve r th e reason, history

teac hes t ha t co mpa ni es dis a ppe ar when th ey

fa il to adapt to ne w r e a li tie s .

The question as we enter th e 1980s is not

howma ny people will c limb over "our" wall i n t o

"our" market, but whether we wi ll allow

oursel ves to cl i mb over it, out into the.
•
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sunlight where the customers are .

I would li ke to see that 21st century

encyclopedist forced to rewri te our obi tuary.

Whether he does or not wi ll depend on a number

of critically important political decis ions

that wi l l be made during the 1980s co ncer ning

our f i na nc i a Ls y s t ern .

The business of fin ancial inte rmed ia t io n

is beco ming a high -technology i ndus t r y : and

it is one compli cated by poli tical and

regulatory facto r s. Se gregated markets now

exist onl y in t he mind 's of people who do no t

1 i ve in the mar I< e t pl a ce . • I .~ dee d the 0 n1y

plac e you can live an d make that j udg me nt 1S

in the past. Some t ime s t he nonexpert sa ys

it be s t. Gertrud e St ein was ce rtainly not

an expert in finance, but she understood
• •
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better than anyone what I have been trying

to say. " Th e money is always t he re, but t he

pockets change; it is not in the sa me pockets

after a change; and that is all there is to

say about money. "

•

•
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