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_ ASSEMBLYMAN NICHOLAS J. LsROCCA (Chairman): * Good morning.’
nvsbrrytforvthe‘delay.’fThe recording staff came from Trenton,‘and»'
sure.theyfhadpsome'problems with traffie,vetc.v"l-thank you for
' indulgence. | B TR T | :
. As you knew, this is - the Subcommittee on Depository
_1tut10n Regulatlons pursuant to a duly adopted Assembly resolution.

1 would like to introduce the other members of the Committee:
> Vice Chairman is Assemblyman Kosco, and Assemblyman Loveys. : The'pr
er. people at the table are members of staff. ' i
; -1 have’ been trying to get together some topics I would llke
dlscuss, and everyday, when 1 pick up the paper -- sometlmes 1n the
n1ng before 1 go to bed - I always look at the financial page to
how my. financial fortune is g01ng Then, a half hour later, I wind
cuttlng out»artlcles.- (laughter) I've‘said this before, but the
nt' I would like to make is, this is a subject matter that is gettlng
ger. and larger and larger.- I made a statement -- not facetiously -- l,
it maybe there ought to be a permanent Subcommlttee on Banklng.v
-ngs - are moving so’ fast and there are many SUbJECta we could talk"
)ut.: But, . at this. hearlng thls mornlng, we ‘are going to limit _»f
rselves to 1nterstate banking.- R 5!
- The long~range topics  are the 1mpact of deregulatlon, the‘
ﬁ-bank product dlver51f1cat10n, insurance, brokerage ef, stocks:
derwrltlng, and of course, 1nterstate banklng.J-V B » o ‘
-1 was talklng to -Alex Milch from The Star—Ledger a- llttle,.‘
1le ago, and: I: sald, “Last n1ght I cut.out three articles from your |
per." . He sald,vﬂDh you didn't read today's paper yet there are
me more." As of now, I am still not up to date on. the latest news’
at is gdingvon. Yesterday it was, "Feds Approve Merger of MldLantlct

d Herltage."’ Bob.VanBuren, ChleflExecutrve Officer of MidlLantic had

;methlnq to say »Another' of Alexts headlines was;'v"Real Estate .
westor Wlns Pls Bid- for a Bank", That is the nlee "little" bank;'
rery t1me I pass it in Totowa on the way to my place in the country,
e name  is ehanged,, It has changed about a dozen tlmes -in the past
(8] years; . Some of.-the ‘little local banks and local peoplev have

ecided to buy that bank. It is intriguing; all you need is about $3.5




“'Lmllllon.. Maybe I could get a COUplevof.people together and form a new

[OERIEO——— P

‘~wtbank 1f we can’ raise enough ‘capital.. ‘Then'I.cou1d go baCk intonthe -

'T‘ banklng business.

The only reason I mentlon that 1s, the llneup today appears

’-to be the big banks and the little banks. I “don' t thlnk that lS anyl'

1_secret.;,1t is. the changlng times of today ~- the tradltlonal fences

"»among'banklng, insurance, and securities.. The fences have broken down,

S I don't th1nk they are up anymore.

" Then, there is a new vocabulary that has come about. CYou

ﬁzf have to go back to school agaln.. When I was in college»SO years ago, I

;ﬂ'don‘t ex1st anymore. - -

””tg:remember learnlng a certaln anount of banklng pr1nc1ples, but they 5

I think one. of the issues that wlll come down w1ll be, "Shall..b

)“75’we retaln the walls of . separatlon, or shall we bu1ld a br1dge7"= That *
"}TlS another way of puttlng it. _ ) T.- |

B I came across another artlcle that was surprlslng It says:
1':iffthere is a bank out West somewhere that- pays no interest. How do you
;'ﬁff:llke that7 Maybe the bankers ‘would llke to»explaln that —- not. today

——fbut,‘lt really says. that they: pay no interest at - all ‘ That is

isomething.‘ There is another little article about consumer  banks.. _It o

,. seems that ‘the. Comptroller of the Currency is grlndlng out appllcatlons‘
"_and granting prellmlnary approvals for consumer. banks on a case-by case
‘.vba31s. 0f course, this artlcle says that he denied one -- "subject to

'4ordinary superv1sory concern." I mention this because you can see that

T, the pot is b0111ng.‘

Regarding the non-banks ‘I 'mentioned, there. was another

:articleiﬁi"Howard Sav1ngs Adds an Insurance Sub31d1ary.ﬁ “Pru, as'youls;

: _know,  has gone into securities. It is now Pru-Bache. Sears bought a

o bank they bought Dean W1tter. the securltles brokerage

Then you have ‘the failure of the banks in Callfornla and:rv

TV‘Tennessee. You have the problems of the brokerage funds. 1 see that

two New Jersey banks ‘each’ had $100 000 on deposit; naybe that'is’the"

wUZproblem.' 1 also see that the. Chairman of the Federal Reserve would"

like to merge~the FDIC and the Federal-Sav1ngsv1nsurance Corporatlon, g-i'



,‘(J; There is ‘a. new word I ‘came across.‘l':l‘ think Prudential

“started 1t.. Itv1sv‘,"demutuallzatlon.",,." Now - 1'11 have,to go bac_k and

" study that. Of course, it is converting'from»a‘mutualicompany'toaa"

~f;p'stock corporatlon.nf,*’ ” "'f7;g\"x : R R : ' ‘

| . Sears - Roebuck wants to create 11m1ted famlly banks with ;
-bvflnanc1al services, but not loans.: - nifhed :

e - Then you have ‘the problem of Bradford Trust in Boston, whlch

" is a. clearlng agency for a lot of securltles' dealers.; Amerlcan Can -

“"bhas agreed to buy the Mortgage’ Department of Berg Realty. Well,‘maybe

;%we'll have mortgage banklng in the supermarkets. ' R

These are ‘all new concepts. I JUSt mentlon them in pa531ngl>v

:ﬁ'lfto substantlate my point that this is growing and 9r°W1“9:‘a“d there

’”"fare a lot of problems that should be looked -into for the beneflt of the _1,“

:vwh‘publlc, the consumer, and also . the banklng _1ndustry 1tself., " The

“‘lbanklng 1ndustry is very lmpOrtant and we shouldv not shortchange'
1t- It is .a Very Competltlve fleld : - : ._ | |
. We have our . own Banklng Comm1531oner, who has stated that

?hvderegulatlon is fa01ng the banks, and they have\to;compete'fOr harder’

boundarles.;.;g',“,yn;_ . S , ‘ L ik
Professor Nadler,'who was unable to be here thls mornlng, has"

_l» ggtakeniup the cudgels on a lot of hometown banks.v The takeover of small.'
L banks,

the pUbllC, the senlor 01t12ens, the holdlng period for checks, I

'*fﬁfhometown serv1ce, the . float, and small bank branches are all problems.
' : ,}TYou know," that reminds me of all the newspaper advertlsements
7;ithat 1. thlnk you 've all seen. Some of them are very interesting.. Tom
if't'VStanton started. it when he said he didn't want to be mixed up with
'erFlrst Jersey. ‘I think that started with Lee Iacocca»when»he;sald, "I
_Qipmlght as well be in the ad. Why should I pay an advertising agency?"
‘Oflcourse,“the community banks always have a nite:picture;vf;For'the 3
f:National~Community Bank, Bob Kossick acts as his own‘agent.d'Fairleigh
. Dickinson gets nice plctures in there too.' Then, of'course, there is
~our. frlend "Bob Ferguson.- (laughter) He.looks good in that - tennls

f,outflt Maybe they are sav1ng money by not employlng profe551onals.r”~;

lﬁfbu51nees._ Ifll.agree_tp:that \but this could erase some interstate . -



% 'go along.

‘1 got upset the other day, in fact 1t was Saturday. l
K'thought I was going to have a day off, but I recelved a call from my-_'
local ‘bank, and they sald '"We re opening up a new branch." It was
'only four or Flve blocks away. I got . there. It was only a 25" x

100" storefront 1 -said, "Maybe ‘I'11 get my plcture 1n the papera
After all, if the Fergusons and the Stantons get their plctures in the
,paper, maybe I'11- get ‘my plcture in the paper -~ at least in. the
“local paper ——‘cuttlng the rlbbon.ﬁ Sure enough,'wlth the Chalrman of
’thhe Board the Pre31dent, ‘and a few other leglslators there, I cut the

' rlbbon.v Guess what picture was ‘in the next day's paper7’ It was thefw

. picture’ of the Pre31dent the Chalrman of’ the Board, and the flrSt,_‘

t;L,dep051t0r.‘ (laughter) I couldn't get in the act at ‘all on thls '
l7;bank1ng thlng. TR "*'1"' e ' : e '

’ I thlnk the blg problem whlch w1ll be concentrated upon today:
I have had “to narrow the 1ssues,'and I've spoken with the other
‘tmembers of the Subcommlttee --is reglonal banklng Hopefully, we w1ll.l
'have"more hearlngs later on regardlng the other issues that were»-
mentioned. = I N Sl T
“"7i All- you hear about is that the ABA wants reglonal banking. hl'

l ;read articles about the Central Atlantlc Interstate Bank region.
e Touche Ross did a survey, New' Jersey Bankers ‘did a survey, and, Ryan -
Beck did a study. . We have the other 81de -~ mergers with other p
E natlonal banks and trust companles -~ and then"we have »the' small
'communlty banks. 4 f ' . R p,‘ -
. 1 think that is the llneup of today s act1v1t1es As I said,
. we w1ll be Focu51ng on - 1nterstate banking. " The Subcommlttee will ,
| report ‘to. the full Assembly Banklng ~and Insuranoe Commlttee on - its
‘i‘flndlngs. We have no fixed p031t10n on interstate banklng " That is
the purpose of these hearings -- to get all of the v1ewpolnts ‘We have

- a number of questlons regardlng thls, and they will be developed as we

1 willlhow go into the formal part of the hearing. I am
going‘tO'trylto acc0mmodate’everyone"' Some have to leave early;-somef'y
have testlfled before, and, - some wlll glve statements. GO | vwouldv‘
apprec1ate it, due to the time, if each person would be. as short.asb

possible. =~ Get to the point, and we will have it on the record.




The flrst speaker w111 be chk Schaub He is going to A
esent the ,v1ewp01nt5~ of - the New . Jersey Bankers A53001at;on 's
|terstate Banklng Task Force. chk has spoken to us. before. I hope?
r_not going to be dupllcatlve. It is not that I mind llstenlng to 1t,

t we started kind of late ‘today. chk the floor is yours.‘ :
CHARD _F. SCHAUB: ) ~ Thank you,vvChalrman LaRocca, members of the
bcommittee,;and'staff.h As the Chairman said, I am Richard F. Schaub,
airman and Chief Executive foicer of First Fidelity Bank, N.A., West .
rsey, and Chalrman ‘of the New Jersey Bankers Assoc1at10n Task Force
| Interstate Banklng.

It-is a pleasure to be able to appear before you today to
scuss- the" progress of ~the NJBA Task Force on Interstate Banking in
ire detall than my original presentatlon to you.

Reallzlng the 1ncrea31ng pressure for. some type of 1nterstate
inking, 1n llght of changes in the marketplace, the p0581b1e isolation

New Jersey=as regional arrangements develop in the East, and the
ced for banks in New Jersey to be competitive, a task force :of bank
:aders from banksrof varying size, location, and charter was formed in
igust, 1983 -to recommend to the. New Jersey Bankers ,Association's_
iecutiye Committee a course of_‘action‘ to serve New Jersey's best-
merest.xV The Task Forcevgathers,information from various ‘sources, ..
initors what Other States, Congress,'and the-courts are doing on the
|bject and only then recommends appropriate actions. | b

At thls time,- 12 states ff‘nearly one—fourth of the entlre kR
)untry havenenacted regional;reciprocal banking laws, based on the
.ghts delegated to<them,by'Congress'through the‘1956 Douglas Amendment
) the FederallBank_Holding Company ‘Act. Another 20 states, according
) the  Coalition 'forf Regional - Interstate . Banking and 'Economic
rvelopment, - are. ekpected to consider similar actions  in the near
xture.‘ Alaska, Malne, and New York have enacted laws permitting any.
ink holding company in the country to acquire ex1st1ng banks in their
ates, with New York requiring re01proc1ty for New York-based holdlng‘
mpanies. .- , : s '

‘ Interstate banking"already 'exists ”in various vForms in our

:untry. Banks'may‘enter other states:in the following fbrms:‘

%ﬁ@%ﬁ ‘&l‘%’ ~ w0 :» 49'?} ,«mﬁ A«gé ‘.‘ ’fy




“,h'State' and,

‘(1) Grandfatherlng. i'As‘an'example, New Jersey s Heritagei‘
“Bank established an office’ ‘in the early 1800s -in Phlladelphla. “In that
instance, we already have - 1nterstate banking; - BRI ‘

(2) Loan production offices; - S G |

; (3) ,“Mortgage ~and - other ’vtype bank holdlng  company
~subsidiaries; Ce S . e e ‘ ’ :

_;(a)f Edge Act Corporatlons,.“" ' _ TN :

~(5)  Shared Electronlc Funds Transfer Systems, such as ATMs
f"‘ Automatlc Teller Machlnes,:"’ ',.. R l - '
'_ ‘ “(6) ~ Emergency interstate takeovers based ‘on the 1982 |
. Garn—St ‘Germain Dep031tory Institutions Act; ..f," ' S
RS i**(7) ~Sale of Certificates: of Dep031t and other types ofl
y'lnstruments through newspaper artlcles and the mall : :

f(B) Purchase of 4 % of the stock of a bank 1n another

;j‘(9): Non—bank banks that may ultlmately be - authorlzed by ‘
h’Jud1c1al or leglslatlve action. g S
: ~ These are all examples of 1nterstate banking that is taklng
-place all around us. - : R S

Many states have not only prohlblted 1nterstate banklng, but
also 1ntrastate banklng,~ or‘ statewide. branchlng. The absence of -
statewide - branchlngv~has nmadejﬁthe ,lnstitutions inththose"vstatesfy

'.pvulnerable to out-of-state takeover when interstate banking comes since

they‘arevtoo small to be»competitiye. hThe last time 1 appeared before ll'

" you, “we'@walked through the development of New Jersey's banking
structure, which I characterized then as' being among the most modern in
the entire country. ' ' | T e | .
; Our State, of course, decided by statute to permlt statew1dev-
holdlng companles and reg10nal branchlng in 1969, w1th statew1de
' branching phased 1n from 1973 to 1977, in order to -allow our banks to
“be more competltlve when 1nterstate banklng arrives. No one seems to
know when it w1ll come, but it may be sooner rather?'than later’
; con31der1ng the flurry of State reglonal re01procal 1nterstate act1v1tyfli

1n the past three years.‘_



Statewlde branchlng in New Jersey has not harmed the State's

Jnomy or credit availability: In fact, the 1ncreased size of some.

ks . has - made it p0581ble «_for ;'New - Jersey to  become moret:{

f~suff101ent It is a. contrlbutlng reason to why 1ndustry wants to

ne- to our State, and why. the 1mage of New Jersey among. New Jerseyansfia

5 improved.  We feel better about ‘our: State and ourselves because we
longer have to Cross rivers. for banking serv1ces.-f~"

It is: partlcularly 1mportant to .our. State that our banks
1t1nue to grow in size slnce the assets of several 1nd1v1dual New'
k banks are greater than the total of all New Jersey bank assets. ‘1

not say1ng every bank has to be- extremely large to serve New :
'sey s needs, because communlty banks, which adequately service their
:al - markets, ‘will contlnue to be competltlve -- interstate banklng
_w1thstand1ng.:v- ERE A - TR _:v S T,

Returnlng to the reglonal 1nterstate trend there vare' a
nber of -reasons why the trend, whlch ‘is generally acknowledged -as av:'
an51t10n perlod has taken place.- It will prov1de.._y' : i
_ (1) A perlod durlng which banks may grow in size S0 thath
2y w111 be better able to compete w1th very large money center banks,~

(2) An opportunlty for reglons to protect and expand thelrv
;1onal 1nterests, and, ..ol e : o

-~ (3). Perhaps most 1mportantly, an opportunlty to ensure that B

r State retalns several domlnant reglonal banks headquartered wlthlnu,f*f

" borders.

There .are: a con51derab1e number of reglonal arrangements

Lstlng or 1n the plannlng stage. ‘The most notable is the New Englandh

jion. States llke Connectlcut Massachusetts,‘and Rhode . Island have

rmltted cross state acqu181tlons on a rec1procal ba51s w1th each_f,

wer, and w1th Malne.v Several Southeastern states, like- Florlda,‘ ‘
Jth'Carollna, Georgla, and North Carollna are- d01ng the same, andf'
1tucky: has - adopted a contlguous state- recxproclty plan, with Ja,
nger to natlonal re01proc1ty in two years.- R o

A legal challenge to the New England arrangement ex1sts as

Unlted States Supreme Court de01des whether the arrangement ‘among

veral New England States is con31stent with the Constltutlon s equali_}fl L




Z:protectlon, commerce,vand compact clauses._ To date, the lower courts
'vhave»upheld States' ‘rlghts,land a dec131on by the Supreme Court lS
(expected before the end of the year. AR ]‘f. T :J
Returnlng to the NJBA Task Force, after serious study, the.f
Task-- Force has recommended a reglonal re01procal arrangement in the
Central ‘Atlantic States,' similar to the Bell Atlantic: Reglon. © The

"recommendatlon follows an- earlier survey . of all New Jersey banks, which n

i frecelved avvery good ‘response. - Most of the repllers ——_65 in fact =--

- favored nationwide"interstate banking‘ through- holding icompanles. A

' ;reglonal rec1procal approach was recommended by the Task Force as’ af.

p031t1ve 1ntermedlate step, 'since it appeared unllkely that nat10nw1deJﬁ

'rf'f"lnterstate banklng would be: approved by Congress in the near term.

, + A draft. blll, which has been rev1sed several tlmes, ‘and” 1sr:i
o presently belng rev1sed agaln, has been dlscussedr with: the‘ Banking‘t'
J‘Department ~The Assoc1at10n ‘has never recommended leoislation of any'
J'magnltude w1thout flrst receiving the Banklng Department's" approval‘

"The Department is presently con31der1ng its response to- the New Jersey :

"3"Bankers Association approach. . The Department, like 'the Leglslature,_:

“the Governor, and -our Assoc1atlon wants - to be  sure that the needs of
s;our State and the interests of our c1tlzens are expanded. and protected.
‘ At thls point, whlle we ~do-not have a final version of ouriJ
bill I mlght point. out several key features of “the leglslat10n~ ‘J
: o The blll would permit bank holdlng companles located in
Pennsylvania, Delaware, ~Maryland, Vlrglnla, West Vlrglnla, Ghio,  and -
“the- Dlstrlct of - Columbia to  acquire New Jersey banks - and holdlngj

| companles," if the laws of their states permlt New Jersey holdlng
;companles to do the 'same there;

(2)° If any state in the region sets. a llmltatlon, such as

~size or number. of deposits, ~on an out- of;state companyy ‘the same"‘./

limitation applles to ‘that . state s companles ‘when “they go out of state,
- within the reglon,,“ - ‘ e e PERRERE B
| (3) 1t requ1res stockholder approval for the New Jersey bank;g
to be acqu1red P SRR el e . “.7
Coay It requ1res dlvestlture of -a New Jersey ‘bank 1f the‘f=
holdingicompany ceases to be: ellglble_to‘own or control»a bank in thls':w
'>State§_>"' AT _ . »



‘;It does not prevent a. New Jersey holdlng company from

qu1r1ng banks in any state or territory - 5 1f 1ts laws permlt 5—‘j'
ough other states in the region probably. would; and K f"ﬁ
RS (6) It contalns two- trlgger polnts where natlonal rec1procal

terstate banklng would be permitted for New Jersey’ 1nst1tutlons.’,1f‘
ree states in ‘the _reglon, 1nc1ud1ng New Jersey, adopted reglonalf

éipfocity;d"three’ years - after that - p01nt “‘New Jersey would. ‘go

tionalihiﬂt 1f one quarter of all states had. nationwide laws, New o

rsey would go natlonal 1mmed1ately. “*4,~,;”3,‘A D, ft*f”-i*;ﬁh;;

Several states have, ‘or are con31der1ng, trlgger mechanlsms,'
they

tlonal activity. ~ They allow institutions which desire to ‘enter

‘ognlze the need for the State's laws to ‘be in line with

ates other than in the reglon to move into those areas.
It 1s‘ uncertain - at . this time - how ~‘many.- of. the statesr
commended for 1nclus1on in-the Central Atlantlc Reglonal w1ll join.
exploratory meetlng was held late in 1983 for Delaware, with bankersi
om' most of‘ the -aforementioned states, and it was determlned that_

nkers from: the states involved - evaluate should the1r present - and

ture plansgw Each state established a Task Force similar to the one
have here 1n New Jersey We understand to date- that°-“:‘ L :
(1) : Pennsylvanla bankers  .are considering -a: reglonal
c1procal b111 31m11ar to the one I described in New- Jersey, and’ w1ll
1e'51t further this month; _ ‘ P T |
» (2) ‘Maryland's Leglslature is presently con51der1ng a blll
backed by its Governor, recommendlng Maryland's partlclpatlon in
reglonal compact composed of - 13 Southeastern states and the Dlstrlct'
Columbla, with a four—year trigger  to allow full natlonal re01procal'i
|terstatef banklng, but’ that bill is hav1ng problems ‘in ~ the
‘gislature; ~There is particular attentlon to prov131ons dealing with
ighboring D E.,' _ , S S
(3) . Vlrginia's Legislature " recently passed “two ' bills
|v01v1ng 1nterstate banklng - The Legislature approved Virginia's
trt1c1patlon in the Southeastern region as. part: of . its reglonal,
iterstate bill, and passed another bill prohibiting non- bank banks, on

permanent b351s, and




, '1(4)~ Uhlo s “House Flnan01al Instltutlons Commlttee released a
,blll recently permlttlng reciprocity with states contlguous to Ohio for
“:'two years. ~After. two years, New. Jersey, Delaware, Maryland Vlrglnla,
~the District of Columbla, and four other states would have reclproc1ty'
,f w1th20h10 ‘ After four years, nationwide rec1proc1ty would take effect.
,»bc l. f‘~y‘We expect addltlonal ~developments .to - take place .rather-
viﬁt qu1ckly and hope that -our Leglslature and -the Governor w1ll ‘support

f leglslatlon de31gned to protect and expand . New,zlersey s ‘econom;cs

' ”~1nterests.a~»‘

] Thanks very much. for your patlence and for llstenlng to me- a .
'second tlme.ve I_apprec;ate‘the opportunlty‘to appear‘before.you,,Mr."
' Chalrman.'"ij' -‘: o ‘- JL r;,v:,,lyj a v:', 'v_, i h}.;m : v;'
4b_ : ASSEMBLYMAN LaROCCA., Do we have a copy of your statement or
vfi“fg;_w1ll you see ‘that staff receives a. copy? - ,;- .pa‘ o
» | - MR. SCHAUB 1 scrlbbled on thls one, but I'll see ‘that staff"s
» f Qgets a cgpy.,u_ ',, .' ",U‘ R o ,,_k,;,f‘-ﬁ }j;;utfﬁii _"
o | ASSEMBLYMAN LaROCCA: You made a statement about - L've seen
i?h'lt in® the press —a proposed bill, a bill- that the bankers have on

"reglonal banklng,.but no - one seems to have a copy of 1t.b Maybe therev‘

are playlng games, but I would_really,llke to have .a copy so that‘staff _
ﬁ{and I can work on 1t Do you have any‘inFormation along.those lines? l:_r
' " MR. 'SCHAUB- -1 thlnk “you are entltled to one,: and. y6Q‘jj-
o ¥5luft"certa1nly Will get one as soon as we have a finished product. e s
e brlv L ASSEMBLYMAN LaROCCA: Is that the answer -~ that 1t is not: a
‘ flnlshed product yet? . ",,. SR . ";7 Lo
1 ‘ MR, SCHAUB. We thlnk 1t 1s very close, Mr. Chalrman.ph*" .
v'c:flASSEMBLYMAN LaROCCA:  The only reason I mention that is, the
Leoislature doesn't want to bevcaught‘rn,a‘p031tlonvllke the Governorli

of Maryland had wlthfCiticorpr,aThere,'as‘you’know*-- you’mentioned‘it'
'[Q- the . Governor;ﬁon his own,'had an. Lnderstandlng with Cltlcorp to'

‘l partlclpate in  all ,aspects of the state's banklng ‘business.’ ,_In

" checking on that -1 flnd that the Maryland bankers cr1t1c1zed -and
_opposed it.  Of course, you can _imagine the reaction of the leglslatorsvﬁ

" who woke»upvln shock‘and ‘anger. - The Governor Jumped of f the deep end‘j

©. isn 't one 1n exlstence, but' I have a hunch that there is -- not that we



ith e»privetejbanking:inetitotion}dTEverything_was elreadydout:andn
ried.  That is why I mentioned that. I wouldn't want to be in that
oSitiong‘fIddon't-think the Commissioner'of'Banking?Would want to be
i"ihaﬁ'pOSitionieithef. I heve spoken w1th her many times, and she.
ith'me; publlcly and prlvately and we. agreed to cooperate along
ose 11nes. _ » _

I am V'hopeful you w1ll ‘submit that soon because :our
chommlttee is going to have 1nternal meetings, and we have to come . up
ith somethlng -- some recommendation. I would like to have that, at
east in our'flles,vso we. can discuse it and make any recommendation
He Subcommlttee feels lS good for the State, the people, and the
anklng 1ndustry G o o o - '

- Do -any other members of the Subcommlttee have any questlons7

“MR.- SCHAUB' ‘Mr. Chalrman, at all‘ costs, we want to av01d‘
1at happened in Maryland ~ That is why the New"Jersey' Bankers
aSOClatlon has taken the 1n1tlat1ve and has tried to keep you informed
rough your Subcommlttee hearings.  We have also tried to keep the
3mm1551oner s f offlce 1nformed : ‘and I suspect ‘through. - the
:mm1581oner s offlce that tbe Governor s cfflce has been informed as '
> what ‘is 901ng on. I don't anticipate anything like that heppenlng
nNew Jersey. e k i :
© ASSEMBLYMAN LaROCCA: Do any ~other members of the
chommlttee have any quest10ns7 GpiE AR "'1,'p: i ”.;Jf o

”ASSEMBLYMAN KOSCO: *Yes{-,Talk to me about thiS“triggering
evice, wé*“feélize “that regional -~ reciprocity .and freciprocity not
avered'w1th a trlgger ‘could cause a legal problem.~ You mentloned that:
our recommendatlon has’ two’ triggers. - G1ve me those agaln. »

MR"SCHAUB -The first one 1s, when three states within the
egion I outlined have similar regional re01procal 1eglslat10n adopted

1 'their Legislatures and on the books,;three/years from  that date --

e date that the third state adopts eiMilarplegislation -- New JerSEYj;“

)oldvgo nationwide;k Or, when one-fourth of the states in the‘nation?'
ave  netionwide' recipfooal 'banking,v-on ~that day, 'we' would go
ationwide. o -_f_ ' R g ' |
'ASSEMBLYMAN KOSCO:. Okay.
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» ASSEMBLYMAN LaROCCA Mr. Schaub 1 have several questlons 1
' would llke you to answer based on your. testlmony P

'; The _same . questlons will be asked of everyone who speaks
~ before the Subcommlttee, 's0 I would apprec1ate it 1f everyone would
h;keep these questlons in mlnd - not word for word, but the impact of -
this so that the Subcommittee may. have the benefit of your,thlnklng,
" your v1ewp01nts, ‘and your ideas on the subject. : h” U e
: Would consumers .and business benefit 1n the way of;vmone-
} eftioient services  at lower banking costs with _your. conoeptbaof )
regional? RO S SO R e
‘ o . MR. SCHAUB Let me answer - that questlon by comparing the _;'
banklng communlty in New Jersey now versus the banking communlty 1n New

Jersey prlor to statew1de holdlng company expan51on and statew1de

o branchlng

, I am flrmly conv1nced that w1th the competltlve marketplace
that hae developed 81nce the 1973 statew1de phase—ln of branchlng, the'"

'consumer is much better off in New Jersey ~We havewmore oonvenlent

" outlets; we have_competltlve.loan rates; we have more convenient hoursj.

" and, we have every imaginable financial service that oan be offered by
" a bank available to the. people‘in the State of New Jersey. It was not -
_llke that prlor to the expansion of banks throughout the State. .
We have a more oompetltlve banking- communlty now, whlch has prov1ded.-
“‘better.serVice atfmore reasonable prices for the people in the State of-i
- New Jersey. e v‘ e , ' B B b.
» | ASSEMBLYMAN LaRUCCA _ Would ‘the State's economy benefit by
"jobs that would be created by the 1ntroductlon of new banklngf
instltutlons_wlthfyour conceptkas you have evolved it? . L
~ MR. SCHAUB: By new jobs? i

ASSEMBLYMAN LaROCCA:  Yes.. : D TRLTS

MR SCHAUB: of course. 1 would suggest that 1f the scenarlo‘;
develops as I see it, and as 1 would llke it to develop -~ that ‘is,
through the passage of this leglslatlon - 1t will prov1de that several
"imaJor banking operatlons be headquartered = here Ain New Jersey.,

Headquartered operatlons Tequire huge numbers of people.l
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: wé were standing in'the'hall'juet'a few minutes ago when Bob

Ferguson, Chairman of our holdlng company, sald that in the past four
or five years, we have probably added 2,000 to 3,000 new JObS here in -
Newark because we are headquartered in Newark. As we have grown, we
‘have added jobs. k R S SRR - L
ASSEMBLYMAN LaRUCCA These‘qdestions are- general questions
‘that each speaker,i after‘ espousing his particular position, ‘will be
Will there be an enlarged reservoir of 'capital that will
,spurt the creation of new business, in your opinion? . - | - |
MR, SCHAUB: - Larger institutions have larger capltal bases.
ASSEMBLYMAN LaROCCA: Will  interstate. banklng ~siphon ,off:
money - from local lendlng needs and be put - into large capital markets7
hat is the problem of the small communlty merchant who wants to stock
hlS 1nventory, and who may only need $40,000 or $50,000. Do you thlnk‘
will get lost in this big interstate—- |

~MR. SCHAUB: = (interrupting) I th1nk quite the contrary. I

-don't see any credit allocation aspects to-this kind of development.i,l B
nk that in a free-market economy -- a free-market envirorment --
unds flow to where they are needed. vlf,there ieiloanfdemand,vit will
> fulfilled. _ S s T |
o New Jersey is a v1able, grow1ng State. We have credlt needs '
hat are, belng met now. .One. thing has happened in recent years that I
hlﬂk w1ll prevent thls kind of allocation from taklng place forever'ﬁ
hat haa been the deregulatlon of interstate ceilings. - o S
B ASSEMBLYMAN LaRDCCA" We'll come back to the 0pp031te side of
‘ ;-the 001n -- another $64 000 questlon Would interstate banking lead to
 the demlse of small banks? - e R T T e ,
:l,‘ : MR. SCHAUB:: I will go back to the early 19705 again, because
’ﬁ_gthat was the ‘cry when we attempted to bring New Jersey into the 20th

'~pcentury,by‘prov1d1ng for statewide branchlng. It was 'said that large

.. banks would come into communities and cut rates on . loans, pay higher

/erates on savings, and drlve small banks out of the marketplace. That

”‘ffhas not happened.
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| ASSEMBLYMAN LaROCCA: Finally,’will interstate banking make
,State regulatlons obsolete° Do -you think- there will be any need for -
‘State regulatlons,‘or w1ll everything come- out of Washlngton, or. what
have "you? o o P s Lo ;A:_,
MR. SCHAUB: I think I'said at pur last meeting that if the
prioe'for interstate banking ‘is the elimination of therdual'banking‘.
. system, then that price is. too hlgh. We must ensure that we retain a:
’ dual banking system. e o "_ ' :
, ' As long  as we have ~freedom of entry and a" dual banklng»rb
-system, 1F the "blgs" foul it up, little units will ¢ sprlng ‘up, - take»i
over, and prov1de the services that the customer needs.f You mentloned7'
a’ perfect example of that in your openlng remarks when you said an
. 1nd1v1dual was’ buylng a branch of a bank in your neighborhood" and was
>‘901ng\.tok start’ a communlty bank Apparently ‘he - feels, as an

' 'entrepreneur, ‘that the publlc s banklng needs are not belng met at

': least 1n that market

 ASSEMBLYMAN  LaROCCA: Thank you.  Are there any ’other»
’,questlons from any member of the Subcommittee? - ‘ R - SR
ASSEMBLYMAN LOVEYS: Yes. I would like to make a statement':
and then ask a questlon. Recently my 15-year-old son- asked if 1 would
take him to Madison Square Garden to see what is now becomlng one of
~ the most ‘popular sports -~‘a wrestllng match. - ‘Quite frankly, my eyes
were opened that.evenlng.’ What I saw I couldn't believe. I think
’there wae a referee in'the’ring,‘but I'm really not sure. . There were.
'people like Sergeant Slaughter, the fellow from Iran, and ‘Hulk Hogan. -

: In retrospect and 1n evaluatlng what I saw that evening, it
kind of remlnded me of the - flnan01al battle that is golng on in our
.State. _I.thlnk there is a referee here, although I'm not sure. . Those
who'are battling are-pressuring themselves, they are pressurlng others,
and - they are pushlng away the barrlers that ~once separated certaln
flrms.,~'»‘y - ’ o SR :
! believe the war'should stop. Do you believe, Dick, that
'reglonallzatlon would have an effect . in this area7 ‘Do’yoogthink it

" would stop the war?
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“MR. SCHAUB.;'Well Assemblyman Loveys, there are probably—-'”
her or not you can call it a war, I don't know. ‘If it is.a war,
_commerclal‘bankers are,oertalnly,losing the battlekbecause,there'
S0 many'other7playersvin'the'finanoial'commUnity.today who havev
Tﬁbroadery poWerse-than iwe~ haVe - sav1ngs and loan a55001atlons,'
~savings ' banks. They have . much greater powers than commerc1al
.. If there is any battle on that. front there is a battle in
.ng- to create -- you 've heard . the expre581on many times -- the level
ring fleld "We ‘are trying to get new. powers. . But that should be
irate ‘and aside from the market development which w1ll take place,
>t reglonally, and then nat10nw1de. : w : :

I think- if you look at ‘New Jersey as’ a mlcrocosm, the same
g can happen.h We have a healthy-f1nanc1al climate. 1 heard Tom =
lor yesterday, ‘who 1s the Reglonal Admlnlstrator for Natlonal Banks
New York e_'~represent1ng..the comptroller in Washington for‘ithls;:
ion -- bsaya that"New »JerSeytvhasv one‘:of ;the 'healthiest?lbanking
nunities7offany.etatekEast‘of,the Mississippi‘River;;MWe'only have .
“to two . problem‘banks in the State'onihis ‘list, and they are not
lly sericus problems any ‘longer, according to hlm.yfv ' .

- With ‘regard to - the other ‘question you asked, yes, that is
ng to be a'battle. We are going to continue that. battle‘untll we
the level ‘playing field and untll we can get some added powers.”
h deregulatlon,'our marglns have shrunk to a. sllm level We -have -
y other people who  want to get into our bu51nees, and some who arey
eady in our bu51ness‘—- our traditional line “of bu51nessvi and we

t the opportunlty to provide an. expanded llst of flnanc1al serv1ces/”
the customers we already have. Sl : e
You can call it a wrestllng match if you want, but on that
,ue, we will go to-the mat.on the power issue.. You w1ll hear more
b that-.from,.us,' but that,‘should' issue be dlvorced from the~
uctural issue. - "f.l Ty e '

ASSEMBLYMAN LaROCCA: ‘Thank_you very much. - For a change ofj:

e, ue wlllinow carry on the battle. You know what I mean. It is
: battle of viewpoints. It is becoming a little adversary, but it is

ilthy for the industry. -
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i Let's'heef fromfthe‘saVings~institutions: - Sam Daniano,'NeQ
‘_,Jersey'Council.of:SaVingsVInstitutions;* You appeareddonoe‘before, Sam,v
so 1 hope your testimony willknot be .repetitive. ' We wouldrlikefto hear
‘your viewpoints as a representative‘of the_savingsrinstitutions;ti :
SAMUEL J." DAMIAND: - Thank yoo"very much, Mr; Chairmanlend members of

"'the Subcommittee.‘ My name “is ‘Sam Damlano, Pre31dent of the New Jersey

- Council of Savings - Instltutlons.’: We are an organlzatlon of savings

banks -- State ‘and Federally chartered.. 1'11 try not to be repetltlve‘*t i

in my comments ‘to-you, Mr.- Chalrman.uif' -
» ~‘Let me say at the outset, however, that I must compllment thef
{Subcomm;ttee-on its timing." I think you are all aware of the fact that
“the Hddse;Banking‘CommittEe,'within a matter of days,tWillfoonVene a
hearing‘in Washington on this Very"issuef This 1s “certainly a t1melyi~'
issoe, and one that we are: ‘all concerned about.

1 don‘t know if: 1t is a wrestllng match, Assemblyman Loveys,

. but I know that in the past two .years,- I've heard the Chairman of" thel-

~ Senate Banking Commlttee‘refer to what is going on in the 1ndustry as. a
revolution. ~ More feeently, the Chairman of the Federal Reserve Board
referred to it as'a circus. I think that somewhere in-between all on

: ,this,' when you 31ft out ‘the Thetoric, you and the members of the

d, Legislature’ 1ndeed have assumed a very 1mportant responsibility to make

" a decision on behalf of the State ovaew.Jersey. "I don't have to tell

e yod that; your'commitment has already been expressed. On behalf of the °

“pedple‘of'this State, and in your wisdom, I'm sure you'll make “the

appropriate decision. ' : T R
: While the concept of interstate banklng haslong been opposed }'
vby'tne Coun01l, we should at the outset make it known that the savings 1‘
‘banks - in: New ‘Jersey ‘have’ offered va number of recommendations in -

connectlon with this very same plece of proposed legislation. = In -

falrness to all, the Counc1l, at thls Juncture, reserves -its p051t10n;”:

purely on. the ba51s of our awaiting a response to our recommendatlons.f'
We would like to see a spe01f1c plPCS of leglslatlon before we make-i
spec1f1c comments. S o : ' nl i

Spec1flcally to- the matter of vlegislation; we - Feeld~a;

provision\ehould be made for those institutions that are not in»holdingif.
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npanyvfbrm;ﬁhlvthink‘thatvis a very important‘point.i Presently,bnhat':
understand to be’ contalned 1n the proposal refers solely to the bank
lding company structure. - That, by very ‘inference, would exclude any-
tual or stock sav1ngs bank in the State - of New Jersey, 'since there
e -no sav1ngs bank._holding - cmnpanles, as: such A rnutual holdlng
npany concept ‘would certalnly be somethlng we -would like to see

cluded in any bill that ultlmately comes forth.

We “also belleve that the - State sponsored leglslatlon is
31gned to trlgger a natlonal banking “environment.. - I- thlnk the term
ed was ?natlonw1de," and 1 thlnk that “should be discouraged. - We take
e position. that the issue. -of’ natlonal banking ‘or nat10nw1de banklng
one that should be addressed by Congress. ; T ®

- We also believe ‘that ‘out-of-state 1nst1tut10ns 1nvolved in a
rger_oreacqu151tlon of a‘NeweJersey institution. should be required to
erate under-the‘laws of this State;f_I think theqterm~reFerred to was
fievei playingifield " We would like to see them operate under the
ws1of:this State, while not llmlted to the merger. and- acquisition
atutesr~ We should be assured that the _same llmltatlons 1mposed on
W Jersey 1nst1tutlons apply, - 1nclud1ng the restrlctlon on branching..

As I sald earller, we would also recommend that prov181on for

mutual hbldlng company be strongly con81dered -We recognize that
rrent proposals do not 1nvolve sav1ngs and . loan assoc1atlons or>
v1ngs and loan companles, S0 consequently we can't,speak.onqtheer‘
half.;,,f» ’ ' ” i SR '

I: 1nd1cated ~in my February <13 statement to this.

bcommlttee,_we believe that all questlons should ‘be - asked and all;'

estions should “be  answered before New Jersey ‘embarks on\nthls
-called 1nterstate path. = . . w R - e
1 thlnk ~the Chalrman has dalready espoused some of the.
estlons, but 1f you will bear- w1th me, 1 would like to ‘reenforce them
raising them as-a matter of concern belng ‘expressed by the ‘savings
nks in the- State of New Jersey.
We, as. thrifts, dlffer somewhat from the commer01a1 banks,
though many of these changes in  the law are coming about qu1ckly_t

s,” there may be a time when we may. see a levelv.playlng field,
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B expan51on of New Jersey.:,?ag

v.hopefully to the beneflt of not only our economlc 1ndustry, but to the
people of - the State. : - : _ '.“' :

y As thrlfts we share a concern that since we are welghed downv.
’.by low—yleld long-term . assets -- that is- no..secret_w-é how can. we
compete_wlthvother financial.entities in‘order to'avoidtwhat we refer 3
to as disintermediation, that is, a heanyOrASevere lossfofvdeboeits?"

. Today  we can 'say with confidence that ' the. vast majority of these

. dep031ts are reinvested in our State to meet hou31ng needs, to prov1de"

_ for our chlldren s educatlons, and to be used towards the capltal" .

L ~'How - can - we be -assured that such dep031ts ‘attracted by_f
vfl,out—of—state 1nst1tutlons w1ll ‘be” relnvested -in the -'same fashion? -
| Frankly, we don t have the answer to that. ' »;g, ,,b_"‘ , _
i ‘ Those  that - offer a hlgher ‘rate  for dep031ts must . earn aa
g hlgher rate of return: on 1nvestments.mg If the hlgh return is not ,
avallable An New- Jersey, then it stands to reason that investments will
“be made elsewhere, not only in other states, but in other countrles, as -
well.e Relnvestment 1n New Jersey will undoubtedly force rates up in
"order to offset the high_ cost of these llabllltles. , . - e
t The scarcity of avallable capital and the hlgh costs attachedvv”
h'to 1t w1ll 1mpact on any economy We are not in a p031t10n to express‘
»-how this impacts down' the road, but we would likeAtovmake a?respectful_
recommendation - that this may be an issue fbr the New Jersey Communltyv;
“of Economlsts to explore, o ‘ ' ‘
4 t While it is 'true that a number of states have con51dered
‘1nterstate leglslatlon on' a reglonal basis and some’ have adopted such

t,laws, others have_not, That_factvnotw1thstand1ng, we 1n_New Jerseyvare'

“unlike ~any other state because we are clearly positioned between two

very large money‘centers.. Those of us in the North are exposed to. the

’ competltlon From New York, and those in the South from Phlladelphla.;,f‘f
_ Whlle ‘some argue that interstate banking is already here, and |

they suggest therefore,_that it makes no sense to debate the 1ssue any
] longer,b we hope in the final analy81s that ‘this attltude does not,
prevail and that the Newaersey Leglslature, in its wisdom, does not'f

follow, bUt;~in'fact;_leads,~and to that extent, willtdo'whatever“isii
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essarYtto preserye and enhance all ofithe oualities inherent,tokour
te, 5 o SR ; o R :

| As I sald at ‘the last hearlng, and I 11" say 1t again, we are-
your dlsposal to help in any way we can durlng your process of.

1berat10n. Thank you, Mr. Chairman. . - a A T :
-~ ASSEMBLYMAN LaROCCA: ,*You,ve_heard'the_five or'six»questions”v‘
asked beforea'-lnvyour‘opinlon;‘fblldwing what you have espoused,
m wlll be the effects be on the consumer in the State7 ' _rv,)‘ﬁ :» ,
‘MR." DNHIANO We don‘t have an answer to that, Mr. Chalrman..v

th1nk that so- long as we are conscious of these CONCEerns,. any g

islation that is. ultlmately produced will have safeguards in- it to

wure that those interests w1ll be protected.x I wish I could be more .

cific, but we ‘don't have a task force explorlng the pros'and'cons'ofi
iSsue;: Unfortunately, most of my response to your questlons, I say
pectfully, will bear the same reactlon.. e T e
ASSEMBLYMAN LaROCCA: ~ Do you think that some kind of

munity relnvestment law in New Jersey would help keep capital'in'the'

lte, assumlng that 1nterstate banklng develops and contlnues the way o

appears to,be_901ng now? . L ik e o i
j : MR"DAMIAND°_'Well there are community,reinvestment acts now
place | w1th State and Federal initiatives, so- I ‘think 'those~

eguards are - 1n place. -~ Whether or not they are 1mpacted by new',-~i"

jislation would have to be ‘another issue for you to look at.
1 don t know if any new.. leglslatlon along those lines would h

‘'ve any purpose because the law is very clear on that matter today.

ASSEMBLYMAN LaROCCA Do any other members of the Commltteevfi

e any questlons or statements7 (negatlve response)
ALl right, thank you.
'MR. DAMIANO: Thank you. S e |
. ASSEMBLYMAN LaROCCA?f For another llttle change in pace, we.
Ll hear from representatlves oF some of the communlty banks.y Is Mr. L
ier here? (afflrmatlve response) R e L
ENE BAUER* ” Mr. Chalrman, .members oF the Subcommittee, and staff,
1bers, it is a pleasure to appear before you this mornlng and present

at mlght be v1ewed as a mlddle-of—the road oplnlon.
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. ;trade—off item for other ‘services at our institution. Banklng has-

; I am the Pr831dent and Chief Executlve folcer of Unlted:;
' Countles Trust Company and 1ts parent United Counties Bank Corp. :
headquartered in Ellzabeth New Jersey. We are the 17th’ largest of the
approximately 80 commerc1al institutions in New Jersey. ~ Worded another
way, perhaps we are the 64th smallest commercial bank in New Jersey.
, We serve the heav1ly populated countles of Unlon, Monmouth,
" and Somerset. For our part, so you'll know where we come from without
- a lot of frustratlon and figuring it out, we feel we havevailot of New.ﬁ
, Jersey'tb fill up before we look out of state. We have‘grown‘in recent
years prlmarlly on an- 1nternal basis, - although we have consumated three
; mergers and Enqu131t10ns since 1970, namely the Keansburg/Mlddletown
_‘National Bank, - the Sprlngfleld State Bank, and Kenllworth State Bank.v-j
Lo t We "were the flrst bank to my knowledge, to be challenged on:
'the announcement of a frlendly merger with Ocean County Natlonal Bankl :
"‘by the 1ntru51on of a third party on unfrlendly terms. More/challenges
have occurred since that tlme._ ’ % ' e e |

For us, ‘interstate banklng is- not a prlorlty, and it 1s not a

'moved rapldly in New Jersey and in our opinion, it will contlnue to.f
move rapldly We don't want to be an impediment to it. _
: -~ We think we share with the vast majority of New Jersey banks, '
as set forth in our recent dlscu331on meetlngs at the ABA Headquarters Ly
~in Washington, DC,  that ‘broader product powers and a level- playing
field in the areas of insUranee,Asecurities, and realiestate are far v
'higher‘ priorities.,‘ I might add that in: my. oplnlon,. whlle the'v"“’r
| 1ndependent insurance agent lobbylsts have cautioned agalnst allow1ng’f
- banks -to. become involved in insurance serv1ces, I feel, in the longs"'
' run, they will become much more closely allied  to the commercial banks
- serving the local  communities than they 3willh to their»tparent%j~
underwriters. 3 S VPRI U / et ' '
“We "also feel it is 1mportant to standardlze the rules and_
i’regulatlons governing  our oversight v‘and  product - offerings tp .
customers. We feel that deserves nuch>more 1mmed1ate attentlon than 3

.1nterstate banklng
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J' 1_ I‘thihﬁ;you_shoold look at some of the ooncentrationsbthat
'e,oocurred”in;the area and where_Yoo‘are'goihg:tolgo;with them, if
.erstate banking goes ‘ahead}’ ‘If we look at First Fidelity and
ILantic, togetheri”withf the approved',Heritage‘ and United‘.Jersey !
;uatiOn, ~—;»those‘ being" the “three largest in the State -- using
|r4end afigures;t they would_fcontrol approximately $24_ billioh of.
msits;’whichlisilarger than'the next 24 commercial banks in New
;seyﬁput»together.v‘I donlt‘think we have'been,disadvantaged by that
.uation at‘this point, butvthereris obviouslyfa great drop between
1se three :— or at least those two that will be up around the
)~b11110n mark down to United Jersey at $4 bllllon, and on down to-
it will be the fourth largest, which is Horizon at $2.5 billion. -

- 1 would be the first to tell you that 1 think New Jersey has
neflted by the approval in 1969 of three—dlstrlct banklng, and then
lally the consumatlon of statewide ‘banking in 1973. However, there
;--been. a large drop in the number of 1ndependent commercial banks -
'ing this time. ' - S : g o e :

coooIn 1964, the largest commerc1al bank had $536 mllllon in
sets, and - there were 233 1ndependent banks.  This number - stayed
?at"ively constant until 1969.  In 1970, it - dropped to 200
iependent banks, and the largest at that tlme was $1.2 bllllon."lt
)pped, further, - until 1974, -when the. largest ‘bank ‘then had $2. 1
llion in'assets; and there were 175 independent banks. This- number
Jpped‘gradually until 1982 when the largest bank,fiﬁ;terms of assets,
37 $4.9 ,billion,»rano"therexuwere -110 ‘indepehdent: inStitutions@
jally, at the‘olose of the year,»I‘would estimate'that‘there:were 80
iependent 1nst1tutlons, the largest belng $10.6 bllllon.:‘ , RSN
If the trend continues or’ accelerates with interstate
1king,r20_t0'40 significant bankS«ih New Jersey may remain five to
1 years hence. I do not view this as an'uncompetitive situation.

= -number w1ll decline rather than rise due to the accompllshment of

v

1nterstate phenomenon. if approved, through merger and not in large :
asure by 1nd1v1dual branch 51te development. ‘ '
Vlrtually all of the 20 largest banks in New Jersey, or their

1ding‘ companies, - have adopted or are in the process of adoptlng -
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"v;_ceftaih.fbrms of Shark‘répellents -- whether it be green mail-clauses,

' super-majority -voting provisions, staggered director' terms, or large
quantities of'authofized stock. I take it that they wish to control
: thelr destinies, but have certain doubts without such provisions.
: Let me. state some of the reasons  that are given f for
_‘1nterstate banking. -First .is the broader capital base to serve larger
'“-1ndustrlal and commercial flrms.' In looking at the annual’ reports what
3 w1ll_become First - Fidelity and MidlLantic, togethef'wittheritage,'you 2
~_'have banks that ‘probably can éerve individually to the tune of $100 -
v'million.--I'dbn't know how many credit requests the two largeSt New
tJersey banks have. been unable to handle or part1c1pate in, but perhaps

this would be an area ‘to. investigate..- gxzi.r,.=:“ﬁu"

- Second would be a larger geographlcal territory. to draw on a o

.bigger-group oftcustomers,-and ‘I suppose to permit customers_to,bank
‘~thrbughout' attlérgef. area. It would seem to me that our automated
‘teller  machine ‘switqhing..hetworks gaccomplishn-a“majdr_ portion of
‘1cust0mer-demand if they ére traveling throughout a largerigeograﬁhicall
area. - Our bank ‘hasn‘t ‘found this to be .a great ‘demand; and
‘consequently, we have not  seen fit to join a national switching
‘hetwork. L BN . | : ER
“The thlrd reason would be to achleve economies of scale with
.the prollferatlon of financial serv1ces.f I thlnk the economies -of
. scale would come primarily in the product area where you could have
expertise of talent, or perhapsla larger grouping of computer runs --
“those types of thlngs Frankiy though, I don't see economies of scale
occurrlng if we were to join in a reglonal 1nterstate pact which would =
take us to Ohio versus to Manhattan. : ok : )
Fourth would ‘be to keep. pace with 1ndustry trends and to»z-t
" accommodate ~growth ‘"in_ an orderly fashion. = This may seem like lip
service; hoﬁever, there is something to viewing progress and keepingvub
with your neighbors. I think New Jersey, through”its sports complex,
~has téken giant steps forward, and 1 think we want to be viewed as not
.just the meat between two ends of ‘the bread, thatv.is,‘ between
Phlladelphla and New York City. o
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The fiFth reason would be to av01d dlsadvantaglng the banksi
Vew Jersey frdn part1c1pat1ng if 1nterstate banklng goes ahead In o
y' respects we. already have - 1nterstate banklng 1n some form or
ther. Maybe we are Just formallzlng thls matter, but 1t should go
ward on an approprlate footlng. ST A ' ‘

" As reasons aga1nst 1nterstate banklng, or at least not goxngg
ad with it at thls tlme, 1 think con51deratlon should be given to'
follow1ng.‘_; G ;" B T L - S

(1) There would be a substantlal ‘and ‘rapid decline in the
ber of New Jersey-based maJor flnan01al 1nst1tutlons. This has
eady occurred, and it would accelerate'“ - v Fa

* (2) "_The consequences of ‘a. shift in funds out of New Jersey
the p0351ble lowerlng of supply funds for re51dent1al and munlclpal
anc1ng I think this can be quantlfled and I th1nk_1t is perhaps ,
major reason to take a look at it; S T ,:‘ hei

(3) There would be a decllne in the emphas1s on the dualpf
klng system.; There is no “doubt 1n my mlnd that there would become: -
er, and the regulatory burden would be borne by a dw1ndllng supply "‘
1nst1tut10ns'iand SRR T K : SR
o (a) " By waltlng, the ‘growth of ‘the two largest banks in Newiy
sey w1ll be slowed thereby permitting the consolldatlon of ‘other
ks ‘and creatlng a greater ‘number of clusterlngs in the $5 bllllon toy

bllllon 51ze category., I feel this would be benef1c1al ‘f |

g The Supreme Court has agreed to hear Cltlcorp s challenge to_b'-'j

New England reglonal 1nterstate pacts.‘ It is my “understanding that‘

Supreme: Court hears only. 2% .‘to 39 d'of _the vcases,* and in -my . '

imation, theyﬁmay‘wellfdeclare'the New England padt‘discr1m1natory,~‘r'

ch will" prec1p1tate some form of Federal leglslatlon.‘ It not the
ure of Congress to role the wheels of progress backward, hence,
Te is thevdllemma then of ch0051ng natlonal interstate banking with .
;bYork as”a'neighbor. Yet, in Falrness, a substantlal number of our
.izens commute to Manhattan daily. ‘ ‘:;
Just because. large New Jersey banks have pald premlums wlth‘

sser dllutlongdoesn‘t mean we have to open  our borders for them to

)and . further at this time - Again, 1 would p01nt out the pr1or1ty of y’

)duct expan51on versus geographlcal expan81on. PR T



It nay'rnow' be"the time for ‘intermediate—si;e-;finanoial

:inStit“tith‘ to work out = their deals - and, henCEa,;Qetu largerfhs

Allnstltutlons w1th whlch to compete.

SR | don't belleve we are  behind the other states whlch have':"

opened thelr borders to  national reciprocity. They seem to fall into
two categories: The powerful banking states like-'New - York  and
VCalifornia, and - those 1ook1ng for enhanced economic galn, such as
"Alaska and Maine. - 5 ’ : , | .

»b' If New Jersey d801des to go ahead wlth 1nterstate banklng,xI
would strongly recommend' Rt : ”

(1) Retalnlng the cap on the percentage of dep031ts in NEWNV

_; Jersey whlch -any . one . commer01al bank - may hold.  You may wish. to A

“consider 1nterstate banking' s effectlve,_ say - on January ‘1, 1988,
without a State institution being permitted to hold cumulatively
: increasing New'Jersey deposits each year thereatter,;rLetlSISay 2% 15'
©1988; 4% in 1989; €% in 1990, etc.;
e o (2) Ve have & concern about settlng up an . approprlate

:survelllance over dep031t loan,  and ° other promotlonal ‘programsv by“o

tlnstltutlons in the New Jersey marketplace‘which are out of phase with‘vif

economic reallty and other offerlngs by those - 1nst1tut10ns in other L

areas of the country.

Thank you. I would be- pleased to answer ’anyTQUEStionsvyou :

T'may have

. There is an 1nterest1ng artlcle whlch ~was wrltten to the"
'Pennsylvanla Banklng Association Task Force from Mr. McElhlnny, which
“points out some of the fallac;es of taking county banklng_to‘statewlde,
and then'to national banking.: I‘would be pleased to leave this artiole"
with you. L o v o . -
, : ‘As I see 1t there are only two real beneflc1ar1es for mov1ng :
'fahead rapldly without a studled oplnlon It would benefit  the two

"~ largest commerc1al banks in the' State, and perhaps some of ‘the

.. borrowers who have credit requests over $1DU mllllon. :

ASSEMBLYMAN LaROCCA: I am glad to see that in thls ”battle"

~ -- it is also called that in the press -- you are in the middle of ther
road as far as your y;ewp01nt 1s‘conoerned, That is healthy. It will

give the Subcommittee something to chew on.
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I m glad you - mentloned that the blg questlon mark that hangs

L reglcnal 1nterstate banklng is the lawsuit - that Cltlcorp has
ed,_»_ In‘\fact Citicorp . - and l quote - "has vowed ‘to block
ional zones.": “A-lawsuit is- ‘all we need, but ‘since I was .a lawyer
48ifyears,‘»1 can understand how that would upset. a lot of
lecarts. ERAVASTIC “.“'“fl”"', o S s 3
Another - 1nterest1ng thlng is" the termlnology, as l'said at
beglnnlng of ‘the hearlng.;.Citlcorp calls it the "Balkanization"‘of
king.  That is a new word. Well I‘guess WOrldVWar‘I started in thek

kan's,‘lf you w1ll remember your hlstory..f;The'battle lines'are‘:,d

wn-in that sense. S _ o » E S ‘
Are there any lquestions ffrom any other-lmember 'oF.'the'
comm1ttee7 ;l. SR ORI , ‘z,' ) L _'.;‘l‘_ l
ASSEMBLYMAN LOVEYS: Mr. Bauer, 1 would like to draw a :
clu51on. Correct me if I am wrong - Do you feel with the advent of
erstate banklng,_that this would lead to a power struggle between a
” and maybe because of that, we would see competltlve behavior 1n
market7
-MR. BAUER What type of behav1or'7
- ASSEMBLYMAN LOVEYS: ~ Without competltlon.y R AT
o MR» BAUER:  No, I thlnk you will have competltlon. I think
're are enough players for ‘you to have: healthy competltlon. :They
1 be competlng on a prlce b331s, and there w1ll be firms that w1ll‘
1 out. There is no doubt about that. RIS G ‘
ASSEMBLYMAN ,LaRDCCA '-Thank you, Mr,: Bauer. - In- order'"for_
e of the w1tnesses to be gu1ded accordlngly as to the1r time, I'm
.ng to announce the next - two w1tnesses, ‘the first person 'is from :
st Fldellty, -and. the second person is from MidLantic. = Bob?: v ’
JERT R. FERGUSUN JR.: ' Thank you, sir. I.am Robert R. Ferguson,'
5 and I am Pres1dent of the First Natlonal State Bank Corporatlon,’-
.ch 13 headquartered here in Newark. e -
S -Wer are the parent of five affillate_ banks —{ ‘wholely.
>ub81d1ar1ed banks - that‘operate'uhdervthe name oFbFlrst Fidelity
1k of "somethlng vv vvl. B .,' : s l“
~ The one thlng this Subcommlttee clearly does not need is
>ther 15 or 20 mlnutes of redundancy, so 1 w1ll try to av01d thattf
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I would like -to- suggest to: you, w1th all due respect that
since I know you are 1nundated with thlngs to read and people to listen

Cto regarding this.subject, it is my personal opinion that the three

. best overview pieces of interstate_banking_you,will find have all been

“published by the Federal Reserve Bank of Atlanta over a period -of
~several years. If youxeould find the time to brief theae three pieces
fof 1nterstate ‘banklng, I thlnk you w1ll have enough background to
forget all the rest of the reading. v ‘
» I would also like to mentlon that there are several states ’
“that have.been 1nvolved‘1n,thls identical questlon, ~and. they have had-:
professional survey and atudies done.  The best one, Ivthlnk, is the
State of Florida. 1 do not have a copy of that, but the New Jersey
Bankers A83001at10n ‘does. . If you would be interested in 1looking at

that, I‘thlnk it would be helpful to you.«.It-addresaes-the questions

that you,  Mr. Chairman, ‘have raised ‘at the end of each person's—V:

'itestimony.t We can certalnly make a copy of that avallable to you one
way or the other. : , L oo
1 apologlze for not having wrltten prepared testlmony."'i
would like to make a few comments that don't have much ‘to do with
anything,phand' then 'addresa, apeeifically what I. think .you‘vneed to-
address. . ¥ ' - ‘ PRI fh
| Flrst, if there are flnan01al institutions in thlS State, or

groups. of flnaﬂClal institutions, which believe that they are unable to

:vcompete, then I do not think they 'should be ‘given the opportunlty tohr

trade off thls blll for - ‘something they want. This is not a time for
~ trading; it is a time for deallng with a healthy flnanc1al 1nst1tut10n'
‘that wants what is best for the State of New Jersey. -

Second I think e, need to deflne a bank and what ‘we. are

’really talklng about. A bank has come to mean a whole variety of

thlngs., I don't think we need to deal w1th the technical definition of

v"take demand dep081ts, and make commer01al loans." That is- not " very
meanlngful anymore. AY _ ‘ :

We  all know that thev financial:'services'.:industry, has
‘ broadened, and it includes all the things you mentioned, Mr. Chairman; :
‘at the outset, plus some others. Whether that‘is,healthy or not is not
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e eubject of this hearing,fahd I don't pfeeose to get into it. When
ou get right down. to What‘you are addressing, I think the issue is
eposit taking' -- hothing else. Dep081t taklng is "the key to.
1terstate banking, what it does to the State of New Jersey, what - it
ses Lo’ the banking consumer 1nvNew Jersey,’amd what 1t does to the
anks in New Jersey. That is all we are talking about.

This State,’ln which you can go East or West in an hour, and
)rth—ﬁr South in -- well, if you stay at 55 mph -- two and one half
Jurs, clearly does not need 100 commercial. banks, 150 to 200 thrift
1st1tut10ns, 6 non-bank banks, all the brokerage houses in the;world,
> Prudential in order'tojservice its financial requirementa;,‘it'doesi5”
)t need them;. I say that because it seems to me, if I were sittihg on
ur side, there would be three_questions that should be addressed:

(1) What will interstate bamking, or the lack of interstate
inking, do to- the banking or financial comhunlty in the State, whlch_
3 already here? : ‘

(2) What will itvdo for or against the New Jefsey consumer?
at, to me, is the thlng you have to concentrate on the most . »

(3) What about concentrat10n7 For some reason -- and I'm"‘
't here  to talk against it .=~ from the beginnihg of this‘country,
yparently financial_cdncentration was a,real-bugaboo.‘ Everyone was
rared to death‘ of it. It permeated legislation and it permeated
)lltlcal dlscu551ons g01ng back to the 1700s. . - Lo R

v | What happens_ln this State? = Dick Schaub has already alluded
) the statistics since our Legislature approved holding companles
.atewide and three-district bahking back in 1969.  There has been some -
1neentratioh,',but not - enough in ‘any way, in my opinion, to -upaet
wyone. - Wighvwhatdwe are looking at here, and accepting'the faet that
» do" not need 300-some financial institutions that eall themselves -

arifts or banks,'plus all'the_others that are in the‘broad’definitiOn-

the banklng business, thenwdie there goihg"fo be concentration? =

iere is.no questlon. Is it going to be anti- competltlve7 Is it ever_
1ing todreachvthat'p01nt?»,There is absolutely no quest;on shout it;
- will not. SR ' '
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v R Even Gene Bauer, who would llke to waffle thls ‘question for
awhlle, (laughter) admlts that he sees no likelihood of the lack of

‘good healthy, strong competltlon.,_

Is it going to reduce the number of what we today define as -

"cemmercial banks in New Jersey? 1 suspect it will. Is it going to

reduce it meaningfully? I think not. Is it going‘to“eliminate the

t'community bank? . If there is one thing it will not do, it is eliminate

the community bank. The community bank will always be there. For

e

. anyone who wants to sit on a corner and deal w1th his partlcularv_f

communlty,_relate s0 dlrectly to -it,- meet its needs, carve out its own

anche -- not for all the products, but fbr the: things that a ccmmunlty

»needs -— he is. 901ng to be there, and he is going to make money

There has been a trend of new: bank charters that has been :

’:_bdeveloplng nat10nw1de 1n the last ‘six months. For several years -in

this State and in most‘of the country, we didn't have any new bank

eharters taking place.vi_We“have them ‘today, and the reason is that

peoble fbresee what ‘is happening. They see'the consolidation;ithey see

f'the 1nterstate thlng coming; and they say, "I can make a lot of money

in addition to serving my commun1ty,‘w1th a communlty bank or- a newb,
o charter." _That is 901ng on everywhere. ' o '
The State of ~New Jersey has more new.  bank ' charter

appllcatlons this year than it has had in, I think, six or sevenfh

years. I do not have the statistics before me.

You are never going to ‘eliminate the communlty bank and no -

‘one wants to ellmlnate it.

Where is the ‘concentration going to take place7 e'PrObably‘h-

among, using today's numbers, $1 billion and up. That is where the .

bulk of the concentration is going to take place, and it doesn't make

any difference. . It doesn't make a bit of difference. - You are going to
- have better competltlon with reglonal interstate. banklng and ultlmately‘

with nationwide interstate banking because ~the strongest, ~not the»

weakest, out-of-state banks are the ones that will come here.
We have to accept the fact that New Jerseybis probably; in my opinion,
 the best State to do commercial banking business in the country today.

1 include Flerida,vTexas, California, or any hot state;you want to talk
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ut: - There are a lOﬁ of reasons for this. The most obvious are
sity of people, and relatively high affluence -~ that  is, average_
ome level. New Jersey is a progr9831ve State with industry -moving

which. is hlghly representatlve of the maJor corporations. = It is

oriented . and hlgh tech orlented It is the kind of thlng that is

ey-intensive as opposed to plant- ~intensive.
~ This 1s one of the most - desirable States in which to do
klng buelness in thlS country | The ‘states that are afraid to do it
h us are afraid because we ‘are ‘sitting so close to New York,. I“
gest to you that that is totally idiotic. . The best thing that"éodld*
pen to the State of New Jersey is’ natlonwlde interstate: banklng.;vj
t is the best thing that could happen.
' ~“You know, when you get 1nterstate banklng and consolldatlon
rte, no one has to sell. ' So, the more buyers there are, the better
those who are inclined to sell become. The ones who don't want to
1 just donlt want to sell. . There is no hammer'there'saying, "Mr.
munity 'Benk, you have to sell out ,becaueev you are ,goinglfto be
troyed.by’comoetition.ﬁ, That is not so. - He has his own niohe; he.
his own merket; he is fohning his own kind of .business, and‘if’he
ts to stay‘there'and do business, he has no problem whatsoever; and
will be highly profitable. el S
< The smaller banks 1h this State, if you will look at them,
relatlvely more profltable than the large banks. ~ None of them
e a bitch -- excuse me.’ None of them have a rlght to- complain, - and -
y won't. ‘' think Gene is trying to be totally obJectlve when  he
eéfa'middle_p051tlon "He 'sees somevgood things, and he sees some
,thinge,'but<that'is'where they,ell are.- Gene's banks are,not
tleubanks —-.don't‘miSUnderstend me —— but,- he likes to charaoterize
n as little banks. (laoghter)f Of course, we have some big‘banks
t doo't agree{with his position either’ A couple of them are in the
k of the room, and you'll hear from them later on. _
; Let me go to the. consumer issue because I think that is thet
_ where the - chances are greatesty it -seems to me, that the

1slature w1ll ultlmetely have to deal w1th. .
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In what . way does the consumer - get hurt with somethlng llke

».1nterstate banklng7 In my oplnlqn, he doesn't get.hurt. I‘thlnkvthe"..'

studies that have been dgne:around the;cogntry over the past 1s'of'20
 years dealing with ‘statenideb branching, holding- cnmpanyv legislaticn,
~ within the states, and more recently, the studies I've referred to,
such aé-the Florida study, deal ‘almost exclusively with what happens to

the consumer in ‘the' State of Florida, if we ilet_ Georgia and North

>Carolina, banks affiliate with our banks. - The answer, without
exception, 'is, the consumer comes out better.  That is without
exceptlon. - ‘ ' '

Under what 01rcumstances can the consumer in the State of New‘
1,Jersey get hurt? ‘In,my opinion, he gets hurt if we 1gnore regional
't'1nterstate banking and wait . for the national . move tob national
interstate banking. That is coming; it is coming. - I cen sit here and
make a case that it is here, but fbrgettlng that, it is coming. The

deposit-taking functlon license nationwide 'is going "to get here. As

- Dick sald, it is'going to be sooner rather than later.

v CIf New Jersey sits, as it now is, and does not go to reglonal
interstate banking, and then five years down the road, you have, by:
congressional . action, interstate ~banking -- either regionally or

“nationwide -- New Jersey will be in trouble because its banks will not
be large enoggh to be the acquirer.  Senior management is going to come
from some other place in some other state,jand if there is one chanee,

| that = the - deposits that . are taken in New Jersey will be 'invested

somewhere other'than'in New Jereey, it will be under those sets of

' 01rcumstances where the senior management is not in this State.-

"1 ‘happen to be for immediate nationwide 1nterstate,-but_thatv
ie not doable. Every now and then you have to be practical, I'gUess.
'S0, I back off to, what is the next best thing that can happen? It is -
regionalibanking; as an interim period. Let me make the. argument that‘
the regional people make: You have to have tlme to develop, to bu1ld
and to grow so that you have the option. , R '

The principal obdect of growth in today s world in the
commercial banking industry, in my opinion, is to get to whatever.that

" critical mass is, but no one knows what it is. You have to get big
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)Ugh,soVrhatlyou have -one of four optibné available toyyou as this
king sitUation evolves. Ideally; you want to be in a position to
ride, "I donft:want to do anything With‘anybody;vl want to éif heré
this'great State and compete as an independent.' You want to be big
)ugh~to‘say,,"i want to'go~somewhere else and buy somebody." You
it to be big'enough to be‘desirable so that someone else buys you.
Jﬂ*want vto-~be big ’enough so that you ‘joint ‘vehfuré ‘with
lealent-31zed banking or . financial’ institutions in other states ‘and
npete agalnst the biggest  banks. in the country or in the world..
)se are the optlons you want.  You ‘try hard to get there, but 'you
ot get there -— 1 submrt,to.you, you cannot get there -- or not
re than ‘two‘ or 'three‘;institutions cén get * there which are
ne—offlced in New Jersey,_whlch would be big enough to have -all of
yse options. If we sit here with our- heads in ‘the sand and wait. for
gress to make the de0151on, and we don't go regiocnal, one of these
ys it is very'llkely that there will be- no major meaningful;sizéd
rancial institution headquartered in this State. ,:They will al be
adquartered ‘somewhere else. - - s ' i

~That is when you run the risk of some'deéision being made:
2t's sap up ‘the deposits in the State of New Jerbey,~and let's put
>m -somewhere else where we can make more ‘money.'

Mr. Chairman, that is really all I have‘to say. . RPN

» ASSEMBLYMAN LaROCCA: Bob, your last -statement reminds ﬁé'bf

statement I made, I think, at the last hearihg, It is possiblevthatv
1 decisions would be madevby soméone, either in Califorﬁia, Chicago,
New York, and then there wouldn't be any more. Fergusons or Bauers or
Roccas or what have you. .. : o o : o

MR. FERGUSON:  Well, two out of three a1n't bad “ (laughter)

‘ MR. FERGUSON: Mr. Chairman, I agree with you, and that is
actlylmy poiht{ You need this regional time frame in order to avoid
at. you are suggesting. | : a c - “ :

ASSEMBLYMAN LaROCCA: ~ As the judge says in many cases, "The
sues have been .drawn." The swords are out, all in a friendly way.
are all trylng, as I sald to accompllsh what is good for the public
i for the'lndusty.‘ You have presented the major industry's p031t10n
interstate banklng
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_ Are there any comments or questlons from other members of the
: »CommitteeV Assemblyman Kosco? : ,” B R

_ ASSEMBLYMAN KOSCO: You answered most of the questlons I hadv’ X
wrltten down here.  Your testimony was very good j i ,
. There is so much interstate banklng 901ng on, rlght now that

it probably should be called. "1nterstate dep051t taklng,ﬂ rather than_

’1nterstate banklng. ‘Be that - as. it may, you addressed- the consumer:’“

problem as it pertalns to the banks belng big enough to buy, or belngi Ji;
big enough to’ be ‘bought, but you didn't really tell me sbout the -

consumers -- Mr. and Mrs. - New Jersey -- who are out -there dealing with
the bank.- How will interstate banking’ help them or hurt them, and ‘will
ig? Wlll it have any effect at all? : : g

MR. FERGUSON: I ‘was really tfylng to make the case that 1tvmﬁﬁh

'would help them, but I guess I came about it from the back door. .
ASSEMBLYMAN KOSCO:  You ‘came about it from the banklng,

o standp01nt but ‘- not from the people's standp01nt

- MR. FERGUSON: . They can get hurt if it happens 1n a dlfferent,frfl

way. I'm a llttle reluctant to say thlS, but T think I have to say it, L
to be honest w1th you. , . S S o , '
' If you look in’ the paper at what rates are belng pald on the

‘ money market certificates. today, as they are published in The New York

 Times -—-they list ba31cally New York and New Jersey banks, savings and
. loans, and S0 forth -- the New York rates are substantially hlgher.vvlt

would be very good for the New Jersey consumer if he were getting an

extra 100 to 150‘basis,points on his savings_instruments,y That isheff

competition.  That is ‘what it is -all about, and it is in this

"1ndustry.v it is very strong in this 1ndustry

. If you go to the smaller towns in the State of New Jersey I

smaller communities -- with rare exceptlon, the consumers are getting

lower 1nterest rates on their dep051t ;nstruments than»many,eonsumers S

are getting in a larger town nearby.

There are exceptions to that ‘ There are ‘some community

bankers who feel very, very sensitive. They want to pay the max. eIf'»sf~

they can find a way to operate profltably and pay 1t they pay it.
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You have some thrift institutions that ‘doh't have any"
yices. They have to keep money flow1ng in and out or they will be
. of business. So, they have to. pay up to the amount that it takes
get the money 1n the door. , , : C :

Generally speaklng -- and this ‘is the historical study that

been made over and over ——,wheh'there is more‘competition, outside
apetition,  higher rateS’on savings instruments, tougher cempetition'
ratee on‘-loans;v there are b851cally lower rates and more money
1ilable. I don't think there is any way in the world that the New
*sey consumer can be hurt if we do this on a etep-by—step-b831s. I
ink he can be crucified if we sit back and make  believe it isn't
Lng to happen. ‘ - T ﬁ.‘.‘ _ |
. ASSEMBLYMAN KOSCO: - How about from a standpoint of getting -
ahs -- mortgages, small business. loans, personal loans? How will
at affect the consumer? T e |

~ MR. FERGUSON Let me personallze a llttle, if I can. We, as

result of our activity over the past —- I can 't believe it -- 15
ars now-- We have 288 banking offices throughout the State of New
rsey. . In some of them, . demands arevfor residential mortgages..ln"
ne, dehands are for the local drug store and the farmer.  In sohe,
ey are the mult1 natlonal corportlons that are headquartered in this
ate. \

I don't thlnk anyone would say, "By acquiring a small bank in
is: State, we. have . in any way changed the mix of avallablllty of
oduct." We have enhanced it, not changed it. I don't thlnk there is
y question whether or. not residential mortgages, automobile loans,
edit card ‘borrowings, or personal loans of any klnd would be
ailable._' ‘There is no question - about that The larger the
stitution gets,: as a matter of fact, the‘_more diversified it
comes. - It'wants its mix spread across those qommunities, and»it is -
t going to cut back. L ' | o

Every major. commercial bank - in the State of New Jersey today
.- out there_with a mortgage package. - You can choose variable, fixed,
: term mortgages. Everyone is trying to originate - mortgages. -
mittedly, they onld like to package them and‘sell'them of f, but they
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fare orlglnatlng - The- mortgage avallablllty is: there, and . this 1sn‘t“w'
f901ng to have any effect whatsoever on. the avallablllty It never has,
'uand, 1n my opinion, 1t never will. ' ' o

. ASSEMBLYMAN LOVEYS: ‘~Mr. Ferguson, I‘wouldfjusthlikegto make

.a comment agaln about the consumer. - l"really direct your'attention

“and our attention to the generation -who probably- went through the
.Depre331on.» Those, to me, are some of the great savers. They: know how ‘
to saVe;:atnleast they were taughtbthe rules and regulations of saving.
- 0 1 feel ‘that the bankingvinstitutiOns as a whole, not only in:

E the State of New Jersey, but maybe- nat10nw1de, have kind-of'let'thisi'

group of people down somewhat by lack of educatlon. ~1.speak of these. - N

",people because' when they get passbooks in their hands, to them, that is
“what they have in‘thefbank.; They-don't want to hear'about mbney market
.funds and CDs because they can't ‘open.a book and see when the 1nterest o

rates go up. e e : : ' ‘

~I'know of a good number of people who hold those passbooks,

_‘ in some cases with huge amounts of money 1nvested, and they are earnlng'
L 5-1/4% and 5-1/2%. The banks are- not telllng these people that they

" could be earning 10% or 12% 1nterest A few months ago - it was 130."
Why? ~ Don't you feel that the banklng 1ndustry should educate these
' people7 The accounting 1s in the bank : Why7 T R e
MR. FERGUSON: ~ In one word, the answer is "greed." The
'banklng business used to be a spread bu51ness.~ "You‘ know,  we were

' protected on how much interest we paid. ~ All we had to'do was . have

~enough sense to go out and get a 200 basis p01nt spread, and we made a

: lot of money ‘That' is over. . : . LU ‘
'- There is . a blg spread bu31ness stlll there. We,don't'all'

‘;JUSt broker money.: The most profltable bank 1s _the one that has the_'

best of what T w1ll call "core dep031ts" - the demand deposits. andflﬂh

passbook sav1ngs “accounts you ‘are talking about -- where, basically -
- through 1nertla, the passbook accounts have not been closed. o
" We loock at two thlngs 'social conscience “and greed Greed

wins pretty often.” Now, is that rlght?, Philosophically it is not;

there is no questlon about that. Is Lifeline banking coming? = In some :

- foremat, it ‘is coming -- either ,voldntarily"from the  industry, or

' legislatively from you. I think we all know that.
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How (nuch educatlon are  we respon31ble for7 Probably more
an we are doing. I acknowledge what you say, and I do not disegree
th you, but in some respects, it is the basis for our profltablllty.
sre are some people who want to leave it there anyway. Some years
3, when sav1ngs rates were controlled .and you could pay -- I think
was: 5% on a passbook and 5-1/2% on a statement -savings account where
érevwasn't:any passbook Qf many of us tried desperately to‘get people
turn in their passbooks:and‘take’the extra one-half percent because
saved us SO much money operatlonally We couldn't get them to‘turn
those passbooks. As you said, those passbcoks were their worth, and
couldn't get them to do it. At that time, we made it very.clear -
u get an extra one-half percent. We're talking.about another 10% of
terest." They wouldn't take it. R

| I know what you are saylng I recognize it, and I can't
;ue with you, but I've explained it as best I could.

. ASSEMBL YMAN LaROCCA:  If there is one thing. that Bob does, he.
sts the issue. It reminds me’ of the.old days. . When there wefe
1ke,,they were all Renaissahce buildinge.h They were etrong. My
ther and all my relatlves would say, "That is the bank, boy." - Of
Jrse, you didn't have too much competition. ~All of the banks paid
out the same rate of interest, so as the industry evolved, the banks
re renovated. In fact, they covered up the beautiful domes, and they
vered  up all the marble. ALl my relatives and paisanos said, '"Gee,
1 you-do is‘put thihgs over the countecﬂﬂ' So, I understand that
ychology. Among the oldtimers it is hard. - Even my wife said when I
nverted some statements, "How do I know what I have in the bank? Why

I have to wait three months to get a statement? Don't I have that
ttle‘piece'cf pacer7", I said, "The day is going to comevwhen'you

n't have anythlng ~ You'll just be pressing buttons." This is so
1ly. 1 write a check to pay the Publlc Service blll and the:
lephone bill, ~and T make a dep081t o _

Bob meets it head on. '~ It is a problem, and he ecknowledges
. Thank you. : . . ‘ |
MR. FERGUSDN Thank you very much.

-ASSEMBLYMAN LaROCCA: Next is a representatlve of M1dLant1c

nke.-
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. GEORGE E;,STGCK:_y'Mr. Chalrman, thlS 1s the flrst tlme we have been on
" the same side in years. (laughter) ' , R NN
. 'b ~ Mr. Chairman,:off the-record, we have anboffice with a big
~dome in Passaic, and we would be delighted to see_ you up ”there.
(laughter) R, “ | S -
- My name is George Stock, and I am President and Director of"
| »MidLantlc Banks, Ine. I wish to thank " you for the opportunity’ to
- discuss before your Subcommittee the 1ssue of 1nterstate banklng in the
~ State of New Jersey : ‘ ,
The 1mportance of banklng is that it is an 1ndustry serv1ng
’all of the" people, all of the munlclpalltles, and most of . the commerce :
and 1ndustry within the State borders : ,
| MldLantlc Banks, Inc “has assets in excess of $7 bllllon, and

,»:1ts orlgln is with a bank. chartered in 1804 creatlng an - unusual v

4 fperspectlve of the. changlng scene for the past 181 years.

My personal experience 1ncludes 39 years in the banking arena
d» with banks and bank holdlng companles in New York, Florlda, and New
.Jersey _ ' : : l S g :: ,

- Allow me’ to set the stage for my remarks by giving you a
~ brief hlstory of 1nterstate banklng as it has been addressed by varlous
‘a'congre381onal .committees," by some of .our. most forward looklng Senators
‘and "Congressman, and by the Office of the President of the United
~States. ' SO ' . R DR Sl >,
o Untll recently, ~advocates of change and the . legalb.
1 restrlctlons on interstate "banking, 'including ‘members - of . ‘the
Association- of ‘Bank Holdlng Companies ---of which we are a member -
~were: ignored on Capltol Hill. While the subject would Surface;il
'l"occ331onally, it would qu1ckly dlsappear., _ e i :

. In 1976 and agaln in 1978, the issue was addressed Finaliy;f
' in 1981, PreSJdent Carter concluded that the McFadden Act -and Section
- 3(d) of the Bank Holdlng Company Act, known as the Douglas Amendment ,
e-aref "1ncrea31ngly ineffective, 1nequ1table, 1neff1c1ent g and
| anachronistic." - The President = recommended that ~ these = statutory

~restraints to interstate banking should be gradually,relaxed.v
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Between' 1980 and 1984 however, a varlety of states took the
utlatlve. - Due " to ,these"state actlons, in June, 1984, the
sociations's members adopted a refinement of our;earlier:ihterstate
»licy, “includihg a four-year phase-in- tov nationwide -bahk holdingx-
mpany acqu131t10ns. ;‘The"Associetion's ‘call" for a " phase-in to
t10nw1de banklng ‘Wwas subsequently endorsed by the Association of
serve Clty_Bankers, the‘Callfornla Clearing House, and the Bankerss
3001at10n.e- S ' : o IR : £

In ‘February, ‘the‘ American> Bankers Association Leedership'ﬂ‘
nference adopted a Federal . leglslatlve pollcy statement that calls"
T nat10nw1de banklng. R : : SR o ’. e

Bills affecting banklng structure flnally began to be takenv
rlously in the last Congress. . In 1983 two Massachusetts members
xtroduced leglslatlon, affirming the ablllty of the New England states
' enact rec1procal banking . laws. ' Subsequently, a tltle was 1ncluded

the 1984 Garn bill that afflrms the right of any state to enact
c1pr0calﬂleglslat10n on a reglonal or other b331s. Also, Georgla,_‘
io, and New York have 1ntroduced bills in their Leglslatures./""

- Thus, 1nterstate banking ' has moved from the perlphery of
rngr3881onal 1nterest to center stage. The reason is not that.banklngn_s
ganlzatlons_‘are~ now 'advocatlng a"politiealhrresolutiohf»ef the
introversial -subject; but rather,, the neeessity for ‘eongressiOnal.i”'
tion from other sources. ' T iz

First, there is a growlng concern that fallure to act will

dermine ‘the safety and soundness 0f» our"natlon s dep031torYf

istitution's systenm. vFéderal Chairman Volcker, a leading proponent of -

s view, said in testimony before the Senate, "I cannot emphasize

.rongly enough the urgent need for definitive congressional action.
ne,policies;bf_the‘Bank Helding Act are now5being'unde}mined by a ;
lphazardbpattern'of inter-industry and interstate acquisitidns, and by
W combinetions' of benking, securities,‘_insufenee, and commerciel,
‘oducts...." . The Chalrman of' the Fed;"echoing the Carter
iministration's‘report- has said that regional banking arrangements

\ould serve . only as a step to nat10nw1de 1nterstate banklng
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, .Seppnd, -there 'is:lchaos in the states. . The vASéOCiatiOﬁ‘
B inFormally tracks State 1egislation, and by our count _half of the
“states already have some kind of interstate statutes on thelr books.
We know of dlscuss1ons and/or spec1flc proposals for state law changes
“1n another 23 states. '

'Third,' there is a growing . awareness ' among. . some public

interest 'spokespersons~ that the failure of Congress to take action S

hampers consumers in :their ability to obtain bankinguserVicesvat-the
" lowest p0331ble cost. | e ' ’ ‘
; _ Fourth, ‘and last there is the obv1ous fact that the number
of corporatlons positioning ‘themselves for p0531ble ‘entry into the
flnanc1al serv1ces market is gr0w1ng fast. T
B In sum, the requests‘ for action emanating from banklng‘-
:sources do not, in themselves, make reform of banking structures by
Congress - mandatdry} Rather, it is the concerns about safety - and
soundness, gr0w1ng chaos in the State, heightened consumer,awareness,‘
and' the ‘existence of a widening variety of alternate pﬁrvaYors of
;flnan01a1 services that make legislative actlon on 1nterstate banklng a
polltlcal necessity. BRI ,
MidLantic has con81stently supported the idea of nat10nw1de :
banking within the United States. -Our verbal comments and our annualv-
reports “have always stressed the desirability of this concept ' as
beneficial to our_staff,'npw numbering upwardsvoFAS;UOD people, our.
| customers, “who number in. the - hundreds  of thousands, and uaur;_15,00D"

vshareholders who prlmarlly live and work in New Jersey.

Uur economic well- belng is ‘closely related to the banklng o

structure in New Jersey, and as the banks grow and prosper throughh"

retained earnings and capital infusion, they are better able to take -

care of the growth in commerce and industry that is all arouhd_us;in
Vthe‘ndrthern, southern, and central parts of our State. _ N

. - When banking was a young industry in Nnerica,L artificiall
boundaries were set and have remained, even though trade has matured
‘and knows no boundarles,' such as the Hudsoh or Delaware Rivers.
MldLantlc,- in: order to. follow its jekisting customers or extend its:~

_ present market, has opened ' a trust operation in Florida, and has =
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pplled for non-bank banks in Pennsylvanla and Florida. We have‘loan
roductlon offices in "Pennsylvania, Illln01s,‘ North - Carolina;_ and‘
lorlda.;' | » | ' .

QOur State has already been 1nundated w1th New York banks,'
1th the presenoe of - Citicorp, Bankers Trust, Manufacturers Hanover,
ational Westmlnlster,-etc;, etc. Further, Cltlcorp s sollcltatlon of
1lllons of credlt card customers throughout the country from South
akota, if you will, makes-lt_apparent thatvwehalready have interstate
anking.. T T R | ST
| Unless we_‘ New Jersey retain -flexibility, ,meet}vthe
Jmpetltlon of the out of-state banks, brOkerage” houses, retail' and
Isurance glants invading our territory, and allow growth and expansion
> take place through possibly a regional and eventually an .interstate
anking concept, - the  eight million people ,of this State will bet
=pr1ved of  a very special 1ngred1ent in their lives - that,ls,.a
Lbrantrand responsive banking environment that servesatheirlneeds ini,
indreds of ways every day. ~ Banking .is not-a,passivevbusiness;Vit‘is
live-and‘must.be nurtured and fed to keep,it;healthy. On the subject
F health, I would‘like to'point.out that‘our.syStem in New jerseyfhas
JFfered no unusual blights that have hit- other parts of the country.
Jt we must remain- alert and “sensitive to changes around us in order
) stay healthy and useful to our c1tlzens. , : _

1 believe it is 'a myth that if  we regionalize-~0r gol
ationwide w1th our banklng laws, capltal w1ll flee the State to big
ities or. even abroad.: .  If we take the time to measure. the rates of
eturn_produced-byvourymaJor banking institutions in New Jerseyvversus
hose. in New York City and ‘other large. money oenters, you will,hote
hat our return on assets and investments‘is better here{\by ihdustry
tandards, thah elsewhere."Why;then.would'an‘othOF—state acquirer, if
hat should happen, change the method of operatlon of the acquued’7 |

There are - also . conorete examples of - banks 1nvest1ng_'in
rcanlzatlons in- different locales, where large infusions of capital
aTe brought-lnto the State to .help the acquired bank better meet - is
>cal obligations. ~The Midland Bank group, a foreign entity, recently
roved that by 1n3ect1ng many mllllons of dollars into the Crocker Bank
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'qi Much testlmony has been glven and much press has been devoted“‘

to the invasion of ‘our terrltory by Sears, Merrill Lynch, J.C. Penny,

etc. In01dentally, Sears now has 150 financial -service centers in the .

_Unlted States, 1nclud1ng some in the State of New Jersey. If they are

permitted to expand within our ‘borders 'and we are  shackled with

constricting laws, I  firmly believe we will be shortchanging the.

. consumer. . My reason for saying this is because people prefer to do

bdsiness with banks. = They have more confidence in their banks, feel
: safer,> have e-knowh - commodity, and have.esteblished locations where

they arelcomfertable in the hundreds of communities in New Jersey. As
.8 consumefzand'a professional in this area, ‘I certainly woeld_have,more~
'confidenee"in’ the atmosphere of banks than department estofes when

: deallng w1th my prlvate financial affalrs

I believe that the track record of the commer01al banklng',-‘

busineSS‘fin the - State must be .cons;dered ‘when -evaluating. the
lbéver—changihg_ conditionS‘refb deregulatienv'that we existm uhder.'; bThe \
banks: haveb‘respohded Qell ‘and again;> the consUmer has ' been - the
- winner. He has - more serv1ces available to' him at competltlve rates_
E than ever berore -- services encompassing both sav1ngs 1nstruments and
a menu of loan p0351b111t1e3 covering all of his needs. -

- The banks ‘in thls State have also responded to new concepts.:

k ‘,hNew industries. - have filled the void.  quickly .wheh_,undeveloped

‘geographical -areas have been built up. I refer specifically to the

o ;i Meadowlands that probably would not exist but for the commercial banks

Lin New Jersey; 1 refer to Atlantic'City'thet how'gainfully empleye
}’&D,ODO,peeple; I refer to the emerging highrtech'industry;el.refer to

' asset-based financing that has, -in some ‘cases, kept jobs in the State{"

“and, I refer to furthering the import/export‘activities that provide -

JObS, and lots of them.

1 belleve the 1eglslators have an’ obllgatlon to our citizens

| ;fo‘work w1th the banklng 1ndustry so that we can remaln competltlve‘

with - other 1ndustr1es and other areas . 'in the “United  States where o

‘restrlctlons do not ex1st or where laws have already been - passed to -
reglonallze banklng ‘ v :

- Thank you for the opportunlty to share our views w1th you.
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ASSEMBLYMAN'LaRDCCA: Do you have a copy of your statement
that you can leave w1th the Comm1ttee7

“MR. STOCK . Yes I do - , e R

ASSEMBLYMAN LaROCCA »‘,Thank you  One of the things that
sothers me =- you have mentioned ith—Q,is.‘how will interstate banking
deal with the'safety andvsoondness of New Jersey banks? - I'll put that
in context. Everyone has ‘been reading';aoout ESM - Lyon Capital,
and Continental Illinois. The impression I get is that the larger they
get, the more branches they have. and the more states they»operate,inn
That is what' your - position .is -- that' somewhere down the line,
unfortunately too frequently. they fail.  They have problems.

In my 47 years of corporate’ practlce, my wife has always sald
to me, "When are your clients going to stop expanding? - You have a
branch hefe;.you have a branoh there. - You are going to open up another
supermarket. - Then you are going to expand and go into‘the‘software
susiness." I have spent my whole life traveling throughout the United
States for big corporations. They are. always looklng at the dollar
sign  Their goal is $1 billion. , e o e

- How do they make it? fWell, it is Vvery simple, They have 10

more eheck—out.counters. threebmorelcashhregistere ‘or open -up 10 more
locations. They say. ."Oh. that is going too slowly. so we' 11 acquire
anothervchain;?, This has been going on for 47 years of my life. _

N I have. pre31ded at the financing of. all of these expan51ons
and some of them are the biggest corporations in the country -- listed
companies. Unfortunately. hav1ng been at the baptlsm -- the marriage
-~ which means,the‘financing to acquire the land, and a lot of it is in_
the Newark area. _ SR - | ,‘ Y

At the culmination and fulflllment of my profe851onal llfe. I
had to preside at the funeral of many of these banks and'corporatione.
It alsc applles to the oanklng industry -- this big octopus.

To be spe01f1c,v1n your oplnlon, what 1mpact will" that have.
on the safety and soundness of aur banks7

MR.. STOCK: : Mr. Chairman unfortunately, we all remember the
Eontlnental Illinois and the Franklln Nationals. In actUality, most of

the banks that are operating in the big leagues are in a pretty good
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'y,position IF you want to go to - the blg c1ty and talk about Morgan,

Bankers and Irving Trust -- and. down the line Cltlcorp and Chase ——j.:f”

iyou'll find that theee fellows run pretty good shows. Now. they get a
lot of publicity'about things at times. but basically I don't think our

-induetry”ie in any kind ofva Shambles._'There,havevbeenimietakes made,

obviously.4and there have‘been'ebme bigIOnee‘¥~,CQntinental, of'course,'yl-

being the daddy. , o
BB “don't: view: our yorganizations_‘as» being inl‘that >kind"of
positione' 1 dbn't think'—Q let's pick a name out of the air,>5ecurity
'Pac1flc ——»1f ‘they came into New Jersey, they would operate in here
 any dlfferently than they operate their ex1st1ng company. They are big
‘yearners and they are - shareholders,. so why would they - change their
opinion just because they were getting into New Jersey7 - -
ASSEMBLYMAN LaROCCA: It wasn't hard for me to go to the

;heart of - Newark or Phlladelphla, and say,,"My client is 901ng to havef

three morerlocatlons. I'll get -you ‘the leases; 1'11 get you this orV_fa

*_that‘¥—'n0”problem'"ﬂ Well you have answered ~in your opinion;%that el

- you .don't th1nk it wlll have any adverse effect on soundneas. Let's
:‘hope not. ’ . PR
' Are there vany' questione fromv,any other membere‘:of “the
Subcommittee? 'Assemblyman Kosco? : B o e
| * ASSEMBLYMAN KOSCO: Mr. Stock, you brought up an interesting
‘;point that I hadn't even thought ofs -thatiis; following your existing.

 customers. © I don't think anyone has ever discussed that at any of our "'”

:' hearlngs or discussions. That is an 1nterest1ng point . ‘
| ~How do you handle that now7 How do you handle the company;
"you represent when they want to move out. of state and . you ‘want to‘

~cont1nue to be in touch with them?

MR. STOCK: ' Well, we keep in touch with them. and we;attempt:if

to retain their business. but I think I was spec1flcally referring to

 trust customers. ~ That is the most 1mportant facet -- where for 30 or

- 4D yeare,'youvwlne, dlne, ‘and sollClt ‘their . bu31ness ‘andbyou ‘have
i'their’businese‘~'Then Dad sells the company and the house, and he moves
,to Florida. You have his will on’ f11e,<and then all of a sudden. you .

vdon t hear much from hlm, he has met some guy on the golf course down
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\ Florida 'ahd::he is enticed into doing business with Southeast
1ncoro."_ | T ' . B =
| We decided that we wanted to follow oor'trust'customers. and
: have many in the State ‘of New Jersey. I might also add that inl'
;gglng Sin, we found a great many shareholders ‘who had moved their
:sidences to Florlda, so we kind of took both of them and put  them
xgether. As good businessmen, we are attemptlng to keep their wills
1d do thelr 1nvest1ng for them. ' ,
We . have a trust company that we own 100% ,.in Southeast
lorida. It has assets of approxlmately $400 million or $500 mllllon'
- this tlme.,i . o o : PN B ST ,
| ASSEMBLYMAN KUSCD ' How would interstate banking assist you
1'that? » : L e RRRIRT tb Lot s
MR, STOCK: I don't . know ~that interstate banking would
scessarily assist us. It might. but it is proof that we ‘are alreadyh
1iihterstate'banking. That is the point. ‘ R ‘
’ASSEMBLYMAN KOSCO: ‘Okay. nght now,'we have two states, to
y koowledge;‘ that ‘have full interstate banking.  Those states are
laska and Maine. I don't know if:ahy others have joined but as of
his report I have here from the State Leglslatlve Report - -this‘was
n- June, 1984 - Alaska and - Maine have full: 1nterstate banklng, -and
here are nine states that have rec1proca1 banklng laws.-
Do you have any information ‘about any- of the banks in Alaska
T Malne that-- - The concerns we have are. twofold Unefls, how is it
oing to affect the 1ndustry' and two. —~'whlch is probably the most
mportant -- " how 1s 1t going to affect the consumer7 " Are there any .
eports from Alaska or ‘Maine that could tell us what is happehing in a
051t1ve way in those states to help the industry and the consumer?
MR. "STOCK: - I'm not sure I can answer that. but I'11 tellv
'ou, 1f I were: in Alaska or Malne, 1 would want full 1nterstate banking |
00. (laughter) It is surv1va1 Those are both-very unusual places,
1S you well know. and that is the way - to get attentlon from outside. .
ASSEMBLYMAN. KDSCO I don' t know about New York but ~Alaska
ind Maine have sort of taken the lead on this. The nine that went into

:eciprocal ihterstate' banking,‘are',Conneoticutr' Florida Georgia,
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Kentucky, MassaohUsetts;»NewhYork;'South Carolina;-Rhode Island and
MR‘ STOCK - 1 If I may comment on the southern states hav1ng

worked in the South for 10 years -- .1 hope there are no' Southerners in '

the Toom --_there are,stlll strong feelings in the South about staying

inuthe‘Southr }They want reciprooity withinbtheir own little conclaves

- so0 that they can getfbig:jas»someone before me mentioned. and protect

- themselves from New.York City, Chicago;_and San Francisco. - Southerners

. are Southerners, .and they want to remain that way That is why it has

'been so actlve down there. This started a long t1me ago --_ about: 10‘!
years ago --.in discussion form in the South G .
ASSEMBLYMAN LaRDCCA Thank you. For another change in pace,
' -let's see . what some of the small _banks ' have to say. Is there a
representatlve here from the Ramapo BankV’ (afflrmatlve response) “Mr.

' Robert Peacock? Cer S e ST N
" ROBERT R. PEAC(]CK.  Mr.. Chairman, If:appreciate the -opportunity of
vsaappearlng before your Subcommittee. . I am Bob Peacock, Chairman of the

uBoard and Chief Executive folcerfof the RamapoyBank. ﬁe-are'part»of

.‘the Ramapo,FinanoialgCorporation; which is the smallest bank holdino'
ioompany ;—for, one of the,smallest bank holding companies'-— in New
Jersey. fltvis’composed from a banking'standpoint,fof Ramapo‘Bank in
Wayne,' New Jersey, “and the Pilgrim- State Bank in Cedar Grove. ‘New
~Jersey. Our total assets are about $180 million, so we are nowhere 1n
the same - class “the glant bankers ~such  as ‘Ferguson, ‘Semrod, -
3 MldLantlo, and the’ rest of them.- r ‘ I -
| I don t . have -any prepared text, but I come from a backgroundfu
of banklng in the State. I am the former Chalrman of ‘the New Jersey.
‘Bankers A58001at10n,_and I spent M years on the regulatory side. in the‘t
’;New Jersey Department of Banking. e ,
» : “My position, I think, 1s very stralghtforward When you. are\l
- talking about interstate banking, I think we: have it here today in theh

1 State of New Jersey.  Why do Iisay that? | Well, ‘today -you have every

,major New;(York"bank' in the State nof» New Jersey. ~ from Citibank,v"
‘11Chemical,"Morgan Guarantee, and,the rest of them.  You havezevery‘majorh

. Philadelphia bank operating in the State of New Jersey. " You have most -
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Vof'the méjor’banke from Maasachusetts'operating in this State. You
have aigood number - of the Connecticut hanks operating in this:State.
You have Fleet Natlonal from Rhode Island operatlng in this State. v
s o In addltlon - to '  that, you = have  Merrill Lynch
Baceche-Prudential and Sear operatlng here. I could,go on and on and
on. You ve heard the other testlmony . :
" .So, when you talk about regional banking, it is a reallty, it

is. here today. -We are kidding ourselves if’ we don't think it is here,

It is here, 1 ‘thlnk, only from one viewpoint -- from a :
looatlon v1ewp01nt ~ That is what yoU’are discussing today regarding
thls plece of legislation -- where a bank can locate. ~I.don't think
the issue. really can be addressed properly unless you take .into
oonslderat;on\the product mix that those 1nst1tutlons that are golng toi
looate haverthere. I.think_this:is_uhat the banking industry is'very

cmmahm mmi th

If you ask me, how will we benefit or how are we 901ng to be
harmed w1th 1nterstate ‘banking, from Ramapo Bank's<standpolnt.llet me

begyery honest ‘with you: ,Ramaoo Bank is not going to benefit- from

interstatewbankingQ A bank of our size, in my opinion -- a small-'to'
.medium—sized‘bankief is not going to benefit from interstate‘banking.
Why?,_Well, we don t really have the wherewithal -- the capltal - to

move into . Pennsylvanla, Maryland, Virginia, and Ohio. :We are lucky
enoughﬁthat,wevcan branchhout in-our own State. I don't,thlnk that is
eﬁdetriment;or a negative point with respect‘to thie:legialation;ktl
»still'feel;-aaﬁa community inStitution, as a communlty bank that we
ccan; operate 1n the State of New Jersey. I th1nk the proof of that
3ra»becauseewe are.operatlng. We are operatlng in the most oompetltlve
’bankingvarea in this oountry; I have to compete. Ramapo Bank. competes

agalnst Cltlbank as well as MldLantlc, Flrst Fldellty and the rest of
them. .. A : _ - R Ce : .

T So ,‘when you‘talk'about interstate'banking andlother banks
moving here, from a oompetltlve standp01nt itareally doesn't bother -
'me.‘_ I really don't believe it bothers thei,other small-l.and

medium-sized banks in this State.
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There is- a ch01ce 1f 1nterstate banklng “comes. If “the

:l{management dlrectors, and shareholders of a partlcular bank want toi?w“

o sell out they have that opportunlty If they ‘want’ to stay in -
4 bu31ness, they have that opportunlty I flrmly belleve — and I think
“Bob Ferguson ‘made a very good p01nt - you are. not 901ng to ellmlnatef'

',‘the community bank in New Jersey or 1n thls country. I ‘think it is for :
~the simple  reason that “the average person . and the mlddle-market‘;‘

bus1nessman llke to deal wlth the. communlty bankers,’ They like thatf

'personal touch. = That is my " competltlve edge agalnst the blg guyS“’?

3 That is how I make money- R
| | plcked a niche in the banklng fleld, and that 1s how Ramapo )
‘makes it: I can compete better in the mlddle—market environment than-'
‘the larger banks because: of the personal touch and the closeness to the ;
s1tuat10n. -1 th1nk that is good and healthy., ‘ ‘

From our v1ewp01nt I 'am not opposed to 1nterstate banklng.‘

TII thlnk some of the smaller banks and the banks our size have objected

to some -part of this _type of . leglslat1on ‘because New York was,h-

excluded. ~ Some of the banks in the‘northern part of the State might -
like the idea that if it does go through, maybe they will want to
branch across .the river into the New York State area, whlch is closer.
to the city. I think that is a legitimate p051t10n for those banks to
take, and I think it is a Jlegitimate thlng that has to be considered.
How‘ is  the consumer g01ng “to beneflt from = interstate
banking? I think you are the best Jjudges. ‘There has been ro hue and
cry about interstate banking from the consumer because I really”don't
think “they vunderstand “it. I think they could care less ' about
interstate banking. - It is an issue within the financial barriers: and
I think it is a good issue. I don't think the consumervis going*to
benefit that much fromvinterstate banking when you are talking about
where banks can locate. However, Irdovbelieve‘that the consumer,is .
-going-to'benefit substantially when tied to this location.are the added“
powers -- the mix of products that the commercialvbanks of this country ¥
and ‘this ‘State can offer to the ‘people oI am talklng about the

1nsurance, real estate, and brokerage businesses.
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Yes, I do thinkithere'is_going to be competition with respect
insurance premiums when the banks are allowed to get into this
ea. I think the consumer istgoing to benefit from that. 1 think he
g01ng ‘to benefit from real estate transactions and the rest of 1t
at is healthy and good.. o v v
- Is there going to ‘be  any real economic'.development or.
onomic force coming to New Jersey that we don' t have here now? .1
ally don't think so. L ‘think the commer01al banking industry of this
ate is in very sound COHdlthﬂ, and we constantly, year after year.

ve met the credit needs ot,our‘State. I think we will continue to do

o Youvmight have a little moreicompetition with respect‘to the
pes of loans and the type of mortgage transactions that will take
ace, but, by and large, I don't think it is going to help or hinder
e Stéte,of New Jersey. ' » ,. ‘ ’

: What I ‘am really'bgetting down to is a yery tsimple
‘oposition. = I don't think you can just looseiy look at interstate
inking alone asvfar‘as’location_is concerned.  That mix has to be
iere. A traditional thing is happening. Congress never addresses
self to a problem unless'the states start to move on it. This is
)at is happening throughout the c0untry.v The states are starting to
we - in. their ~state Legislatures towardsh regionalization of
ankingépermitted.laws. Congress is now stsrting to move towards the
testion. © -But, I think when Congress moves towards the question of
iterstate banking, coupled‘With‘that is going to be the product mix.
:lieve me. 1 state it uneouivocably;'a biil in Congress will not pass
lone unless the product mix is involved in it.  That is a question we
wve to face. | . o

‘ I think with the proper product le, the consumer is 901ng to
énefit by it, and I think the State of New Jersey is going to benefit
/ it. - You need both of these things coming together wlth respect to
Wy type of leglsletlono That is very important.

As far as the safety and soundness of banklng, Mr. Chalrman,
think that is 901ng to be. helpful Let me tell you why. As a former
equlator, I thlnk_what is going to happen with the’larger banks is,
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they'are goingyto betablefto~spread'thelr_risks more; In otheriwords;

d they'are not going'to'be concentrated in one area or one-industry.

 They are 901ng to be able to move and spread their risks 1nto dlfferent‘,”

sections of the country. That creates better safety - and soundness in
‘ ethe financial 1nst1tutloﬂs ' o o ) |
' By and large, the 1nterstate banklng blll has a direct =
:,bearlng and benefits most of the larger banks in the - State of New
‘Jersey. As e.small— or,medlum sized bank, I am not opposed to that. I
"think this is one of the few times within. the bankingjfraternity-——,
I'11 pot it that way -- that we have sort of a unified position.,~The'
majority'of'the bankers of'this State‘fayor»nationwide banking;fbot
“we'll substitute,'as-a first step, the regional concept. I think it is_
~a sound move,‘and'I think New;Jerseyxshould be in the . torefrontf'il
~want to be very "honest and candid with: you though.‘ For a. bank our
) size, it is not going to be a great benefit to us whatsoever.'7'Vv -
_That ‘is my statement Mr. Chalrman N ; , .l ‘ : .
= ' ASSEMBLYMAN LaROCCA:  Thank you. Are there any questions
. from any member of the Subcommlttee? B ek ﬁf”ﬁ':'f’“
ASSEMBLYMAN LOVEYS: ~ Yes. Mr. Peacock, at one point .in your‘
‘-testlmony, you alluded to the non-bank banks. ~Will you glve me’ some of
- your concerns or thoughts regarding non-bank banks? . . : ”
‘ ~ MR. PEACOCK Well, I've been on record on this many tlmes.'
1 am really opposed to that, and 1 commend the  New. Jersey Leglslature,-

~ for passing the bill that has stopped 1t at least for a year. 1 am

not interested in selllng pajamas as Sears is  If they-want‘to,get o

“into the banklng bu31ness, then 1 ‘think they should conply"with‘the.f{

same set of regulations that we comply with. I think that’ protecte the '
:average person in this country. It protects the consumer.‘_*' Q " o
“If Prudential wants to get into the banklng bu31ness, then I
thlnk they should also comply. I also thlnk they should let us get i
into the insurance business - then because 1 thlnk 1t is a related"
financial field. : , , ‘ R e
f - With the ’incidents ‘that  have happened recently in_ the
~ financial world-- The public is going'to‘demand protection;h'They want -

to know what a bank is, and I think we have to stop kidding~ourselvestfj
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bout these Mickey Mouse definitions of what a bank is. - The banking
ndustry should be_defined very clearly, and i think  the public'is_
ntitled‘to\know whatbitiis’andbwhat it can do,‘ That is going to
enefit the consdmer'and the econohy,.and we are going to have a better
1nanc1al system in this country. | ; ‘ "
You can't have everythlng You can't have Naticnal Steel.
ompany getting into the banking business. You can't have Américan Can
etting into the.banklng business. You knbw, ‘we have to start drawing
ome lines. If you want to get into the bu31ness, ‘then go shead. Get
nto it, but abide by the regulatlons. ' ‘
All ‘1 am saying 1s, if these non—bank banks want .to get into
t, 1et them llve by the same rules, standards, and regulations as the
anking industry has to live by. I am more than willing to have the
ompetition. I am not sitting here as a small bank saying, "I'm afraid
f them as far as competition is concerned." I have stated it_Qery
learly: I think WB are in the mbst competitive area. in this country,
nd I am not afraid. If I can't make it, I can't make it, but‘sovfar;
think the record of - Ramapo Bank and Ramapo Financial Corporation is
uite Dutstanding in this State. = We have ‘had 1Q straight;years'of
ecord earnings, and I fhink,that is a very’gbodjrecord; We compete;
nd wé competevVéry hard ’but that is America. That is what it is all
bout. I'm happy with that'situation. | V _ |
' Let's live by the same set of guidelines‘andbthe,same set of
ules. - o ‘ o ' ‘ S
* ASSEMBLYMAN LOVEYS:  Thank you. | |
- ASSEMBLYMAN KOSCDO: ~ Mr. Chairman, 1 have one question.
Hroughout yoUr testimony, BOB,'you werevreferriné to - the banks and the
anking induétry. That is confusing;' Are you including S&ls in your
omments? v : . SR : S .
J' | MR. PEACOCK: I defined very clearly-- When I mention a
ank, I mean a commercial bank - The saQings and ‘loan ihdustry and the
avings bank industry already have more. powers than we have in the
tate of New Jersey. . | ' ‘
ASSEMBLYMAN - KOSCO: Youvéaid specifically that’theré was nov.
oubt that interstate banking would not . have anyAefféct on the small

anks. . When YOU say that, are you including savings and loans also?
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MR PEACUCK | That;iebdifficuit for me to answer. Igdontt

”';‘know.j I was’ referrlng strlctly to - commercial - banks f‘IF you . have

interstate vacross_ the board, 1nclud1ng savings and loans, savings
banks, and . commercial banks, I think - you are going to see ba -
restructuring of the ‘capital vrequ1rements of the thrift 1ndustry.}
Perhaps youf will see a consolldet;on of the regulatory power and
- ekamining powWer on a Federal level, probably under the'jurisdiction of
'1the FDIC, and the FSLIC will be removed or merged 1nto 1t.j I_think

Congress will act in this direction. i : , Ll o g
, ASSEMBLYMAN KOSCO: . This is one of the problems. We are kind
:,of connected w1th the 1ndustry; and we have an understanding of what

the dlfferences are Yet, we st111 get confused . when we talk to eachh
"other and refer to a'bank or a Sav1ngs and loan assoc1at10n. You can
.. imagine what_the,people in the State of New Jersey thlnk.h When you

© talk about | bank ‘they=think about a'eavings and loan aseociation.

. When you say 1t is not 901ng to have an: effect on a bank, but maybe it

 will have an effect of the sav1ngs and- loan, these are the types of
things that  we have to be concerned ‘about.  The: people and the
1‘,c0nsumers out there have to understand too. ' o

. o We have to be concerned that the S&Ls, as well as the banks,r
- don't get hurt.  That is our responsibility, and that_ls why I asked

“'the question. -

' MR. PEACOCK: That is what I was referring to when I said the
. "definition of a bank. "ol think Congress'has addressed itself to that

' because I think the Amerlcan people -= the. publlc -- are going to

~ demand to - know, 51mply because of the instances . we have had Just.,f'

recently. I think that is. legitimate, and 1 think they w1ll address'-
f_themselves to thatvquestion. I really. thlnk they are going to flnally
get down to it because they won 't want a recurrence of anythlng._v_
ASSEMBLYMAN KOSCO: I hope so. o . SR
o ASSEMBLYMAN_LaROCCA. Are there anymore questions? f(negative"
, response) 'Thank‘vou. S 'v:: SREE - SR
e . MR.'PEACOszf»Thankvyou, Mr. Chairman. I
ASSEMBLYMAN LaROCCA: = Mr. Semrod, Chairman of United Jersey

 Banks?
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'. JOSEPH SEMROD: Thank'ydu;‘ﬁr;'Cnairman;‘ Many positions have been
stated, and my slant "is a bit of a deviation from those already
sxpressed. L e e | . : |

Our position is that we are for nationwide interstate banking
.F; as a practical matter, tnat>can'ever‘happen at one time. As has
'een expressed by many of the other speakers, that is impractical; o)
/e are thrown into this sort of regionalbscenario right now.

~ Conversely, my‘vpositipn is .that we are opposed to “the

‘egional compact at the present"time for .a number of reasons, whichyl'
would like to go into. : A , ' -

Because of the fact thattwe are located, obviously;.betweent
WO véry ‘large money centers, New ‘Jersey. is piaced in a bit of
Jifferent persuasion when you look at a regional compact and how it
;ffects consumers,v mlddle-market bu51nesses, and - lastly, the banks
hemselves.  We are concerned that if, for example, the .only
'egionaliZationvpossible;~since the State of Maryland does not have New
Jersey in their bill -- the District of Columbia similarly does not
ave NeW“Jersey in: their :bill -- we might end up iwith Just
’ennsylvania. ~If you lay the 10 largest banks. in tnose two states side
»y side, you'll‘find a very great similarity -~ The top 10 banks are
ety .similar in size, except that the Pennsylvanla banks are. about‘
:wice the size of the New Jersey banks. '

The point expressed by one of the ‘previous speakers -about
jecisions not belng made by New Jersey 1nst1tut10ns could happen a lot
sooner than a lot of people think. |

The other aspect that has been considered has been a natlonal,
trigger,'whlchvwould be the Island of Manhattan and the State of NeW’
fork to similarly buy banks in this area. Obviously, I won't even talk
about the size of those institutions. If that happened under a
regipnalfCOmpact, the real issue you are concerned with,‘and we are
too, is, what is  the fimpact on the - consumer,  the small—”'end'
nedium-sized business people, and the banks themselves? Let’ taPe the
consumer first. | | ’

The OplnlOﬂ expressed by one of the speakers was that money

narket accounts pald a hlgher rate in New York than in New Jersey.» We
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‘would'submitlto'you that the customers of the banks have those options

today. The New York Times on Thursday mornings publishes Connecticut,

New Jersey, and New York banks,‘so if John Q. Customer of United Jersey
wants to get half of a percent more than Chase or Chemlcal he .opens
_hls account and does so. ' _-‘

o How has the consumer real ly benefited »by' being reciprocal
7'witHvPennsylyanla or New York? - Let's take our smallest bank.  Our
smallest bank is in Cumberland County. It is ebout‘ a'$130—million
~ bank. The C:E.0. of that bank is a felldw named Gary Zimmerman. who is

a Couhty freeholder. Gary makes a salary,‘his‘bonus, money fbrkthe‘
",shéreholders, and has a :elationship .with- his customers, aneloyees,

'people‘ at the Lion's Cldb,“wherever~ he goes, - on how he handles

Cumberland County. It is obviously in his selfish best interest, if

'.»your mother 1n law wants a car loan, to be responsive to her.

The only questlon I would - ask 1s -- and, it is hard for me to
. c0me down on -- whether the major banks 1n New  York or. Phlladelphla,
with 'a large percentage of their income in 1nternat10nal loans, are as
' concerned about the New Jersey consumer as Gary Zimmerman is in runnlng
a $130—m11110n New Jersey bank. _
: You have heard a lot of testimony from both sides regardlng
the consumer, so let me just make a point about the consumer. We do-
not see adding Pennsylvanla to the equation, nor 31mply Jjust New York
to the equation, as being in the best interest of the consumer.
' - Middle-market bus1nesses Our commercial loans “in our
:1nst1tut10n are about %4 bllllOn in size.  They have increased about
30% in the last two years, and they are up 30% this first quarter.
 ThiS ie all in-State, New Jersey business. Yes, . there -is a lot of
‘ cempetition, bdtb our goal is to deal with middle-merket ‘New Jersey,'
 businesses. BT _ ' T
, Would the‘largef banks be as -interested in NewAJersey?‘ I
- read the testimony of your first hearing -- I have only been in the
',Statelvfor - four years -- end there was' a lot of Teference to the-
‘Meadelandsband other things. . I won't be presumptious by trying to
\etell you that they are not as interested in this State as the bankers .

who have testified.
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Mlddle—market business, we submit, “would be .bettef  off
eallng w1th de0181ons ‘made in New Jersey, not decisibns made in
hiladelphia, New York, Baltlmore, or Paris:. : ' -

; | , You}-ésked a question, Mr. LaRoccs, abdut‘ the safety and
oundness of the bénking systeﬁ.' Mr. Ferguson talked about the market
n New Jersey, and I couldn't agree with him more. I think it is the
est banking market in the country. You see the unemployment figures;
ou see the fact that tw0rof»thé’top 20 per-capita income counties are
n this-Stéte. You read The Wall Street Journal article that named_tﬁe

op 10 communities in 1985/86, and three of them are in our State.

es,'it‘isﬁthé best market. -So, Ixsubmit to you, why change it?  Why
hange the banking laws? What is the hurry? What is the rush?

That is the end.of my statement, Mr. Chairman.

ASSEMBLYMAN LaROCCA: Are there any questions? . ‘ s

ASSEMBLYMAN . KOSCO: 'Yés,"dob you consider - this -being
ushed? = You started by saylng that you were in favor of total‘
nterstate banking. S , - | ‘

MR. SEMROD: Yes, total 1nterstate banking.

ASSEMBLYMAN. KOSCO: = Do you think that the Department pha31ng
nto it from regional and then to nationwide with a ‘trigger would
enefit? | L s R
MR SEMROD: I think it makes a lot of sense in a lot of
tates, Mr. Kosco, butrbECause of the  nuance of New Jersey,vphasing:in
ith a 1argeiétate on the left,.phasing in' a large state on the right
ith a national trigger, and with the question up in the air on the
onstitutionality of regional compécts, I don't ‘see that the time is
1ght for this State to move in ‘that direction.

If it were in my home State of Oklahoma, maybe I would want-
o phase in to Missouri, Arkansas, ‘New Mexico, or. Colorado in.
inticipation of interstate banking‘so.thatythe big Houston or Dallas.
)anks would be of comparable size. | “ e .

- My pqsition; Mr. Koscao, ié that the unique location of our
itaté may notmake 'phasing in;i in the ‘best interest of the banks,

iddle-market businesses, or the consumers.
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ASSEMBLYMAN LOVEYS Mr . " Semrod, unless I mlssed somethlng,
'1t is my understandlng ~- correct me if I am wrong -- that Connectlcut,f‘
»fGeorgla,' Florida, Kentucky, Massachusetts, New - York, Rhode Island,
South Carolina, and Utah would allow 1nterstate banking 1f the states
'had reelprocal agreements ) I o R
| MR. SEMROD: Mr. Lovey's, I'll leave it to the eXperts'From
“the New Jersey Bankers A53001at10n to correct me, but in the case of
some of those states, they are 11m1t1ng»the1r.rec1pr001ty to a spec1flc
: region;""Aniéxamplevis Cbnnectieut._ In other‘words;fyes,-they“are
~ reciprocal, 'but”honly' to- the New ”England group.. ;"Cur passing a
hp rec1procal agreement would not make us reelprocal w1th Stamford.
| It is sort of that nuance as to why I am for total 1nterstate
banking You have 50 states, plenty of opportunlty to make a dec151on,‘
”no ruSh not Just very - small people ‘who are 1nterested 1n acqu1r1ngh
four or flve banks -~ ; el RT3 ’,
‘ - ASSEMBLYMAN LOVEYS . Bo the route, ‘and .don?t ,takeb the
‘ 1ntermed1ate step. . R R P P S S
MR. 'SEMROD:  That is my belief because of our situation
flocat10n—w1se..'v S S T R
- ASSEMBLYMAN LDVEYS ~ Thank you. - : . o ,
: ASSEMBLYMAN_LaRDCCA 'Thank‘you " It is refreshing to get
- fanother‘Opinion and’yieWpoint It may make our work @ llttle harder,
:rbut that is what we are here for Thank you. o
MR. SEMROD: Thank you. ‘ i e ’ S
ASSEMBLYMAN LaROCCA:  For another little ehange;hl see that

. Mr. - Sam Scozzaro is here.  He " has been “in attendence at all of" our~

L hearlngs,' He represents the New Jersey Federatlon of Senior Cltlzens,

" and I would. llke to hear from: h1m now. -

- As an 851de, to get our schedule ready on the'witnessjlist
I have one. more person to testify ---a representatlve from. the New_
 Jersey National Bank. . Is there anyone else who is not on the list
‘besides New Jersey National Bank? (afrlrmatlve response} All right,
" you can speak right after Sam. S o o p‘”‘ “
. SRMUEL SCOZZARD:  Thank you, Mr. Chairman, for inviting me here

“today. I liva.in Trenton,‘New'Jerseyg and 1 represent the Federation
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" Senior Citizens. 'L'Itvcame with a prepared statement,' but‘ after

stening to what has been said here, while some of it is appropriate,

me of it is not. However, I am going to .deviate here and there in

‘der to point out where we, as senior citizens, are_affected and how
are not affected. | | |

One of the observatlons 'I made here today is that ‘the
nsumers or depositors have been notoriously absent.'lThey,are not
esent to reptesent their viewpoints. Certainly, there are competent
d knowledgeable people out there who can speak about‘_the7 banking
1dustry and the impact that the banking procedures have had on the
Jnsumers so far. The only people we have heard from are the bankers
d their polnts of view.

Do consumers care about'the direction the banks are taking
jday? They certainly do, and I'll tell you in my prepared statement
Wy they do.:_

_ NOW,TI will talk about what I originally>oame’here:to speak
bout , and that is where seniors are being hurt.  Number one, they{are
eing hurt by the bank float pollcy and also by some -of the
eregulation that has taken place so far. Also,ithey are going to be
urt if and when they allow ‘out- oF-state banklng to 1ndlscr1m1nately

ome in.
The bank float policy is one of the thlngs that is close to

ll senior 01t12ens, particularly the needy. That policy can be summed

p as “"the appropriation by the banks of depositors' money to fund

ucrative short—term loan operations at the expense of the depositors.”

In a most revealing study that was conducted'by‘the New Jefsey'Public

‘nterest Research Groopﬂentitled,n"A Study of Check Clearing Delays in -
lew*'Jefsey;ﬁ "they report that in- a statewide survey of check

'1thhold1ng practlces of New Jersey banks, it shows that banks  earn
:MOTMOUS . sums from 1nvest1ng customers moneys that are on hold.

It so happens that in the past week, I was in touch Nlth a
’ormer officer of Citibank. He substantiated everything I've said here
-— that'the,bank_float is 2 lucrative source of‘funds for the banks,
>lus the service charge. That is another thing he pointed out. This
ls what they use to increase their cash flow to offset the increased

costs that they have to pay for CD's, etc.-
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Check—w1thhold1ng practlces called bank floats have been
'reported by senior 01tlzens to extend to Soc1al Securlty checks, State,
. munlclpal, and corporate pen81on checks, and customer rebate checks.
H’Uf:courée, as 1 stated before, the affectedopeoplé thét the Fedération
o:e_ooncerned wi{h are mostly widows of retired oens;oners vho have
“been left with: stipénds thét ‘are insufficient to meet ' the need: for
food, shelter,  clothing, medicine, ;énd médicai ‘care.:',Tov withhold
payment on a Social Security check or“a State oension’ check is to .
unnécessarily punish and hérass these widows who can ill-afford to have "
" their money held up.  Another recurring‘complaintihas been the outrighﬁ
| refusal to‘cash a Sooial‘Secufity.cheok ifvthe-person did oot,have an
- account with the bank. vIt“is_the Federation's position that Federal,ii
‘ Stafe,’ or munioipal government checks . should be Ihonored “upon
presentation, prov1d1ng [~£he :holder" can . produce - satisfactOry-

1dent1flcat10n.‘

- The Federatlon is also 1nterested in the effect that the bank_ -

: float policy has on our bu31ness communlty and the rlpple effect it has
on us, the consumers. It denles business the use of their money for
:perlods of one week to .15 days. duratlon, durlng which. time banks are
earnlng a handsome profit on the money after two days which it takes
* checks to clear with the Federal Reserve of the assigned . bank. - Of
o course, that has changed: too; it isv:not' two days; it ‘is. almost
“instantaneously with the new. methods that are now 'being -used to
- transfer money énd information fro bank to bank. VI have had personal
contact with small businesses that habe been affected by banks' -
~'withholding policies. :They_are'garages, privately owned food  stores,
- dry -cleaners, a dentist, an attorney, oné of the former officers .of
8 :Citibank‘ and also with rate- counsel of the Publlc Advocate at - a.
L_meetlng we. held here last week. We had qu1te a dlSCUSSlOﬂ about how
‘they are being impacted with services. charges. that are thrown at them
when ‘they receive their monthly statement._ The' 1mpact of  banks'
witholding.policies has been to increase the cost of doing business for
“thém; mahy'of'whom, in turn, have refuséd to. take checks,'and demand

cash for their services.
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As we  all know, people can't ‘do business justi oot of”
sympathy. If ‘they have costs, they have to be recovered some way, and
these costs are being recovered by 1ncreased costs in services.

»The“excuses most commonly given by the banks for their
#ithholding 'practices are: _"That is  how long it takes checks to
clear'" or, "It is to protect against stolen or fraudulent checks."

The Public Interest Research Group found these replies to be»

stereotype responses; and that the risk factor is miniscule. In most
cases where .losses are incurred; it is due to bank carelessness.'
Findings are documented in the PIRG survey, pages 21-23. The reality
is “that banks are reaplng enormous profits from the use of the bank
float concept and they do not want it disturbed.. ‘
v Bank policy is completely changed today from what 1t was in
the past; " In the past, banks served people; today, they use people to
furtner their own ends.. Every pretext and glmmlck is employed by the
bankers to charge depositors, ‘consumers, and businesses under the
battle cry of "cost justification," -~ .a claim of questlonable valldlty
in most cases. : - ‘

Is a charge of $20 per item cost- Justlfled for. overdrafts and
uncollectable items, partlcularly_when banks are'holdlng checks that -
more than cover the overdraft?  Then there:is'the'$5 or $6 fee for
checking accounts, fees for ‘checks, fees for achecks paid, ‘fees for
per-item deposited, $35 for. levies and liens,kand,.of course, there is
the minlmum'balancerrequirement for which banks assess a fee if the
balance falls below the requirement. | -

Yesterday, I had occasion to talk to one of the largest fru1t
and produce wholesalers in Mercer County. He told‘me'that he pays as
high as $40 for a check that doesn't clear.‘ ‘He was' told that the
reason is because of the cost of paperwork. I don't know wnat kind of
paperwork is involved, out $40 is quite a large amount of money.

:Attached is a brochuredfrom a local bankfwhich details the

charges I have described. = You have a.copy‘of that brdchdrenv

;Quotlng from The COngressional Quarterly, Inc., February 2,
1985, page 189: - "Banks eay the changes, such as higher charges for

cashing checks or new fees to write checks, are necessary to offset
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their expense ofhpayihg highérvihtefést. But, the movés‘alsu are part"
of a étrategyhikhown” within- the \industry "as 'demarketing' - --
discouraging less affluent customers and courting. those with money'to
‘inyest."'.St: Germain said that When'Congress considers a comprehensive-.
banking bill, it "would be foolish, indeed, if it did mot, up fromt,
demand ‘some quid pro quos for the American bonsumers.ﬁ “That was said ,
by Representatlve Ferdinand J. St. Germain, Democrat from Rhode Island.
' » Senlors have brought to the attention of the Federation the
, Fact that some banks w1ll not accept ‘accounts for less than $500. Some
~ seniors are lucky JUSt ‘to have their Social Security checks, let alone
~ have $500 If they do have $500, they set it aside for their burials. -
N The Federation recommends that the Committee request a copyv
of “the worksheet; or . testimony of ~how banks have arrived . at
3cost~justificétibn for their charges '1 The State Banklng Comm1851on
should have such records in their possession.

‘ The' lesson of 1929 and the Depr3331on that followed has not
been lost on our senior citizens. -With that background of experience,.
o senior ,citizens are wary'vand ~are looking Fb: a strong regulatory
environment for banks, with emphasis on ‘safety and soundness, not .
- defégulation. We are lobking to régulators, our congresémen, and State
legislators for: protection tof_dur hard-earned life savings which we -
have set aside in case of illness or other adversity. We are looking.
.for protectlon from the opportunlsts who would undermine the banklng
’system | ‘ e

- The .Federation dﬁés not agfée with ‘our State Banking
fCommiséioner that deregulation is the way to go. If we go that route,
we will be creating a "dog-eat-dog" situation which can be'likenéd to

the condition that prevailed when we were sttuck with the 1929 collapse -
| that brought banks and  the country to  their ‘knees; losses to
'dep081tors, and much pain and suffering to consumers* '

The Federation laments the fact that our four-tier watch—dog
fegulators —«_the Federal Reserve Board, the Federal Dep051t ~Insurance
Corporation, the Federal Home Loan Bank Board; and, the Office of the
Comptroller of Currency -- plus the State Banking Cpmmission,'have béen

'unable.to protect depoéitors frdm_inefficient,’poorly.managed banks. -
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This is witnessed by the 79 bank  failures and the 800 teetering
nationally in 1984.  St. . Germain is ,amohg the many congressional

crities who complain of a "competitioh in 'laxity".banong regulators

today. »This‘ie from The Congressional Quarterly, page 224, »

' In conclusion, since our State Banking Commissioner has shown
a reluctance to- correct New Jersey banks' withholding. policies by
edopting a laissez faire policy and ignoring the depositors rights, the
Federatlon has concluded that the only avenue left for a fair deal is
by going the leglslatlve route.

-~ The Federatlon‘recommends the following:

1)  That our New Jersey legislators enact legislation that
would reuite.  New Jersey banks to give access to deposited checks
without delay, . : N e S .

2) That the New Jersey Legielature adopt the Model ABank:
Float Statute pfovided by PIRG, or a facsimile thereof, Which in the
oplnlon of ‘the Federatlon is a falr ~approach for the correction of the
bank w1thhold1ng abuse; o P .

~3).  That the New Jersey Leglslature .be aware of the New
Jersey Federation of Senior Citizens' opp031t10n to the deregulation of
banks and our recommendation for a strong regulatory environment for
‘banks for-theyprotection of’depesitors;'end, | .

4)  That the Legislature extend the ~non-bank -moratorium
recently passed by the Legislature beyond the one-year period. = The
Federation opposee the granting  of, charters to out-of-state bank'
holding companies to operate new bank entities in New Jersey. “We
‘believe that to do so is to create a dog-eat-dog situation that would
undermine the very foundation of our New Jersey banks and savings andv
loan assoc1at10ns. ' ‘ '

I think some of you folks know that since 1973 I have been
involved in gas and electric utility regulations. I have gone before
the edministrétive law judge, I hayel argued, and I have been
cross-examined,. as well. You know that I am pretty well awerebof Sam
Insull some years ago -- ‘I think some of you were around then —- when
President Roosevelt called him Mr. Schlemiel. - I think thatiis what he
called him. . He called him that when he was arguing about bank holdings
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~and the ‘utilities' monopoly. - Well, ‘we have a monopoly'in»our State
when it comes to utilities.- This is the direction you will be going if
yourallow‘deregulation here.  You will be heading towards a monopoly.

If you head in that dlrectlon, the consumer will lose his rlghts.,,He
~ will become a captive consumer because he won't-have much to say.

v - Monopolies will dictate the cost,  what you are 901ng to oay
* for interest rates, ,and  they are going to gobble,.Up allv the small
' banks.~ Notwithstanding what has been said here.today, the big'fellow
is 901ng to go after the llttle guy. He is going to eat the little
fish. - _ o e - e e
o | I am not alone in ‘this. They‘have‘been arguing fhis véry.'
thlng at the natlonal level. :“:Maybe some of you don't like  him, but
Ralph‘Nader is there arguing, along with a whole host of others down
" there. ‘; .”:1 ‘ e | » : S i R o
. We had better look in the direction of protecting the
| depositors; as well as the banks. _Yes; our sympathy goes to the~baoks;

we don't want to lose them; we want them. We want to be able to go to

7 our banker_and_say,-"Look,;I’m in trouble.”_I-need a helping hand."

Can you go to the'big fellow and say the same thlng?” No.

R £ I've got a son-in-law who just came in from Chicago. He is
paying 19% on a mortgage. I told him, "Go back and renegotiate that
mortgage." ‘If he doesn't‘want to do that, I'll give him the money. .
Okay? - This is the kind of problem we will be deallng with. . By the
way, he is dealing with Cltlcorp in Chicago. '

I am saylng that ‘'we had better go easy with deregulatlonp

- The reglonal method may be helpful; I really don't know. But, I doubt

it because we are so close to New York and Phlladelphla, as has been:
pointed out. Greed usually takes over. -
© 1 think I will stop here. Thank you , , .
ASSEMBLYMAN LaROCCA: Thank you - . Are . there any questlons
from the members of the Subcomm1ttee7 (oegatlve response) - Thank you
again. Mr. Walther, New Jersey National Bank? . : . j
JOHN H. WALTHER:  Thank you, Mr. Chairman. My -name is John Walther.
I am Chairman and Chief Executive Officer of the New Jersey National

Bank, which is headquartered - in' Mercer County. We have over $1.5 _!ﬂ
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billicn in deposits, snd'We‘have 83‘offices in theA13 central and
southern counties of the State. Wevserve about 50 communities in those
counties. 8351cally, we are Just a country bank that lends New Jersey
deposits to New Jersey borrowers.A,We have less than $3 million in
foreign loans, and we confine ourselves pretﬁy much ‘to lending and
deposit.taking,in the State of ‘New jersey. -~ All of this is in the

southern part of the State, so we know about competltlon because we
compete with Philadelphia everyday. |

» About. half of our loans are consumer loans, ahd the oﬁher
half are what we call commercial loans, which are made mostly to the
small- and medium-sized businessmen in the southern part of the Sféte.
That includes farmers. ' :

‘ vﬂuf flrst priority is,: we are in favor of immediate
national 1nterstate banklng When the regional compacts QEre first -
discussed, they were being discussed with bankers associations in the
‘States of-vMaryland, Virginia, District 'of Columbia; Delaﬁare,
Pennsylvsnia, Ohio, and West Virginia. This had a great of appeal to
us. | |

As legislation has evolved in these other states, we find
‘that New Jersey has not been included as being eligible for their
eregional‘pasts. At the msment,vit looks as if it has boiled down to
“inclusion in one, and that has yet to be introduced. That is the State
of Pennsylvania. That is a bi-state sact; that is not avregional‘pact,
not "in our opinion. - Ohio, in addition; has included‘ us- as a
second-tier -delayed state, which can come in at some future time after
the passage of a number of years. | " |

- We recognlze the fact ‘that a bank our size will not survive
as an 1ndependent institution. = We are planning on the fact that we
will not survive. One of the things that is very important to us --.
agéin, from the southern part of the State . you develop basvcertain'
parochial attitude toward your market‘;—-is‘that the: alternatives be
,iarge_in numbers,- so that we can be certain that the three constituents
we‘ serve, .which .are our communities, . our ehployees, and : our’
‘shareholders, are going to have as manyvalternstives‘esipossible in
order for them to choose which direction the organization can go. We

spent a lot of time and a lot of money.
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We have branch banks ‘in communltles where we are the only -
e bank - for 10 or 15 mlles in any dlrectlon ‘ With that goes opportunlty,
 but w1th that also goes a lot of responsibility.

' " As 1 sald before, we are not afraid of competlng with the
Pennsylvanla banks. We do it very successfully everyday.  As a matter

~of fact, in the Bu51hess Week listing that just came out, we are listed

as the 190th largest bank in the United States, and we were 36th in our

“five-year growth of earning. . I think that indicates that we can

~ compete with the Phildelphia banks.

- Qur -present position is that the legislation should await the
_Supreme Court on the legality of reglonal compacts. I think there is
_’ »serlous -question as to whether or not they are going tn be - found a

restralntlvq trade. If they are, you will probably find that: Congress

o will act.

As Mr. Peacock said, we think that part of the congre331onal
'actlon ‘will be the broadenlng of product mix for the banking system,
- and probably part of that will be a more real national- interstate
‘;banking system, which will give us the opportunitiés.we had before to

merge with someone who willvbe more like we are. ‘

~As.I mentioned, we are the sixth largest bank in the State.
If you look at the sixth largest ‘bank in the State of Pennsylvania, -
they are more than twice our size. For someone to think ‘that they are -

like we are, they would be wrong. - If someone thought,  if we had a.
‘ rmerger or an acquisition w1th them that our- bank would be run out of
‘New Jersey, that would be wrong ‘also. . The bank would probably be run-
out of Pennsylvanla, which would be in the best interest for New Jersey’
f dep081tors as Pennsylvania has determined. '
| - That basically is my statement, sir.

ASSEMBLYMAN LaROCCA:  Are there any questlons or comments
‘from the other members of- the Subcommittee? (negative response)  Thank
- you. Is there anyone else who would like to be heard? (no response)
| 1 want to thank everyone who appeared and gave testimony.

‘The Subcommittee will meet again, and we will wrestle with this issue.
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e hope to 1ssue a report soon ‘and, hopefully, we w1ll have some other
earings later on durlng the year on other phases.

Thank you.

(HEARING CONCLUDED)




AP_PENDIX




' STATEMENT OF THE NEW JERSEY SAVINGS LEAGUE, FOR ‘
PRESENTATION AT THE PUBLIC HEARING ON RESOLUTION 89
APRIL 3, 1985 - STATE OFFICE BUILDING
' ' 1100 RAYMOND BLVD.
ROOM 1 - 2ND FLOOR - NEWARK, NEW JERSEY - 10 A.M.

The New Jersey Savings League appreciates this
opportunity to provide testimony before the sub-committee on
Depository Institution Deregulation of the Assembly Banking
and Insurance Committee. The New Jersey Savings League
represents virtually all of the 167 Savings and Loan Associa-
tions and Federal Sav1ngs Banks (hereafter referred to as
savings institutions) in the State of New Jersey. The New
Jersey Savings League strongly opposes any actions to remove
restrictions on interstate banking, including so called
"regional banking". The League opposes interstate banking
because we believe that interstate banking would result in
the exportation of capital from New Jersey to other parts of
the nation and that interstate banking would result in control
>f New Jersey financial institutions by companies headquartered
>utside of New Jersey which do not understand nor care about
the needs of the c1tizens of New Jersey.

v , A case for interstate banklng might be made if financ1al
institutions headgquartered in New Jersey were not meeting the
needs of the citizens of New Jersey. That is clearly not the
case. New Jersey's financial institution industry is large and-
strong, and serving the needs of the public in an exemplary
fashion. Savings institutions, which the New Jersey Savings
League represents, set an all-time record for mortgage lending in
1984 of $8.6 billion, and this record pace is continuing into
1985. New Jersey Savings institutions are providing the public
with a wide variety of mortgage and consumer lending services and
a wide variety of Federally insured investment opportunities at -
very competitive rates. - The location of the State of New Jersey,
between the financial centers of New-York City and Philadelphia,
insures that the financial services offered by New Jersey.
financial institutions remain competitive.

, To relterate, the New Jersey Savings League sees' no
benefits to the citizens of New Jersey from intérstate banking
and believes the public has much to lose, as capital that other-
#ise be available for: lending in New Jersey would be exported
to other states. ‘

As we noted in our statement for the hearing on’
February 13, 1985, the New Jersey Savings League believes issues
related to interstate banking must be first resolved. by the
.ongress before state action is warranted.
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