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STATE OF MEW YOUK

WASHING TON OFFICE August 2.8, 1980
TO. ieny Chetlo, Hacocutive Chamborv
Sandra Caron, State Bank Depargment

Maxine Gillman, M.A.C. #
Kenneth Hartman, Audit and Control
Walter Cassidyf

FROM : Barney Karol 3

SUBJECT: Lugar Amendment to H.R. 2255 - 100% Public Deposit
Insurance

H.R. 2255, which was overwhelmingly passcd by the House earlier
this year, restricts the insurance activities of bank holding
companies. In the Senate markup, Senator lLugar, apparently

at the behest of the savings and loan lobby, tacked on a pro-
vision (originally introduced in the Senate as S. 2800) which
would insure full federal insurance for all deposits of public
funds. Under the present law there is a $100,000 maximum on
the insurance of individual deposits. Full federal insurance
would replace the pledging of state and local banks as security
for public deposits. New York State law (St. Fin. 8 105(1),
Cnty. & 212(5), Gen. Mun. 8 11) requires pledging by banks
recciving public deposits.

Elimination from the market of a large purchaser of bonds such
as commercial banks could have a serious impact on the market
and add considerably to the cost of public issues. Iowever,
proponents argue that the public sector will benefit from the
increased competition for funds and possible higher intercst
rates.

The bill is expected to reach the Senate floor sometime during
Scptember. There may be a challenge to the basic concept of
the bill, i.e., banks and insurance. IFf that is unsuccessful
we may ask the New York Senators to attempt to strike the
Lugar amendment., I would appreciate your comments on the
effect of the amendment on the State and its offerings as

soon as possible. Since a number of other states will also be
adversely affected, you may wish to include a consideration

of the larger issue.
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To previde lor full insurance for deposits of public {unds in mnsured banks, thrift
institutions, and credit unions.

IN TIIE SENATE OF THE UNITED STATES

JUNE 9 (legislative day, JaNUARY 3), 1980

Mr. Macnuson (by requést) introduced the following bill; which way read twice
and referred to the Committee on Banking, Housing, and Urban Affaics

A BILL

To provide for full insurance for deposits of public funds in
insured banks, thrift institutions, and credit unions.

[y

Be it enacted by the Senate and House of Represenia-
tives of the United S tates of America in Congress assembled,
That (a) section 11(8)(2X(A) of the Federal Deposit Insurance
Act is amended by striking out “‘an amount not .to exceed
$100,000 per account” and inserting in lieu thereof “the full

amount’’,

(h) Section 11{a)(2)(B) of such Act is amended by strik-

ing out all after “terms of its assets” and inserting in licu
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thereof a period.
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Sgc. 2. Section 405(1)(1) of the National Housing Act

is amended by striking out ‘“‘an amount not to exceed
$100,000 per account” and inserting in lieu thereof “‘the full
amount’’.

Sro. 8. Section 207(c)(2)(A) of the Federal Credit
Union Act is amended by striking out “‘an amount not to
exceed $100,000 per account” and inserting in lieu thereof

“the full amount”.
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August 20, 1980

Tha onorabl, QWY
U"éaeﬁ 5 o
washington, 20510

Dear Senator Tower:

Thank you for your lettor of Augusi 12
views of the Board of Governors on 5. 2800, a bil:

full insurance for deposits of public funds in insuvre
thrift institutions, and credit unions, which was rep
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part of H.R. 2255 on July 31, 1980, by -the Senate Comnm
Banking, Housing and Urban Affairs.

Federal deposit insurance was established neariy 50 yaars
ago for the purpose of pr o+evtlng the small saver and to maintuin
the confidence of Jﬂlelquals in financial institutions. A guiding
principle in establishing this protection was that the Faderal
government should do no more than is necessary so as to avoid
undue TFederal intervention in our financial warkets. The Doard
has opposed in the past and continues to opposc full Pederal deposit
insurance of nublic funds ol lnaVL?y because, in the view of a
majority of the Board, there is a potential of increased involve-

ent of government in banking that could result from full insuraznce
and becauvse of the potential advaerse effect of the proposal on the
market for government Obllgaploqa.

A majority of the Board belicves that Zull
pulxlic aepo”*ts has potential erqol for v“bonlhﬂ th
system.  Granting such coverage could lead at a 1
extension of full insurance covers 1Ge to other grou
on grounds of egulty. If there ave compalling reag
viding full Federal cdeposit insurance to Governma -
then weaker or nore vulnerable depositors would argue with egual
or greater force that their deposits should bo sinllarly covered.
The pressure to wid thlS coveraje could be irresistikhle. Raars
course of action COAld weaken incentives for goad ranqumo“t in
our financial institutions. Ag thasa institutions are weakenod,
the case for morﬂ covcrnmcnt survaillance and direction becomos
stronger. The Board believes that any such oxtension of deposit
insurance tonsequently could lead to an increase in overrﬁont
involvemaent in bgnklng and subst ntlally raduce the Ificiency of
Du;“lng markets in allocating credit. 1In thisg LEjdrd the disci-
pline imposed on financial institut ions by their large custoners,

LlCludlng governmental depositors, is an inportant factor in
naint alnwnq the soundness of the flnanCLal system.
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