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ABSTRAcr 

REPORT OF THE 
JOINT STANDING COMMITTEE ON BUSINESS LEGISLATION 

STUDY OF THE FINANCIAL SERVICES INDUSTRY 

This report was compiled as a result of a study conducted 
d uri n g the 1 9 8 3 i n t e rim by a sub c 0 mm itt e e 0 f the J 0 i n t S tan din g 
Committee on Business Legislation. 

The first section, beginning at page 3, provides an overview 
of developments in financial services, and is intended to provide 
legislators with a basic understanding of this complex and chang
ing environment. Developments are addressed in three areas: 

A. New financial products, services and providers; 

B. The breakdown of institutional and geographic barriers; 

C. Regulator~ changes. 

The second section, beginning at page 10, presents the 
recommendations of the study. The five policy a·reas addressed by 
the recommendations are: 

1. Maine's regulatory structure; 

2. Coordination of the financial services regulation; 

3. Assuring solvency of financial servj~es p~oviders; 

4. Maine's interstate banking law; and 

5. The future role of the Legislature in this area. 

Finally, since a major purpose of this study was to educate 
the Legislature in this complex area, some of the materials 
consulted during the study are listed in Appendix B. Many of 
these will be available through the Law and Legislative Reference 
Library. 
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REPORT OF THE 
JOINT STANDING COMMITTEE ON BUSINESS LEGISLATION 

STillY OF THE FINANCIAL SERVICES INDUSTRY 

During the First Regular Session of the 111th Maine 
Legislature, the Joint, Standing Committee on Business Legisl.ation 
considered some 76 bills in the areas of Banking, Insurance and 
Consumer Credit. Many of thse measures reflected the dramatic 
changes that are occurring in the financial services industry, 
both in Maine and nationally. A few of the subjects addressed 
include: 

- Interstate activities by banks (LD 998; PL 1983; c. 302) 
and credit unions (LD 1620; PL 1983, c. 373); 

- Continued movement of thrift institutions into areas 
previously reserved to commercial banks (LD 237, 353 and 
10 28; PL 1 9 83, c. 89, 34 and 25 1 ) ; 

- Ban k s wi s h i n g t 0 s e I lin sur an c e (LD 93 1, g i v en Lea vet 0 

Withdraw); and 

- Various other measures designed to address new entities 
o r pro d u c t s, s u c has m 0 r t gag e c 0 mp ani e s, II non - ban k ban k s II 
and secondary markets. 

Eve n for a c omm itt e e a c c u s t om edt 0 d e a lin g wit h man y f ace t s 
off ina n cia len t e r p r i s e s, i t b e c am e e v ide n t bot h from t est i m 0 n y 
on proposals and from information receiv~d from industry 
representatives, regulator.s and the media ~hat this area is 
becoming an increasingly complex challenge to public 
policymakers. 

The committee therefore requested approval to conduct a 
study of the financial services industry. A copy of the study 
request is attached as Appendix A. The term IIfinancial .services 
industryll was settled upon for inclusiveness. Under Maine law, 
the term IIfinancial institution ll refers only to depository 
ins tit uti 0 n s - - c omm e r cia I ban k s ( II t r us t co mp ani e S II ), s a v i n g s 
banks, savings and loan associations and credit unions. The 
II fin a n cia I s e r vic e sin d u s try ,II o·n the 0 the r han d, e nco mp ass e s 
bot h the s e ins tit uti 0 n s a n.d a v a r i e t y 0 f 0 the r fin a n cia I 
intermediaries. Among the other players are: 

- Insurance companies; 
- Finance companies; 
- Mortgage companies; 
- Securities brokers and dealers; 
- Investment bankers; 
- Open-end investment companies (mutual funds); and 
- Pension funds. 

During the course of the study, it also became apparent that 
major forces in the industry include retail merchants, such as 
Sears, and other businesses still entering into the financial 
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services arena, from investment counsellors to real estate 
franchise companies. 

The objectives of the study were to gain some insight into 
the changes occurring in the financial services industry, and at 
least to begin a.n assessment of the Staters regulatory prepared
ness to meet the chall enges presented by those changes. To 
conduct the study, a subcommi t tee was es tab 1 i shed, compr is i ng the 
following members of the committee: 

Sen. Nancy Randall Clark, 
Senate Chair 

Rep. Joseph C. Brannigan, 
House Chair 

Sen. Richard Charette 
Sen. Charlotte Z. Sewall 
Rep. Robert Murray, Jr. 
Rep. Alfred W. Perkins 
Rep. Norman O. Racine 
Rep. Patricia Stevens 

Due to time and budget 1 imitations, none of the 3 study 
meetings was attended by the full subcommittee. However, a 
wealth of materials were made available to all members by the 
interested parties and by the staff, and all members were invited 
to participate in the development of this report. 

It was the intent and hope of the subcommittee that this 
report be the product, and not simply a byproduct of the study. 
Hopefully, it will serve to alert members of the Legislature to 
the changes that are occurring, and some of the pol icy issues 
which will increasingly demand our attention . 

. In addition to the report itself, legislators and other 
interested persons are urged to consult some of the resources 
listed in Appendix B. Other materials submitted to the study 
subcommittee will be placed with the Law and Legislative Refer
ence Library in the State House for use as references. 
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DEVELOPMENTS IN TIlE FINANCIAL SERVICES INDUSTRY 

Recent years have witnessed dramatic changes in the 
structure and make-up of the financial services industry. 
De'velopments flowing out of new computer technology, high 
interest rates and other factors have included: 

A. The a d v en t 0 f new fin a n cia- 1 pro d u c t s, s e r vic e san d· 
i n termed i a r i e s ; 

B. A breakdown of traditional institutional and geographic 
barriers; and 

C. Regulatory changes, both creating and reacting to other 
developments. 

Each of these areas presents a formidable subj ect for 
analysis. The discussion of each which follows will only touch 
on some of the facts and issues which were raised in the study. 

A. New Deals 

At least in recent American history, the financial services 
industry has been balkanized by institutional and geographic 
barriers which were often imposed by law or accepted by tradi
tion. Thus,.at least since theGreatDepression, bankers pro
vided deposit and loan services, insurers insured people, brokers 
sold securities, and retailers sold consumer goods. Among these, 
depository institutions were further restricted by function (com
merciar.banks, thrift institutions) and by geographic limitations 
which limited institutions to a single state or county, or in 
some cases prohibited branching altogether. 

As a result, consumers placed their deposits in their local 
bank, where they typically also maintained a checking account. 
Mortgages were usually secured at a local savings bank or savings 
and loan. Perhaps a car loan would be arranged through his or 
her credit union. Insurance would be obtained through an insur
ance company' or agent, and a securities broker or dealer would 
arrange purchases of stocks and bonds. 

In recent years, new financial products and services have 
a r i sen w h i c h d i v erg e from t hat t r ad i t ion alp at t ern. Am 0 n g the s e 
are the f 0 1 1 ow i ng. 

1. Say ings. Traditionally, the bulwark of indiv idual con
sumer sav i ngs was the passbook sav i ngs account at a depos i tory 
institution. Its chief characteristic was security, since it 
provided a guaranteed return, such as 5%, and was typically 
insured by a federal agency. Funds in such an account were 
immediately available, and were usually subject only to a nominal 
minimum bal ance. 

A variety of deposit-like instruments and products have been 
d eve lop e d by d e p 0 sit 0 r yin s tit uti 0 n san dot her s t 0 c 0 mp e t e for 
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this source of consumer funds. Characteristics vary widely, 
especially as relates to the types of security and ready 
availability of funds to the consumer, but most share the 
function of returning a much greater return than that of the 
rate-regulated passbook savings account. A few of these options 
are: 

Product 

CD:Certificates of 
Depos It 

Savings bonds, 
Treasury bills 

MMDA: Money Market 
Depos I t Accounts 

Offered by 

Depository institutions 

Federal Government 

Depository institutions 

MMMF: Money Market 
Mu t u a I Fu nd s 

Securities firms; insurers;others 

A number of other products are also being offered which, in 
add I t ion top r 0 v i din g the con s urn e r wit h i n v est men tin c om e and 
relative security, also address a need traditionally served by 
other products or services, e.g., NOW (Notice of Withdrawal) and 
Super NOW accounts, providing Interest on checking; and universal 
I ife insurance, prov iding both I ife insurance and market yield 
investment functions. 

2. Home financing. The traditional fixed-rate mortgage, 
f r e que n t ·1 Y sec u red from the I 0 c a I s a v i ng s ban k 0 r s a v i n gsa n d 
loan association, while still in demand, created severe strains 
on lenders who watched market interest rates triple or quadruple 
over their return on outstanding, long-termmortgage loans. A 
numb e r 0 f new a r ran gem e n t s h a v ear is en, add res sin g bot h the 
lender's need for a balanced portfol io and potential homebuyers' 
needs for reasonable payments and availability of credit. 

In addition to the simple b1,lt expensive alternative of 
h i g her i n t ere s t fix e d rat e m 0 r t gag e s, a n urn b e r 0 f a I t ern a t i v e 
mechanisms have arisen. Among them are: 

a. Variable rate or adjustable rate mortgages (VRM, 
ARM), where the interest rate may vary over the course 
oft h e loa n , bas e don s om e i n d ex. 

b. Government-subsidized loans backed by State or 
federal monies (VA, FHA, MSHA). 

c. Seller financing through purchase money mortgages, 
installment land contracts, bonds for deeds. 

d. Other creative financing, such as buy-downs, wrap
a r ou n d s, g r a d u ate d pay men t m 0 r t gag e s (G P M'S ), s h are d 
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appreciation mortgages (SAM's) and balloon payment 
mechanisms. 

A ~ajor development in home financing has been the creation 
of a tlsecondary market tl for home mortgages, whereby the institu
tion originating the loan quickly sells the obligation to a 
pub 1 ,i cor p r i vat e buyer a tad i s c 0 u n t • The buyer may b e ago v -
ernmental or quas i-governmental ent i ty such as the Government 
National Mortgage Association (GNMA, or "Ginnie Mae"), the Feder
al National Mortgage Association (FNMA, or "Fannie Mae") or the 
Federal Home Loan Mortgage Corporation ("Freddie Mac"). Or, the 
originator may "package" a group of mortgages and Issue mortgage
backed securIties for sale in the securities markets. 

The evolution of the secondary mortgage market has had 
several results: reduced risk of long-term discrepancies between 
m 0 r t gag e inc om e and cos t 0 f fun d s ; Inc rea sed fun d s a v ail a b 1 e for 
n ew m 0 r t gag e 1 end I n g; inc rea sed pre s sur e for s tan dar d r e qui r e -
ments such as title Insurance; more demand for quick turnarounds 
in loan processing; and, frequently but not always, origination 
of the loan by one entity followed by Its servicing by another 
entity with whom the consumer has had no previous dealings. 

Home financing also is being marketed by different types of 
organizations. A major entrant Is the "mortgage company," which 
mayor may not be related to a depository institution. One such 
company is operated by Merr I 11 Lynch. 

Finally, real estate professionals are increasingly involved 
in arranging financing, whether by sellers or by lenders. Some 
national real estate franchise companies are reportedly placing. 
mortgage loans. 

3. Other consumer credit. The shift from the emphasis on 
closed end credit arrangements to open end arrangements Is evi
dent in the ascendance in popularity of widely-accepted credit 
cards such as VISA and Master Card. It is Interesting to note 
that the proprietors of these two services are not financial 
institutions, but market a service which is delivered primarily 
by depository i.nstitutions. Cards are also issued in programs 
run by Investment bankers such as Merr I 11 Lynch and E.F. Hutton. 

In addition to traditional sources of consumer credit such 
a s d e p 0 sit 0 r yin s tit uti 0 n s, fin an c e c 0 mp a n I e san d ret ail e r s, n ew 
arrangements have arisen. One example is aline of general 
purpose credit based on home equity, being offered by investment 
banker s. 

The consumer credit field is also changing in the terms and 
manner in which its offered. Increasingly, lenders are requiring 
annual fees of credit cardholders, a practice only recently 
permitted Maine financial institutions. Even before enactment of 
PL 1983, chapter 384, however, lenders located outside Maine were 
soliciting Maine citizens to open accounts under terms which 
would not be allowed under the Maine Consumer Credit Code. . 
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4. Commercial credit. In the pa·st, the primary sources of 
commercial credit have been commercial banks (in Maine law, 
calle d II t r u s t c 0 mp ani e s II) • I n r e c en t yea r s, M a i n e has inc rea s -
ingly extended similar commercial lending authority to savings 
banks and savings and loan institutions. 

Other sources of commercial credit now include government 
sou r c e s s u c has the Fin a n c e Aut h 0 r i t Y 0 f M a i n e, d· i v e r s i fie d 
companies like Borg Warner, Beneficial and General Electric, and 
venture capital firms. In some states, publ ic employee retire
ment funds are an important source of commercial loans, especial
ly for small business. 

The January, 1983 report of the Counsel for Communi ty Devel
opment, Inc., regarding Maine small business finance indicated 
problems with the current system, despite a regulatory framework 
allowing broad loan powers by depository institutions. 

5. Retirement plans. Changes in the tax laws have increased 
the demand for a variety of retirement products, such as 
Individual Retirement Arrangements (IRA's), Keogh plans and 
deferred compensation schemes. All types of financial 
intermediaries have entered this arena to meet the demand. As a 
res u 1 t, m 0 s t con s urn e r s are pre sen ted wit h the ben e fit 0 f a wid e 
variety from which to choose; but the differences among 
institutions and types of arrangements may also impede their 
ability to differentiate among ar'rangements on the bases of 
security and actual yield. 

6. Other new products and services. Part of the revolution 
in financial services has come about from a r.eassessment of the 
v 8' 1 u e 0 f t r ad i t ion alp r act ice s • Th us, the con s urn e r i s f ace d wit h 
a wide variety of new or remodeled services. Among these, some 
t 0 ben 0 t ed are: 

a. Cost-based services, exemplified by the abandonment 
of free checking and credit cards and other bank ser
vic es • 

b • Ass e t man a g em e n t a c c 0 u n t s, est a b 1 ish e d fir s t by 
investment bankers such as Merrill Lynch and E.F. Hut
ton, and now offered by at least one Maine bank. These 
accounts typically offer a variety of investment ser
vices on a fee basis, a credit card and a checking or 
other transaction account. 

c . E 1 e c t ron i c fun d s t ran s fer s y stem s, s u c has aut om a -
tic tell er machines (ATM's), whether or not as part of 
a multibank operation. A similar service is available 

. to American Express cardholders. 

d. Debit cards, similar to credit cards, but providing 
direct transfers between accounts of consumer and sel
l e r, rat her t han a c red ita r ran g em e n t. 
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e. Alternate banking facilities, such as the point of 
sale "Insta Card fl for certain banking services at su
permarkets, pharmacies, etc. 

f. Home banking services using the telephone, a home 
computer or interactive cable,television system. 

g. Discount securities brokerage through depository 
ins t i tu t ions. 

h. Insured investment ,products sold by securities 
dealers and insurers. 

-i, Central ized f inanc ial serv ices, such as Sears f i
nancial services centers (providing retail, securities, 
real estate, insurance and other services). 

B. Crumbling Walls 

I fit's t rue t hat for m f 0 I I ow s fun c t ion, the nit i s con sis -
tent with the previo-usly discussed proliferation of overlapping 
services that the differences between the various types of finan
cial services providers would tend to diminish. To some extent, 
this has occurred; however, the trend in this regard has been 
I imited by the regulatory framework. 

1. Interindustry activities. The previous section indi
cated that financial intermediaries have been developing products 
that directly compete; this is particularly apparent with respect 
to the investment dollar previously devoted to deposits. In 
order to s tern the f low of cash ou t of passbook sav i ngs accounts 
( 0 r i nth e cas e 0 f I i f e i nos u r e r s, the cas h val u e s 0 f pol i c i e s ) , 
companies 'have competed with new investment attractions. 

At the same time, businesses have attempted, sometimes suc
cessfully, to invade the turf of the competition by directly 
buying into the other's business. Some examples include: 

a. The "Sears Financial Network," comprising an enor
mous retail and mail-order concern; the Allstate Insur
ance Companies; Allstate Savings &: Loan in Cal ifornia 
( 8 7 bra n c h e s); De a n Wit t erR ey n 0 Ids, 0 n c e the nat ion's 
5th largest securities brokerage; Coldwell, Banker &: 
Co., a national real estate brokerage; and Sears is 
a t t em p tin g to a c qui reF irs t Fed era I S a v i n g s &: Loa n i n 
Chicago. 

b • Am e ric an Ex pre s s, wit hit s t r a vel e r s' c h e c que s , 
e n t e r t a i nm e n t car d, mer g e d wit h She a r son sec uri tie s 
b r 0 k era g e and i s ow n e r 0 f Fir em an's Fun dIn sur an c e 
Comp any. 

c. BankAmerica Corp., the nation's largest bank hold
ing company, with offices in 40 states; owner of 
Charles Schwab &: Co., the nation's largest discount 
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sec uri tie s b r 0 k era g e ; a c qui r i n g S E AF IRS T, par e n t 0 f 
Seattle-First National Bank of Seattle, Washington; 
leases computers and executes futures contracts. 

d. Prudential Insurance Company of America, purchasers 
of the fourth largest securities house in the U.S., 
Bache Halsey Stuart Shields; is seeking to acquire 
Capital City Bank of Hapeville, Georgia. 

Through arrangements 1 ike these, a number of previously 
impossible results can occur. Insurers and investment bankers, 
by purchasing banks, are able to offer federal deposit insurance 
on money market arrangements. An Arkansas bank prov ides space on 
its premises for the sal e of insurance by a company owned by its 
parent. 

2. I n't e r s tat e a c ti viti e s • De p 0 sit 0 r yin s tit uti 0 n s h a v e 
traditionally been 1 imited to geographic areas -- a single state, 
or part of a state. Several changes are occurring in this area, 
such as: 

a. Interstate banking laws, either special-purpose 
laws such as those in Delaware and South Dakota, or 
more general-purpose laws, such as first enacted in 
Maine in 1975 and subsequently in Alaska, New York, 
Mas sac h use t t san del s ew her e. 

b. Broader federal authorization of interstate acqui
sitions, e.g., for limited purposes (loan origination 
offices,international trade) or-to prevent failures of 
flounder i ng ins ti tu ti ons • 

• 
c. Inte~state services without mergers or new loca
tions, e.g., national solicitation of credit card ac
counts or other serv ices. 

Because of a variety of factors, and despite the fact that 
only a handful of states have enacted interstate banking, inter
state banking is increasingly commonplace. For example, both 
Citicorp and Bank of America have offices in over 40 states; 
First Interstate Bank Corporation has subsidiary banks in Arizo
na, California, Colorado, Idaho, Montana, New Mexico, Oregon, 
Nevada, Washington, Wyoming and Utah; Northeast Savi~gs has loca
tions in Connecticut, Massachusetts and New York. It is appar
en t 1 Y mo ret h e ex c ep t ion t han the r u 1 e w hen ani n t e r s tat e a c qui -
sit ion i sac c 0 mp 1 ish e dun d era s tat e r sin t e r s tat e ban kin g 1 a w 
rather than by other means. 

C. Keeping Watch 

Despite enormous changes in the industry the regulatory 
structure remains essentially unchanged. Insurers are regulated 
primarily by state insurance departments, securities people pri
marily by the SEC. Depository institutions are regulated through 
a tan g 1 e d s y stem 0 f a hal f - d 0 zen 0 r s 0 fed era 1 age n c i e san d 
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various state agencies in a "dual banking system." Some other 
intermediaries are covered by consumer laws administered by state 
Attorneys General or consumer affairs agencies. 

New technology has made high speed transfer of funds, credit 
information and other data possible at an unprecedented level. 
F act 0 r s s u c has h i g h i n t ere s t rat e s h a v e c om bin e d wit h t e c h n 0 I 0-

gical advances to make innovations in financial products, ser
vic e san d mar k e tin g m 0 rea p pea lin g • Th e net res u I tis a s t ron g 
desire by members of the financial services industry to achieve 
op t i on a I f I ex i b iIi ty in r egu I at ion. 

The traditional regulatory scheme, on the other hand, is 
based on segmenting the industry by types and locations of insti
tutions, rather than by function. Therefore, the nature and 
d om i c i leo f the en tit y w i I Ide t e r min e bot hun d e r w hat r u I e sit 
plays under and which regulators govern. This creates tensions 
and anomalies among different federal agencies, agencies of dif
ferent states, agencies within a single state and between differ
ent jurisdictions. The problems are further exacerbated by the 
ability of a given institution to convert from one structure to 
another, from one regulator's jurisdiction to another. 

As a result of this situation, a number of developments have 
occurred. Among them: 

a. The avai I abi Ii ty of federal charters for depos i tory 
ins tit uti 0 n s h a v e g i v ens om e 0 f the s e ins tit uti 0 n s the 
opportunity, in essence, to exempt themselves from many 
pro vis ion s . 0 f the s tat ere g u I at 0 r y s chern e, and i n -
creased the pressure on states to pursue the lowest 
common denominator of regulation even as regards state
chartered institutions. 

b. The flexibility of the holding company structure 
en a b I e s s om e d e p 0 sit 0 r yin s tit uti 0 n s . t 0 s e gm e n t par t s 
of their operations into different geographical and 
regulatory jurisdictions where their activities are 
least restricted. Thus, when Delaware and South Dakota 
lifted consumer credit restrictions, institutions na
t ion wid ere I 0 cat edt h e i r c red ito per a t Ion s t o. tho s e 
states.Similarly,when South Dakota enacted legisla
tion allowing banks to sell insurance outside the state 
but from bas e s wit h i nit, s om e ins tit uti 0 n s c h 0 set 0 

set up such operations. 

c. Insurance company regulation is still predominantly 
con t r 0 I led by the s tat e s (w i t h not a b I eli mit simp 0 sed 
on them by federal legislation such as ERISA), but 
ins u r e r s are u n d ere v en f ewer ins tit uti 0 n a I and g eo g r a -
phical restrictions than are depository institutions. 
Thus, insurance regulation presents an increasing chal
lenge to the states. The recent crisis involving Bald
win-Uni ted underscored a number of probl ems. That case 
shows what can go wrong when a diversified financial 
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company markets an innovative insurance/investmentitax 
she I t e r prod u c t nat ion a I I Y t h r ou g h sec uri tie s de a I e r s 
and others, thereby straining traditional regulatory 
structures. 

d. Congress is currently engaged in a major reassess
ment of f'inancial serv ices regulation. The- structure 
of federal regulation of depository institutions is 
b e i ng s c rut i n i zed by Vic e Pre sid en t Bus h ! S t ask for c e , 
while a variety of federal responses to industry 
changes are being considered in Congress, ranging from 
a moratorium to massive deregulation. 

e. In lieu of Congressional action, industry is prob
ing the outer I imits of current law with such innova
tions as "nonbank banks" owned by insurers or others. 

I I • POL I CY I S SUES AND RECOMMENDAT IONS 

The earlier discussion should serve as some indication of 
the en 0 r mit y and vel 0 cit y 0 f the c han g e cur- r en tl y t a kin g p I ace i n 
the financial serv ices industry. The challenge facing state and 
federal policymakers is to retain and encourage the salutary 
effects of this change without abandoning the protection of the 
publ ic interest which has been the cornerstone of financial ser
vices regulation. 

At stake are public interests of the highest order. Regula
tion of depository institutions, for example, has direct effects 
on national pol icies in the areas of stabil ity of the currency, 
v i a b iIi t Y 0 f d e p 0 sit ins u ran c e pro gram s· and bot h f i s c a I and 
monetary pol icy. Further, it has been a central pol icy of the 
American government, at least in this century, to avoid dangerous 
concentrations of economic power in the hands of a few. 

The s tat e s, a Ion g wit h the fed era I g 0 v e r nm e nt, h a v e a Iso 
shared a major interest in the operation of this industry. The 
public interest in the safe and proper operation of financial 
services companies is derived from the central role they play in 
our I i v e s • Am 0 n g the sec 0 n c ern s, s om e 0 f the m 0 s t i mp 0 r tan t 
include: 

- The need to assure security, whether of bank deposits, 
insurance, or other investments. 

- Th e nee d for f air a c c e sst 0 ad e qua t e c red itt 0 pay for 
individual needs, such as housing and education, or for 
b r 0 ad ern e e d s, I ike e con om i c de vel 0 pm en tan d go v e r nm e n t 
finance. 

- Other social goals, including safeguards against unfair,' 
deceptive or coercive acts against consumers. 

I n the pas t, some of the goal s of safety and soundness, and 
of avoiding undue concentration of economic power were addressed 
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by segmenting financial service functions of risk avoidance, risk 
spreading and risk taking into the fields of banking, insurance 
and securities. Different measures were applied to these areas 
tor e fIe c t s i mil arb u t dis tin c t go v e r nm e n t a lin t ere s t s, e. g . , 
inexpens ive depos i t insurance and access to the federal discount 
window for banks, guarantee funds for insurers, and I icens ing, 
registration and disclosure requirements in securities regula
t i on • 

The same modern developments which make it appropriate to 
combine a variety of instit].ltions under the common aegis of a 
term like "the financial services industry" also serve to call 
into question the continued vitality of the current regulatory 
scheme. It is therefore evident that with respect to regulation 
of the financial services industry, at least one of the following 
two situations exists: 

(1) Attempts by various segments of the industry to 
adapt their marketing approaches to new goals are 
undermining traditional regulatory pol icies. 

(2) current regulatory structures and policies have 
fai I ed to keep pace wi th the forces of economic change. 

Faced with thse challenges, the pressing issue facing 
Maine's'Legislature is how to provide for continued protection of 
the public interest in the provision of financial services while 
encouraging the beneficial aspects of change. In this regard, we 
offer the following recommended policy objectives, together with 
specific recommended actions which could be taken .immediately. 

l.POLICY OBJECTIVE: Within the current bureau structure, the 
State should seek to achieve a regulatory system with 
adequate resources and flexibility to respond to indus
try change. 

RECOMMENDED AcrION: For the present time, the present 
three-bureau structure should be maintained. 

2.POLICY OBJECTIVE: Regulatory policies should reflect in
dustry shifts away from traditional institutional roles 
toward the provision of competitive financial products 
and services. This will require increasing coordina
tion among the Bureaus of Banking, Consumer Credit 
Protection and Insurance. 

RECOMMENDED AcrION: The Department of Business, Occupa
tional and Professional Regulation, together with the 
three bureaus, should develop a formal ized system of 
bureau coordination for consideration by the 112th 
Leg i s I at u r e • 

3.POLICY OBJECTIVE: It should not be the pol icy of the State 
to oppose the tide of change in the financial services 
industry. Rather, the State should renew its emphasis 
on assuring the solvency of financial intermediaries as 
a means to guard against the hazards of innovation. 
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RECOMMENDED ACTION: The State should establish a guarantee 
fund for life and health insurance. 

4.POLICY OBJECTIVE: Maine should not retreat from its lead
ership role in allowing interstate banking. Instead, 
interstate operations should be allowed and regulated 
in a manner that best serves the public interest. 

RECOMMENDED AcrION:The Legisl ature should take prompt 
action to clarify the statutory ambiguity which the 
At tor n e y Gene r a I 's 0 f f ice has i n t e r pre ted toe x c Iud e 
other New England states' financial institutions from 
entering Maine. This would best be achieved by remov
ing the present requirement of reciprocity entirely • 

. 
5.POLICY OBJECTIVE: The Legislature should adopt a mechanism 

to assure that it can continually monitor developments 
in the financial services industry, so that timely 
statutory responses may be developed which 'are consis
tent with the broad state policies in this area. 

RECOMMENDED ACTION: The Legislative Council should estab-, 
lish and adequately fund a Financial Services Regula
tory Oversight committee to monitor developments in the 
industry and in state and federal regulation of finan
cial services. The committee should be empowered to 
meet regularly or as needed during the interim, and to 
report its findings, together with any recommended 
legislation, to the 112th Legislature. 

Following is a brief explanation of these ~ecommendations. 

RECOMMENDATION 1: Regula'tory structure. The subcommi ttee 
considered the possibil ity that the current, three bureau regula
tory structure in Maine could be modified to better address the 
new financial services industry. The subcommittee, after care
fully considering alternatives in this area, rejected this con
cept for the following reasons: 

A. With respect to banking and insurance, structural 
differences persist which separate the institutions. 
So long as these federal and state institutional re
quirements are maintained, which seems likely for the 
foreseeable future, the Bureaus of Banking and Insur
ance provide a sound basis for addressing' these related 
but distinct entities. 

B. The Bureau of Consumer Credit Protection has demon
strated a unique capaci ty in recent years to address 
pro b 1 em sin the c red ita rea w h i c h cut a c r 0 s sin s tit u -
tional boundaries. While this can cause some problems 
where the institution concerned is also regulated by 
another bureau, this product-oriented (rather than 
ins tit uti 0 n - 0 r i en ted) a p pro a chi spa r tic u 1 a r 1 y we 1 1 -
suited to the task of applying a single state pol icy to 
a number of different financial intermediaries. 
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It should also be noted, with respect to the idea that 
Consumer Credit represents a subject that should be addressed by 
a bureau,independent of the Bureau of Banking, that the Study of 
Financial Institutions in the State of Maine performed by Golembe 
Associates for use in the Banking Code recodification came to 
just this conclusion, arguing that this area represented a "quite 
different set of concerns" than those with which the Banking 
Bureau should be concerned. 

T his r e c omm end a ti 0 n doe s not mea nth a t we are tot a I I y con
tent wi th the status quo. In order to assure the bureaus have 
sufficient resources and flexibil ity to respond to industry 
change, we would encourage the Legislature to keep in mind the 
necessity for adequate salaries and facilities to do the job. 
The Securities Division within the Bureau of Ban'king and the 
Bureau of Insurance could each benefit from new computer techno
logy if they were afforded access. In the past, the Legislature 
has also recognized the need to assure that salary scales for 

,specialized experts needed to be adequate in order to make it 
possible to obtain and retain competent regulators; this recog-
nition must be periodically reaffirmed. 

RECOMMENDATION 2: Bureau coordination. While we reaffirm in 
the previous recommendation our commitment to the present struc
ture, developments in the industry make the advantages of coordi
nat ion am 0 n g the bur e au sap par e n t • The rea rep rod u c t san d s e r -
vices which directly compete, but which are offered by distinct 
ins tit uti 0 n s, s u c has m 0 r t gag e c 0 mp ani e s' and ban k s, ins u r e r san d 
securities dealers, and s,o on. Another example "is the SPDA 
product o(fered by Baldwin-Uni,ted as an insurer, but marketed 
by both insurers and securities dealers. 

Even where there is not a direct overlap in jurisdiction 
between bureaus, maintenance of a consistent state pol icy re
quires that the superintendents be aware of developments in the 
other areas and seek to assure a coordinated regulatory response 
to similar issues. To the extent that current statutes do not 
permit the bureaus to act consistently, this coordination may 
also serve to underscore the disparities. The Legislature may 
then be put in a better position to determine whether significant 
pol icy reasons exist to maintain the disparity, or on the other 
hand whether the differenc,e is one that ought to be el iminated. 

Currently, some coordination has been observed among the 
bureaus on specific issues. Undoubtedly, other opportunities 
have been and will continue to be presented where that coordina
tion would benefit industry, regulators and the public. We 
believe that regulators and legislators should be considering 
ways in which this sporadic, informal cooperation could be form
alized. As it was observed during our sessions, we cannot rely 
on the fact that a given set of superintendents will choose to 
maintain the kind of dialogue the task requires. Without reduc
ing the authority of any bur.eau to conduct the affairs within its 
exclusive jurisdiction, some type of exchange should be assured. 
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RECOMMENDATION 3: Assuring solvency. Traditional segmenta
t ion 0 f the i n d u s try was a c c 0 mp ani e d by me c han ism s top r 0 v ide 
adequate assurances of solvency according to the type of institu
tion and financial product or service. As products and institu
tions change, consumer expectations of security may not keep pace 
with the increased risks being undertaken' by institutio.ns. In
dee d, r e c en t his tor y has d em 0 n s t rat edt hat fin an cia 1 s e r vic e s 
providers, even acting within their traditional roles, are sub
ject to much larger risks than many knew. Thrift institutions 
nationally have been under siege from the onslaught of record 
high interest rates while they suffered under the burden of long
term, low-interest mortgage loans. 

Are new e d em p has i son ass uri n g sol v e n c y t h u sis i nor d e r . 
For financial institutions doing business in Maine, there is 
currently a requirement that they maintain deposit insurance 
through federal agencies: FDIC, FSLIC and presumably, the Nation
al Credit Union Administration. Property and casualty insurers 
may be backed by the Maine Insurance Guaranty Association, and 
workers' compensation self-insurers by the Maine Self-Insurance 
Guarantee Association. However, other insurers are not covered 
i nth e s am e man n e r . 0 u r r e c omm end e d i mm e d i ate act ion, the ref 0 r e , 
is the adoption in Maine of a guarantee mechanism for 1 ife and 
heal th insurers. 

I t may not b e apr 0 per fun c t ion 0 f s tat ego v e r nm e n t t 0 

secure the payment of all kinds of obI igations incurred by finan
cial services intermediaries. But it is a matter of vital public 
interest. that consumers not suffer serious loss due to the proli
feration of confusingly similar products which offer degrees of 
security at least as disparate as their levels of return. If 
there is a lesson to be learned from the fai lures suffered by all 
types of providers in recent years, it is that consumers can no 
longer take the solvency of an institution for granted, but must 
accept some r espons ib·i 1 i ty for assur i ng the safety of the i r 
holdings. 

RECOMMENDATION 4: Interstate banking. A recent opinion of 
the At tor n e y G e n era 1 he 1 d t hat Mas sac h use t t s ' i n t e r s tat e bank i n g 
law is not !lreciprocal!l with Maine's provision, and therefore the 
institutions of that state may not acquire or establish a Maine 
institution under our Banking Code. Proponents of the subject of 
that discussion, a merger of Casco Northern Bank with a Boston 
concern, argue that the restrictive interpretation given in the 
o pin ion toM a i n e I s r e c i pro cit y r e qui r em e n t cas t s d 0 u b ton 0 the r 
possible acquisitions as well, including those with New York 
institutions. 

As pointed out elsewhere in this report, interstate banking 
operations are already a reality, even in states which have not 
specifically authorized interstate mergers and acquisitions. In 
the 1975 banking code recodification, the Legislature determined 
that interstate banking could provide significant benefits to 
Maine, prov ided that adequate safeguards were made to protect 
against the draining of needed capital from the State. This 

Business L~gislation: Financial Services Study Pag e 14 



p' 0 1 icy allow sMa i net 0 a ff i r mat i vel y add res san d reg u 1 ate i n t e r -
state banking, rather than leaving that role to be played by the 
marketplace and the interstices of federal regulation. 

We would affirm the State's commitment to allowing and 
control 1 ing interstate banking. Toward that end, we bel ieve the 
problems addressed by the Attorney General's opinion should be 
promptly resolved by the Legislature through one of the two 
following approaches, 1 isted in order of our preference: 

A. The requirement of reciprocity with another state as a 
precondition of interstate activity should be removed. 

B. If the previous course is not taken, the reciprocity 
requirement should be clarified to remove the ambigui
ties which preclude interstate activity with other New 
England states having interstate banking laws, and 
which may bring into question the legality of inter
state activity with New York and other states. 

Golembe Associates, the consulting firmwhich assisted in 
the banking code recodification, prepared a report (dated January 
1982) entitled, The Publ ic Benefits and Costs of Maine Banks 
Affiliating With Out-of-State Institutions. The Executive Summa
ry of that report is attached as AppendixC. In the report, the 
consultants noted a variety of potential benefits to Maine citi
zens of allowing interstate banking. They note that the benefi ts 
are maximized, and the potential costs minimized, where the pool 
o f pot e n ti a 1 '0 U t - 0 f - s tat e e n t ran t sis 1 a, r g est. 

.on a national scale, Maine financial institutions are very 
small. The likelihood of native Maine institutions taking over 
institutions in other states is therefore less'than the reverse. 
If our institutions are to be acquired, it seems apparent that 
measures which limit the field of bidders, such as reciprocity 
requirements, will serve only to. unnecessarily restrict competi
tion, decrease efficiency and lower the value of the Maine insti
tution. 

In the past, however, the Legislature has been reluctant to 
remove the reciprocity requirement. If this reluctance persists, 
the 1 awn e e d sat ami n i m urn t 0 b e cIa r i fie d tor e sol vet h e i mm e -
d i ate pro b 1 em. Any 0 the r c 0 u r s e 0 f act ion 0 r ina c t ion w 0 u 1 d b e a 
major step backward in State, regulation of financial institu
tions. As we have noted, this is an area where Maine has been 
ahead of the national tide; however, that tide is there to engulf 
us as soon as we attempt to retreat from the progress we have 
made. 

RECOMMENDATION 5: Legislative efforts. During the course of 
t his stu d y a Ion e, a g rea t n urn b e r 0 f d eve lop men t s too k pIa c e i n 
this area. ,The Bush Task Force presented some recommendations 
for change of the federal regulatory structure, Congress was 
presented a number of bills with far-reaching potential to change 
the state of the industry and the role of the states, and federal 
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and state regulators made decisions which already are affecting 
our legislative scheme (e.g., the opinion of the Attorney General 
regarding interstate banking and reciprocity). In addition, 
recent legislative sessions have witnessed a large number of 
bills addressing this area, while there has frequently been too 
little time to place these measures in the proper context, that 
of the broader policies of financial services regulation. 

To an even greater extent than experienced by financial 
services consumers, the upheaval in this industry is creating a 
number of complex policy decisions for state legislatures, and 
many of these demand prompt legislative action. If, for example, 
Congress acts in the next two years on any of a number of propos
als now before it, the State may have to move quickly to assure 
continued protection of Maine consumers and proper regulation of 
financial services providers. 

Maine has a head start on some other states by virtue of a 
progressive, reasoned banking code, and considered consumer and 
insurance laws. This study has .also been a source of information 
which serves to provide an overview of our position in the finan
cial services revolution. But the speed with which change is 
occurring, and the enormity of the policies and institutions 
i n v 0 I v e d d em and sou r con tin u e d v i gil an c e • 

A mechanism should be developed to ensure that the Legisla
ture can, to the extent possible, avoid crisis decisionmaking in 
this area, and adequately provide for the public interest in the 
regulation of financ,ial services. We can no longer rely on the 
continued vitalitY,of our regulatory scheme or ,the continued 
coincidence of our interests with those of other states or the 
federal government. In or.der to assure that the regulation of 
financial services in Maine secures our best interests, we must 
be prepared to act creatively in fashioning our own approaches, 
worked out on our own, rather than to simply follow the lead of 
other states or the federal government. 

The legislative effort we envision would provide for our 
continued activity in regional and national conferences or asso
ciations deal ing with the regulation of financial services, as 
well as an opportunity for a group of legislators to maintain 
famil iarity with developments in the industry and in Congress and 
other legislatures which affect our interests. By establ ishing 
an 0 v e r s i g h t c omm itt e e i nth i s are a, the Leg i s I at u r e w 0 u I d b e 
better situated to respond to change. The oversight committee 
might comprise a subcommittee of the Joint Standing Committee on 
Business Legislation, so that some continuity between oversight 
and bill consideration could be maintained. For the next few 
years, whatever mechanism is chosen, a continued legislative 
effort of some sort ought to be undertaken to assure that the 
gains of the past are not lost. 

If we are to realize the new opportunities and meet the 
challenges they present, it will require the Legislature's per
sistent attention and del iberate action. 
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APPENDIX A 

RE<.::aMMEND ED COMMITIEE STUDY 

~~~ Joint Standing Committee on Business Legislation. 

L-..BU.B:sI.ECT_QE_.BTJIDY..:.. Regu 1 at i on 0 f th e Fin a nc i a 1 S e r vic e s 
Industry. 

~B1QR1TY_NUMB~B..:.. This is the second study request by the com
mit tee; non e the 1 e s s, the c omm itt e e bel i eve s t hat t his sub -
ject demands equal priority with the other request. 

~~ Second Regular Session, Illth Legislature. 

~Y.BllLQE_'IH1L.fBQBL~M..:.. A wide var i ety of f inanc ial serv ices 
are currently provided by several different industries, 
including banks, insurance companies, investment and securi
ties firms, private employee benefit plans and retail mer
chants. Due to federal deregulation and market factors, 
traditional distinctions between these fields and between 
market areas are vanishing at an alarming rate. 

Meanwhile, State regulation continues to treat 
providers of financial services as distinct entitities. In
creasingly, State regulation finds itself incapable of 
addressing problems which arise due to the lack of resources 
or authority to regulate whole sectors.of th.e industry. Some 
s y mp t om s 0 f the pro b 1 em inc' 1 u de: 

U) Diminishing jurisdiction and resources of the 
Bureau of Consumer Credit Protection, due to the exodus 
o f c 0 v ere d c red ito r s t.o the s y s tern 0 f fed era 1 1 Y -
chartered financial institutions; 

(2) Loss of control by the Bureaus of Banking and 
Consumer Credit Protection by virtue of the exportation 
of integral parts of financiat institutions across 
State borders, e.g., by the sale of credit card 
accounts to out-of-state interests, thus avoiding State 
jurisdiction over terms of credit; 

(3) Related to the previous point, the actions of other 
states and the federal government in regulating the 
financial services industry are having a sUbstantial 
impact both on the State's ability to regulate this in
dustry and for native Maine financial services 
companies to compete for funds; 

(4) The lack of a coordinated pol icy to address the 
forthcoming "financial supermarket," which could have 
drastic effects on Maine consumers and industry; and 

(5) The jeopardization of even current levels of regu-
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lation due to the inadequate resources being dedicated 
toward this effort. 

L.-B~QlLEQB._.sTlID'y';' In the current and recent prev ious sess ions, 
the Legislature as a whole and the Business Legislation 
committee in particular have been asked to address a number 
of the issues involved in this area through literally dozens 
o f pie c em e aIm e a sur e s • The d iff i cuI tis sue s 0 fin t e r s tat e 
banking, bank insurance, consumer credit regulation, and 
insurance regulation are themselves only individual facets 
oft her e vol uti 0 n i n fin an cia 1 s e r vic e s del i v e r y. Wh i 1 e i n 
some areas, such as interstate banking, the State of Maine 
has been a pioneer, in many areas the State is failing to 
address pressing issues which strike at the root of our 
ability to protect consumers while maintaining competitive 
equality for Maine's financial services industry and ade
quate capital for industrial development. 

The purpose of this study is to begin a systematic 
review of this area, with an eye toward heading off problems 
before they occur. This process will require education of 
legislators in the current state of the financial services 
industry, and its regulation in Maine, other states and 
under federal law. It will further require the assistance 
of State regulators from the several areas of government 
responsible for these areas. 

The final result is less 1 ikely to be a comprehensive 
legislative proposal than a hopefully educational report to 
the Legis.1ature, and the establishment of some fundamental 
directions for further action. 

~EM~QE-.sllHQQMM1TTEE: While the committee plans to address 
this study through the use of a subcommittee, the membership 
of the subcommittee has not yet been determined. 
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APPENDIX B 
BI BLI OORAPHY 

TREAT ISES, REPORTS, ETC. 

Annual Report 1982: Are Banks Special?, Federal Reserve Bank of 
Minneapol is (1983). 

Competition in Financial Services: The Impact of Nonbank Entry, 
H. Rosenblum and D. Siegel, Federal Reserve Bank of Chicago 
S t a f f Stu dy 83-1 (1983). 

Financial Serv ices in the 1980s: A Report of the Amer ican 
Council of Life Insurance, Report of the ACLI Task Force on 
Financial Services Intergration, John G. McElwee, Chairman 
(D e c emb e r, 1 9 8 2 ) . 

The Future of American Financial Services Institutions, The 
Sixty-fourth American Assembly, Columbia University, April 
7-10,1983 (1983). 

Geographic Restrictions on Commercial Banking in the United 
States: The Report of the Pres ident, US Depar tment of the 
Treasury (January, 1981). 

The New Financial Serwices, Alliance of American Insurers (1983). 

The Public Benefits and Costs of Maine Banks Affiliating With' 
Out-of-State Institutions, report by Golembe Associates, 
Inc. (Washington, D.C.) (January, 1982). 

Report of the Executiwe Advisory Commission on Insurance Industry 
Regulatory Reform, (The (NY) Heimann Commission Report), 
John G. Heimann, Chair (May 6, 1982). 

Report to the General Assembly of the State of Connecticut of the 
Findings and Recommendations of the Commission to Study 
Legislation to Limit the Conduct of Business in Connecticut 
by Subsidiaries of Bank Holding Companies and the Impact of 
Non-Depository Institutions on Traditional Banking 
Activities (January 5, 1983). 

Risk ••• Reality ••• Reason... In Financial Services 
Deregulation: A State Legislative Perspective, Report of 
the Conference of Insurance Legislators Task Force on 
Regulatory Initiative (The COIL Report), State Sen. John R. 
DUnne (NY), Chairman (September, 1983). 

A Study of Financial Institutions in the State of Maine, report 
prepared for the State of Maine Bureau of Banks and Banking by 
Carter H. Golembe Associates, Inc. (Washington, D.C.) (November 
12, 1983). 
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ARTICLES, ETC. 

from AID~~~an Bank~~ 
-"Drive for Regional Banking Gains in New England States," 

(February 8,1983), pp. 1, 15. 
-"How Deregulation Act Would Change Thrift Holding Powers," 

(August 23, 1983), p. 10 ff. 
-"Issues in Coming Revolution in Banking Legislation," (July 

29, 1983), pp. 4,7. . 
-"Kemper Looking to Acquire Thrift," (May 20, 1983). 
-IIMerr i 11, Aetna Seek Charters for Banks: Both Intend to 

Us e HoI din g Co. L 60 p hoI e , II ( J un e 1, 1 9 8 3 ), p p. 1, 4. 
-liThe Proposed Deregulation Act: What It Would Mean," 

( Au gus t 12, 1 9 8 3 ), p. 4, f f • 

from B~~in~~~ Law~~~ (American Bar Association) 
-"Annual Survey of Consumer Financial Services Law," 

( Ap r iI, 1 9 82 ), p p. 1 0 4 3 - 115 1 • 
-IIBanking in the Eighties," US Rep. John J. LaFalce (NY), 

( Ap r iI, 1 9 8 2 ), p p. 8 3 9 - 8 5 4 • 
- " S Y mp 0 s i urn: Con sum e r Fin an cia 1 S e r vic e sin the 1 9 80s ~ II 

(National Institute on Consumer Credit) (July, 1982), 
pp. 1292-1445. 

-"Federal Pre-emption of State Usury Laws," (April, 1982), 
pp. 747-80l. 

-(Symposium) "Mergers, Holding Company Acquisitions, and 
Conversions," (ABA Section of Corporation, Banking and 
Bus i n e s s Law, Co mm itt e eon S a v i n gsa n d Loa n 
Associations)(April 1, 1982), pp. 855-901 • . 

from B~~in~~~ B~i~ (Federal Reserve Bank of Philadelphia) 
- "D ere g u 1 a t ion: ANew F u t u ref 0 r T h r i f ts , " (J an u a r y -

February 1983), pp. 15-26. 

from BM~in~~~ W~~ 
-"A Yankee test of interstate banking," (February 14, 983), 

p. 39f. 
-liThe Synergy Begins to Work for Sears' Financial 
Supermarket," (June 13, 1983), pp. 116-117. 

From CQng~~~~iQnal ~a~i~~~ W~~l~ B~Q~i 
-"Billions of Dollars at State: Financial Industry in 

Turmoil as Reluctant Congress Stalls on Bank 
Deregulation Issue," (September 10, 1983), pp. 1899-
1909. 

from ]~QnQID~ £~~~~iiY~~ (Federal Reserve Bank of Chicago) 
-"Banks and nonbanks: a run for the money,"(May-June 1983), 

pp.3-12. 
-"Deregulation of the financial sector," (Excerpts from 

papers del ivered at the 18th Conference on Bank 
Structure and Compet i t i on, hel d in Ch icago in Apr iI, 
1982) (Fall 1982), pp. 26-36. 

-"Economic Events in 1982-a chronology," (January-February 
1982), pp. 8-9. 
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- "Wh a tis a b an k?" ( Jan u a r y - Feb r u a r y 1 9 83 ), p p. 2 0 - 31 • 

from ]~2nQID~ E~i~-(Federal Reserve Bank of Atlanta) 
-"Consol idation of the Regulatory Agency Structure: Has the 

Time for It Come?" (December, 1982), pp. 43-52. 
- "Th e Deb i t Car d a t the C r 0 s s r 0 ads ," (M arc h, 1 9 8 3 ), p p. 3 3 -

45 • 
-"How Should Bank Holding Companies Be Regulated?" (January, 

1983), pp. 42-47. 
-"Positioning for Interstate Banking," (September, 1982), 

pp. 15-23. 
-"R~sponding to Deregulation: The Evolution of IRA 

Competition," (March, 1983), pp. 23-32. _ 
-"Shared ATM Networks: The Nation and the Southeast," 

(December, 1982), pp. 32-42. 
-"Sources of Bank Capital: An Issue for the 80s," 

(December, 1982), pp. 65-73. 
-SPECIAL ISSUE: "Displacing the Check," (August, 1983). 

from E2rj;H~.~ 
-"State Legislatures are 'Tearing Down Barriers Against 

Interstate Banking,'" (May 23,1983), pp. 14-15. 

from .sI2JJl:nal 21 .AID~l:i~an ln~JJl:an~~ (All iance of Amer ican 
Insurers) 
-"Banks and Insurance: Do Good Fences Make Good Neighbors?" 

(Winter 1982-1983), pp. 13-17. 

from Naii2nal 12JJl:nal 
-"Congress is Hesita'nt About Moving to End Financial 

Industry Turmoil," (July 2,1983), pp. 1371-1378. 

from N~ ]nzla~ BJJ~in~~~ 
-"Commentary: _ New England Banks as a Prov ing Ground," 

(September 5, 1983), pp. 5-7. 
-"Getting Ready for Super-Regional Banking," (April 18, 

1983), pp. 14-18. 
-"Hawking Mortgages in Innovative Ways" 'A Retail 

Business, '" (October 3, 1983), pp. 40, 42-43. 
-"Home Banking System Expands to Provide General 

Information," (September 5, 1983), pp. 56, 58. 
-"Maine Rul ing Leaves Bankers Pondering Their Merger Plans," 

( Oc t 0 b e r 3, 1 9 8 2 ), p. 4 8 • 
-"Northeast Savings Builds Thrist Empire in New England," 

(March 21, 1983),-pp. 34-35. 

from Th~ N~ Y2l:K TiID~~ 
-"A Brouhaha in Yankee Banking," (Sunday, April 3,1983). 
-"Banks' Invasion of Delaware: Low Taxes Spur Moves," (June 

16, 1983), p p. D1, D5. 
-"No.1 Boston Bank To Add Maine Unit," (March 11, 1983), p. 

D4. 
-"Two Major Banks Plan Merger in New England," (CBT Corp. of 

CT and Bank of New England Corp. of MA) (June 14, 1983). 
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from N~~~.e..k 
-IIBirth of a: Borrowers' Cartel?1I (September 5,1983), pp. 

56-57. 
-liThe Brave New World of Superbanks: Huge one-stop financial 

companies could be a boon to consumers--or a risk,1I 
(July 18,1983), pp. 61-63. 

from £Q~ila~ £~~~£ H~~al~ 
-:-IIInsurance firm expands into financial services,1I Frank 

Sleeper column, date, page unknown. 
-IIMoney management services vary,1I (October 13, 1983), p. 1. 
-IIMoney supermarkets booming,1I (October 13, 1983), pp. 1, 

reverse. 

from S1.a1.~ 1~,gi~1a.1..u~~£ (National Conference of State 
Legislatures) 
-IIInterstate Banking: The Barriers Start to Fall,1I 

(September, 1982), pp. 10-13. 

from ll~~ N~~ & WQ~~ R~Q~1. 
-IIRevolution in Banking: Has it Gone Too Far?" (May 16, 

1983), pp. 69-71. . 
-IIWhat Tomorrow's Banking System Wil I Look Like,1I (Interview 

with C.T. Conover, US Comptroller of the Currency)(May 
16,1983), pp. 71-72. 

from Th~ Wall ~1.~~~1. lQ.Y~nal 
-IIInsurers Fighting Banks' Attempts To Gain Broad 

Underwriting Power," (August 8, 1983), p. 19. 

from Th~ Wa~hing1.Qn MQn1.hl3 
-IIWhy the Banks Get Away With It,ll (September, 1983), pp. 
32-38. 
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APPENDIX C 
.E.z~JJii...Y~ 's.!JIDID.aU: 

Th~ gJJD1~ ~~n~ii~ .a~ CQ~i~ Qj Main~ ~ank~ 
A11iliaiin.g .wiih QJJi::Qj=l!ia.i~ ln~ii1JJiiQn~ 

The State legislature has recently noted that, "the State of 
M a i n e has Ion g had s e rio usc 0 n d i t ion s 0 fun e mp loy men t , 
underemp loyment, low per cap i ta income and resource 
underutil ization which cause substantial hardships to many 
individuals and families, impede the economic and physical 
development of various regions of the State, and adversely affect 
the general welfare and prosperity of the State." Within this 
context of a need for economic development in the State, the net 
benefits and costs of permitting out-of-state bank holding 
c 0 mp ani est 0 en t e r i n toM a i new i tho uta r e c i pro cit y r e qui r em en t 
have been examined in this report. Several conclusions emerge: 

o Affiliation with larger out-of-state institutions would 
increase bank efficiency and lead to greater abil ity to 
serve Maine banking customers. Such affil iations are 
likely to reduce unit costs of providing bank services, 
increase the qual i ty and scope of some bank serv ices, and 
increase the speed with which banking services are 
provided. 

o Affiliation with out-of-state banks would enable Maine 
banks to effectively and cheaply tap national markets for 
loana.ble funds and thereby facilitate a more rapid rate. 
of new investment in plant and equipment in Maine -
implying a corresponding increase in employment in the 
State. While no increase in jobs at banki·ng institutions 
l.2~r.. ~~ can be expected, an increase in jobs at Maine 
businesses in the 'aggregate can be expected, to the 
extent the supply of loanable funds is increased. At the 
s am e tim e , a f f iIi a t ion wit h 0 u t - 0 f - s tat e fin a n cia I 
institutions will help Maine banks offer maximum rates of 
return to Maine depositors (i.e., to the State's savers). 

o In the absence of affil iation with larger out-of-state 
institutions, Maine banks are not likely to generate 
s igni f icant economics of scal e through internal growth 
and/or in-state consol idation. The potential for 
internal growth is hampered especially by the low per 
cap ita per son a lin com e I eve lsi n M a i n e, co up led wit h s I ow 
general economic growth. 

o I nth e a,b sen ceo f a f f iIi a t ion wit h I a r g e r 0 u t - 0 f - s t s t e 
institutions, Maine banks may be placed at a competitive 
disadvantage to large, interstate nondepository 

* A report by Golembe Associates, Inc., Washington, D.C., 
Nov emb e r, 1981. 
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institutions such as investment banking firms, travel and 
entertainment credit card firms, and retail sales firms, 
that have increasingly been offering "bank-l ike" services 
across state I ines. Such nondepository institutions -
such as American Express-Shearson, Sears-Roebuck, and 
Merrill Lynch -- are not subject to regulatoryoversight 
by any banking agency at either the state or federal 
level. 

o I n t e r s tat e ban king act i v i tie s, t h r 0 ugh the ban k hoI ding 
c 0 mp any d e vic e, are not I ike I y t 0 I e ad t 0 s i g n i f i can t 
sup e r vis 0 r y pro b I em s as e v' ide n c e d by the ex per i en c e wit h 
grandfathered interstate bank holding companies in the 
years since the passage of the 1956 Bank Holding Company 
Act. 

o I t is extremely unl ikely -- especially if outs ide bank 
holding companies from a.n~ other state are permitted to 
enter Maine -- that one or more of the entering firms 
would be able to "entrench" themselves and dominate local 
banking markets. 

o Although affil iation with out-of-state institutions could 
. increase.local bank efficiency, considerable empirical 

ev idence shows that small, local banks choos ing not to 
affiliate still would be able to compete with larger 
institutions and maintain their earnings and size -- by 
concentrating on just that portion o~ the market in which 
they have a comparative advantage. 

Thus, permitting out-of-state bank holding companies to 
affiliate with Maine banking institutions iS,likely to yield 
sUbstantial net benefits to the busi.nesses and households in 
Maine both in the near term and over the longer run. 
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