PREFACE

By John M. Reich, Director

Office of Thrift Supervision


Prudent regulations are absolutely essential to maintain rigorous safety and soundness standards for the financial services industry, to protect important consumer rights, and to assure a level-playing field in the industry. As a regulator, I clearly understand the need for well-crafted regulation.


However, outdated, unnecessary or unduly burdensome regulations divert precious resources that financial institutions might otherwise devote to making more loans and providing additional services for countless individuals, businesses, nonprofit organizations, and others in their communities. Over the years, Congress passed a variety of laws to deal with problems that have cropped up and the regulators adopted numerous regulations to implement those laws. In fact, over the past 17 years, the federal bank, thrift, and credit union regulators have adopted more than 900 rules. Accumulated regulation has reached a tipping point for many community banks and has become an important causal factor in recent years in accelerating industry consolidation. 


In passing the Economic Growth and Regulatory Paperwork Reduction Act of 1996 (EGRPRA), Congress clearly recognized the need to eliminate any unnecessary regulatory burden. That is why Congress directed the Federal Financial Institutions Examination Council and its member agencies to review all existing regulations and eliminate (or recommend statutory changes that are needed to eliminate) any regulatory requirements that are outdated, unnecessary, or unduly burdensome.
  
As this comprehensive report makes clear, the agencies have worked diligently to satisfy the requirements of EGRPRA. Over a three-year period ending December 31, 2006, the agencies sought public comment on more than 130 regulations, carefully analyzed those comments (as indicated in this report), and proposed changes to their regulations to eliminate burden wherever possible.

 
In addition to obtaining formal, written comments on all of our regulations, the federal banking agencies hosted a total of 16 outreach sessions around the country involving more than 500 participants in an effort to obtain direct input from bankers, representatives of consumer/community groups, and many other interested parties on the most pressing regulatory burden issues. 
 
Besides reviewing all of our existing regulations in an effort to eliminate unnecessary burdens, the federal banking agencies worked together to minimize burdens resulting from new regulations and current policy statements as they were being adopted. We also reviewed many internal policies in an effort to streamline existing processes and procedures. Finally, we have sought to communicate our regulatory requirements, policies and procedures more clearly to our constituencies to make them easier to understand.

On the legislative front, the federal banking agencies worked together, preparing and reviewing numerous legislative proposals to reduce regulatory burden, testifying before Congress on several occasions about the need for regulatory burden relief, and providing technical assistance to the staff of the Senate Banking Committee and the House Financial Services Committee on their regulatory relief bills. Congress ultimately passed, and the President signed into law, the Financial Services Regulatory Relief Act of 2006. As part of this process, the agencies, representatives of the industry, and consumer and community groups were asked to provide positions on the many legislative proposals that were submitted to Congress. The 2006 Act included a number of important regulatory relief provisions.
 
Financial institutions of all sizes suffer under the weight of unnecessary regulatory burden, but smaller community banks unquestionably bear a disproportionate share of the burden due to their more limited resources. While it is difficult to accurately measure the impact regulatory burden has played in industry consolidation, numerous anecdotal comments from bankers across the country as well as from investment bankers who arrange merger and acquisition transactions indicate it has become a significant factor. Accordingly, I am deeply concerned about the future of our local communities and the approximately 8,000 community banks under $1 billion in assets that represent 93 percent of the industry in terms of total number of institutions but whose share of industry assets has declined to approximately 12.5 percent, and whose share of industry profits have declined to approximately 11.2 percent (as of December 31, 2006).


Community banks play a vital role in the economic wellbeing of countless individuals, neighborhoods, businesses and organizations throughout our country, often serving as the economic lifeblood of their communities. Many of the CEOs of these institutions are concerned about their ability to profitably compete in the future, unless there is a slowdown in the growth of new banking regulations.
 
Ultimately, a significant amount of the costs of regulation are borne by consumers, resulting in higher fees and interest rates. If financial services are going to continue to be affordable, and in fact if we are going to be successful in bringing more of the unbanked into the mainstream, constant vigilance will be required to avoid the increasing costs resulting from the burden of accumulated regulations.
 
With every new regulation or policy imposed on the industry, I think it is important for Congress and the agencies to consider the regulatory burden aspects and to minimize those burdens to the extent possible. I want to take this opportunity to thank my colleagues at each of the agencies for their active support and participation on this interagency project. The staffs at each of the agencies devoted much time and energy to make sure we met not only the letter of the EGRPRA law, but the spirit as well. We look forward to continuing to work with Congress on these important issues and continuing to use the valuable information about regulatory burden issues that was shared with the agencies by the many participants in the EGRPRA process. 
� Director Reich was the leader of the interagency EGRPRA program.





