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Washington, DC   -  When is a bank a bank?  This apparently ridiculous question is at the heart of a major battle among American bankers.
The issue is over non-bank banks.  You heard me correctly:  non-bank banks.  Banks, you see, have been carefully defined by Congress over the years so that everyone can understand which institutions are covered by Federal banking regulations and which are not.

A bank, as defined by the Bank Holding Company Act of 1970, is an institution that accepts deposits that the depositor has a legal right to withdraw on demand.  A “bank” also has the legal right to engage in the business of making commercial loans.  In other words, a financial institution currently has to do both of these tasks to be a bank.

Most bankers were essentially happy with this scenario, but a lot of brokerage firms and non-banking entities saw big bucks to be made if they could somehow break into the banking fraternity.  They hired some high-priced attorneys who quickly figured out that the solution was to set up a series of non-bank banks, which either accept deposits or make commercial loans, but not both, and sometimes neither.  By not being a “real” bank, the non-bank bank can offer a broad range of other services which “normal” banks are prohibited from law from offering.

When the banking industry saw oil companies, retailers, and securities firms rushing to exploit this loophole by establishing their own highly lucrative financial institutions as non-bank banks, they quickly counter-attacked with a major lobbying effort to convince the Congress to write new legislation protecting their interests.  The ABA (American Banking Association) went into high gear to kill non-bank banks, or even better, to both knock out non-bank banks and to also remove most of the current rules which regulate banks, so that, in their own words, “we can offer a wider range of products and services.”  What the bankers really wanted was permission to get into previously forbidden, but highly profitable, areas such as real estate development, investment and brokerage, the sale of mutual funds, the underwriting of municipal bonds, and insurance underwriting and brokerage.

Congressmen are currently being treated to a blitz of propaganda from both sides of the banking war.  Local radio stations are airing frequent spots in which we are told of the evil of non-bank banks.  Owners of non-bank banks have responded with their own ads telling us why the bankers still wear black hats.

My problem, of course, is that I do not have enough non-money money or real money to put into a non-bank bank or a real bank.
I thought you might like to know.
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