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When Jack Malarkey, the very busy Bank Commissioner of Delaware, first 
extended your kind and generous invitation for me to come here today to speak to 
you, I must admit that I viewed the opportunity with some degree of concern. 
While it is one thing to spread the gospel of Delaware to potential clients, I 
wondered whether or not it was such a good idea to spread it amongst potential 
competitors. But after thinking about it for a while, I realized that, after all, 
Delaware was the state that started the nation way back in 1787, and it seemed to 
me that if the results of Delaware's leadership in the banking area turned out to be 
half as successful as the results of leading the way into the Union, then perhaps this 
might be a worthwhile endeavor indeed. 

I want to spend my visit with you here today to talk to you about federalism, about 
our changing financial times, about the Financial Center Development Act of the 
State of Delaware, and how the issues all relate to each other and relate to the goals 
and missions of your organization. 

As you all know, the President has proposed a program -- the "New Federalism" -- 
to begin to delegate the responsibility for a variety of programs from the Federal 
government to the states. 

The President's bold and innovative proposal comes at a time when the republic 
has arrived -- as it has every so often in its history -- at a revolutionary moment in 
its political governance. This "constitutional moment" is a time when the political 
dialogue of the republic is elevated above the ordinary, everyday, discourse of the 
political marketplace, to the highest form of political dialogue - informed debate 
over the governing principles of a constitutional democracy. 

Our history has been marked by three such moments -- the decades between 1770 
and 1790, when the principles of the republic were first articulated; the two 
decades between 1850 and 1870 in which freedom once again was debated and 
ultimately preserved through the civil war; and the second two decades of this 
century, culminating in the constitutional revolution of 1932-1937 in which the 
principles of the federal supremacy were embedded in our legislative history. 



The evidence suggests that we may now be approaching a similar moment, as our 
political discourse increasingly focuses on the relationship between the Federal 
government and the states -- on the question of who ought to have responsibility 
for what and how we redirect responsibilities from one governmental authority to 
another. 

From a constitutional standpoint, the federal/state relationship is well- 
documented. In particular, Article IV touches upon the role of the states in the 
federal system. The most compelling constitutional evidence, however, is 
articulated in Article I, telling us what the federal government may do, and what 
the states may not. This is followed by the 10th Amendment: "The powers not 
delegated to the United States by the Constitution, nor prohibited by it to the 
States, are reserved to the States respectively, or to the people." 

One can see clearly the philosophy behind this Amendment, a part of the Bill if 
Rights. "The way to have good government," wrote Thomas Jefferson, "is not to 
trust it all to one, but to divide it among many." That simply stated belief has been 
lost over the past four decades. The result is a highly bureaucratic federal 
government that is involved in everything from potholes to foreign policy. 

Sheer logic also supports a renewed role for state and local governments. A local 
government, by definition, is closer to home -- easier to reach, persuade, and 
change. It is more in touch with people's needs. Our system of representative 
government - - our Republic - - is predicated on the fact that government near at 
hand is more responsive. 

Logic also tells us that when Washington enacts a program, that one federal 
"shoe" must fit 50 State "feet". It's obvious, however, that Delaware is different 
than Alaska and Mississippi, Michigan is different than Florida or New Hampshire. 
One federal program cannot possibly meet the unique needs of fifty state 
constituencies. 

It would seem that the constitutional and legal case for return of power to state and 
local governments is clear. But it is far from obvious to our Congressmen and 
Senators. They will find many political arguments for keeping the power in 
Washington. 

But I believe that New Federalism can become a reality if we, first, articulate the 
constitutional and intellectual basis and make a strong, factual case for a renewed 
role for state and local governments. 



And secondly, if New Federalism is to become a reality, state government must 
demonstrate its ability to solve problems. In Delaware, we have such examples. We 
took a state where little attention was given to controlling government expenditures 
and have kept expenditures over the past 5 years at a rate approximating the rate of 
inflation. Virtually no real growth in government in 5 years. We've enacted 
constitutional spending and tax limits, balanced the budget 4 years in a row, raised 
our bond rating 4 times, eliminated short term debt, and cut our personal income 
taxes for the first time in our history. 

At the same time, we have made major strides in improving our Corrections 
system, smoothly implemented a court ordered desegregation plan and have now 
turned our attention to improving our educational system. 
I'm sure similar success stories exist in other states. We need to make sure 
Congress is aware of those stories. 

And, as I am sure you know, we have another success story in our State that leads 
me into the heart of the message I would like to leave with you today. It is a story 
which more clearly demonstrates the wisdom of the federal system and the positive 
role states can play then any imaginary story one could construct. It is also a story 
about the challenges and the opportunities for your organization as well. It is, as 
you know, a story about banking reforms in the State of Delaware. 

Let me start by telling you the most recent chapter of the story first, because I think 
if helps dramatize what has happened in Delaware. Two weeks ago, Citibank 
announced it had made arrangements for the possible purchase of three square 
blocks of land in downtown Wilmington, Delaware for its future expansion needs. 
Think of that! No longer are we selling land in the downtown area by the square 
foot or by the lot. We in Delaware now sell it by the square block. Morgan Bank 
Delaware is now moving toward an asset level of 4 billion dollars. Chemical Bank 
has committed 100 million dollars of capital. Chase, Girard, Provident, Maryland 
National, the list goes on and on. Today thirteen banks have applied for, or are 
applying for charters to operate in Delaware and more are expected. Perhaps the 
one person who is sagging under the onslaught is Jack Malarkey who has never 
seen so much activity in such a short period of time. He has done well in handling 
our growing banking industry and has been one of the key players in our success. 
How did all this happen? What does it mean for New Federalism? And what 
lessons are there in our successes in Delaware for the banking industry in general 
and for your organization in particular? 



I'm not sure I have all of the answers but the experiences which we have had in 
Delaware have lead me to some conclusions and observations which might help 
answer some of the questions. 

Why did it happen? Why is capital pouring into Delaware in 100 million dollar 
chunks and jobs expanding by the thousands? It has happened, as many of you 
know, because the competitive pressures facing financial organizations have forced 
fundamental changes in the delivery of financial services throughout the country. 
Those pressures and the inability of both the federal political process and the 
political process of many local jurisdictions to deal with them satisfactorily, made 
alternative solutions inevitable. High interest rates, Merrill Lynch's money market 
fund, improved telecommunications and computer capabilities, and the integration 
of world financial markets all played a role. And so to did outmoded state usury 
laws, the McFadden Act, the Glass-Stegall Act, local laws against branching and 
prohibitions against banks charging fees on credit cards. 

We in Delaware moved quickly to take advantage of these pressures as you know. 
Our Financial Center Development Act, enacted in 1981, abolishes state interest 
rate ceilings across the board, allows bank holding companies located outside the 
state to acquire stock of newly established banks within the state subject to several 
conditions, and places a tax on bank net income which provides differential 
incentives for larger banks. And the results, as I have mentioned, have been 
spectacular. 

These banking developments in Delaware are proof positive that federalism really 
does work. States really are laboratories for the nation as a whole and their 
experiences really can be important considerations into the ongoing decision 
process at the federal, state and local levels. The Delaware story shows that all of 
the wisdom in the world is not located in Washington, D.C. and that sometimes 
states can, and do, respond more quickly, more decisively, and even more 
effectively than does the federal government. 

I also believe the activities in Delaware are an important reminder of another 
concept which I believe is fundamental to federalism and a concept which is near 
and dear to your hearts; the dual banking system. 

One of the key reasons articulated for having a dual banking system in the United 
States of America, is the need to have competition between and among regulating 
authorities. Never has the value of this principle been more clearly demonstrated 
than in Delaware. I seriously doubt that the Delaware experience would have been 



permitted if the sole and absolute authority in all banking matters was an all 
powerful federal autocrat. With the Delaware alternative, it was difficult for 
anyone of authority in Washington to act unilaterally and without appeal. 

In addition to the Delaware experience bearing witness to the value of a dual 
banking system, it also bears witness to the critical role which state banking laws 
and state banking supervisors can -- and I repeat "can" -- play in the future of the 
ever changing world of the delivery of financial services. Because as successful as 
our experience has been for us, it also perhaps offers some pretty sobering lessons 
to other state legislatures, to other state bankers, and to other state banking 
supervisors. 

It seems clear to me that the issues attending the sweeping changes in the delivery 
of financial services in the United States are no longer going to be held hostage by 
regulators, politicians, or lobbying groups, either at the state level or the national 
level. The competitive pressures are just too great. 

Interstate banking is here. Edge Act corporations, regional loan production offices, 
the federal funds network, cash management services, computer-linked credit cards 
and mail solicitation are all perfectly understandable responses to competitive 
pressures and deregulatory problems. Banks are already in the brokerage business, 
and brokerage houses are in the banking business. 

It is not my purpose here today to argue whether or not the McFadden or the 
Glass-Stegall Act or other laws -- either federal or state -- need to be changed or 
repealed. 

I'm not sure it makes that much difference any more. Banks do have alternatives -- 
maybe cumbersome ones -- but alternatives do exists nevertheless. 

Herein lie the opportunities for the states. If the states can seize the initiative, if 
they can respond quickly and decisively to these changing financial times, and if 
banking supervision can keep pace, then I believe the states, the dual banking 
system, and your organization can survive and indeed prosper. It will be an 
enormous feather in the cap of New Federalism, too. 

I would suggest to states that their time, their efforts, and their resources can be 
more usefully spent in enacting reforms in their own states rather than in trying to 
influence what is happening in Washington. The most onerous state banking laws 
certainly deserve attention. Archaic usury laws must be eliminated. Prohibiting 



fees on credit cards is neither effective nor appropriate. Modernization of electric 
funds transfer rules, and permitting branch banking within states would all be good 
places to start. 

In addition, state banking supervision needs to be strengthened and improved. Your 
organization is already deeply committed to this goal and I applaud your 
continuing efforts. Additional resources, better education, modern training, and 
enlightened leadership are all key ingredients to a strengthened role for state 
banking supervision. 

If the majority of the states can recognize the opportunities, if they can seize the 
initiative, and if they can keep pace with a very fast changing and sophisticated 
financial services industry, then I believe the dual banking system can -- and 
should -- survive and prosper. Indeed not only will a dual banking system survive 
and prosper, but in my judgement the states will be rewarded many times over by 
providing the vehicle for more cost effective delivery of services to consumers, 
more jobs for their citizens, and stronger economic growth for all of American 
industry. States will indeed be able to say that the President's New Federalism 
initiatives should not have stopped at block grants, program authority and revenue 
sharing. That they should have continued to include legislation which your 
organization supports guaranteeing a more effective role for state regulation in the 
dual banking system. 

But if states continue to lag behind in banking reforms, if parochial political 
pressures make local progress impossible, banking supervision stalls, then banks 
will find alternatives and federal intervention will become inevitable. The 
Monetary Control Act of 1980 which, in part, eliminated usury ceilings on home 
mortgages is a perfect example of what I mean. If states can not keep pace with 
these fast changing economic and financial times, then I do share their concern that 
the dual banking system is in jeopardy and that more power will continue to flow 
to Washington. These would indeed be unfortunate occurrences; nevertheless they 
will be inevitable if the states do not respond to the challenges which lie before 
them. 

We in Delaware have opened the door. We have shown that states can meet the 
challenges of tomorrow in the delivery of financial services and we believe we 
have shown the wisdom of the federal system in this area. 



I am a strong believer in federalism; it makes intellectual, economic and political 
sense. And most important it is a part of our constitutional heritage. As Thomas 
Jefferson wrote, "It is not by the consolidation or concentration of powers, but by 
their distribution that good government is effected.” 

Thank you all for having me here today, and I look forward to the continued 
success of your organization in the future. 
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