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Last Novenber, when | was awaiting the Wite House announcenent of ny
appoi ntment to serve as Conptroller of the Currency, the then Acting
Comptroller, Julie WIlians, nade a speech on custonmer service. It
was a speech that 1'd | ong thought needed to be given and had been
| ooking forward to giving nmyself as Conptroller

The thrust of her remarks seened irrefutable -- at l|east to ne.
She began by sketching the historical evolution of bank supervision --
fromthe days when it consisted of a sinple neasurenent of a bank's
i nternal managenent and core operations, to today's broader, nore

enconpassi ng approach of assessing risk in all its manifestations --
political, social, and econonic.

And that brought her to the central point. "Bankers," she said,
"need to weigh their business decisions -- decisions that m ght be

perfectly above-board froma |legal or regulatory standpoint --
agai nst the reaction those decisions mght elicit fromthe custoners
and conmmunities they are chartered to serve." "They need to be aware,”
she added, "that actions perceived by a customer to be unreasonabl e
or unfriendly may trigger a backl ash whose costs can easily exceed the
narrow val ue of that customer's business." |Indeed, she argued that
perceptions of deterioration in bank custoner service had al ready
hurt the industry inits efforts to achieve its |egislative goals.
By working to inprove custoner service, she concluded, banks had an
opportunity to swing public opinion nore to their side.

Ceneral ly, the speeches of bank regul ators have a short shelf
life: you read about themin the trade press for a day or two, and
that's that. But Julie's speech sparked a spirited debate that
| asted for weeks. Sone people were startled -- even offended --
that a regul ator woul d depict customer service as a safety and
soundness issue. Ohers suggested pointedly that regul ators keep
their noses out of the banks' |awful relationship with their custoners
and let the free market do its job. After all, they said,
if custoners don't |like the service they're getting, they're always free
to take their business somewhere el se.

But nobst comrentators called the speech tinely and inportant.
Sai d one banker, "we as an industry would be better off paying
attention" to the custonmer service problemthan "to deny it or
make excuses about it."

| appl aud that kind of candor. | belief that custoner service is a
subject that clearly falls within the OCC s purview -- for all the reasons
Julie cited and for a few nore. OF course, while it's inportant to generate
di scussion, it's even better if a speech |leads to constructive action.
The industry's progress -- or lack of it -- in dealing with the custoner
service issue since Julie delivered her speech is what |'d like to talk to you
about today. And I'd like to discuss the work of the OCC s custoner assistance
group -- one way we're trying to help bankers to do an even better job of
neeting their custoners' service expectations.

First, Julie was absolutely right in affirm ng that custoner service
is a safety and soundness issue -- that is, unless you hold the view that
a bank can afford to alienate its custonmers and damage its reputation w thout
weakening itself. History is replete with cases of whole industries brought
to the brink of extinction because a custoner be dammed attitude becane
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enbedded in the corporate culture. During the late 1970s and early 1980s,
for exanple, the donestic auto industry's indifference to custonmer satisfaction
and changi ng custoner preferences cost it a huge piece of the U S. narket --
aloss it's still struggling to recoup
Banks could afford to turn a deaf ear to their custoners if there were
no place else for their custonmers to turn. But that's clearly not the case.
Just as Anerican households turned to foreign auto manufacturers 20 years ago,
consuners of financial services have a wi de choice of nonbank suppliers today.
Competition has never been stronger, and, nore than ever, custoner service is a
key conpetitive battleground. It concerns nme -- as | know it concerns you --
that an increasing nunmber of nonbank conpetitors are making a selling point of
their nonbank status. When advertising stresses, "we're NOT a bank,"
and prom ses a higher |evel of responsiveness, |ocal decision-naking,
and customer service, it highlights a problem of mmjor proportions for banks.
Custoners all too frequently have negative predi spositions about
banks, and bank practices too often validate them For exanple, sone
institutions' penchant for piling on fees and penalties reinforces the
stereotype of the banker as Scrooge. Custoners often don't understand
why they should have to pay to gain access to their funds, or why
talking to a teller mght warrant a surcharge. You know that all
bank services are delivered at a cost, and that you can't last |ong
gi ving away products and services for nothing. But banks generally
have not done a good job of explaining this fact of life to
cust oners.
I ndustries that regularly win higher scores for custoner
service are likely to becone your nost significant future conpetitors.
The conputer software industry, for exanple, always ranks near the
top in consunmer surveys -- a fact that should worry traditional bankers,
given the rapid growh of on-line financial transactions. Merrill,
Lynch just | ast week announced a major nove into electronic delivery
of financial services. To suggest that the conpetitive chall enges you
face fromthose quarters are unrelated to the safety and soundness
of the banking system and the value of the bank charter strikes
me as woefully m sinforned.
It's also the OCC s responsibility under the law to ensure that
consunmers are protected in their dealings with national banks.
Unfortunately, there's nounting evidence of an increase in banking
practices that are at |least seany, if not downright unfair and
deceptive -- practices that virtually cry out for governnent scrutiny.
Two particularly objectionable practices have recently cone
to our attention. The first involves financial institutions that,
wi thout letting custonmers know about it, have stopped reporting
consuner credit lines, high credit bal ances, and paynent records to
credit bureaus. Some |lenders, in particular, appear not to be
reporting their paynent experiences with subprine borrowers
in order to protect against good custoners being picked off
by the conpetition -- even though these custoners may have been
lured into a high-rate loan as a way of repairing a bad credit history.
These high-interest borrowers may be rudely surprised when they
di scover that their good credit history as a subprinme borrower
isn't reflected in their credit files when they seek credit in
the future and that they are unable to obtain better rates
based on their good credit record.

Failure to report may not be explicitly illegal. But it
can readily be characterized as unfair; it may well be deceptive,
and -- in any context -- it's abusive. OCC staff has been

di scussing this issue with the other banki ng agenci es and

with the Federal Trade Commission staff, and is working to devel op

a joint supervisory response to this practice. But that may not

be the end of it: Congress is already honing in on the problem
The second iteminvolves the sal e of personal custoner
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financial information to telemarketing firms. Wat's happeni ng

is basically this. A bank will enter into an agreenent with an
unaffiliated tel emarketing firm under which the bank provides

extensive confidential custoner information in return for a

conmm ssion on sales made by the marketing firm And the information
goes well beyond nere lists of nanes. It also includes addresses,

t el ephone nunbers, social security nunbers, dates of birth, credit card
nunbers, checking account nunbers, account bal ances, credit card
purchases, |ast paynent dates, occupations, nmarital status, and

credit scoring information.

Wth this information, a tel emarketer can profile bank custoners
and offer so-called trial nenberships nost |likely to appeal to a
particul ar customer. |f a custoner indicates an interest in seeing
materi al s about the offer or expresses an interest in the trial
menber ship, his account at the bank is automatically charged by the
tel emarketer -- without the customer ever divul ging his account nunber,
nmuch | ess know ngly authorizing the charge or withdrawal .

In many cases, the customer nmay not realize that he's being
charged unl ess he spots and questions an unfanmiliar itemthat
appears on his nonthly statenent. And in nany cases, the "trial"
menbership automatically converts into a continuing series of
nont hly charges unless the custoner affirmatively "opts out" of
the program The disclosures provided to a customer about the need
to opt out in order to avoid continuing charges often | eave nuch to
be desired, and the bank's published privacy policies frequently
fail to make reference to this use of confidential custoner information

In nmy judgment, this practice raises a nunber of serious |egal
concerns, which we and others are currently reviewi ng. Judging from
the calls we receive fromstate attorney general offices around the
country, the scope of the concern may be wi despread.

In addition to the | egal issues, however, one nmust be troubl ed
about the inplications of this practice for the preservation of
custonmer confidence in the confidentiality of the bank-custoner
relati onship. W heard |oud conplaints frommany in the banking
i ndustry that the now defunct Know Your Customer regulation would do
severe damage to custoner confidence -- as | believe it would have.
But there doesn't seemto be the sane sensitivity about damagi ng
that relationship when there are conmi ssions to be earned fromthe
sal e of confidential information

| ssues surrounding the transfer of custoner information already
have | ent nonmentumto proposals for new federal |egislation, and
the energence of practices such as |I've described will only increase
the likelihood of new | egislation.

And that brings up the third reason why custoner service is a
legitimate public policy issue for bank regulators. Wat Julie

war ned about in her Novenber speech -- the risk that consuner
complaints would translate into |l egislation that the industry may view
as adverse to its interests -- now seens nore real than ever before.

One can review the history of consuner protection |egislation over
the past three decades and see one common and conpel | ing thene:
consunmer abuses that are allowed to continue wi thout being addressed
by the industry are eventually addressed through regul atory |egislation.
And this audience knows as well as any that the cure can be nore
pai nful than the disease. Truth in Lending, Fair Credit Billing,

Fair Credit Reporting, and Truth in Savings were |egislative responses
to clear abuses the industry proved unwilling to address on its own.
These enactnments not only created significant conpliance burdens

for the industry, but vastly expanded the enforcenent responsibilities
of the banki ng agenci es, and added significant conplexity to the
traditional process of safety and soundness exam nation

VWhile it mght be unfair to burden an entire industry with
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| egi slation aimed at curbing the poor conduct of a few institutions,
the persistent failure of the industry itself to address abusive
conduct creates a fertile seedbed for legislation. Perhaps it's too late
for industry codes of conduct, self-policing arrangenents, or even
statenents of best practices to relieve the burdens of regulatory
| egislation already on the books. But it may still be possible to
avoid new legislation crafted to renedy today's excesses.

What's needed, in ny judgnent, is for the | eaders of the
i ndustry, including the Consuner Bankers Association and RMA,
to speak out on these issues. You nust enphasize to Congress
and the Anmerican people that the banking industry stands ready to
take the steps necessary to clean up its act. |If you are unable or
unwi | ling to develop an industry self-regulatory nechanism or to
promul gate codes of conduct with incentives for voluntary conpliance,
you can at |east assist in that effort by providing gui dance on
the kinds of practices that are and are not acceptable. In ny view,
the banking industry's response nust be pronpt and unanbi guous in
order to stemthe tide of corrective legislation

This represents a significant challenge. And while it's not
our job to draft standards of fair conduct, we can help banks to respond
nore effectively to consuner issues and concerns. |In fact, over the
past year, we have -- quite unexpectedly, | should add -- amassed a
significant amount of information about bank-custoner rel ationships
that can be of real value to bank nmanagenent seeking to upgrade its service.

In April 1998, the OCCinstalled a state-of-the-art consuner
hotline system at our custoner assistance center in Houston.
Al t hough we have not widely advertised or pronoted this facility,
our call volunme has grown dranmatically. In 1997, before we installed
the new system our custonmer assistance group |ogged sonme 16, 000 consuner
complaints. |n 1998, the nunber rose to nore than 68, 000. And,
if the conplaint volune during the first quarter of 1999 holds for
the entire year, we should be well over 100,000 this year
Again, that's w thout any pronotion on our part.

Qur approach to this operation is not regulatory- or
conpliance-oriented. W are not seeking out violations of |aw
Most of the conplaints we receive are the result of a breakdown
in communi cati ons between a bank and a custoner. W |end our good
offices to the resolution of disputes. |If the custoner's
complaint lacks nerit, we're frank to say so. |n ny view,
this operation has been a great success, for both custoners and
banks.

What ' s nost di sturbing, however, is the |arge nunber of
conmpl ai nts we recei ve about bank practices -- such as those
|'"ve already nentioned -- that, intentionally or not, violate
the letter or the spirit of consunmer protection |laws or that
clearly strain the boundaries of ethical conduct.

I think of our custoner assistance center as
perform ng two critical functions.
First, it provides an outlet for consuners, where their conplaints
will receive pronmpt and efficient attention. Second, it adds
val ue to the supervisory process by giving bankers insight into
their custoners' assessment of the service they provide. A nunber
of national bank CEGCs to whom |'ve spoken have expressed
surprise at learning the extent of the service problem and
| suspect npbst CEGCs or boards of directors never |earn through
i nternal processes about bad custoner assessnents of their service,
or about questionable practices at the marketing level. The
i nformation collected by our Houston unit can inform senior
managenent where steps are necessary to inprove the quality of the
service their banks deliver. It can also point toward interna
processes and control weaknesses that they should be interested
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in fixing.
O course, when we find that consumer protection |aws
have been viol ated, our response will be firm But shoddy

and unethical practices, nmarketing schenes that overreach or

exploit, and offensive sal es techniques nay not be currently
sanctionabl e under the law. It's very nuch in the interests

of the banking industry and its custoners to elininate such

conduct. Effective self-policing should be undertaken as a matter of
enlightened self interest -- not only to inprove custoner relationships,
but to denponstrate to Congress that new regul atory | egislation ained at
cur bi ng abuses by banks is not needed. The industry's future could well
depend on how it responds to this chall enge.
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