MICHARL EEILTZEK

Overthe
years, Daniel
J. B. Mitchell
has consulted
for many
economie
institutions
at the na-
tionallevel,
neluding the
Congressional Budget Of~
fice and the Federal Re-
serve. _

So you'd think that when
hetried to sic the nation’s
banking regulators on E-
Trade Bank over what he
regarded as a deceptive
policy, he’d be taken seri-
ously. -

You'd be wrong. What
E-Trade pulled on Mitchell,
67, was bad enough. But

what government regulators

have pulled on himis even
worse,

Asevidenced bythe
voluminous file of e-mails
and faxes assembled by the
professor emeritus of man-
agement and public policy
at UCLA — averitable log-

boek of hls 3ourneymto the
dark heart of federal bank-
ingregulation — —regulators
passed the case to one an-
otherlike acheap juggling
act, willfully misconstrued
his complaint, groused. -
about him behind his back,
and (here’s the bottom line)
failed to take any action.
Unless you think doing
nothingisa form ofaction.
Congressis trying to
decide at this verymoment
which federal agency should

- have the responsibility for

protecting the banking
consumer from sharp prac-
tice. 801 asked Mitchell
which ofthe agencieshe had
dealt with stood out as the
best candidate for the job.

“They all stood out,” he
told me. “They stood out as -
not wanting to handle this
problem.” :

Mitchell's complaint .
dates from September 2009,
when E-Trade Bank notified
him that one ofhis certifi-
cates of deposit was about to.
mature. He could cash out
the 30-month CD ifhe

[See Hiltzlk, B8]




Federal bank regulators spzrmg
to maction on CD grievance

[Hiflezik, from Bi)
wished. Otherwise it would
automatically reniew for
another 30 months at the
“prevailinginterest rate.” -

He checked around,
determined that the prevail-
ing annualratein the
marketplace for such CDs
was somewhere inthe 2% to
3% range, and decided tolet
his moneyride. A few weeks
later, he got a notice from
E-Tradethatthe CD had
been rolled over - for 0.65%.

The notice arrived after
the grace periced for penalty-
free redemptions had
passed, and E-Trade told
Mitchell that if he still
wished o eash out, he'd
have to pay a fee 6f $16.64.

Mitchell inferpreted
E-Trade's policy as a bait-
and-switch, The firm hadn't
disciosed in advance that its
definition of “prevailing
rate” was “simply the cur-
rent rate offered by E-
Trade,” as & company execu-
tivelater explained. To
-Mitehell, this sounded like
therate “prevaiing”ina
very small geographicai
ared, namely the space
inside B-Trade's Virginia
headguarters.

Heelected o turnthe
experience into a case study
of how regulators do their
Jobs— aquestion of public
policy, not of $168.64. His first
taslkwas to getermine which
ofthe myriad bank regu-
lafors in Washington was
E-Trade Bank’s. The an-
swer, according to “not-us”
letters from the Federal
Reserveand FDIC, was the
Office of Thrift Supervision.

OT8, asit happens,
acquired areputation dur-
ing therecent finanecial crisis
as the poster child for lax
regutation. To give youan
idea, its portfolio included
Washington Mutual and
Countrywide Financial,

] neither of which wiil go down
in history as a victory for
aggrassive oversight.

OT8treated Mitchell as
just another customerirked
at earning less on his money
than he wanted. The agency
parroted E-Trade’s respons-
esto him — one agency rep
told him the bank's rates
“are appropriately based on
the federal funds rate,” even

thoughthat'stherate
charged on overnight bank
borrowings, not 30-month
CDs, and it's heing kept
almost af zero by the Fed to
assist financial recovery,

WhenMitchell persisted,
OTS treated himlike a pest.
In an e-mail exchange
Mitchell obtained througha
Freedom of Information Act,
request, OTS Consurner
Affairs Analyst Carol Reap
passed one of his messages
ontoacolleague with a
notation calling it “my
Christmas Eve present.... No
matter what he said I knew
he wouldn't be happy.”

Reap added that Mitch-
ell*has been fairly abusive to
E*Trade staffover the
phone,” though it isn't clear
where she got that impres-
sion or why it should be any
ofher business. Mitchell, for
the record, sayshe had only
one phone conversation
with anyone at E-Trade, and
it wasn't “abusive.”

Reap’s colleague, by the
way, wondered to her “why
someone s0 knowledgeable
about ... certificate prieing
would invest at a non-com-
petitive rate.” Apparently he
failed to comprehend that
Mitchell was saying B-Trade
had deceived him into tak-
ing the low rate. Some regu-
lator.

Tasked OTS about these
matters, and {o give credit
where ¢redit is due, the
agency responded in record
time. Its response was “no
comment.” Forits part,
E-Trade said that it doesn't
comrnent on “custorner
interactions,” but that
Mitchell could always have
gone oniine to checlk its
“prevailing” rates, which it
sayswere postedupto 14
days hefore his CD’s maturi-
ty date. )

Mitchell's document fite
suggests that OT'S never
tried to determine whether
E-Tradewasengagedin
widespread misrepresenta-
tion. “They didn't treat this
asaproblem that applied to
more than one guy,” he says.
“Thay didn’t say, ‘Mayhe we
ought to find out how many
CDs BE-Trade is turning over
thisway."”

The company’s annual
report for 2006 states that

its CD balances that year

‘averaged more than $17
. billion, and that it paid an

average 2,58% onthat mon-
ey, or atotal of about

$45 millionininterest. Ifit
could cut its averagerate on
all CDstothe 0.65%it’s
paying Mitchell rather than,
say, the 15% some banks are
paying even for one-year
CDs, that would pencil out
to apossibie savings of

$14 million ayear. E-Trade
haslost moneyineach ofthe
last threeyears, soone .
would guess that it counts
every penny.

InFebruary, B-Trade
announced that it would no
longer automatically renew
CDs inthe future, but would
cash them out on matirity,
It’s remotely possible that
the changeresuited from
pressure from the OTS,
though it's more likely
merely a reflection of E-
Trade's desire fo shed the
CD business — earlier this
vear the firm said it would
nolonger sellnew CDsto
anyone.

Inany case, E-Trade
didn't change therules
retroactively, so Mitcheliis
still stuelkewith his cheese-
paring rate. (He's keeping
the CD 50 his complaing will
sbayin OTS' active file.}

Mitchell's fruitiess cam-
paign should make uswon-
derwhy some peoplein
Congress are so resistant to
creating a unified financial
consumer protection agen-
cy. Asitistoday, it'sa daunt-
ingtaskevento figure out
where to take a complaint.

But his experience also
suggests that creatinga
single agency won't be

"enough, as long as regu-

lators think they work for
the banls, not the tax-
payers. "It would be nice to
have oneagencytogoto,”
Mitehell says. “Butif youdo
have that place, it would be
nice ifthey actually tried to
handle your problem.”

Michael Hiltzik's column
appears Wednesdays and
Sundays. Reach him at
mhiltzik@latimes.com, read
past columns at
www.latimes.com/hiltzik,
and follow @latimeshiltzilkc
on Twitter.



PERS

WATITS T0re

(LAY moncy

:
S KK 3 U c‘&"‘-—”%- ]

prlti Weﬁuﬂ Temunsiumin i
R St e

W ﬂth Lis it




