
Deposit Insurance 
and Bank Failures 

While a business failure is painful to those whose 
dreams and hard work are wiped out, most 
people recognize failure as a necessary aspect of 
success. This relationship is well summed up in 
the aphorism, "nothing ventured, nothing gained 
and nothing lost" J ust as important is the healthy 
measure of restraint provided by the prospect of 
failure. The possibility and cost of failure can help 
avert unprofitable ventures and unfortunate errors 
by providing a powerful incentive for the decision 
maker to accept the necessity of making painful 
choices. 

Why, then, is bank failure considered to be so 
terrible that federal deposit insurance is required? 
In many important respects, a bank failure is less 
costly than the failure of many other enterprises. 
The products provided by one bankaresimilarto 
those provided by many other institutions. Check-
ing and savings account services usually are 
available at scores of institutions, including other 
banks, savings and loan associations, credit unions 
and stock brokerage firms—even non-local insti-
tutions. Mortgages and consumer loans are avail-
able from an even greater number of sources, 
including depository institutions, mortgage com-
panies, consumer loan companies, merchants, 
and individuals. Business loans are available 
from local and, for larger companies, non-local 
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banks and thrifts, insurance companies, factors, 
and other businesses. 

While a bank's customers lose their business 
relationship with a bank and its knowledge of 
them, the loss is less than when most other 
suppliers fail. For example, the failure of a ma-
chinery manufacturer could make spare parts, ' ) 
repair and replacement services unavailable. A 
distributors failure might require the develop-
ment of new channels of supply and sources of 
information about products and reliability. Often 
the failed enterprise is unique. In contrast, one 
bankand its products are very much like another. 
Only for people in one-bank towns might the 
failure of the sole bank present a serious problem— -j 
and then only until the services are offered by 
another institution. 

Because banks are so similar, their employees' 
skills are transferrable to other financial institutions. 
The teller in one bank needs little training to 
work in another. A lending officer can even 
benefit from a failure if she can bring her eus- " 
tomers with her to another bank. In contrast, 
employees of many other enterprises often have 
specialized skills of little value except to their 
company. The only bank employees who really , 
lose from a failure are the top officers. Not only 
might they be blamed for the bank's collapse, , 
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With bank troubles again in the news, deposit insurance is 
receiving its closest scrutiny since the Depression years. This 
analysis questions whether a new approach to insuring deposits 
might be in order—with depository institutions able to choose 
between several public insuring agencies or even turning to private 
insuring organizations. 
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but they wil l forego the value of the relationships 
they have established. But, if fear of failure is to 
be beneficial, this is all to the good. 

The shareholders of a failed bank, like its 
officers, bear costs. But, again, this can prove 
healthy, for the essence of a private-property, 
free-enterprise system is that residual owners 
reap the losses as well as the benefits from their 
investments. In any event, bank shareholders are 
in no different position from shareholders of 
other enterprises. Indeed, when one considers 
that a bank's fixed assets can be transferred to 
many other enterprises (including successor banks) 
at less cost than can the assets of many failed 
enterprises, a bank's owners face less risk with 
respect to a failure than most other owners.1 

This leaves only the creditors, and here is 
where banks differ importantly from other enter-
prises. But first the similarities should be mentioned. 
Creditors are investors with rights over other 
investors. Debt instruments usually specify the 
amounts to be paid and the t ime of payment to 
their holders, wi th precedent over the equity 
holders. But, as with equity holders, creditors 
accept the risk of non-repayment, which is re-
flected in their contracts (debt obligations) with 
the equity holders. Debt holders, like other 
investors, put up their funds and take their 
chances. The possibility of failure gives them 
reason to monitor an enterprise's activities and 
to insist on a return no worse than they could get 
for similarly risky investments. In this regard, a 
bank is a safer investment than many others 
because its activities are relatively easy to control 
and comprehend and are subjected to audit. 
Indeed, losses to creditors (depositors) were not 
great before the Great Depression. Between 
1900 and 1920, deposits in the 1,789 banks that 
suspended operations averaged 0.10 percent of 
total deposits each year. Over the 1921-1929 
period, 5,712 banks were suspended (an annual 
percentage of 2.30 of the number active); deposits 
in these banks averaged 0.42 percent of total 

'See Tussig (1967) for a further discussion. 
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deposits per year. But, after the affairs of the 
suspended banks were cleared up, the annual 
losses borne by depositors as a group were only 
0.15 percent (Benston (1973), Table II, p. 12). 

The Difference Between Banks 
and Other Enterprises 

The important difference is in the demand 
deposits form of credit. Demand deposits and 
savings deposits that actually can be withdrawn 
on demand are much more than investments in 
banks. These are assets that permit depositors to 
effect transactions at relatively low cost while 
providing a means of making investments in the 
amounts and for the periods desired. Because 
deposits and withdrawals tend to offset each 
other, bankers learned hundreds of years ago 
that they could invest a large proportion of these 
funds in longer maturity, usually higher yielding 
assets. This combination of instant possible with-
drawal for individual depositors and relative 
stability of the total of funds invested by de-
positors as a group gives rise to both profitability 
and risk in banking. 

Unlike bank demand depositors, creditors of 
other enterprises cannot withdraw their invest-
ments when they wish. If a bondholder of an 
ordinary corporation believes the corporation 
may be unable to repay the debt as promised, 
the most that person can do is sell the bond 
before the purchaser learns the bad news. The 
bondholder cannot get the corporation to repay 
the bond until it is legally due. But a depositor 
who fears a bank failure can withdraw funds in 
person or by writing a check. A rapid withdrawal 
of funds by depositors may force the bank to sell 
assets at distress prices or to borrow at high rates. 
That may produce losses that exceed the stock-
holders' investment and have to be absorbed by 
remaining depositors or other debt holders. 
Therefore, depositors are well-advised to remove 
their funds if the probability of loss exceeds the 
cost of making another banking arrangement 
plus interest that would be foregone as a con-
sequence of the withdrawal. That is why a run on 
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"A rapid withdrawal of funds by depositors—may produce losses 
that...have to be absorbed by remaining depositors or other debt 
holders.... That is why a run on a bank...is very difficult to stop...." 

1 

a bank by panicked depositors is very difficult to 
stop before the bank is forced to suspend with-
drawals and possibly fail. 

Were it not for three factors, losses from bank 
runs should not be considered of greater social 
concern than losses from other business failures. 
The first factor is the importance of public faith in 
a safe system for transferring funds. If people 
feared bank failures, the argument goes, they 
would be unwill ing to accept checks in payment 
for goods and services, which would increase 
transactions costs to the detriment of society. 
But checks are widely and readily accepted 
despite the risk that the payor may not have 
funds on deposit when the check is presented to 
the bank for payment. Though a bank failure 
represented an additional risk, checks were widely 
and increasingly used as money before the 
advent of federal deposit insurance, even in the 
1920s when over 600 banks a year suspended 
operations. Prior to establishment of the Federal 
Reserve in 1913, notes issued by individual 
banks were widely used as money, despite the 
risk that the issuing banks could fail before the 
notes were redeemed. Consequently, this is not 
a convincing argument for having a different 
public policy towards bank failures than towards 
other business failures. 

The second argument for special treatment of 
banks relates to the depositors' costs of determining 
and dealing with the riskiness of their investments. 
Bank deposits, particularly demand deposits, 
often cannot be diversified efficiently among 
several banks. If this could be done, depositors 
could reduce their risk of the expected losses 
from bank failures generally (which was only 
0.15 percent per year even during the 1920s). 
But such diversification would be costly to many 
depositors. Rather than having each depositor 
assessing and monitoring the operations of banks 
and the riskiness of their portfolios, it seems 
more cost-effective for a government agency to 
supervise the banks. But the same argument 
applies to many (perhaps most) other enterprises. 
Investors in these enterprises also must assess 
the risks and returns expected from their invest-
ments; in this regard, banks are likely to be easier 
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to analyze than are other firms. But where small 
deposits are involved, the depositors' costs in 
assessing and diversifying risk probably exceed 
expected benefits. Therefore, social policy could 
be directed toward making riskless investments 
and depository services available to people with f i 
relatively little to invest. But this protection could 
be provided by bank-purchased private insurance, 
rather than a government agency, much as other 
enterprises and individuals insure their customers 
and themselves against risks. 

Bank Runs 
The third argument, preventing mult iple bank 

runs, is the only really strong one for considering 
bank deposits differently from other investments 
and services. Demand depositors have a great 
incentive to remove their funds as soon as they > 
believe a bank might fail. Hence, rumors about a 
bank's financial condition or the failure of similar f 
banks might touch off runs on well-managed 
banks. Their failures, in turn, reduce the monetary 
base as people exchange fractional-reserve bank 
deposits for 100 percent reserve currency, result-
ing in a mult iple contraction of the money supply 
and the failure of more banks and other businesses. 
This is what happened, in part, in the 1930s.2 

While the Federal Reserve can step in to stop . 
this chain-reaction by making reserves available 
to banks to replace those withdrawn, it did not » 
do so in the 1930s. Between 1930 and 1933, J 
9,096 commercial banks were suspended, repre-
senting an annual average of 11.3 percent of al l ; } 
banks and 4.1 percent of the deposits. The 
average annual loss to depositors in these banks * 
averaged 0.81 percent. While this was less than a A 
third of the yield on investments (the yield on 
prime commercial papers ranged from 3.59 per- } 
cent in 1930 to 1.73 percent in 1933), it probably 

JThe Federal Reserve's present policy of reserve-path targeting, however, 
makes it likely that reserves would not be permitted to decl ine as they did in I 
the 1930s. Indeed, it makes intervention automatic. 

3Though these failures no doubt hurt the economy, most scholars agree the I 
banks were primarily the victims rather than the cause of the Great 
Depression. Warburton (1966) carefully studied the relationship between 
bank failures by county during the Depression. He concludes; " there was a 
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was large for affected depositors who did not 
hold diversified portfolios.3 

Bank runs also played an important role in 
previous financial collapses before the 1930s. 

' "Black Thursday" 1873 saw the failure of Jay 
Cooke's banking house and the first closing of 
the New York Stock Exchange. It was fol lowed 

- (perhaps causally) by six years of depression. The 
failure in 1884 of the Marine National Bank and 
of former President Ulysses Granf s firm, Grant & 
Ward, sparked runs and the consequent failure 
of numerous banks and brokerage houses. The 

* Panic of 1893 was touched off by the 1890 
failure of the London banking firm of Baring 
Brothers, which specialized in financing U.S. 
enterprises. Baring's European creditors demanded 
that Americans pay their debts in gold. As a 

' consequence, the base money supply was de-
pleted, a multiple contraction resulted, and 1891 
saw a mini-panic. During the following 1893 

< panic, more than 600 banks and 13 of every 
1,000 businesses failed in perhaps the nation's 

t second deepest depression (after the depression 
| of 1837) before 1930. The New York Clearing 

House suspended convertibility to specie, which 
ended the run. J. P. Morgan also helped by 
negotiating a sale in Europe o fa$100 million U.S. 

* bond issue. Panic struck again in 1907 when 
, New York City and several corporations were 

unable to sell high-yielding bond issues. The 
» KnickerbockerTrust Company failed (largely as a 

consequence of speculation with depositors' 
* funds) and several major banks experienced 
f severe runs. Again, the New York Clearing House 

suspended convertibility to specie and J. P. 
* Morgan later helped increase reserves with Euro-

pean loans and U.S. Treasury deposits. 
Creation of the Federal Reserve in 1913 was 

I supposed to rid the country of these recurring 
collapses. As the lender of last resort, with great 

massive contract ion of deposits nationally during the early 1930s relative 
to the rate of growth during the 1920s, of which less than one-fourth was 
accounted for by deposits in suspended banks. This indicated that the 
Depression of the 1930s could not be explained by the impact of balances 
of payment result ing from adverse condit ions in particular industries or 
areas, but was due to, or at least associated with, some potent force 
operating on a national scale." (p. 2). 
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resources and the power of the printing press, it 
should have been able to better the Clearing 
House's and Morgan's record. But, when the 
Bank of the United States collapsed in 1930, the 
Fed did not prevent the failure of over a third of 
the banks during the next several years. Establish-
ment of the Federal Deposit Insurance Corporation 
(FDIC) in 1933, though, appears to have done 
the job. Though 488 commercial and mutual 
savings banks were suspended from 1934 through 
1942, most of these were leftovers from the pre-
FDIC period. From 1943 through 1982, an average 
of only seven banks a year were closed or 
merged with FDIC assistance. Most importantly, 
bank runs appear to be a thing of the past. 
However, the losses incurred by large depositors 
when the Penn Square Bank in Oklahoma City 
was liquidated rather than merged into a solvent 
bank by the FDIC and the reported shaky condition 
of some very large banks with loans extended to 
such borrowers as Brazil, Mexico or I nternational 
Harvester have provoked some concern about 
the possibility of runs by uninsured depositors. 

Depositors in savings and loan associations, 
credit unions and a few mutual savings banks 
also are protected by government insurance 
agencies—the Federal Savings and Loan Insurance 
Corporation (FSLIC) and the National Credit 
Union Share Insurance Fund (NCUSIF). In recent 
years, unexpectedly increasing interest rates to-
gether with the specialization of savings and 
loans in long-term, fixed-interest assets (mortgages) 
have resulted in a relatively large number of 
failures and forced mergers. The increasing number 
of " t roubled institutions" has renewed interest in 
the present deposit insurance system. This interest 
is expressed in the Garn-St Germain Depository 
Institutions Act of 1982, which calls for a study of 
deposit insurance and a report to the Congress 
by this April. 

The Benefits From Deposit Insurance 
Deposit insurance has the salutary effect of 

obviating bank runs by assuring insured depositors 
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"Deposit insurance—gives bankers an incentive to put the depositors' 
funds into riskier assets [than they otherwise would]." 

(currently, those wi th less than $100,000 in an 
account) that their funds are safe. It also spares 
most depositors the cost of learning about the 
operation of banks. But, as a consequence, 
deposit insurance frees banks from the discipline 
and cost of those depositors' concerns. Bankers 
need not pay depositors a premium (in interest, 
"free" services, or other concessions) to compen-
sate them for the risk of investing in the bank. 
Thus bank profits are increased if the reduction 
in their cost of deposits is greater than the cost of 
the deposit insurance. Such is the case for 
smaller banks, and was particularly so in the 
1930s when the FDIC was established. Initially, 
FDIC insurance covered depositor accounts up 
to $2,500. It was raised to $5,000 in 1934, 
$10,000 in 1950, $15,000 in 1966, $20,000 in 
1969, $40,000 in 1974 and $100,000 in 1980. 

Federal insurance thus covered most of the 
depositors (and deposits) of small banks. It was 
particularly valuable to them because the public 
had reason to fear for the safety of their funds in 
small banks; 93 percent of the banks suspended 
in 1930-1931 had total loans and investments 
under $2 million, and 70 percent were under 
$500,000. From the beginning, the FDIC insurance 
premium has been assessed as a small percentage 
of total deposits, whether or not insured. Thus 
the large banks, which experienced much lower 
failure rates and which served many customers 
with deposit accounts exceeding $5,000 in the 
1930s, have subsidized the small banks. But in 
return they benefited from banking legislation 
through the prohibit ion of interest on demand 
deposits. Golembe has estimated that in the 
early 1930s, the costs of deposit insurance to the 
large banks were offset almost exactly by savings 
from the interest prohibit ion (Golembe, 1975, p. 
7). The small banks also avoided competit ion 

because national banks were denied the right to 
branch (except as permitted by state law).4 

Savings and loan associations did not experience 
the massive number of suspensions that plagued 
commercial banks in the early 1930s; only 526 of 
the S&Ls active as of January 1930 (4.4 percent) 
were suspended from 1930 through 1933. The 
FSLIC was established by the National Housing 
Act of 1934 as a means of supporting the housing 
industry. That purpose dominated government 
policy towards S&Ls until, perhaps, the last few 
years when the institutions' survival became an 
important concern. 

Problems With Deposit Insurance 
If deposit insurance removes the concern of 

most depositors for the safety of their funds, it 
gives bankers an incentive to put the depositors' 
funds into riskier assets unless the FDIC or FSLIC 
prevents them from doing so. If a bank encounters 
trouble, the FDIC and FSLIC pay off the depositors; 
if profits are made, the shareholders get them. 
True, in the event of failure the bank's share-
holders lose their investments (including the 
value of the bank charter) first. But they can lose 
no more. Consequently, unless the FDIC or 
FSLIC imposes a risk-related insurance premium, 
an effective minimum capital (stockholders' in-
vestment) requirement or other risk-related costs 
and controls, the banks' expected gains from 
additional risk-taking will continue to exceed the 
expected losses.5 

U. S. history prior to the FDIC bears this out 
and also provides lessons that should be heeded. 
Deposit guarantee systems were established in 
New York (1828), Vermont (1831), Indiana (1834), 
Ohio (1845) and Iowa (1858).6 The New York 
and Vermont systems were state run, the others 

' S e e Bens ton (1982) for a descr ip t ion of the o f fset t ing economic 
advantages garnered by suppliers of financial services from 1930s federal 
legislation. 

5This conclusion is demonstrated analytically and rigorously in a number of 
papers, including Sharpe (1978), Koehn and Santonero(1980) and Hanweck 
(1982). Also see Flannery (1982) for a clear and concise explication and 
numerical example. 

6See Federal Deposit Insurance Corporation (1952, 1953 and 1956) and 
Edwards (1933) for descript ions from which the fol lowing narrative was 
drawn. 

'However, it should be noted that the New York State system was phased 
out as bank charters were granted and renewed under the free (entry) 
banking law. As banks left the insurance system, the premiums rose 
considerably. 
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were based on mutual agreements among partici-
pating banks. They operated successfully, largely 
because they empowered system officials to 
monitor operations of the participating banks 
and to control excessive risk-taking.7 Yet a second 
wave of deposit guarantee plans for state banks 
proved less successful. With one exception (Mis-
sissippi), the plans -did not include effective 
supervision and they failed. These included the 
compulsory plans of Oklahoma (1908), Nebraska 
(1909), and South Dakota (1916) and the volun-
tary plans of Kansas (1909), Texas (1910), and 
Washington (1917). Since depositors were told 
that their money was safe, there was a great 
incentive for unscrupulous operators to take 
excessive risks; the record shows greater failure 
rates of guaranteeed banks than among similar 
non-guaranteed banks operating in the same 
areas. The Mississippi plan (1915), which included 
supervision and bank examinations, continued 
until 1930. Thus, effective supervision appears 
to be a necessary aspect of deposit insurance. 

FSLIC deposit insurance appears to be inten-
tionally related to risk-taking by insured savings 
and loan associations. Though technically the 
mutual associations' liabilities are shares, in actu-
ality they are (except for t ime certificates) de-
posits withdrawable on demand by the "share-
holders." Hence, were S&L deposits not insured, 
depositors would have reason to be concerned 
about the associations' concentration in long-
term, local, fixed-interest mortgages. Should the 
market value of real estate securing the mortgages 
collapse, or should interest rates unexpectedly 
surge, the market value of an association's assets 
could be reduced to less than its liabilities. Fearful 
depositors would have the same incentive to 
remove their funds as would depositors in com-
mercial banks. Thus FSLIC insurance prevents 

Federal authorit ies also have supported S&Ls' concentrat ion in mortgages 
by imposing ceil ings on deposit interest by giving them greatly reduced 
taxes based on their investment in mortgages, by developing a national 
market in mortgages with the Federal Home Loan Mortgage Corporation 
and by establishing Federal Home Loan Banks that lend money to S&Ls 
raised with government-guaranteed secur i t ies 

runs on S&Ls and permits them to hold a poorly 
diversified portfolio, consisting mainly of mort-
gages.8 

Past and Present Methods 
of Coping with the Problems 

Restrictions on Entry and Encouragement of 
Mergers 

The FDIC and the other regulatory agencies 
initially dealt with the problem of bank failures 
by restricting bank charters. In the 1920s, an 
average of 361 banks a year was chartered. But 
from 1935 through 1944, an average of only 53 
banks was chartered annually. Understandably, 
few banks were chartered during World War II. 
But the expansionary period of 1945 through 1959 
saw an annual average of only 94 newly chartered 
banks. Peltzman (1963, p. 48) estimated that, 
had the relatively unrepressed chartering policies 
of the 1920s continued duringthe 1936 through 
1962 period, about4,500 new banks would have 
been chartered rather than the 2,272 that were 
permitted. Partlyasaconsequenceofthis restric-
tive policy, very few banks failed, but fewer 
banks were established to serve the public. 

Not until James Saxon became Comptroller of 
the Currency was this policy changed. In just four 
years, 1962 through 1965, he approved charters 
for 514 national banks, twice the number chartered 
in the previous 12 years. Contrary to the pre-
dictions of Saxon's detractors, neither the newly 
chartered banks nor their competitors failed in 
greater proportions than other banks. States also 
increased the number of bank charters issued to 
124 per year over the 1962-65 period—an increase 
from the annual average of 86 over the previous 
four years. Though there have been relatively 
more bank failures in recent years, the number is 
still small and appears unrelated to the more 
liberal post-1960s chartering policy. 

The regulatory authorities also have encouraged 
mergers among banks as a means of reducing the 
probability of failure. Until the Bank Merger Act 
of 1960 required the regulatory agencies and 
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"[Under previous constraints] the risks banks undertook were relatively 
easy to monitor and control. [Under deregulation] the possibility that 

greater risks will result in more failures must be considered...." 

encouraged the Justice Department to evaluate 
and challenge mergers, their impact on competition 
was not considered important; safety was the 
primary concern. 

State-enacted legal restrictions on branching 
have had a negative effect on bank solvency. 
Almost all of the banks suspended in the 1920s 
and 1930s were unit banks: only 10 banks with 
more than two branches outside their home city 
failed during this period. It is difficult to separate 
the effects of regional economic depressions 
and small size from unit banking as causes of the 
suspension of over 9,000 such banks. Still, it 
seems clear that the legal prohibit ion against 
banks diversifying their locations—and conse-
quently their assets and liabilities—impaired their 
ability to survive liquidity or local economic 
crises. 

In any event, reducing the number of banks— 
and thus competition among banks—by controll-
ing entry and encouraging mergers is no longer a 
viable policy, and not just because of cost to the 
public. Many unchartered enterprises now offer 
banking services to the public: these include 
brokerage firms, money market funds, and spe-
cialized lenders including mortgage companies, 
finance companies, retail stores, factors, and 
insurance companies. While interstate deposit 
branching still is prohibited, most large banks 
maintain loan and customer service offices in 
cities around the country, as well as affiliates that 
specialize in such products as mortgage and 
personal cash loans. Smaller banks can diversify 
their portfolios by purchasing loans from other 
banks and by investing in money market instru-
ments, such as U.S. Treasury and state and 
municipal obligations. Thus, reducing bank failures 
by controlling entry and exit appears to be 
neither necessary nor even possible. 

The opposite policy has been applied to federal 
savings and loan associations, with new federal 
S&Ls encouraged as a means of supporting housing. 
Between 1933 and 1941, the number of federally 
chartered associations increased by 162 a year. 
During World War II, few federal charters were 
granted. But from 1946 through 1970, federally 
chartered S&Ls increased by 25 annually. 

The recent financial problems of many S&Ls, 
though, do not appear attributable to excessive 
chartering. Rather, they are related to traditional 
restrictions on the portfolios they could hold and 
services they could offer to the public. The thrift 
institutions' solvency was never in doubt as long 
as real estate values increased, interest rates did 
not surge unexpectedly, and interest rate ceilings 
on deposits were effective in keeping their costs 
down but not in encouraging excessive disinter-
mediation. The provisions of the Depository 
Institutions Deregulation and Monetary Control 
Act of 1980 and the Garn-St Germain Act of 
1982, which permitted thrift institutions to offer 
most banking services and market rates of interest, 
came too late for many institutions to diversify 
their assets and liabilities successfully. 

The Federal Home Loan Bank Board's policy 
change since the late 1970s that removed con-
straints on branching by federally-chartered S&Ls 
permitted the institutions to serve the public 
more effectively. Yet it was t imed unfortunately 
from the standpoint of maintaining solvency. 
Branching is a means of offering depositors a 
return on their funds in the form of convenience. 
But it is often more efficient to offer them direct 
cash payments through interest and a wider 
range of services (especially checking and con-
sumer loans). Hence, since the S&Ls can now 
offer these services to consumers, many branches 
established earlier are likely to have become 
financial drains on the associations. Thus, in-
complete deregulation inadvertently exacerbated 
the S&Ls' solvency problems. 

Restrictions on Products and Prices 
The debacle of the 1930s gave rise to the 

Banking Act of 1933. This act prohibited com-
mercial banks from underwriting and dealing in 
corporate securities, prohibited the payment of 
interest on demand deposits, and imposed a ' 
ceiling on savings and time deposits interest 
rates (Regulation Q). Banks and thrift institutions 
also were constrained over the years from com-
peting directly and from engaging in non-traditional 
banking activities. One consequence of these 
constraints was that the risks banks undertook 
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were relatively easy to monitor and control. 
Another was that, in the 1970s, as nominal 
interest rates increased and as fund transfer 
technologies became more efficient, unregulated 
institutions successfully bid for many of the 
regulated institutions' depositors. Banks and thrifts 
also attempted to enter new areas through sub-
sidiaries, one-bank .holding company affiliates, 
and legal expansion of powers. While the result 
has been greater returns and more choice for 

i consumers, the risks undertaken by depository 
institutions also are likely to have increased. 

« Nevertheless, re-regulation hardly seems possible 
. or desirable. The possibility that the greater risks 

will result in more failures, then, must be con-
sidered and dealt with. 

Equity (Capital) Requirements 
Since the stockholders of a bank or S&L absorb 

1 losses first, a sufficiently high equity investment 
would inhibit them strongly from taking risks. 
Indeed, as long as a deposit insuring agency can 
step in and liquidate an institution by merger or 
dissolution before the value of its assets declines 
to less than its insured deposits, the agency 
assumes no risk. (Fraud, of course, can create the 
deceptive appearance of positive equity; there-
fore audits, for fraud are particularly important) 

» Consequently, the supervising authorities have 
viewed capital adequacy requirements as a means 
of reducing the possibility of failures. 

However, the authorities' effectiveness in en-
forcing edicts is open to question. Mayne (1972) 

t studied 364 randomly sampled Fourth Federal 
Reserve District banks to determine whether the 
supervisory agencies had asked them to provide 
additional capital over the period 1961-1968. Of 
the 73 percent that replied, 30 percent (81 
banks) said that these requests were made, 
some repeatedly. But of these, only 43 percent 

' fully complied with the authorities' requests, 27 
» percent partially complied, and 30 percent did 

»'See Vojta (1973), who argues that the present and future expected 
profitability of a bank should be taken into accoun t While several studies 
found lower capital ratios at banks that fai led compared to solvent banks of 

^ similar sizes, it is unclear whether impending failures reduced their capital 

' FEDERAL R E S E R V E BANK O F ATLANTA 

not comply at all. Mayne concluded: "The agencies 
do differ in their capital prescriptions, but ... 
these prescriptions have only a l imited effect on 
bank capital positions because of banker resistance 
to supervisory pressure for more capital" (p. 47). 
Peltzman (1970, p. 16), who analyzed statewide 
aggregate data, also found that banks do not"re-
spond to any of the regulators' standards of 
capital adequacy." But Mingo (1975), who used 
more recent individual bank data, reports that 
banks given lower examiner ratings subsequently 
tend to increase their capital. 

These divergent findings may be due to the 
different periods or samples studied. They also 
may be the result of uncertainty about how 
much capital is adequate. Not only are the 
accounting numbers used to measure capital 
inadequate estimates of economic values, but 
there is reason to believe that a balance sheet 
ratio is not a sufficient indicator of risk.9 Indeed, 
an extensive review by Lyon (1969, p. 31) led her 
to conclude that " the literature is voluminous 
but consists primarily of the prevail ingopinion at 
any given t ime stated as a fact by its proponents, 
without benefit of analytical analysis." 

In any event, the data indicate that the ratio of 
book capital to deposits of smaller (under $100 
million in assets) banks has increased 10 percent 
over the 1970s from 7.6 percent in 1970 to 8.5 
percent in 1980. Assuming that these accounting-
based numbers reflect economic values consis-
tently over the t ime period, this increase could 
have been the result of pressures by the regulatory 
authorities. Or the banks voluntarily could have 
increased equity relative to deposits, perhaps 
because the stockholders (who often are bank 
officers or relatives) wanted to reduce their 
personal income taxes by not paying dividends 
or officers' salaries. However, the equity/de-
posits percentage for very large (over $5 billion 
in assets) banks decreased by 13 percent over 
the 1970s, from 5.3 percent to 4.1 percent. 

or whether low capital resulted in their fa i lures (See Cotter (1966) for a 
study of West Coast banks that failed between 1921 and 1933, and 
Benston (1975) for an analysis of banks that fai led between 1959 and 
1971.) 
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''Examinations constitute a principal means of reducing failures of banks 
and thrift institutions." 

(Over the complete range of bank sizes, the 
larger banks tended to have lower ratios and, 
over time, those ratios decreased more for the 
larger banks.) Again assuming that these numbers 
are meaningful, it would appear that the authorities 
have less ability to control the capital investments 
of large banks. One reason is suggested below. 

Until about 1980, when the S&Lcapital problem 
became overwhelming, the FHLBB had some-
what greater influence in getting thrifts to main-
tain their book capital, primarily because many 
associations' capital/deposit ratios became so 
low that they feared cancellation of FSLIC in-
surance. Edward Kane (1981) points out that 
FSLIC insurance represents a valuable asset to 
most associations, since it is priced below what 
would be the market rate. Mutual associations, 
as a practical matter, cannot raise equity capital 
except in the form of retained earnings. Hence, 
Kane shows, "insured S&Ls kept their net worth 
from falling below the level required to stay 
eligible for FSLIC insurance...by not realizing 
capital losses on their mortgage portfolios" (p. 
90), even though this would have reduced their 
tax liability. 

Field Examinations and Supervision 
Examinations constitute a principal means of 

reducing failures of banks and thrift institutions. 
National banks are examined by the Office of 
the Comptroller of the Currency at least twice 
every three years. State-chartered Federal Reserve 
member banks are examined by the Fed at least 
once a year, and other state-chartered FDIC-
insured banks are examined by the FDIC and 
often also by state banking departments at least 
once a year. The Federal Home Loan Bank Board 
examines FSLIC-insured S&Ls annually. State-
chartered S&Ls also are examined by some state 
banking departments. 

The examiners look at the documentation and 
collateral for most large loans and a sample of 
small loans and they check the institutions' 
compliance with federal and state laws. Loans 
are classified into loss, doubtful and substandard 
categories. The institutions' managers and manage-
ment procedures and policies also are evaluated. 

If an institution is found wanting, it is characterized 
asa"problem" or"serious problem" and subjected 
to closer scrutiny and more frequent examinations. 

Although it seems clear that examinations of 
some sort are a necessary aspect of deposit 
insurance (given its built-in incentive towards 
risk-taking), there is reason to question the useful-
ness of examinations for preventing many failures. 
The examiners' ability to uncover serious problems 
of fraud and insider dealings appears to be far 
from perfect, judging from FDIC reports and 
published research. Among the 56 bank failures 
that occurred between January 1959 and April 
1971, fully 59 percent were rated as "no problem" 
at the examination just prior to their failures.10 

The principal reasons given for the 56 failures are: 
fraud and irregularities, 66 percent; brokered 
funds and loan losses, 27 percent; and inept 
management, 7 percent.11 

A more recent study by Sinkey (1977) uses a 
different set of classifications but draws similar 
conclusions. He finds that, of 84 failures between 
1960 and mid-1976, some 54 percent resulted 
from improper insider loans or out-of-territory 
loans involving brokered funds, 30 percent from 
embezzlement or manipulation, and 1 7 percent 
from managerial weakness in loan administration 
(p. 27). Inan earlierfailure study by the FDIC, Hill 
(1975) found similar proportions. It cannot be 
ascertained, however, whether this record is 
close to the best possible, in the sense that the 
cost of preventing more failures would have 
exceeded the benefit. Also, the more recent 
record has not been studied. 

The effectiveness of the FSLIC's examiners has 
been studied only with respect to the relatively 
large number of S&Ls in Illinois that required the 
FSLIC's financial assistance from 1963 through 
1968. These 19 losses represent 75 percent of 
the total losses suffered by the FSLIC over the 
period. Bartell (1969, p. 353), stated that he 

10Benston (1975), Table XIII, p. 43. 
"Bens ton (1975), Table XI, Table XI, p. 40. 
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identified nine associations where failure 
could be attributed primarily to manage-
ment deficiencies or errors of judgment. In 
these cases the management apparently 
believed that the actions which later caused 
failure were taken in the best interests of 
the association and its savers. In the second 
category were 10 associations where fraud, 
influence, defalcation, or some other crimi-
nal intent was the principal cause of failure. 
In all of these cases, one or more of the 
officers, directors, and/or major stockholders 
was indicted for misapplying association 
funds, and in most cases convictions have 
been obtained. 

With respect to the examinations, Baiteli con-
cludes that they were well done; if anything, they 
were too thorough (p. 418). But, he states, " In 
contrast with the generally high quality of exami-
nations, supervisory performance in the handling 
of failed associations leaves much to be desired" 
(p. 419). 

Supervision of financial institutions is func-
tionally related to, though not necessarily de-
pendent on, field examination. To a limited 
extent the supervisors can specify the portfolios 
of assets and the nature of the liabilities that 
insured financial institutions can hold. Supervisors 
enforce a limitation on loans to any one borrower 
and they restrict loans to officers, directors and 
shareholders. They can also restrict the types of 
loans and investments that can be made. Field 
examinations to ensure that the regulations are 
observed would appear to be necessary, partic-
ularly where activities conducted at less than 
arm's length can occur. But the supervisors also 
can use statistical models and computers to 
analyze data reported by the institutions for signs 
of possible problems. Such systems have been 
used by every federal agency and several state 
agencies since the mid-1970s.12 But, as Flannery 

and Cuttentag (1980) conclude from their analysis 
of the early warning systems, these systems have 
not been validated; hence, we do not know how 
well or even whether they are effective for 
predicting failure. In fact, the systems appear to 
be used primarily as a more efficient means for 
the examiners to look at and structure data for 
their reports. 

The supervisory authorities also must decide 
when to require an institution to discontinue a 
criticized practice (such as acquiring brokered 
deposits or making high-risk loans), dismiss an 
inept or possibly dishonest officer, obtain more 
capital from shareholders, terminate insurance,13 

or close or arrange for a merger with another 
institution. Before the Financial Institutions Super-
visory Act of 1966 gave federal supervisors au-
thority to issue cease-and-desist orders, the prin-
cipal legal sanctions available were cancellation 
of insurance and seizure of an institution for 
liquidation or reorganization. Since 1942, the 
principal procedure used to handle failing banks 
has been a sale of the bank to an institution that 
assumes liability for both insured and non-insured 
deposits.14 Payoffs l imited to insured depositors 
generally have involved only small institutions 
located in unit banking states that do not permit 
another bank to acquire and operate the failed 
institution as a branch. Recently, in the case of 
Oklahoma's Penn Square Bank, the poor and 
questionable condit ion of the bank's assets pre-
cluded its sale. Because they are government 
agencies, the FDIC, FSLIC, and NCUIF have the 
power to close an institution before the market 
value of its assets is less than its insured deposits, 
which can prevent losses to the insuringagencies 
except in cases involving rapid deterioration or 
fraud. But they may also be subjected to political 
pressure and to the reluctance of a supervisory 
agency to admit that one of "its" institutions has 
to be closed.15 

" S e e paper on "Early Warning Systems for Problem Financial I nstitutions," in 
Altman and Sametz (1977, pp. 3-68) and Flannery and Guttentag (1980) for 
descript ions and crit iques of these systems 

,3 lf insurance is terminated, the institution's existing accounts cont inue to be 
insured for two years. 

'«See Barnett, Horvitz, and Silverberg 1977, pp. 308-317 for a good 
discussion of the advantages and disadvantages of the alternative procedures 

15Bartell (1969, pp. 419-421) documents the effect of prior congressional 
crit icism of S&L closures on the reluctance of the FHLBB to follow the 
recommendat ions of its examiners expeditiously. 
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[Since restrictions on entry also reduce competition and service], restricting 
entry to reduce failures, even if it were desirable, is no longer feasible." 

Some critics have argued that divided authority 
among regulators also has reduced the effective-
ness of supervision. While the FDIC and FSLIC 
have responsibility for insuring the deposits of 
state-chartered institutions, only the state au-
thorities have the power to close the institutions. 
(Bartell reports that this was an important problem 
for the FSLIC with respect to the failing Illinois 
associations.) Holding companies are regulated 
by the Federal Reserve but their affiliated banks 
are chartered by the states and/or the Comptroller 
of the Currency. Shull (1980) finds in his analysis 
of holding company failures that, " the extent of 
actual conflict among federal banking agencies 
in holding company supervision, while difficult 
to quantify, is important, t ime consuming, and 
diverting in"problem cases" (Vol I, p. 119). 

A Changing Environment 
for Deposit Insurance 

Restrictions on entry and the encouragement 
of mergers have been effective in reducing 
failures, but at the cost of reduced competit ion 
and, therefore, less service to consumers and 
fewer opportunities for potential bankers. In any 
event, changes in technology, fueled by inflation-
induced high nominal interest rates, have en-
couraged other, non-regulated suppliers of fi-
nancial services to enter the market. Their entry 
no longer can be restricted. Hence, restricting 
entry to reduce failures, even if it were desirable, 
is no longer feasible. 

Capital adequacy requirements are desirable. 
But, to be effective, they must be tailored to the 
asset portfolio and deposit distribution of each 
institution. If too much equity is required, insured 
depository institutions will be disadvantaged 
and resources allocated inefficiently. If too little 
capital is required, institutions will be encouraged 
to take greater risks and the costs to the insurance 
agency are likely to exceed the fees it levies. 
Furthermore, capital adequacy is a very blunt 
requirement. It is expensive for financial insti-
tutions to raise capital (in addition to retained 
earnings) in relatively small amounts. Closely 

held, usually smaller institutions, are likely to find 
floating equity quite difficult. Majority share-
holders may lack the resources or may not wish 
to concentrate their wealth further, and outside 
investors frequently are unwilling to take minority 
positions except at a considerable discount. 
Mutual institutions also might find it expensive 
to market debentures. 

Deposit insurance rates that vary with the 
riskiness of an institution's assets and liabilities 
have been suggested for years as a preferable 
means of dealing with the problem. However, 
the deposit insurance agencies still charge the 
same percentage to all institutions, partly because 
it is difficult to set variable premiums. (Indeed, 
none of those recommending this change have 
specified how the premiums should be deter-
mined.) But the same information is required for 
an equity requirement. Another reason for the 
resistance to change is that regulatory agencies 
believe the present system of field examinations 
and equity requirements, roughly determined 
and enforced though they may be, are adequate. 

Finally, the present system may be politically 
desirable, balancing smaller institutions' benefits 
from having the premiums applied to all (including 
uninsured) deposits against large banks' benefits 
from an incomplete control of the risks they take. 
The residual risk ostensibly is borne by the 
deposit insurance agencies. But since the govern-
ment is expected to stand behind the agencies, 
the general public is accepting the residual risk. 

Field examinations have two major shortcomings. 
One is that they are expensive. Teams of examiners 
spend days to weeks at each bank, going over 
records in considerable detail. Not only do the 
insurance agencies and the institutions they 
charge for these services incur considerable 
costs, but the institutions bear such costs as 
disrupted operations and the expense of pre-
paring and presenting requested data The second 
shortcoming is the difficulty of prompt detection 
of problems precipitated by fraud or changes in 
an institution's economic environment. These 
are difficult to detect through periodic inspections 
of an institution's loan portfolio, management 
systems, and regulatory compliance. 
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A related problem involves our system of 
regulation. Supervisors may not be able to control 
potential problem banks as well when the banks 
are regulated by several agencies as when they 
are regulated by a single agency. For many 
commercial banks, especially the large ones, the 
chartering agencies (the Comptroller or the states) 
and the Federal Reserve have regulatory responsi-
bility as well as the FDIC. This divided authority 
may permit some banks to take greater risks than 
an insurance agency acting alone would have 
permitted. But then, the temptat ion for an in-
surance agency to reduce risk at the expense of 
innovation must be recognized. 

Proposed Solutions 
My analysis has concluded that mandatory 

deposit insurance is justified because deposits 
that are withdrawable on demand create the 
possibility of bank runs, which can visit considerable 
costs upon banks, their customers and others. 
The government has been charged with insuring 
deposits in part as a response to Depression-era 
political pressures by small banks, the home 
building industry and some depositors, and in 
part because the government has the power to 
enforce its orders on banks and cannot, itself, go 
bankrupt Another reason for government inter-
vention in insurance is that the government's 
control over bank reserves gives it the power to 
cause and the power to prevent massive numbers 
of bank failures. 

The basic problem with government-provided 
mandatory deposit insurance is that it provides 
the insured institutions an incentive to take 
excessive risks. Consequently, the institutions 
must be examined and supervised. But there is 
danger that this process is conducted less effi-
ciently and effectively because the responsible 

agencies are monopoly suppliers of the insurance 
to each group of institutions. 

The following changes in current procedures, I 
believe, would help reduce the costs of achieving 
the benefits from mandatory deposit insurance.16 

1. All deposits withdrawable on demand, such 
as checking accounts, N O W accounts, money 
market deposit accounts, and passbook savings 
accounts, should be insured by a responsible 
insurer. The only exceptions would occur 
where deposited funds are invested in assets 
that have almost no probability of being worth 
less than the deposit liability (such as money 
market funds that are invested in a well-
diversified portfolio of short-term government 
obligations or bank certificates of deposit). All 
demand-type deposits should be insured for 
two reasons. One is that runs on uninsured 
balances can force bank failures or a massive 
infusion of resources by the authorities to 
prevent a failure (as was done for the Franklin 
National Bank in New York). The second 
reason is that de jure deposit insurance is 
preferable to de facto insurance. The public 
generally believes that large banks wil l not be 
permitted to fail, but that smaller banks may 
fail. Since deposit insurance premiums are 
imposed on deposits of all insured banks, this 
de facto difference is inequitable. 
2. Time-dated deposits (such as CDs, whether 
negotiable or not) need not be insured, as 
long as the holder can withdraw funds from 
the financial institution only at the t ime stated. 
(Obligations that permit withdrawal of funds 
with an interest rate penalty would be classified 
as funds withdrawable on demand.) Con-
sequently, runs cannot occur with such de-
posits. In this respect, t ime deposits are no 
different from the debt obligations of other 
companies.17 Of course, an institution may 
purchase insurance coverage for these obli-
gations if it wishes. The advantage of this 

,6Also see Barnett, Horvitz and Silverberg (1977) and Scott and Mayer (1971) 
for analyses of suggested changes, some of which mirror the ones 
presented here. 

" T h o u g h some t ime-dated obligations are payable almost immediately, 
institutions (and the insurance agency) have incentives to ensure that the 
amount due at any t ime is not excessive. 
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"The present insurance system suffers from a lack of competition among 
insuring agencies." 

proposal is that holders of t ime deposits would 
monitor the issuing institution. Furthermore, the 
interest rate paid on the deposits could provide 
the demand deposit insurance agency with the 
market's assessment of the riskiness of the insti-
tution. 
3. Commercial and mutual savings banks are 
regulated by several agencies, which can lead to 
conflicting authority and a failure to act in a 
timely fashion. The agency with the principal 
interest in supervising financial institutions should 
be the one that must bear the cost of their 
failure—the insuring agency.18 Consequently, it 
should have the sole authority and responsibility 
for supervising the financial institutions it insures. 
4. The present insurance system suffers from a 
lack of competit ion among insuring agencies. As 
a consequence, examination procedures may be 
too costly and poorly focused. Because they are 
monopoly suppliers of deposit insurance, the 
present agencies have less incentive to adopt 
more efficient and better directed procedures, 
such as risk-variable insurance premiums, tests 
of the predictive ability of statistical models, and 
research on optimally diversified portfolios. Be-
cause the regulatory agencies also are subjected 
to severe political criticism if " their" banks fail, 
they may be too restrictive in some instances. 
They should be faced with equatingthe marginal 
costs and benefits from failures and failure-
reducing measures as are other insurance pro-
viders. Consequently, the fol lowing changes 
should be considered: 

a The Office of the Comptroller of the Currency 
(OCC) should become a deposit insurance agency, 
initially providing insurance (and supervision) to 
national banks. The Federal Reserve's Division of 
Supervision and Regulation should also provide 
insurance to the member banks it examines. 

These changes would continue the present ex-
amination staffs as they are presently constituted, 
which would minimize the cost of change. The 
present FDIC insurance fund could be divided 
among the three agencies in proportion to the 
total demand deposits held by the banks they 
insure. 

b. Any deposit insured institution should then 
be allowed to purchase insurance at the OCC, 
FDIC, Fed, FSLIC or NCUSIF. Thus there would 
be five potential competitors. Of course, an 
agency need not accept applications made to it. 
Each agency could offer its "customers" whatever 
terms it wished, much as does any insurance 
company, so long as the terms are offered 
equally to all clients that present equivalent risk. 
An agency should, however, give at least one 
year's public notice before cancelling the insurance 
on deposit balances. It also could require an 
insured bank to authorize the agency to seize its 
assets, given designated circumstances. 

c Any demand depository institution could 
obtain insurance from non-government insurers, 
including other banks,19 if the insurer were ac-
cepted by the chartering agency. The non-govern-
ment insurer could initiate clauses into its con-
tract with the institution that would give the 
insurer rights similar to (or even greater than) 
those held by the government agencies. These 
might include restrictive covenants as to dividends, 
specified diversification of assets, minimum equity 
requirements, audits by CPAs or the insurance 
company's examiners, pre-agreement to cease 
practices or to remove officers, and seizure and 
sale of assets after a stated "danger" point is 
reached. 
5. The preceding proposals do not cover the 
difficulties of insuring deposits in the face of 
unpredictable problems in the financial system as 
a whole, problems not controllable by individual 
institutions. In our fractional reserve banking 

, 8See Benston (1963) for the analysis on which this conclusion is based. other banks can adjust its premium accordingly or take other act ions to 
, 9The agency that insures the deposits of a bank ottering deposit insurance to control the risk 
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system, a substantial decline in bank reserves for 
any reason can cause wide-scale banking failures. 
Such declines in reserves also are very difficult 
(perhaps impossible) to predict and, thus, deposit 
insurance premiums cannot be set actuarially. 
Therefore, to make non-government supplied 

insurance feasible, the insurers should in some 
way be relieved of the cost of failures caused by 
substantial systemwide declines in bank reserves. 

—George J. Benston 

Prolessor ol Accounting, Economics and Finance. Graduate School ot Management, 
University ol Rochester, and Visiting Scholar, Federal Reserve Bank ol Atlanta. 
This article was presented at a Research Seminar at the Federal Reserve Bank ol 
Atlanta on Ian. 6, 1983. 

R E F E R E N C E S 

Altman, Edward E and Arno ld W. Sametz. F inancia l Crises: Inst i tut ions a n d 
Markets in a Fragile Env i ronment New York; Wi ley- ln tersc ience Publicat ion, 
1977. 

Barnett, Rober t E., Paul N. Horvitz, and Stan ley C. Si lverberg. "Depos i t 
Insurance: The Present Sys tem and Some Alternat ives," Bank ing Law 
Journal, vol. 94 , 1977 , 304 -332 . 

Bartell, H. Robert , Jr. " A n Analys is ot I l l inois Savings a n d Loan Assoc ia t ions 
Which Fai led in t h e Per iod 1963-68 , in Irwin Friend, ed., S tudy of the Savings 
and Loan Industry, p repa red for the Federa l H o m e Loan Bank Board, 
Washington, D.C., Vol. I , 1969 , 345 -436 . 

Benston, George J. "Federa l Regu la t ion of Banking: Analys is and Policy 
Recommendat ions. " Journa l of Bank Research, Winter , 1983. 

Benston, George J. " W h y Did Cong ress Pass New Financia l Serv ices Laws in 
the 1930s? An Al ternat ive View," E c o n o m i c Review, Federa l Reserve Bank 
of Atlanta, April, 1982, 7-10. 

Benston, George J. "Bank Examina ' ion," T h e Bulletin, ( N e w York Universi ty 
Graduate Schoo l of Bus iness Admin is t ra t ion, Inst i tu te of Finance), 1973 , Nos. 
89-90. 

Edwards, Gurden. T h e Guaranty of Bank Deposits, Economic Pol icy 
Commission, Amer i can Bankers Associat ion, N e w York, 1933 . 

Federal Deposi t Insurance Corporat ion. "S ta te Depos i t Insurance Systems, 
1908-30," A n n u a l Report, 1956,Wash ing ton , D.C., 57-73. 

Federal Deposi t Insurance Corpora t ioa "Bank-Obl igat ion Insurance Systems, 
1829 to 1866," A n n u a l Repor t 1953 , Wash ing ton , D.C., 45-67. 

Federal Depos i t Insurance Corpora t ion . " Insu rance of BankOb l i ga t i ons Prior 
to Federal Deposi t Insurance," A n n u a l Report, 1952, Wash ing ton , D.C., 59 -
72. 

Flannery, Mark J. "Depos i t Insurance Crea tes a N e e d for Bank Regulat ion," 
Business Review, Federa l Reserve Bank of Phi ladelphia, January /February , 
1982, 17-27. 

Flannery, Ma rk J. and Jack M. Gut tentag. "P rob lem Banks: Examinat ion, 
Identi f icat ion, and Supervis ion," in L e o n a r d Lap idus and Others, S ta te a n d 
Federal Regula t ion of C o m m e r c i a l Banks, Federa l Depos i t Insurance 
Corporat ion, Wash ing ton , D.C., Vol. II, 1980, 169-226 . 

Gibson, Wi l l iam E. "Depos i t Insurance in the Un i ted States: Evaluat ion and 
Reform," Journa l of F inancia l a n d Quant i tat ive Analysis, 1972 ,1575-1594 . 

Golembe, Carter. " M e m o r a n d u m re: Interest on D e m a n d Deposi ts," Car ter H. 
Go lembe Associates, Inc., Vo lume 1975-10 , 1975 . 

Hanweck, Gera ld A. "A Theore t ica l Compar i son of Bank Capi ta l Adequacy 
Requi rements and Risk Re la ted Depos i t Insurance Premia," Board of 
Governors of the Federa l Reserve System, manuscr ipt , S e p t e m b e r 1982. 

Hill, George W. W h y 6 7 Insured Banks F a i l e d — 1 9 6 0 - 1 9 7 4 , Federa l 
Depos i t Insurance Corporat ion, Wash ing ton , D.C., 1975 . 

Kane, Edward J. "Reregu la t ion , Sav ings and Loan Diversi f icat ion, and the 
F low of Hous ing Finance," in Savings a n d Loan Asset M a n a g e m e n t U n d e r 
Deregulat ion, S ix th Annua l Confe rence , D e c e m b e r 1980, Federa l H o m e 
Loan Bank of San Francisco, 1981, 80 -109 . 

Koehn, M ichae l and An thony M. Santomero. "Regu la t ion of B a n k C a p i t a l and 
Port fo l io Risk," Journa l of F inance, 3 5 (December 1980) , 1235 -1244 . 

Lyon, S a n d r a "H is to ry of Bank Capi ta l Adequacy Analysis," Federa l Depos i t 
Insurance Corporat ion, Work ing Paper No. 69 -4 ,1969 , Bank ing and Economic 
Research Sect ion, Div is ion of Research. 

Mayne, Luci l le S. " Impac t of Federa l Bank Superv is ion on Bank Capital ," T h e 
Bul let in (New York Univers i ty Gradua te Schoo l of Bus iness Admin is t ra t ion, 
Inst i tu te of Finance), 1972, Nos. 85-86. 

Mingo, J o h n J. "Regu la to ry In f luence on Bank Cap i ta l Investment," Journa l 
of Finance, 3 0 (September) , 1 1 1 1 - 1 1 2 1 . 

Pel tzman, Sam. "Ent ry in Commerc ia l Banking," Journa l of Law a n d 
Economics , 1 (Oc tober 1963), pp. 11-50. 

Pel tzman, Sam. "Cap i ta l Inves tment in Commerc ia l Bank ing and Its Relat ion-
sh ip to Port fo l io Regulat ion," Journa l of Polit ical Economy, 7 8 (January-
February 1970) , 1-26. 

Scott , K e n n e t h E and Thomas Mayer. "R isk and Regu la t ion in Bank ing: Some 
Proposa ls for Depos i t Insurance Reform", S tanford Law Review, Vol. 23, 
1971 , 8 5 7 - 9 0 2 . 

Sharpe, Wi l l iam F. "Bank Capi ta l Adequacy, Deposi t Insurance and Secur i t y 
Value," J o u r n a l of F i n a n c i a l a n d Quant i ta t ive Analysis (P roceed ings , 
November), 701-718 . 

Shull, Bernard. "Federa l a n d S ta te Superv is ion of Bank Ho ld ing Companies , " 
in L e o n a r d Lap idus and Others, S ta te a n d Federa l Regula t ion of Com-
merc ia l Banks, Federa l Depos i t Insurance Corporat ion, Wash ing ton , D.C., 
Vol. II, 1980 , 271 -374 . 

Sinkey, J o s e p h F. Jr. "P rob lem and Fai led Banks, Bank Examinat ions and 
Early Warn ing Systems: A Summary, " in Edward I. A l tman and Arno ld W. 
Sametz, F inanc ia l Crises: Inst i tut ions and M a r k e t s in a Fragi le Environ-
m e n t New York: Wi ley - ln te rsc ience Publ icat ion, 1977. 

Tussig, Aubrey D. "The Case for Bank Failure," Journa l of Law a n d 
Economics , Vol. 10, 1967 , 129 -147 . 

Vojta, George J. Bank Capi ta l Adequacy, First Nat iona l Ci ty Bank, N e w Y o r k 
1973. 

Warbur ton, Clark. Depress ion , Inf lat ion a n d M o n e t a r y Policy, S e l e c t e d 
Papers, 1 9 4 5 - 1 9 5 3 , Bal t imore: The Johns Hopk ins Press, 1952. 

» FEDERAL RESERVE B A N K O F A T L A N T A 17 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

March 1983


