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We h a v e  b e en  go ing  th rou gh  a  p e r io d  in w hich  p r o b le m  b an k s

and f a i l u r e s  h av e  r e c e iv e d  m o r e  p u b lic  a t ten tio n  than we h av e  b e e n  u s e d  to.

E v e n  th o se  o f  u s  who a r e  in f a v o r  of i n c r e a s e d  d i s c l o s u r e  by b a n k s  h av e  been  

unhappy  w ith  th o se  n ew s s t o r i e s  w hich  h av e  b e en  e x a g g e r a t e d ,  o u t - o f - d a t e ,  

o r  s im p ly  i n a c c u r a t e .  I m a y  ju s t  be o v e r ly  s e n s i t iv e  on t h i s ,  h o w e v e r ,  

s in c e  th e r e  i s  s u b s ta n c e  to the i m p r e s s i o n  one g e t s  f r o m  th e m  and f r o m  the 

a c c u r a t e  s t o r i e s  a l s o  p u b l ish e d  d u r in g  th i s  p e r io d .  O ur p r o b le m  bank l i s t  

i s  lo n g e r  than it h a s  e v e r  b e en  and  i t  d o e s  in c lu d e  s o m e  s i z e a b l e  b a n k s .  B ank  

lo a n  l o s s e s  w e r e  up d r a m a t i c a l l y  l a s t  y e a r  and  w e r e  m o r e  than  dou b le  the 

f i g u r e  f o r  ju s t  two y e a r s  a g o .

I cann ot e x p la in  ev ery th in g  th a t  h a s  h ap p en e d  to b a n k s  in the l a s t  

two y e a r s .  I h a v e  not s e e n  any  c o m p le te  e x p la n a t io n s  f o r  the v e r y  s ig n i f ic a n t  

i n c r e a s e  in bank  p r o b le m s  th at  a c c o m p a n ie d  the r e c e n t  r e c e s s i o n .  U nlike so m e  

o b s e r v e r s ,  I do not find that the p e r f o r m a n c e  o f  the bank r e g u l a t o r s ,  includ ing  

the F D I C ,  i s  the c a u s e  o f  the p r o b l e m s ,  a lth ou gh  h ad  a l l  of u s  done o u r  jo b s  

b e t t e r ,  p e r h a p s  w e cou ld  h av e  b lunted  the im p a c t  on s o m e  in d iv id u a l  b an k s  

m o r e  about o u r  r o le  l a t e r .  What I w ant to do to d ay  i s  to s e t  out th r e e  f a c t o r s  

w hich I think a c c o u n t ,  a t  l e a s t  in l a r g e  p a r t ,  f o r  the s e v e r i t y  of o u r  r e c e n t  

p r o b l e m s  and to d i s c u s s  b r ie f ly  the im p l ic a t io n s  of th e s e  ev e n ts  fo r  bank 

s u p e r v i s io n .  While I m igh t  m a k e  a  p r e d ic t io n  o r  two, th is  i s  not a  sp e e c h  

abo u t what i s  go ing  to h app en  a s  m u ch  a s  about what h a s  a l r e a d y  o c c u r r e d .

T he m a j o r  s t r a n d s  in the ex p la n a t io n  f o r  the i n c r e a s e  in bank l o s s e s  

and in the n u m b e r  of p r o b le m  b an k s  in c lu d e ,  f i r s t  of a l l ,  the 1974-75 r e c e s s i o n ;  

s e c o n d ,  a  g e n e r a l  t r e n d  to w a rd  g r e a t e r  r i s k - t a k in g  on the p a r t  of the banking 

s y s t e m  that g o e s  b a c k  a f a i r l y  long t im e ;  and th ird ,  s o m e  u n u su a l  p e c u l i a r i t i e s

of the r e c e n t  e c o n o m ic  and in te r n a t io n a l  s i tu a t io n .
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T he 1 974-1975  R e c e s s io n

It i s  im p o r ta n t  that we not u n d e r e s t im a t e  the re la t io n sh ip  

be tw een  the ec o n o m y  and bank p e r f o r m a n c e .  S o m e  a n a ly s t s  and r e p o r t e r s  

s e e m  to a s s u m e  that banking  sh ou ld  be im m u n e  to the g e n e r a l  t r e n d s  and 

p r o b l e m s  of the e c o n o m y . But that s e e m s  an u n r e a s o n a b le  s t a n d a r d  f o r  

b a n k s .  The 1974-75  r e c e s s i o n  w a s  m u ch  m o r e  s e v e r e  than anything o u r  

ec o n o m y  h a s  e x p e r ie n c e d  s in c e  W orld  W ar II, w h eth e r  m e a s u r e d  by d e c l in e  

in G N P  o r  in d u s t r i a l  p ro d u c t io n  o r  i n c r e a s e  in u n e m p lo y m e n t.  S in ce  b an k s  

p la y  su ch  a m a j o r  r o le  in o u r  ec o n o m y , w e m u s t  e x p e c t  the h ea lth  of b an k s  

to m i r r o r  that of the ec o n o m y  a s  a  w h ole . In p e r io d s  of e c o n o m ic  d e c l in e ,  

the p r o f i t s  of b u s i n e s s  f i r m s  f a l l  and the n u m b e r  o f  f i r m s  en c o u n te r in g  

f in a n c ia l  d i f f i c u l t i e s  and f a i l u r e  a lw a y s  i n c r e a s e s .  T h is  w il l  be  r e f l e c t e d  

in n o n a c c ru in g  lo a n s  and  lo an  c h a r g e - o f f s  a t  c o m m e r c i a l  b a n k s .  If th is  

w e r e  not the c a s e  - -  if  b a n k s  w e r e  only m a k in g  lo a n s  to f i r m s  w h o se  

f in a n c ia l  con d ition  w a s  so  s o l id  that ev en  a  s e v e r e  r e c e s s i o n  w ould  not 

a f f e c t  th e ir  a b i l i ty  to p a y  - -  then the b a n k s  w ould  not be doing th e ir  jo b .

I th ink m o s t  of u s  c an  a g r e e  that banking  in v o lv e s  tak in g  m o d e r a t e  r i s k s  

on in d iv id u a l  c r e d i t s ,  though we e x p e c t  that a  w e l l - m a n a g e d ,  d iv e r s i f i e d  

lo an  and in v e s tm e n t  p o r t fo l io  w il l  k e e p  o v e r a l l  l o s s e s  a t  r e a s o n a b le  l e v e l s .  

M ain ta in in g  th at  p o r t fo l io ,  h o w e v e r ,  i s  h a r d  to do when th e re  i s  v e r y  

s u b s t a n t i a l  w e a k n e s s  in the g e n e r a l  b u s i n e s s  e n v iro n m en t .

We h av e  re v ie w e d  the f i g u r e s  on lo an  l o s s e s  o f c o m m e r c i a l  

b a n k s  o v e r  the l a s t  25 y e a r s  and we find a d e f in ite  c y c l i c a l  p a t te r n .  The 

p a t te r n  i s  not p e r f e c t ,  p a r t ly  b e c a u s e  we only h av e  l o s s  d a ta  on an  an n ual
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b a s i s ,  and p a r t ly  b e c a u s e  b a n k s  do e x e r c i s e  so m e  d i s c r e t io n  with 

r e s p e c t  to the t im in g  of c h a r g e - o f f s .  E s s e n t i a l l y ,  we h av e  found th at  

the p e r c e n t a g e  of lo a n s  c h a r g e d  o ff  d o e s  i n c r e a s e  d u r in g  p e r i o d s  of 

b u s i n e s s  r e c e s s i o n .  T h is  h a s  b e en  t r u e  in a l l  o f  o u r  p o s t - w a r  r e c e s s i o n s  

- -  1949, 1954, 1958, I9 6 0 ,  1967, 1971, and 1975. T he y e a r  of r e c o v e r y  

fo llow in g  th o se  r e c e s s i o n s  a lw a y s  p r o d u c e d  a  re d u c t io n  in the lo a n  l o s s  

r a t io .  Of c o u r s e ,  we d o n ’t know y e t  w h eth e r  that w il l  tu rn  out to be the 

c a s e  f o r  1976, but if the p a t t e r n  of th o se  p a s t  25 y e a r s  c o n tin u e s  then I 

w ould  e x p e c t  the lo an  l o s s  r a t io  to d e c l in e  th i s  y e a r .

W hile the p a t t e r n  i s  r a t h e r  c l e a r ,  the m a g n itu d e  o f  th e s e  y e a r -  

t o - y e a r  c h a n g e s  in bank lo a n  l o s s e s  w a s  a c t u a l ly  m o d e s t  u ntil  we g e t  to 

a ro u n d  1970. I think that r e f l e c t s  the f a c t  that the e c o n o m ic  d e c l in e s  

t h e m s e lv e s  w e r e  r e l a t iv e ly  m o d e s t .  In f a c t ,  m o s t  o f o u r  r e c e s s i o n s  of 

the l a s t  25 y e a r s  r e a l l y  w e r e  s lo w -d o w n s  in the r a t e  of grow th  of G N P  

r a t h e r  than an a c tu a l  y e a r - t o - y e a r  d e c l in e  in the e c o n o m y . T h u s ,  it  i s  

not s u r p r i s i n g  to m e  th a t  d u r in g  the p e r io d  of o u r  m o s t  s e v e r e  p o s t - w a r  

r e c e s s i o n ,  we sh ou ld  h av e  a  s ig n i f i c a n t  i n c r e a s e  in bank  lo an  l o s s e s  and 

a s ig n i f ic a n t  i n c r e a s e  in the n u m b e r  of b a n k s  on o u r  p r o b le m  l i s t .  

R i sk - ta k in g  in banking  d u rin g  1960 -1 9 7 6

O nce I h av e  s a id  a l l  th is  ab o u t the im p a c t  of the e c o n o m ic  

s i tu a t io n  on b a n k s ,  I a m  s t i l l  l e f t  with the b e l i e f  that the d a ta  on lo an  

l o s s e s  s u g g e s t s  m o r e  than a c y c l i c a l  phen om en o n . The ex ten t of bank 

p r o b le m s  in the l a s t  two y e a r s  w a s  c e r t a in ly  in f lu e n c ed  by th is  r e c e s s i o n ,  

but it a l s o  r e f l e c t s  s o m e  m o r e  b a s i c  and lo n g - la s t in g  c h a r a c t e r i s t i c s .
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I b e l ie v e  th is  s q u a r e s  with o u r  g e n e r a l  a s s e s s m e n t  of what h a s  been  

h appen ing  in b an k in g .  L e t  m e  s u g g e s t  a few  n u m b e r s  that i l l u s t r a t e  th is  

g e n e r a l  tren d .

The lo an  d e p o s i t  r a t io  of l a r g e  b an k s  w a s  about 56 p e r c e n t  in 

I960  and 68 p e r c e n t  in 1975. The r a t io  of equity  c a p i t a l  to a s s e t s  of 

l a r g e  b an k s  w a s  o v e r  8 p e r c e n t  in I960  and u n d e r  6 p e r c e n t  in 1975.

The ra t io  of c a s h  and U. S . G o v e rn m e n t  s e c u r i t i e s  to a s s e t s  w a s  o v e r  

40 p e r c e n t  in 1950 and about 25 p e r c e n t  in 1975. T h e s e  a r e  s ig n i f ic a n t  

d i f f e r e n c e s  in m e a n in g fu l  r a t i o s .

S in c e  the e a r ly  1 9 6 0 s ,  m an y  b a n k s ,  and p a r t i c u l a r l y  the l a r g e  

b a n k s ,  aban do ned  th e ir  t r a d i t io n a l  c o n s e r v a t i s m  and b e g an  to s t r iv e  fo r  

m o r e  ra p id  grow th  in a s s e t s ,  d e p o s i t s ,  and in c o m e . " L i a b i l i t y  m a n a g e m e n t "  

b e c a m e  the e s s e n t i a l  p h r a s e  in the m o d e r n  b a n k e r ' s  le x ic o n .  T he l a r g e r  

b an k s  a l s o  b e g an  p r e s s i n g  at the b o u n d a r ie s  of a l lo w a b le  a c t iv i t i e s  fo r  

b a n k s .  They expan ded  into f i e ld s  which s o m e  fe l t  in vo lv ed  m o r e  than 

the t r a d i t io n a l  d e g r e e  of r i s k  fo r  c o m m e r c i a l  b a n k s .  T h e se  a c t iv i t i e s  

in clu ded  d i r e c t  l e a s e  f in an c in g ,  c r e d i t  c a r d s ,  u n d e rw rit in g  of re v e n u e  

bonds ,  f o r e i g n  o p e r a t io n s ,  .and o t h e r s .  T h is  l i s t  of a c t iv i t i e s  and the 

bank f in a n c ia l  r a t io s  I c i te d ,  r e f l e c t  a g e n e r a l  t re n d  to w a r d s  in c r e a s e d  

a g g r e s s i v e n e s s  and i n c r e a s e d  w i l l in g n e s s  to b e a r  r i s k s  on the p a r t  of 

the banking s y s t e m  in g e n e r a l  and l a r g e  b an k s  in p a r t i c u l a r .  The holding 

c o m p a n y  m o v e m e n t  of the 19 ^0s c e r t a in ly  a c c e l e r a t e d  th e s e  d e v e lo p m e n t s ,  

though m o s t  of the a c t iv i t i e s  of bank holding  c o m p a n ie s  cou ld  a l s o  be , and
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w e r e  in f a c t ,  e n g a g e d  in by b a n k s  d i r e c t l y .  I a m  a s s u r e d  by o u r  FD IC  

e x a m i n e r s  that th i s  i n c r e a s e d  a g g r e s s i v e n e s s  showed up in lo w e r e d  

c r e d i t  s t a n d a r d s  a s  w el l .

D uring  the 1 9 6 0 s ,  b an k s  g e n e r a l ly  w e r e  not n o t ic e a b ly  h a r m e d  

by the d iv e r s i f i c a t io n  of a c t i v i t i e s ,  the m o v e m e n t  to w a r d s  g r e a t e r  r i s k  

in th e ir  own f in a n c ia l  s t r u c t u r e ,  and lo w e r e d  c r e d i t  s t a n d a r d s .  A f te r  

a l l ,  the e a r l y  and m id - 1 9 6 0 s  r e p r e s e n t e d  a f a i r l y  ex ten d ed  p e r io d  of 

r e l a t iv e ly  s t a b le  grow th  and m o d e r a t e ly  s t a b le  p r i c e s .  The f i r s t  h a l f  of 

the 1970s  p r o v e d  to be  a m u c h  to u g h e r  e c o n o m ic  e n v iro n m e n t  in w hich  to 

o p e r a t e .  E ven  a p a r t  f r o m  the r e c e s s i o n  of 1 9 7 4 -7 5 ,  we sh ou ld  not 

m in im iz e  the im p a c t  on b an k s  of o p e r a t in g  in p e r i o d s  of v e r y  tigh t c r e d i t ,  

v e r y  high m o n ey  c o s t s ,  and e x t r e m e ly  e r r a t i c  m o v e m e n t s  in c o m m o d i t i e s  

and o th er  p r i c e s .  T h e s e  f a c t o r s  a f f e c te d  not only  the b a n k s  d i r e c t ly ,  but 

a l s o  the s t a b i l i ty  and p r e d ic t a b i l i t y  of b u s i n e s s  o p e r a t io n s ,  and th at ,  in 

tu rn , h ad  i t s  im p a c t  on the r e p a y m e n t  of bank  lo a n s .

I h av e  m e n tio n e d  s o m e  f in a n c ia l  r a t i o s  and c h a n g e s  in a c t iv i t i e s  

that s p e c i f i c a l l y  a p p ly  to l a r g e  b a n k s .  M any w ould  a r g u e  that s m a l l  b a n k s  

h av e  ch an ge d  m u c h  l e s s  d r a m a t i c a l l y  than  l a r g e r  in s t i tu t io n s ,  and  the 

lo an  l o s s  d a ta  su p p o r t  th is  v iew . D u rin g  the 1 9 5 0 s  and 1 9 6 0 s ,  s m a l l e r  

b a n k s  g e n e r a l ly  h ad  h ig h e r  l o s s  r a t i o s  than the l a r g e r  in s t i tu t io n s .  T hat 

p a t t e r n  c l e a r l y  h a s  b e e n  r e v e r s e d  in the 1 9 7 0 s .  The lo an  l o s s  r a t io s  

h av e  b e en  n o t ic e a b ly  h ig h e r  f o r  l a r g e r  b a n k s  o v e r  the l a s t  few  y e a r s .

T h is  h a s  b e en  due in p a r t  to s o m e  f a i l u r e s  of m a j o r  c o r p o r a t io n s  with
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s u b s t a n t i a l  bank l i n e s  f r o m  l a r g e  b a n k s ,  in p a r t  to the l a r g e  bank s 

g r e a t e r  e x p o s u r e  to c o n s t r u c t i o n  lending and m o r t g a g e  bank ing ,  and 

in p a r t  to th e i r  g r e a t e r  w i l l i n g n e s s  o v e r  th i s  p e r i o d  to f in a n c e  new and 

s o m e t i m e s  u n t e s te d  o p e r a t i o n s  o r  i d e a s .  M o r e o v e r ,  s in c e  the l a r g e  

b a n k s  tend to h a v e  h ig h e r  l o a n - t o - a s s e t  r a t i o s ,  th e i r  e a r n i n g s  tend to

be  m o r e  s e n s i t i v e  to lo an  l o s s e s .

The two f a c t o r s  I h av e  m e n tio n e d  in ex p la in in g  the i n c r e a s e  

in bank p r o b l e m s ,  the g e n e r a l  s t a te  of the e c o n o m y  and the i n c r e a s e d  

w i l l in g n e s s  of b a n k s  to b e a r  r i s k ,  a r e  c l e a r l y  i n t e r r e l a t e d .  T he 

i n c r e a s e d  a g g r e s s i v e n e s s  of the b a n k s  w ould  p r o b a b ly  not h a v e  shown 

up to the s a m e  ex te n t  in i n c r e a s e d  p r o b le m s  if  i t  h ad  not b e e n  f o r  the 

d e c l in e  in the e c o n o m y . L ik e w i s e  the th ird  f a c t o r  I w ish  to e x p lo r e  i s  

r e l a t e d  to  the g e n e r a l  s t a t e  of the e c o n o m y  a s  w e l l .

U n u su a l  c h a r a c t e r i s t i c s  of th is  p e r io d

In r e c e n t  y e a r s ,  in ad d it io n  to the g e n e r a l  d e c l in e  in e c o n o m ic  

a c t iv i ty ,  we h a v e  h ad  so m e  s p e c i a l  p r o b l e m s .  S o m e  a r e  d i r e c t ly  r e la t e d  

to the e c o n o m y , s o m e  a r e  u n u su a l ,  o n e - s h o t  e v e n t s .  T h e s e  in c lu d e  su ch  

f a c t o r s  a s  the t r e m e n d o u s  i n c r e a s e  in e n e r g y  c o s t s ,  r a p id  r i s e  in 

foo d  p r i c e s ,  r e c o r d  h igh  i n t e r e s t  r a t e s ,  and v e r y  s e v e r e  p r o b l e m s  in 

the r e a l  e s t a t e  m a r k e t .

L e t  u s  lo o k  f i r s t  a t  the r e a l  e s t a t e  p r o b le m ,  s in c e  m a n y  o f  o u r  

bank f a i l u r e s  and m a j o r  p r o b le m s  f o r  the p a s t  two y e a r s  h av e  h ad  s e v e r e

While r e a l  e s t a t e  m a r k e t s  h av e  tu rn e d  o rr e a l  e s t a t e  lo a n  p r o b l e m s .

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



/

a p p e a r  to be b o ttom in g  out in m an y  a r e a s  of the c o u n try ,  r e a l  e s t a t e  

lo an  p r o b le m s  in s o m e  a r e a s  m a y  be  with u s  f o r  so m e  t im e .  It i s  

d i f f ic u lt  to te l l  what am o u n t of n o n a c c ru in g  r e a l  e s t a t e  o r  R E IT  lo a n s  

h av e  b e en  w rit te n  o ff  thus f a r ,  and what the u l t im a te  w r i t e - o f f s  w il l  be 

on the v o lu m e  of th e se  lo a n s  p r e s e n t ly  on bank b o o k s .  S o m e  a n a l y s t s  

e x p e c t  that R E IT  lo a n s  s t i l l  on the b o o k s  of the b a n k s  w ill  r e s u l t  in 

l o s s e s  of up to 25 p e r c e n t .  While th is  f i g u r e  s e e m s  high  to m e ,  ev en  

the m o r e  o p t im is t ic  im p ly  u l t im a t e  l o s s e s  s t i l l  to be tak en  by the b a n k s  

o v e r  a p e r io d  of a  n u m b e r  of y e a r s  to be in the o r d e r  of a  b i l l io n  d o l l a r s .

In so m e  in s t a n c e s ,  lo an  sw a p s  and r e f in a n c in g  h av e  f o r e s t a l l e d  o r  

e l im in a te d  im m e d ia te  c h a r g e - o f f s ,  but th e s e  h av e  b e e n  at  the p r i c e  of 

tak ing  on l o n g - t e r m ,  lo w -y ie ld in g  a s s e t s ,  w hich  m a y  p e n a l iz e  l o n g - t e r m  

e a r n in g s .  It i s  p o s s i b l e ,  t h e r e f o r e ,  th at  bank  lo a n s  to R E I T s  w ill  be a  

d r a g  on the e a r n in g s  of s o m e  l a r g e  b a n k s  fo r  s e v e r a l  y e a r s .  If s u c c e s s f u l ,  

h o w e v e r ,  th e s e  w o rk - o u t  p r o g r a m s  m a y  r e d u c e  the n u m b e r  of R E IT  

f a i l u r e s  and lo w e r  fu tu r e  l o s s e s  on R E IT  lo a n s .

Why a l l  the r e a l  e s t a t e  lo an  p r o b l e m s ?  One a n s w e r  g iv e n  i s  

that lan d  b o o m s  a r e  a c c o m p a n ie d  and fe d  by f o r c e s  a s s o c i a t e d  with p r i c e  

a p p r e c ia t io n  and " c a n ' t - m i s s "  p r o je c t io n  that fe e d  on t h e m s e l v e s .  B eyon d  

th i s ,  I think b a n k s  a s  l e n d e r s  and a s  m a n a g e r s  of R E I T s  th rou gh  holding 

c o m p a n ie s  d e s e r v e  a  c o n s id e r a b le  s h a r e  of the b la m e .  High r a t e s  on 

c o n s t r u c t io n  lo a n s  and R E IT  fe e  a r r a n g e m e n t s  that e n c o u r a g e  v o lu m e  

p u r c h a s e s  and s a l e s  undoubted ly  c o n tr ib u te d  im p o r ta n t ly  to a l o s s  of
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p e r s p e c t i v e  on lo an  q u a l i ty .  T oo  m an y  p r o j e c t s  r e q u ir e d  o v e r ly  f a v o r a b le  

s a l e s  o r  o c c u p a n c y  to b r e a k  ev en  and , tbougb I r e c o g n iz e  that the fo llow in g  

i s  e a s y  to s a y  a s  a m a t t e r  of h in d s ig h t ,  the l e n d e r ' s  t r a d i t io n a l  r e s t r a i n t  

on the d e v e l o p e r ’ s p e r p e t u a l  o p t im i s m  w a s  not p r e s e n t .  In m a n y  c a s e s ,  

bank  r e a l  e s t a t e  len d in g  o f f i c e r s  w e r e  too young and in e x p e r ie n c e d  to 

r e m e m b e r  p a s t  p e r io d s  of r e a l  e s t a t e  len d in g  p r o b l e m s .

T h e r e  h av e  b e en  s o m e  w e l l - c o n c e iv e d  p r o j e c t s  that ended  up 

with f o r e c l o s u r e s  and b a n k ru p t  b u i l d e r s .  T h e s e  h a v e  b e e n  due to the 

g e n e r a l  w e a k n e s s  of the e c o n o m y , g r e a t l y  i n c r e a s e d  b u ild ing  c o s t s ,  and 

m u c h  h ig h e r  e n e r g y  c o s t s ,  a l l  of w hich c o n tr ib u te d  im p o r ta n t ly  to the 

f a i l u r e  of m a n y  r e a l  e s t a t e  v e n t u r e s  that a p p e a r e d  sound  when they  w e r e  

c o n c e iv e d .  V e ry  h igh  i n t e r e s t  r a t e s  a d d ed  to the b u rd en  of c a r r y in g  

n o n e arn in g  a s s e t s  and a c c e l e r a t e d  b a n k r u p t c ie s .  Now the eco n o m y  

i s  on the r i s e  and m o n e y  f o r  p e r m a n e n t  f in an c in g  s e e m s  p le n t i fu l .

M any o f  t h e s e  p r o j e c t s  w il l  be b a i le d  out by  the r i s i n g  t id e  of the ec o n o m y , 

and, in the lo n g e r  run , p e r h a p s  by in fla t io n .

S o m e  of the r e a l  e s t a t e  d e v e lo p m e n t s ,  h o w e v e r ,  w e r e  p o o r ly  

c o n c e iv e d  to b e g in  w ith . In s o m e  in s t a n c e s ,  c o s t s  w e r e  ju s t  too  h igh  fo r  

the m a r k e t  and s i z a b le  l o s s e s  w il l  h av e  to be  a c c e p t e d .  S o m e  of the 

d e v e lo p m e n t s ,  p a r t i c u l a r l y  s e c o n d - h o m e  o r  v a c a t io n  a r e a  c o n d o m in iu m s ,  

w e r e  b a s e d  on e x p e c t a t io n s  of  e v e r - i n c r e a s i n g  p r i c e s  and e v e n tu a l  r e s a l e  

a t  a p r o f i t .  Once it b e c a m e  c l e a r  that owning a c o n d o m in iu m  w a s  not a 

s u r e  f i r e  route  to e v e r  h i g h e r  and h ig h e r  v a l u e s ,  it b e c a m e  v e r y  d i f f ic u lt
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to s e l l  any at  a l l .  M any of th o se  p r o j e c t s  s e e m e d  to be b a s e d  on the 

" g r e a t e r  f o o l "  th e o r y  of in v e s tm e n t ,  that i s ,  even  if you fo o l i s h ly  p ay  

too m u ch  f o r  a p ie c e  of p r o p e r t y ,  s o m e t im e  in the fu tu re  you  w il l  be  

a b le  to s e l l  it  a t  an  even  h ig h e r  p r i c e  to an  ev en  g r e a t e r  fo o l .

M any b a n k s  h av e  h ad  p r o b l e m s  with lo a n s  to R E I T s  and r e a l  

e s t a t e  d e v e lo p e r s .  A s m a l l e r  n u m b e r  of b a n k s  h av e  b e e n  a f f e c te d  by 

o th e r  p a r t i c u l a r  p r o b l e m s ,  su c h  a s  l o s s e s  on fo r e ig n  o p e r a t io n s  and 

lo a n s  on o i l  t a n k e r s .  It a p p e a r s  th at  s o m e  of th e s e  p r o b l e m s  h av e  b e e n  

g r e a t l y  e x a g g e r a t e d .  F o r  e x a m p le ,  th e r e  h a s  b e e n  a  w id e ly  c i te d  f i g u r e  

o f  A m e r i c a n  bank  v u ln e r a b i l i ty  on o i l  t a n k e r  lo a n s  of so m e th in g  l ik e  $17 

b i l l io n .  It a p p e a r s  now th at r e s p o n s ib l e  a n a l y s t s  a r e  s a y in g  th a t  the 

co-rrec t  f i g u r e  fo r  A m e r i c a n  b a n k s  i s  a c tu a l ly  n e a r e r  $3 b i l l io n .  O r to 

ta k e  an o th e r  e x a m p le ,  m a n y  o f  the lo a n s  to l e s s  d e v e lo p e d  c o u n t r ie s  that 

h a v e  b e e n  c i te d  a s  a  p o te n t ia l  p r o b le m  f o r  l a r g e  b a n k s  a p p e a r  to be lo a n s  

to f o r e ig n  s u b s i d i a r i e s  o f A A A  U . S .  c o r p o r a t io n s .  N e v e r t h e l e s s ,  th e se  

s p e c i a l  p r o b l e m s ,  c o m b in e d  with the d e c l in e  in the e c o n o m y  and the 

i n c r e a s e d  v u ln e r a b i l i ty  o f  s o m e  b a n k s ,  h av e  le d  to i n c r e a s e d  lo an  l o s s e s  

and a  l a r g e r  n u m b e r  of p r o b le m  b a n k s .

S ig n i f ic a n c e  of th e s e  p r o b le m s

L o a n  l o s s e s  n eed  to  be  v iew ed  w ithin  the c o n te x t  of a b a n k 's  

o v e r a l l  a b i l i ty  to  a b s o r b  su ch  l o s s e s  th rou gh  e a r n in g s  and th rou gh  r e s e r v e  

and c a p i t a l  a c c o u n t s .  I h av e  m e n tio n e d  the d e c l in e  in bank c a p i t a l  r a t i o s  

and  the i n c r e a s e  in lo a n - t o - d e p o s i t  r a t i o s ,  p a r t i c u l a r l y  f o r  the l a r g e
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b a n k s .  S o m e  of the d e c l in e  in c a p i t a l  r a t i o s  h a s  b e en  the r e s u l t  of 

r a p id  g ro w th  of f o r e ig n  o p e r a t io n s ,  i n c r e a s e d  r e l i a n c e  on p u r c h a s e d  

m o n e y ,  ho ld ing  c o m p an y  a c q u i s i t i o n s ,  and in fla t io n , a l l  o f  w hich c o n ­

t r ib u te d  to r a p id  d e p o s i t  gro w th  fo r  a l l  b a n k s .  D u rin g  the p a s t  y e a r  o r  

s o ,  h o w e v e r ,  m a n y  b a n k s  h av e  m a d e  c o n s id e r a b le  p r o g r e s s  in re d u c in g  

th e ir  v u ln e r a b i l i ty .  B an k  c a p i t a l  i n c r e a s e d  f a s t e r  than d e p o s i t s  l a s t  

y e a r  and , a s  a  r e s u l t ,  c a p i t a l  r a t i o s  r o s e .  The d e p o s i t  m ix  of b a n k s ,  

and p a r t i c u l a r l y  l a r g e  b a n k s ,  h a s  im p r o v e d  c o n s id e r a b ly  f r o m  the s t a n d ­

poin t o f c o s t  and s t a b i l i ty .  B a n k s  h a v e  not b id  a g g r e s s i v e l y  f o r  C D s ,  

a l lo w in g  a  s i z a b l e  ru n off .  T h u s ,  w hile  b an k  d e p o s i t s  h a v e  i n c r e a s e d  by 

o v e r  7 p e r c e n t  s in c e  the end of 1974, th at  i n c r e a s e  o c c u r r e d  d e s p i t e  a  

s i z a b l e  re d u c t io n  in l a r g e  C D s .  B an k  lo a n s  a r e  v i r t u a l ly  u n ch an ged  f r o m  

y e a r - e n d  1974, w h e r e a s  h o ld in g s  o f  U. S .  G o v e r n m e n t  s e c u r i t i e s  h a v e  

i n c r e a s e d  by ab o u t $40 b i l l io n .  T h u s ,  the banking  s y s t e m  i s  c l e a r l y  in 

a  m o r e  l iq u id  and l e s s  v u ln e r a b le  p o s i t io n  than it  w a s  a  y e a r  o r  so  a g o .

T h e r e  i s  a l s o  r e a s o n  f o r  o p t im i s m  when w e lo o k  a t  ban k  e a r n in g s .  

In the a g g r e g a t e ,  b an k  e a r n in g s  h av e  h e ld  up f a i r l y  w e ll  d u r in g  th i s  v e r y  

d i f f ic u lt  p e r io d .  B an k  e a r n in g s  r o s e  by  ab o u t  2 p e r c e n t  l a s t  y e a r ,  m ak in g  

it one of the few  i n d u s t r i e s  to show an i n c r e a s e  in e a r n in g s  d u r in g  the 

r e c e s s i o n .  But that a v e r a g e  i n c r e a s e  m a s k s  s o m e  w ide v a r i a t i o n s .  A long 

with s o m e  s i z a b le  g a i n s ,  th e r e  w e r e  a  lo t  of m o d e r a t e  g a in s  and s o m e  v e r y  

s i z a b l e  d e c l in e s .  D e s p i t e  w eak  c o m m e r c i a l  lo an  d em an d  and d e c lin in g  

lo an  r a t e s ,  b a n k s  g e n e r a l ly  m a in ta in e d  th e ir  s p r e a d  be tw een  g r o s s
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e a r n in g s  and m o n e y  c o s t s .  M oney c e n te r  b a n k s  a c tu a l ly  im p r o v e d  th e ir  

s p r e a d s .  B a n k s  e x p e r ie n c in g  the w o r s t  y e a r - t o - y e a r  c o m p a r i s o n s

g e n e r a l ly  did so  b e c a u s e  of lo an  l o s s e s .

L o a n  l o s s e s  h av e  c o m e  to p la y  a m a j o r  f a c t o r  in d e te rm in in g  

bank net in c o m e .  T h is  i s  qu ite  d i f fe r e n t  than  the s i tu a t io n  only a few  

y e a r s  ag o  when bank lo an  l o s s e s  h ad  a  n e g l ig ib le  e f fe c t  on bank e a r n in g s .  

T he i n c r e a s e d  im p o r ta n c e  of lo a n  l o s s e s  i s  shown in a  r e c e n t  r e p o r t  of 

K e e fe ,  B r u y e t te  & W oods, I n c . ,  a  le ad in g  bank s to c k  a n a ly s t ,  w hich 

r e p o r t e d  an a v e r a g e  r a t io  of net lo an  l o s s e s  to o u tstan d in g  lo a n s  of . 65 

p e r c e n t  f o r  82 l a r g e  b an k s  in 1975. T h e r e  w a s  c o n s id e r a b le  v a r i a t io n  

am o n g  b a n k s  and  am o n g  r e g io n s .  The p e r c e n t a g e  f o r  10 New Y o rk  b a n k s  

w a s  . 72 p e r c e n t  and  fo r  10 so u th e rn  b a n k s  the f i g u r e  w a s  1. 1 p e r c e n t .

It w a s  lo w e r  in the r e s t  of the c o u n try  and only .4 1  p e r c e n t  fo r  5 l a r g e  

b a n k s  in T e x a s .

It i s  d i f f ic u lt  to p r e d i c t  bank  e a r n in g s  f o r  th is  y e a r .  F i r s t  

q u a r t e r  r e p o r t s  s e e m  to in d ic a te  th at  m o s t  b a n k s  h av e  d e c l in e s  a s  

c o m p a r e d  with l a s t  y e a r .  T h at  r e f l e c t s  lo w e r  lo an  v o lu m e  and lo w e r  

i n t e r e s t  r a t e s  a s  c o m p a r e d  with the f i r s t  q u a r t e r  of l a s t  y e a r ,  and an 

i n c r e a s e d  ten den cy  of b a n k s  to s p r e a d  out lo an  c h a r g e - o f f s  th rou ghou t 

the y e a r  r a t h e r  than c o n c e n tr a t in g  th e m  h e a v i ly  in the l a s t  q u a r t e r .  

While it i s  h a r d  to f o r e c a s t  the b a la n c e  of the y e a r ,  s in c e  m uch  w ill  

depend  on lo an  d em an d  and in t e r e s t  r a t e s ,  I w ould e x p e c t  c o m p a r i s o n  

with l a s t  y e a r  to g e t  b e t t e r  th rou gh ou t the y e a r .  I would a l s o  e x p e c t  to 

s e e  so m e  im p r o v e m e n t  s t e m m in g  f r o m  a re d u c t io n  in lo an  l o s s e s .
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R e la t io n s h ip  to F D IC  p r o b le m  l i s t  and s u p e r v i s o r y  im p l i c a t io n s

The t r e n d s  I h a v e  d e s c r ib e d  so  f a r  h av e  been  r e f l e c t e d  in o u r  

l i s t  of p r o b le m  b a n k s .  The F D I C ' s  p r o b le m  l i s t ,  w hich in c lu d e s  n a t io n a l  

b a n k s  and S ta te  m e m b e r  b a n k s  a s  w e l l  a s  n o n m e m b e r  b a n k s ,  now t o t a l s  

about 370 b a n k s .  T h at n u m b e r  w a s  in c r e a s in g  s t e a d i ly  a l l  d u r in g  1975 

but now a p p e a r s  to be le v e l in g  o ff .  While that i s  only  about 2 - 1 /2  p e r c e n t  

of a l l  in s u r e d  c o m m e r c i a l  b a n k s ,  it i s  n e v e r t h e l e s s  a t  i t s  h ig h e s t  l e v e l  in 

25 y e a r s .

We h a v e  c o m p a r e d  f i g u r e s  of o u r  p r o b le m  l i s t  with d a ta  on the 

ec o n o m y  a s  a  w h ole ,  in m u c h  the s a m e  w ay  w e did  with lo an  l o s s e s ,  and 

found a g a in  a m e a n in g fu l  r e l a t io n s h ip .  H o w e v e r ,  w h e r e a s  lo a n  l o s s e s  

a p p e a r  w o r s t  ju s t  when the s t a te  of the e c o n o m y  i s  w o r s t ,  o u r  p r o b le m  

l i s t  te n d s  to la g  by an  a v e r a g e  of about 12 m o n th s .  T h is  sh o u ld  not be 

s u r p r i s i n g  s in c e  th e r e  te n d s  to be a la g  in the e x a m in a t io n  and a n a l y s i s  

p r o c e s s  and s in c e  o u r  own e x a m in e r s  a r e  not ap t  to be  c o m p le te ly  

in s e n s i t iv e  to r e c e n t  e c o n o m ic  and f in a n c ia l  d e v e lo p m e n t s .  T h u s ,  it  i s  

not s u r p r i s i n g  th at now, ab o u t a  y e a r  f r o m  the low point in the r e c e s s i o n ,  

w e a r e  a t  a h igh  p o in t  on o u r  p r o b le m  l i s t .  If the c u r r e n t  r e la t io n s h ip  

fo l lo w s  p r e v io u s  e x p e r i e n c e ,  I w ould  e x p e c t  the n u m b e r  on o u r  p r o b le m

l i s t  to g e t  s m a l l e r  l a t e r  on th is  y e a r .

N ot only  h a s  the banking  s y s t e m  go tten  c o n s id e r a b le  a tten tio n

o v e r  the l a s t  y e a r  o r  so ,  so  h a s  the bank s u p e r v i s o r y  s y s t e m .  T h e r e  

a r e  th o se  who s a y  o r  im p ly  th at  in a d e q u a te  bank  re g u la t io n  w a s  the 

c a u s e  of so  m an y  b a n k s  b e in g  on p r o b le m  l i s t s .  T h a t  m i s s e s  the p o in t ,
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h o w e v e r ,  s in c e  it i s  good bank re g u la t io n  and s u p e r v i s io n  that sp o t  the 

b a n k s  that a r e  in tro u b le  and p u ts  th e m  on l i s t s  fo r  c l o s e r  s u p e r v i s io n .

The q u e s t io n  p r o b a b ly  sh o u ld  b e ,  cou ld  b e t te r  re g u la t io n  and s u p e r v i s io n  

h av e  p re v e n te d  b an k s  f r o m  re a c h in g  a con d ition  w hich r e q u ir e d  c l o s e r  

s u p e r v i s io n  by bank r e g u l a t o r s ?  Whiat a r e  the im p l ic a t io n s  of th is  

e c o n o m ic  c y c le  a n a l y s i s  of bank p r o b le m s  f o r  bank s u p e r v i s io n ?

It i s  m y  v iew  that b an k  s u p e r v i s io n  a s  we know it in the U nited  

S t a t e s ,  a s  o p p o se d  to i t s  c h a r a c t e r i s t i c s  in o th e r  c o u n t r ie s  such  a s  J a p a n ,  

i s  l im i t e d  in i t s  a b i l i ty  to d ic ta te  the so u n d n e s s  of the banking  s y s t e m .  It 

a p p e a r s  that a c o n s id e r a b le  p a r t  of the ban k  p r o b le m s  of the l a s t  c o u p le  of 

y e a r s  h a s  been  due one w ay  o r  a n o th e r  to the g e n e r a l  s t a te  of the ec o n o m y .

T h at i s  c l e a r l y  a  m a t t e r  beyond  the c o n tr o l  of the p r o c e s s  of b an k  s u p e r v i s io n .  

S o m e  of the p r o b le m s  h av e  been  due to s p e c i f i c  u n p r e d ic t a b le  e v e n ts  l ik e  the 

r a p id  i n c r e a s e  in o il  p r i c e s  and a  r e s u l t in g  d e c l in e  in the d em an d  fo r  o il  

and o i l  t a n k e r s .  It w ould  h av e  b e e n  n ic e  if we had  b e e n  a b le  to a n t ic ip a te  

and p r e v e n t  the d e b a c le  of the R E I T S ,  f o r  e x a m p le .  In v iew  of the v a s t  

n u m b e r  of f in a n c ia l  e x p e r t s  who f a i l e d  to f o r e s e e  th e s e  p r o b l e m s ,  I don 't  

think it i s  s u r p r i s i n g  th at  bank s u p e r v i s o r s  f a i le d  a l s o .

T h e r e  i s  one a r e a ,  h o w e v e r ,  in w hich we do h av e  an  a b i l i ty  to 

l e s s e n  the im p a c t  of the b u s i n e s s  c y c le .  We m u s t  be v e r y  c a r e f u l  in th is  a r e a ,  

h o w e v e r .  It i s  the one c o v e r in g  bank a t t i tu d e s  to w a rd  r i s k  and the w i l l in g n e s s  

of b a n k e r s  to i n c r e a s e  lo an  r a t i o s  and d e c r e a s e  c a p i t a l .  We a r e  g iv in g  m o r e  

a tten tio n  to th e s e  m a t t e r s  a t  the p r e s e n t  t im e ,  and we w ill  continue to d em an d
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m o r e  c a p i t a l  f r o m  b a n k s  in a d e q u a te ly  c a p i t a l i z e d ,  a s  w ell  a s  d em an d  that 

lo an ,  in v e s tm e n t ,  and o p e r a t in g  p o l i c i e s  and p r a c t i c e s  be r e a s o n a b le  o n e s .

We h av e  so  in fo r m e d  m e m b e r s  of the two B ank ing  C o m m it t e e s  who h av e  

e x p r e s s e d  c o n c e r n  o v e r  c a p i t a l  a d e q u a c y .  We a r e  an a ly z in g  t r e n d s  

r a t h e r  than s t a t ic  p ic t u r e s  m u ch  m o r e  in ten tly  than we did in the p a s t .

C o m p u te r s  a r e  w h ir r in g  c o n s ta n t ly  a s  we t r y  to f ind  w a y s  to d i s c o v e r  

p r o b l e m s  s o o n e r .  We a r e  lo ok in g  m u c h  h a r d e r  at m a n a g e m e n t  and a r e  

w ill in g  to s t e p  in q u ic k e r  with f o r m a l  o r d e r s  r e q u ir in g  a c t io n  on m a n a g e m e n t ' s  

p a r t .  W e've a s k e d  C o n g r e s s  f o r  m o r e  p o w e r s  to d e a l  not only  with d i sh o n e s t  

b a n k e r s  but g r o s s l y  n e g l ig e n t  o n e s .

We r e c o g n iz e ,  h o w e v e r ,  that banking  i s  a  r i s k - t a k in g  b u s i n e s s  

and we m u s t  r e ly  on m a r k e t  f o r c e s ,  on m a n a g e m e n t ,  and on o w n e r s ,  in 

ad d it io n  to o u r  s u p e r v i s o r y  ju d g m e n t ,  to d e t e r m in e  the a p p r o p r i a t e  d e g r e e  of ^ 

r i s k  f o r  in d iv id u a l  b a n k s .  I do not b e l ie v e  th at  ev en  the m o s t  o u tsp o k e n  c r i t i c s  

of banking  and  bank r e g u l a t o r s  w ant the r e g u l a t o r s  to run the b a n k s  r a t h e r  than 

the b a n k e r s .  We can  a l l  a g r e e  that that i s  not o u r  fu n c tio n . If we a r e  too 

intent upon p re v e n t in g  a l l  bank f a i l u r e s  in o u r  r e g u la t o r y  p o s t u r e ,  we m a y  

h av e  s o m e  s u c c e s s  in sh o rte n in g  o u r  p r o b le m  l i s t s ,  but the c o n s e r v a t iv e  banking I 

p h i lo s o p h ie s  we w ould  h a v e  to adop t w ould r e t a r d  the p r o g r e s s  of the econom y.

So a t te m p tin g  to p r e v e n t  a l l  bank  f a i l u r e s  i s  not o u r  fun ctio n  e i t h e r .  In so m e  

c a s e s ,  G o v e r n m e n t  p o l ic y ,  which I e n d o r s e ,  h a s  e n c o u r a g e d  a sh if t  to w a r d s  

a r i s k i e r  banking  p o s t u r e .  We h a v e  i s s u e d  r e g u la t io n s  on " l e e w a y  in v e s tm e n ts "  

w hich h av e  b r o a d e n e d  the ty p e s  of in v e s t m e n t s  that c a n  be m a d e .  B y  d isapproval 

of re d l in in g  and p r o m o t in g  the co n c ep t  of eq u a l  c r e d i t  o p p o rtu n ity ,  we h av e  

a c t iv e ly  p u sh e d  b a n k s  into len d in g  that they  m a y  f e e l  (though I do not
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n e c e s s a r i l y  a g r e e )  i s  m o r e  r i s k y .  The F D I C  h a s  be en  in the v a n g u a r d  

of th o se  who i n s i s t  that the B an k  M e r g e r  A ct  be i n t e r p r e t e d  to p e r m i t  

m o r e  c o m p e t i t i o n  be tw ee n  b a n k s ;  th i s  a p p r o a c h  h a s  a s  i t s  c o r o l l a r y  an 

u n w i l l in g n e s s  to p r o t e c t  c o m p e t i t o r s  f r o m  the r e s u l t s  of c o m p e t i t i o n  - -  

i.  e .  , one w in s ,  one l o s e s .

F r a n k ly ,  I b e l ie v e  that the F D IC  and the o th er  r e g u l a t o r s  h av e  

done an  e x c e l le n t  job  of bank s u p e r v i s io n  d u r in g  the p a s t  two o r  th r e e  

y e a r s  a f t e r  the m a g n itu d e  of the p r o b le m s  b e c a m e  a p p a r e n t  to u s .  V e r y  

l a r g e  bank  f a i l u r e s  h a v e  b e en  r e s o l v e d  by the C o r p o r a t io n  w o rk in g  c l o s e l y  

with the C o m p t r o l l e r  of the C u r r e n c y  o r  the F e d e r a l  R e s e r v e  S y s t e m  without 

the l o s s  of a  d im e  to any d e p o s i t o r  and with only m in im u m  d is r u p t io n  in the 

c o m m u n it ie s  e f fe c te d .  C o m p a r e  that with the r e s u l t  of the b an k  p a n ic s  in 

the '2 0 s  o r  e a r ly  3 0 s i

The C o r p o r a t io n  and the o th e r  r e g u l a t o r s  sh ou ld  be p r a i s e d ,

not b e r a t e d ,  fo r  th is  p e r f o r m a n c e .

The ju r y  i s  s t i l l  out, h o w e v e r ,  on the q u e s t io n  of p re v e n t io n .  

Som eh ow , the r e g u l a t o r s  m u s t  do a b e t te r  jo b  o f  c a r r y in g  out the fu l l  r a n g e  

of r e s p o n s ib i l i t i e s  g iv e n  th e m  by C o n g r e s s ,  s o m e  of w hich  h av e  only l im ite d  

d i r e c t  e f fe c t  on s a f e ty  and s o u n d n e s s ,  m u s t  sp o t  p r o b le m  s i tu a t io n s  e a r l i e r ,  

m u s t  be w ill in g  and a b le  to m o v e  in m o r e  q u ick ly  with e f fe c t iv e  e n fo rc e m e n t  

ac t io n ,  and m u s t  do a l l  of th is  w hile  r e c o g n iz in g  that o u r  e c o n o m y  n e e d s  the 

in i t ia t iv e ,  in gen u ity  and  a g r e s s i v e n e s s  of f r e e  e n t e r p r i s e ,  and c o m p e t i t iv e

ban k in g .
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In any c a s e ,  I b e l ie v e  that the m o v e m e n t  s in c e  19b0 h a s  b e en  

e s s e n t i a l l y  h e a lth y ,  though it m a y  h av e  gone too f a r  in so m e  r e s p e c t s .

O v e r a l l ,  the s y s t e m  i s  not in bad sh a p e  and I do not think we h a v e  to be 

a p o lo g e t ic .  S o m e  in d iv id u a l  b a n k s  m a d e  m i s t a k e s  and h av e  s u f f e r e d  f o r r r  

th o se  m i s t a k e s .  I w ould  h av e  p r e f e r r e d  it if we co u ld  h av e  sp o tte d  th o se  

in d iv id u a l  s i tu a t io n s  e a r l i e r ,  and p e r h a p s  c o r r e c t e d  th e m . No on e ,  

p a r t i c u l a r l y  a bank r e g u la t o r ,  l i k e s  to s e e  a  bank  f a i l .  But the r o le  of 

banking  s u p e r v i s io n  in g e n e r a l ,  and c e r t a in ly  of the F D IC ,  i s  m u c h  m o r e  

o r ie n te d  to w a rd  so u n d n e s s  in the banking  s y s t e m  and m a in te n a n c e  of 

c o n f id e n c e  in that s y s t e m  r a t h e r  than  p r o te c t in g  in d iv id u a l  b a n k s .  W hile 

I r e c o g n iz e  the in t e r r e la t io n s h ip  of the two c o n c e p t s ,  it should  be k e p t  in 

m in d  that they  a r e  d i f f e r e n t .  A s  long a s  banking  i s  p a r t  of the c o m p e t i t iv e  

e n t e r p r i s e  s y s t e m ,  th e r e  w il l  be bank f a i l u r e s .

What the F D IC  h a s  done, h o w e v e r ,  i s  c u sh io n  the sh o ck  of a  

f a i l u r e ,  and w e 'v e  done an  e x c e l le n t  job  t h e r e .  I a m  s u r e  you h av e  a l l  

s e e n  the r e c e n t  G a llu p  P o l l  w hich  sh ow ed  that 93 p e r c e n t  of A m e r i c a n s  with 

bank  a c c o u n t s  f e e l  th e ir  m o n e y  i s  s a f e  t h e r e .  T h is  c o m e s  a f t e r  in te n s iv e  

b a d  p u b l ic i ty  ab o u t bank  p r o b l e m s ,  and  so o n  a f t e r  the l a r g e s t  b an k  f a i l u r e s  

in o u r  h i s t o r y .  F r a n k ly ,  we f e e l  that th is  o v e rw h e lm in g  d i s p la y  of c o n f id e n ce  

i s  a d i r e c t  r e s u l t  of the F D I C ' s  e f f o r t s  o v e r  the y e a r s .  Any s u g g e s t io n s  

that the o p e r a t io n s ,  fund ing , o r  c o n tr o l  of the C o r p o r a t io n  be c h an g e d  m u s t  

d e a l  with the p o s s i b i l i t y  that th is  co n f id en ce  m a y  be e r o d e d .
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We c e r t a in l y  c an  im p r o v e  o u r  p o l i c i e s  and o u r  o p e r a t io n s  in 

m an y  a r e a s ,  and I in tend to e x p lo r e  the p o s s i b i l i t i e s  d u r in g  m y  t e t m  

a s  C h a i r m a n  of the F D I C .  We c an n o t  c o m p le te ly  s e v e r  the l in k s ,  

h o w e v e r ,  be tw een  the p e r f o r m a n c e  of the e c o n o m y  and the p e r f o r m a n c e  

of the banking  s y s t e m .  If the e c o n o m y  c o n t in u e s  to im p r o v e ,  n ex t  y e a r  

w il l  p r o b a b ly  be  a  v e r y  good  y e a r  f o r  b a n k s .  I s u s p e c t  that b a n k s  w il l  be 

so m e w h a t  m o r e  c a u t io u s  in th e ir  le n d in g  p o l i c i e s  than w a s  the c a s e  d u r in g  

the p a s t  few  y e a r s .  We w il l  be  m o r e  c a u t io u s  a s  w e l l  and v iew  u n u su a l  

s i tu a t io n s  m u c h  m o r e  s k e p t i c a l ly  than  f iv e  y e a r s  a g o .  W hether o r  not 

that c au t io n  w il l  p r o v e  w a r r a n t e d  o r  p e r h a p s  o v e r d o n e ,  w i l l  d ep en d  in 

g r e a t  p a r t  on the p e r f o r m a n c e  o f  the e c o n o m y  in the y e a r s  a h e a d .

# # # # #
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