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THE FDIC: BANK EXAMINATION AND SUPERVISION

Chairman Robert E. B arn ett, in  speaking to the M issouri Bankers A ssociation  D irectors 
Conference, d iscu ssed  h is  views o f the stren gth s and weaknesses in  FDIC examination 
and superv ision  o f banks, what changes are  taking p lac e , and what changes might be 
expected in  the near fu tu re .

In emphasizing the change in  FDIC su p erv ision  to one of in creased  a tte n tio n  to la rg e r  
banks and to  banks with superv isory  problems, Mr. Barnett pointed out th at an impor­
tant fac to r in  the FDIC's a c t iv ity  i s  the fa c t  that the FDIC, the primary Federal 
supervisor o f an in creasin g  percentage o f the n a t io n 's  banks, has become an agency 
that su p erv ises both sm all and very la rg e  banks. I t  now has primary Federal super­
visory re sp o n s ib il i ty  not only fo r  three tim es as many banks with d ep o sits  over $100 
million as the Federal Reserve, fo r  example, but a lso  fo r  more banks with d ep o sits  
over $1 b i l l io n .

In reviewing recent changes in  the bank regu lato ry  environment, Mr. Barnett c ite d  the 
growth in the s iz e  o f banks and the increased  r i s k s  in  some la rg e  banks, the s iz a b le  
volume of consumer p ro tectio n  le g is la t io n  which has added to the d u tie s  o f the bank 
examiner, and the change from an atmosphere o f c o n fid e n tia lity  and secrecy regarding 
a bank's condition  to one o f d isc lo su re  and media a n a ly s is .

These changes have ra ise d  question s with re sp ect to the examination and su perv ision  
policies which have t r a d it io n a l ly  included examination o f a l l  banks in  b a s ic a l ly  the 
same manner re g a rd le ss  o f s iz e  or degree o f problem, in su f f ic ie n t  formal follow-up 
on d e fic ien c ie s  revealed  by the exam ination, inadequate emphasis on a sp ec ts  of the 
bank other than lo an s, in e f f ic ie n t  use o f manpower in  examining sm all banks, and 
questions about the b e st  method of tra in in g  examiners. These m atters, Mr. Barnett 
points out, are  already  rece iv in g  a tte n tio n .

The FDIC has recen tly  adopted a new reg u latio n  regarding in s id e r  tra n sa c t io n s , an 
area of s ig n if ic a n t  abuses in  many bank f a i lu r e s .  Use o f formal enforcement ac tion  
has increased s ig n i f ic a n t ly ,  with 49 cease  and d e s i s t  orders having been authorized 
in the f i r s t  ten months of 1976 versu s only 13 ac tio n s in  a l l  of 1975. The exami­
nation and su p erv ision  process i s  being made more e f f ic ie n t  through use of delegated  
authority to reg io n a l d ir e c to r s ,  experim ental withdrawal from regu lar  examination in 
three s t a t e s ,  increased  examiner tra in in g  in  EDP, and use o f computerized techniques 
in examinations and by elim in ation  o f some routine a c t iv i t i e s  from examination. The 
Corporation i s  a lso  encouraging examiners to meet more frequen tly  with a bank 's board 
0 d irectors and i s  g iv in g  a tten tio n  to developing some personnel sp e c ia liz a t io n  in  
various asp ec ts  of the exam ination.
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Other changes in  su p erv isio n  include use of ear ly  warning system s, employment of 
f in a n c ia l  a n a ly s is  techniques, devotion o f g re a te r  a tte n tio n  to earnings a s  an 
in d ica to r of pending tro u b le s , and uniform c la s s i f i c a t io n  o f p a r t ic ip a te d  national 
c r e d it s .

Among other superv isory  is su e s  touched on by Mr. Barnett were: c a p it a l  adequacy and 
the leverage bank agen cies can use when ap p lic a tio n s  are  f i l e d ;  the question s to be 
reso lved  regarding the need fo r  a Federal Bank Examination Council; the questions 
ra ise d  by the p o s s ib i l i t y  of p a r t i a l  withdrawal o f the FDIC from exam inations; the 
need fo r  more form al tra in in g  of bank exam iners; problems of superv ision  o f bank 
holding companies; and the remaining question s o f d if fe r in g  superv isory  techniques 
fo r  la rg e  a s  d istin gu ish ed  from sm all banks.

# # # # #
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The FD IC  ex am in es and su p e r v is e s  8, 628 c o m m e rc ia l  banks 

and 331 m utu al sa v in g s  banks with com bined  d e p o s it s  of o v er  $285 b illio n . 

The C o m p tro lle r  of the C u rren cy  e x am in es and s u p e r v ise s  4 ,7 4 5  c o m m e r ­

c ia l  banks with d e p o s it s  of $450 b illio n . The F e d e r a l  R e se r v e  S y ste m  

ex am in es and su p e r v is e s  1 ,0 3 2  banks with d e p o sits  of $143 b illio n . While 

the n u m ber and s iz e  of banks exam in ed  by the C o m p tro lle r  of the C u rren cy  

have rem ain ed  re la t iv e ly  con stan t in re la tio n  to the grow ing n um ber and s iz e  

of banks in  the cou n try , the n um ber and s iz e  of th o se  exam in ed  by the FD IÇ 

have in c r e a se d  f a s t e r  than the a v e r a g e s ,  and th o se  exam in ed  by the F e d e r a l  

R e se rv e  h ave d ra m a tic a lly  d e c r e a se d . O ver 60 p ercen t of the d e p o sits  

su p e rv ise d  by the F e d e r a l  R e se r v e , fo r  exam p le , now a r e  co n cen trated  

in only 22 b an k s.

The C o rp o ra tio n  i s  thought of a s  the F e d e r a l  agen cy  that s u p e r ­

v ise s  only sm a ll  b an k s; the C o m p tro lle r  and the F e d e r a l  R e se r v e  a r e  

thought of a s  the a g e n c ie s  that su p e r v ise  the la r g e  b an k s. T h is no lo n ger 

i s  a c c u ra te . We now su p e r v ise  th re e  t im e s  a s  m any ban ks with d e p o sits  

o ver $100 m illio n  a s  the F e d e r a l  R e se r v e  and a r e  ap p ro ach in g  the n um ber 

su p e rv ise d  by the C o m p tro lle r . We su p e r v ise  m o re  banks with d e p o sits  

of o ver $1 b illio n , c o m m e rc ia l  and m utual sav in g s  com bined , than d o es 

the F e d e r a l  R e se r v e .

The tre n d s o v e r  the p a st  few  y e a r s  a lso  su p p ort the grow ing 

im p o rtan ce  of the FD IC  a s  a F e d e r a l  su p e r v iso r  of b an k s. In 1956, 20 

y e a r s  ag o , the C o rp o ra tio n  su p e rv ise d  6, 983, the C o m p tro lle r  4 ,6 5 1 , 

and the F e d e r a l  R e se rv e  1 ,8 0 7 . In 1966, 10 y e a r s  ag o , the C o rp o ratio n
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su p e rv ise d  7, 724 banks with d e p o s its  of $108 b illio n , the C o m p tro lle r  

4 ,7 9 9  banks with d e p o s its  of $207 b illio n , and the F e d e r a l  R e se r v e  1 ,3 5 0  

banks with d e p o s its  of $86 b illio n . F iv e  y e a r s  ag o , the n u m b ers show ed 

the FD IC  with 8 ,2 1 1  banks with $183 b illio n  d e p o s it s , the C o m p tro lle r  

4 ,6 0 0  banks with $316 b illio n  d e p o s it s , and the F e d e r a l  R e se rv e  1, 128 

banks with $112 b illio n  d e p o s it s . If th ose  tren d s continue, e sp e c ia l ly  if 

the 22 la r g e  banks c u rre n tly  su p e rv ise d  by the F e d e r a l  R e se rv e  w ere  to 

c e a s e  to be su p e rv ise d  by the F e d e r a l  R e se r v e , e ith er  by w ithdraw ing 

fro m  F e d e r a l  R e se rv e  m e m b e rsh ip  o r  by con vertin g  to n ation al c h a r te r s ,  

th e re  w ill be only two ra th e r  than th ree  F e d e r a l  bank su p e r v iso r y  

a g e n c ie s .

It i s  e x tre m e ly  im p o rtan t, th e re fo re , that the FD IC  m ak e known 

i t s  v iew s on bank exam in ation  and su p e rv is io n . The pub lic , C o n g re ss  and 

the banking in d u stry  should know what we view  a s  the stre n g th s and w eak ­

n e s s e s  in FD IC  su p e rv is io n , and what ch an ges a p p e a r  to be  d e s ir a b le , 

and p e rh ap s even e s s e n t ia l ,  in the n e a r  fu tu re .

I

L e t  m e beg in  by say in g  that we exp ect bank exam in atio n s to 

continue. We re c o g n iz e  that an argu m en t can  be c o n stru c te d  that concludes 

that it  would be c h e ap e r  and no m o re  r isk y  to e lim in a te  a l l  bank e x am in a­

tio n s and u se  the m oney sav e d  to pay off the " fe w " ad d ition al banks that 

m igh t f a i l ,  to in c r e a s e  the c a p ita l p o sitio n  of w eak b an k s, e tc . The m o st 

im p o rtan t re sp o n se  to th e se  arg u m e n ts  a t  th is tim e i s  s im p ly  to sa y  that
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we have had bank exam in atio n s in th is country  fo r  147 y e a r s  and that we 

se e  no s ign  that w e 'll  e lim in a te  them  in the fo r e s e e a b le  fu tu re . The 

public ex p e c ts  ban ks to be exam in ed  by gov ern m en tal a g e n c ie s .

It i s  m o r e  fru itfu l fo r  the C o rp o ra tio n  to attem p t to an a ly ze  

w e a k n e sse s  that m ay  e x is t  in our su p e rv iso ry  p r o c e s s ,  and to attem p t 

to c o r r e c t  th o se  w e a k n e sse s .

II

F i r s t ,  a qu ick  rev iew  of the bank re g u la to ry  environm ent is  in 

o rd e r . The 1960s and 1970s h ave brough t ch an ges which h ave im p o rtan t 

im p lica tio n s fo r  the p r o c e s s  of bank exam in ation  and su p e rv is io n . One of 

th ese  ch an ges i s  s im p ly  the fa c t  that banks h ave gotten  b ig g e r . A s I have 

m entioned ab o ve , th is i s  a m uch  m o re  s ig n ific a n t change fo r  the FD IC  

than fo r  the o th er su p e r v iso r y  a g e n c ie s . I don 't think we have co m p le te ly  

ad ju sted  to ou r new situ a tio n  y et.

Not only h ave banks gotten  b ig g e r , but banking h as b ecom e 

m o re  co m p lex  and a r i s k ie r  b u s in e s s ,  p a r t ic u la r ly  fo r  th e se  l a r g e r  b an k s. 

Som e y e a r s  ag o , we u se d  to think that b ig  ban ks could  not get into s e r io u s  

trouble  and that the r e a l  fo cu s of bank su p e rv is io n  should be on the s m a l le r  

banks. While th e re  a r e  m any d iffe re n t w ays to define the r i s k in e s s  of 

d ifferen t p a r t s  of the banking sy s te m , none of them  p e r fe c t , it  d o es a p p e a r  

that th ere  h as been  an in c r e a s e  in  r i s k s  in so m e  la r g e  b an k s. One s t a t is t ic  

which h as  re c e iv e d  in c r e a s in g  atten tion  in  the la s t  y e a r  o r  so  h a s  been  the
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s iz e  of our "p ro b le m  l i s t .  "  A lthough 97 1 /2  p e rce n t of a l l  banks a r e  not 

on any p ro b le m  l i s t ,  we a r e  co n cern ed  about both the n um ber and the s iz e  

of banks which a r e  on the p ro b le m  l i s t ,  som e of them  la r g e r  b an k s. L e t 

m e sa y  qu ick ly  that the p ro b lem  l i s t  r e f le c t s  the condition  of banks when 

they a r e  exam in ed , not n e c e s s a r i ly  th e ir  c u rre n t condition . T h ere  i s  a 

su b sta n tia l tim e lag  betw een the tim e that a bank is  found to be in a "p rob lem " 

condition  and the tim e it a p p e a r s  on the FD IC  p ro b le m  l i s t ;  in c a s e s  of la rg e  

b an k s, the tim e lag  m ay  be a s  m uch a s  10 m on th s. To a g r e a t  extent, th e re ­

fo r e , ou r p ro b le m  l i s t  r e f le c t s  the condition  of the in d u stry  som e tim e  ago .

It i s  our judgm en t, fo r  e x am p le , that the condition  of the banking in d u stry  is 

m uch b e tte r  now than it w as at the beginning of the y e a r , even though there  

w ere  few er banks on our p ro b le m  l i s t  then.

A nother im p o rtan t change in  the banking environm ent h as been  

the en try  of the co n su m e r  m ovem ent into banking, the r e su lt  of which 

h as  been  a s iz a b le  volum e of c o n su m e r p ro tectio n  le g is la t io n  enacted  by 

the C o n g r e ss  in  re c e n t y e a r s .  The m a jo r  p a r t  of a ty p ica l bank e x a m in a­

tion  h a s  been  and s t i l l  i s  loan  evalu ation . The bank e x am in e r , h ow ever, 

i s  r e sp o n s ib le  now fo r  m any oth er a sp e c t s  of banking than the extension  

of lo a n s , and o th er a s p e c t s  of the loan  than i t s  c re d it  qu a lity . The bank 

e x a m in e r  m u st  en fo rce  tru th -in -len d in g , equal c re d it  opportunity , f a i r  

housing lend in g, hom e m o r tg a g e  d is c lo s u r e  and s e v e r a l  o th er co n su m er 

p ro tectio n  la w s . The banking a g e n c ie s  h ave  been  c r i t ic iz e d  in  recen t 

m onths fo r  devoting in ad equ ate  r e s o u r c e s  to co n su m e r  p ro tectio n . I
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think so m e  of th is c r i t ic i s m  h as  been  ju s t i f ie d  and we a r e  in c r e a s in g  

our atten tion  to th e se  m a t te r s .  But with lim ite d  tim e  and r e s o u r c e s ,  

th is h a s  im p lic a t io n s  fo r  our ab ility  to do the jo b  of exam in ing the sa fe ty  

and so u n d n ess of banks with c u rre n t  tech n iq u es.

We u se d  to c a r r y  out the p r o c e s s  of bank exam in ation  and s u p e r ­

v ision  in  an  a tm o sp h e re  of co n fid en tia lity  and s e c r e c y . B an k s fe lt  no 

ob ligation  to d i s c lo s e  bad  new s about th e ir  o p e ra tio n s , and the su p e rv iso ry  

a g e n c ie s  c e r ta in ly  did  l it t le  to en co u rage  the d is c lo s u r e  and publication  

of bad  new s - - i n  fa c t ,  ju s t  the o p p o site . T h ere  w as such  g e n e ra l ac ce p tan ce  

of th is a s  the a p p ro p r ia te  ap p ro ach  in  the banking f ie ld , I am  to ld , that 

even if  r e p o r te r s  o r  n e w sp ap e rs  c a m e  a c r o s s  d am agin g  in fo rm atio n  about 

banks, they did not think of publish in g su ch  in fo rm atio n .

That situ a tio n  h a s  changed . B an k s a r e  su b je c t  to d is c lo s u r e  

under the s e c u r i t ie s  la w s , and the banking a g e n c ie s  a s  w ell a s  the SE C  

a re  prodding fo r  in c r e a se d  d is c lo s u r e .  W hatever re lu c tan c e  the m ed ia  

m ay h ave hhd to pu b lish  bad  new s about banks h a s  c e r ta in ly  d isa p p e a re d . 

Although I am  not happy about the e lem en ts of s e n sa t io n a lism  that have 

o cca sio n a lly  c re p t  into so m e  s t o r ie s ,  I think the m ove tow ard  b r o a d e r  

d isc lo su re  i s  a p p ro p r ia te  and d e s ir a b le .  But r e g a r d le s s  of our fe e lin g s  

as to the d e s ir a b i l i ty  of in c r e a se d  d is c lo s u r e ,  it  i s  a fa c t  of life  and i s  

going to re m a in  with u s .

T h ese  a r e  so m e  of the ch an ges in the environm ent which have 

taken p la c e  in the p a s t  few  y e a r s .  I w ill d i s c u s s  o th er ch an ges in the
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context of sp e c if ic  ch an ges we h ave m ad e  in our su p e rv iso ry  p r o c e s s  to 

d ea l with them .

I ll

In the ligh t of th e se  ch an g e s, le t  m e s im p ly  l i s t  what we s.t the 

C o rp o ra tio n  have p e rc e iv e d  a s  the m o st  ap p aren t d e fe c ts  of ou r e x a m in a­

tion  and su p e rv is io n  p o l ic ie s :

1. The b e s t  run and so u n d est ban k s h ave been  exam in ed  
too often . They a r e  on a p p ro x im ate ly  the sam e  sch ed u le  
a s  p o o rly  o p e ra te d  in stitu tio n s. O ver the p a s t  s e v e r a l  
y e a r s  the re c o rd  of ex am in atio n s by a l l  F e d e r a l  
au th o r it ie s  show ed that tw o -th ird s of the banks exam in ed  
re c e iv e d  a lm o st  no e x a m in e r  c r i t ic i s m . The c r i t ic iz e d  
banks tended to be the sa m e  ban k s y e a r  a f te r  y e a r .

2. L a r g e  banks and sm a ll  banks have been  exam in ed  in 
m uch  the sam e  w ay, even  though the d if fe re n c e s  in the 
ban ks m ay  be such  that an o b je c tiv e  o b se r v e r  would 
a rg u e  that they a r e  not even in the sam e  b u s in e s s .

3. The w e ak e st  banks have not been  exam in ed  often 
enough. N or h ave the d e fic ie n c ie s  re v e a le d  by e x a m i­
nation  a lw ay s been  fo llow ed  up by the in d ica ted  d e g re e  
of a g g r e s s iv e  ac tio n . F a i r  banks b ecom e p o or b e fo re  
su ffic ie n t p r e s s u r e  fo r  ch an ges i s  ap p lied  to m a n a g e t  

m ent and the d ir e c to r s  and then it i s  often  too la te .

4 . Too sm a ll  a p a r t  of the exam in ation  h a s  been  
d ed icated  to an in-depth  a n a ly s is  of m a t te r s  other 
than the loan  p o rtfo lio .

5. In su ffic ien t attention  h a s  been  g iven  to ch an ges in 
liq u id ity , s e c u r i t ie s  p o rtfo lio , and so u rc e  of fund s.
A b a n k 's  liq u id ity  m ay  be qu ick ly  ero d ed  by a change 
in in v estm en t p o lic y  o r  a  change in liqu id ity  n ee d s.
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6. In su ffic ien t atten tion  h as  been  g iven  to cu rre n t 
earn in g  t re n d s . Q u a rte r ly  o r  se m i-an n u a l in com e 
d ata  a r e  becom in g w idely  av a ila b le  fo r  the f i r s t  
t im e , which w ill p ro v id e  the b a s i s  fo r  c lo s e r  
m on ito rin g  o f e a rn in g s  d e te r io ra t io n .

7. Too m uch of the e x a m in e r 's  tim e  h a s  been  taken  
up on v e r if ic a t io n  and au d it type w ork. In su ffic ien t 
e m p h a s is  h a s  been  p lac e d  on ev alu atin g  and im p ro v ­
ing in te rn a l c o n tro ls .

8. E x am in atio n  c o s t s  in t r a v e l  and jnanpow er a r e  
v e r y  high b e c a u se  of the g r e a t  num ber of v e ry  sm a ll  
banks exam in ed .

9 . The tra in in g  o f a  bank e x am in e r  h a s  re lie d  too 
m uch on an a p p re n tic e sh ip  sy s te m , even  though we 
have c re a te d  during the p a s t  few  y e a r s  a  su p e r io r  
ed u catio n al and tra in in g  p r o g r a m  which u s e s  the 
c la s s r o o m  a s  i t s  tra in in g  ground. In ad d ition , our 
judgm en t a s  to how good an e x am in e r  i s  h a s  been  
b a se d  too m uch on h is  a b ility  to a s s e s s  lo a n s .

We a p p re c ia te  that th is  i s  a  lengthy l i s t  fo r  a  c o n fe ss io n a l.

N e v e r th e le s s , we fe e l  we h ave id en tified  th e se  w e a k n e sse s  and we a r e

attem pting to d e a l w ith them .

IV

R ath er than attem ptin g  a  co m p le te  d eta ilin g  of a l l  the ch an ges 

that have been  m ad e  in bank exam in ation  and su p e rv is io n  in recen t y e a r s ,

I want to h igh ligh t so m e  sp e c if ic  ch an ges which a r e  s ig n ifican t and i l lu s t r a ­

tive of the ad ap tatio n  of su p e rv is io n  to changing con d ition s.
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S e v e r a l m onths ag o , we in stitu ted  a  new reg u latio n  re la tin g  to 

in s id e r  t r a n sa c t io n s . We found that about h a lf of our bank fa i lu r e s  re su lte d  

fro m  ab u se  of the bank by in s id e r s .  Som e people  would fa v o r  s e v e r e  

r e s t r ic t io n s  on o r  even p ro h ib ition s of in s id e r  t r a n sa c t io n s . We did not 

fe e l  that th is i s  a p p ro p r ia te  b e c a u se  in  m any c a s e s  the b an k 's  B o a rd  of 

D ir e c to r s  c o m p r is e s  the b e s t  so r t  of c u s to m e rs  fo r  the bank. O thers 

fav o re d  the id e a  of b r o a d e r  d is c lo s u r e  of in s id e r  t r a n sa c t io n s , w hich a r e  

re q u ire d  in  any event fo r  r e g is te r e d  b an k s. But we s t i l l  have so m e  con cern  

fo r  the con fid en tia l n atu re  of in d iv id u al c u s to m e r s ' tr a n sa c t io n s  and adopted 

in ste ad  an ap p ro ach  that r e q u ir e s  B o a rd  of D ir e c to r s ' ap p ro v a l of a l l  loan s 

and o th er tr a n sa c t io n s  of c e r ta in  s i z e s  with in s id e r s .  We think th is approach  

puts the r e sp o n s ib ility  w here i t  should b e , with the B o a rd  of D ir e c to r s ,  and 

d o es so  w ithout a  b lan k et p roh ib ition  o r  w id e sp re a d  public d is c lo s u r e  of what 

a r e  a p p ro p r ia te ly  p e r so n a l t r a n sa c t io n s .

U nder Section  8 of the F e d e r a l  D ep o sit In su ran ce  A ct, w e have 

long had p ow ers to tak e  le g a l  ac tio n  a g a in s t  banks which a r e  fo llow ing 

p r a c t ic e s  we r e g a r d  a s  u n sa fe  and unsound. T ra d it io n a lly , bank su p e r v i­

sion  h a s  been  a re la t iv e ly  in fo rm a l p r o c e s s  with the e x am in e r , su p e r v iso r s ,  

and se n io r  FD IC  s ta ff  m eetin g  and d isc u s s in g  with b a n k e rs  the p ro b le m s 

w e se e  in  th e ir  bank. That in fo rm a lity  i s  s t i l l  c h a r a c te r is t ic  of m o st  of 

the bank su p e r v iso r y  p r o c e s s ,  but th ere  h as  been  a p e rc e p tib le  sh ift to 

g r e a te r  u se  of fo r m a l a c tio n s . In I9 6 0 , th ere  w ere  two Section  8 ac tio n s 

taken  by the F D IC . T h is r o s e  to fo u r  in  1965. In O ctober 1966, the 

C o rp o ra tio n  re c e iv e d  c e a s e  and d e s i s t  p o w e rs , and s in c e  then Section  8
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ac tiv ity  h a s  in c r e a s e d  with sev en  ac tio n s in  1970 and th irteen  in 1975. 

A lre ad y  durin g  ju s t  the f i r s t  ten m onths of 1976, the FD IC  h as  is s u e d  

o r  au th o rized  o u r la w y e rs  to beg in  the p r o c e s s  of is su in g  fo rty -n in e  

c e a s e  and d e s i s t  o r d e r s .  T h is i s  a re fle c tio n  of our ex p erim en tation  

with th e se  p o w ers and ou r finding that th e re  a r e  so m e  situ a tio n s that 

c a ll  fo r  fo rm a l ac tio n , and that the re sp o n se  we get fro m  so m e  banks 

in so m e  s itu a tio n s i s  b e tte r  with a  fo r m a l ac tion .

We have taken  s e v e r a l  ac tio n s a im ed  a t  m akin g the bank e x a m i­

nation  p r o c e s s  m o r e  e ffic ien t. In so m e  c a s e s ,  th e se  ac tio n s w ere  n e c e s ­

s ita te d  by the fa c t  that although the s iz e  of our exam in ation  fo r c e  h as  

in c r e a se d , th e ir  r e sp o n s ib i l i t ie s  h ave in c r e a se d  even m o re  rap id ly . I 

m entioned e a r l ie r  that the so u rc e  of th e se  in c r e a se d  r e sp o n s ib il i t ie s  l ie s  

in the in c r e a se d  s iz e  of b an k s, the in c r e a se d  co m p lex ity  of banking, and 

the in c r e a s e d  r e sp o n s ib i l i t ie s  of the e x am in e r  fo r  en fo rcem en t of law s and 

reg u la tio n s not re la te d  to sa fe ty  and so u n d n ess of the bank.

One of the m o st  im p o rtan t ch an ges we have m ad e  i s  a g r e a te r  

d e legatio n  of au th ority  to our R eg io n al D ir e c to r s .  A n u m ber of re la tiv e ly  

routine ac tio n s  can  now be  ap p ro v ed  in  the R egion al O ffice without th e ir  

being r e fe r r e d  to W ashington a t  a l l .  T h is in c lu d es e stab lish m e n t of a  new 

bran ch , m oving an o ffic e , ap p ro v a l fo r  a new i s s u e  of c a p ita l n o te s , and 

o th e rs . We have not d e leg ated  au th ority  to deny ap p lic a tio n s and we have 

not d e leg ated  au th ority  in c e r ta in  d ifficu lt c a s e s ,  but the change in the flow  

of p ap er  and the bu rden  in  ou r W ashington O ffice  can  be i l lu s tr a te d  by the 

fac t  that in 1970, 527 ap p lic a tio n s  fo r  new b ran c h e s  w ere  d ecid ed  by the
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B o a rd  of D ir e c to r s  (a fte r  su b sta n tia l a n a ly s is  by W ashington O ffice  s ta f f  

a s  w ell a s  f ie ld  s ta ff ) , w hile in  1975, only 137 such  ap p lic a tio n s w ere  

d ec id ed  by the B o a rd  of D ir e c to r s .  368 w ere  handled by ou r R egion al 

D ir e c to r s  under d e le g a te d  au th ority , with a sa v in g s  in  m an pow er we 

e s t im a te  of 9» 000 m an  h ou rs in 1975 alon e.

A nother attem p t to be m o re  e ffic ie n t h a s  been  our w ith draw al 

ex p erim en t. F o r  the la s t  th ree  y e a r s ,  we have been  c a rry in g  out an e x p e r i­

m ent in th re e  s ta te s  w hereby the FD IC  fo re g o e s  i t s  n o rm al exam in ation  of 

the sa fe ty  and so u n d n ess of a c e r ta in  num ber of b an k s, and in ste ad  le a v e s  

that exam in ation  to the S ta te  Banking D ep artm en t. We went through  a c a re fu l 

and d e ta ile d  p r o c e s s  b e fo re  se le c tin g  the S ta te s  of W ashington, Iowa and 

G e o rg ia  fo r  th is  ex p erim en t. T h ere  a r e  so m e p lu se s  and m in u se s  to th is 

ex p erim en t and we a r e  not read y  to p ro v id e  a co m p lete  ev alu ation  a t  th is tim e.

It m ay  be that the re sp o n s ib ility  fo r  c e r ta in  fu n ctio n s, e . g . , au d it-ty p e  functions 

in banks lack in g  ad equ ate  in te rn a l c o n tro ls , can  be d e leg ated  to S ta te  su p erv iso rs 

w hile ou r e x a m in e rs  co n cen trate  on loan  and m an agem en t evalu ation . It m ay 

be th at we should w ithdraw  fro m  exam in in g c e r ta in  s iz e  b an k s, o r  c e r ta in  banks 

of lo n g -stan d in g  p ro ven  q u a lity . It m ay  be that we should w ithdraw  en tire ly  

fro m  exam in in g  in c e r ta in  s t a t e s .  It m ay  be that we should sim p ly  drop  the 

ex p erim en t and judge it a  good e ffo rt  but u n su c c e s s fu l. At any r a te , the exp eri­

m ent h a s  been  one m e an s by which we h ave attem p ted  to d e a l w ith the p r e s su r e  

on ou r r e s o u r c e s ,  the d e s ir e  of so m e s ta te s  to take a g r e a te r  ro le  in banking 

su p e rv is io n , and the g e n e ra l-co n c e rn  o v e r  du p lication  and o verlap p in g  in 

G overn m en t re g u la tio n  and su p e rv is io n .
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Banking o p e ra tio n s  have b eco m e in c r e a s in g ly  co m p u te rize d  o v e r  

the l a s t  ten y e a r s  o r  so , and so  h ave bank r e c o r d s .  E x am in atio n  of the 

bank now in v o lv e s a n a ly s is  of f i le s  that c o n s is t  of m agn etic  tap e  ra th e r  

than n eatly  o rg an iz e d  p ap e r  r e c o r d s .  A w hole new lin e  of E D P  c o u r s e s  

have been  c re a te d  to tr a in  o u r e x a m in e rs  to u se  th e se  new tech n iq u es.

We h ave d ev e lop ed  d ata  p r o c e s s in g  p a c k a g e s  to s im p lify  the ta sk  of e x a m ­

ining d ata  c e n te r s  and co m p u te rize d  b an k s. T h e se  a r e  p ro g ra m s  d e sig n ed  

to w ork  on a v a r ie ty  of co m p u ter co n fig u ra tio n s that p ro d u ce  the output 

n eeded  by the e x a m in e r . T h is m in im iz e s  the d isru p tio n  o f a  b a n k 's  

co m p u ter ce n te r  during an exam in atio n , and p ro v id e s  ou r e x a m in e rs  

with the in fo rm atio n  in p r e c i s e ly  the fo rm a t  they need .

In p a r t  b e c a u se  of th e se  s te p s  to m ak e  bank exam in ation  m o re  

e ffic ie n t, so m e  routin e h a s  been  e lim in ated  fro m  exam in ation . We a r e  

en cou rag in g  m o r e  d isc r e t io n  on the p a r t  of the in d iv id u al ex am in er  and 

the R eg io n al D ire c to r . We h av e  in clu ded  so m e  sp e c ia l  p ag e s  in  the e x a m i­

nation  re p o rt  to be  u se d  when the C o rp o ra tio n  fe e ls  they a r e  needed fo r  

evalu atin g  a b a n k 's  t r u s t  o p e ra tio n s and n on dom estic  lo a n s . We have 

tr ie d  to cut what se e m s  le a s t  e s s e n t ia l ,  and to re ly  on g e n e ra lly  ac ce p te d  

sam p lin g  tech n iq u es ra th e r  than ex h au stiv e  rev iew s and cou n ts. We don 't 

b e lie v e  th e re  i s  any s ig n ific a n t r is k  in  ou r being l e s s  d e ta ile d , but it i s  

c o r r e c t  that the exam in ation  i s  som ew hat l e s s  co m p lete  than it u se d  to b e . 

We a r e  exp erim en tin g  with sp e c ia liz a t io n  am ong e x a m in e rs , w hich h a s  the 

po ten tial fo r  m o r e  so p h is t ic a te d  and s tre a m lin e d  exam in ation  p ro c e d u re s ,
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a s  w ell a s  m o re  thorough  exam in ation  in the f ie ld s  in which the s p e c ia l i ­

zation  i s  d ev e lop ed .

Som e ch an ges in  the bank exam in ation  p r o c e s s  h ave  been  the 

r e su lt  of p o licy  d e c is io n s  ra th e r  than a ttem p ts at b e tte r  m an agem en t of 

e x istin g  fu n ctio n s. F o r  ex am p le , we have changed our p o licy  to en co u rage  

m o re  freq u en t m e e tin g s  betw een  the bank e x am in e r  and the B o a rd  of 

D ir e c to r s  of the bank exam in ed . A n u m ber of y e a r s  ago , we in trod u ced  

a po licy  of a m eetin g  of the e x am in e r  and the B o a rd  of D ir e c to r s  a t  the 

co n clu sio n  of an exam in ation . We found that r e p re se n te d  a w a ste  of t im e  

s in c e  m o st  banks w ere  in re la t iv e ly  c le an  condition  and getting the 

D ir e c to r s  to g e th er fo r  a m eetin g  with no r e a l  su b stan ce  re p re se n te d  an 

u n d e sira b le  im p o sitio n  on the B o a rd  m e m b e r s , so  the p o lic y  w as d isc o n ­

tin ued . In the l a s t  couple of y e a r s ,  h ow ever, con d ition s h ave ch an ged .

Now th ere  u su a lly  i s  so m e m a tte r  a p p ro p r ia te  fo r  a. d is c u s s io n  am ong the 

e x a m in e r  and the D ir e c to r s ,  r e g a r d le s s  of the condition  of the bank. 

D ir e c to r s  h ave been  m o re  e a g e r  to m e e t with ou r e x a m in e r s . The C om p ­

t r o l le r  of the C u rre n cy  h as  re c e n tly  changed  h is  p o licy  so  that n ation al 

bank e x a m in e rs  a r e  re q u ire d  to sch ed u le  a  m eetin g  with the D ire c to r s  

im m e d ia te ly  a f te r  each  exam in atio n . We h ave not yet m ad e  such  m e e tin g s  

a u n iv e r sa l  p o lic y  but have c e r ta in ly  en co u rag ed  m o re  m e e tin g s  betw een  

e x a m in e rs  and B o a rd s  of D ir e c to r s .

In ad d ition  to develop in g  s p e c ia l i s t s  am ong ou r e x a m in e r s  and 

expanding th e ir  tra in in g  to m ak e them  m o re  cogn izan t of re c e n tly  en acted
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le g is la t io n , we a r e  expanding the pool of peop le  fro m  which we h ire  our 

e x a m in e r s . Our exam in atio n  fo r c e  now h a s  by f a r  m o re  fe m a le  e x a m in e rs  

and m e m b e rs  of m in o r it ie s  than w as the c a s e  fiv e  o r  ten y e a r s  ag o . Som e 

of th is  change r e s u lt s  fro m  the e lim in atio n  of p a s t  p o lic ie s  which w ere  

b a se d  on a fee lin g  that so m e c h a r a c te r i s t ic s  of the job  of bank e x a m in e r , 

fo r  e x am p le , the co n stan t t r a v e l  in vo lved , w as such  a s  to c r e a te  p ro b le m s 

fo r  w om en. But m o re  of the change i s  due to an a ff irm a tiv e  ac tio n  on the 

p a r t  of FD IC  to r e c r u it  m e m b e rs  of m in o r it ie s  and w om en fo r  exam in ation  

p o s it io n s .

We h ave changed  the p o licy  of exam in in g ev e ry  bank ev ery  y e a r , 

and now u se  v a r io u s  m o d ific a tio n s of a fu ll exam in ation  in d iffe re n t s i tu a ­

tio n s . H opefu lly , th is w ill p e rm it  u s to spend m o re  t im e  exam in in g banks 

that need  the atten tion . A s ou r new ly re v ise d  exam in ation  p o licy  s t a t e s :

" . . .th e  sc o p e  o f the exam in ation  m ay  b e  c u r ta ile d . F u ll 
u se  should  be  m ad e  of the b a n k 's  E D P  and m an agem en t 
r e p o r t s ,  sam p lin g  should  be  u tiliz e d  w h e re v e r  p o s s ib le , 
and p ro o f and v e r if ic a tio n  p ro c e d u re s  m ay  be e lim in ated  
o r  su b sta n tia lly  lim ite d  u n le s s  c ir c u m sta n c e s  in d ica te  
ad d itio n al e ffo rt  i s  n eeded  in  th e se  a r e a s .  A d d ition ally , 
the volum e of lo an s su b je c te d  to a n a ly s is  m ay  be red u ced , 
and l e s s  im p o rtan t b ran c h e s  need  not be exam in ed .
E m p h a s is  a t  th e se  m o d ified  ex am in atio n s should be 
p laced  on m an agem en t p o lic ie s  and p e r fo rm a n c e ; the 
evalu atio n  o f a s s e t  q u a lity , a lign m en t and liqu id ity ; 
c a p ita l ad eq u acy ; and co m p lian ce  with a p p lic ab le  law s 
and re g u la t io n s . M

That p o licy  g o e s  on to sa y  that, in  c e r ta in  c ir c u m sta n c e s , "fix e d  

a s s e t s  sch e d u le s  m ay  be om itted  fro m  th e se  exam in ation  r e p o r t s ,  "  e x a m in e rs  

m ay  "u t il iz e  the output of (the b a n k 's )  s y s t e m s , c a sh  counts and p ro o f and 

v e r if ic a tio n  p ro c e d u re s  m ay  be o m itted , b ran ch  o ff ic e s  which do not h ave a
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s ig n ific a n t volum e of im p o rtan t a s s e t s  need  not be exam in ed , the C o r p o r a ­

t io n 's  au tom ated  bank exam in atio n  p r o g r a m s  and m on ito rin g  s y s te m s  w ill 

be u se d  w h erev er  p o s s ib le  in an e ffo r t  to p ro v id e  in c r e a se d  e ffic ien cy  and 

c o n se rv e  m an pow er, and sam p lin g  tech n iq u es should be u sed  w h erev er 

p o s s ib le .  "

The ch an ges I h ave d e sc r ib e d  a r e  s ig n ific a n t and we a r e  now in 

the p r o c e s s  of develop in g  ad d itio n al tra in in g  p r o g r a m s  to e n su re  th e ir  c o m ­

p le te  in teg ra tio n  into o p e ra t io n s . I w ould lik e  to turn  now to so m e  ad d ition al 

ch an ges in the p r o c e s s  of bank exam in atio n  that a r e  not co m p le te ly  in te g ra te d  

in o p e ra tio n s  today  but w hich w ill be in a r e la t iv e ly  sh o rt t im e .

V

F i r s t ,  a  com m en t about the e f fo r ts  of the C o m p tro lle r  of the 

C u rre n c y . The C o m p tro lle r  of the C u rre n cy  i s  ju s t  s ta r t in g  to im p lem en t 

so m e  su b sta n tia l ch an ges re su lt in g  fro m  the rev iew  of the O ffice  and it s  

p ro c e d u re s  by H ask in s  & S e l l s .  It i s  d ifficu lt to su m m a r iz e  th e se  ch an ges 

but, to a g r e a t  extent, they r e p r e se n t  a  re o r ie n ta tio n  of exam in atio n  p h ilo so ­

phy. O ur p re se n t  p ro c e d u re s  s t a r t  w ith a lo t  of d e ta ile d  in v e stig a tio n s  of 

v a r io u s  a s p e c t s  of the b a n k 's  a c t iv it ie s  and c u lm in a te s  in a  m eetin g  with top 

m an agem en t of the bank to d i s c u s s  o v e r a ll  fin d in gs and bank p o lic y . The 

ch an ges being m ad e by the C o m p tr o lle r 's  O ffice  involve s ta r t in g  out with a 

rev iew  o f se le c te d  s t a t i s t ic a l  d a ta  in a  bank to be exam in ed  fo llow ed  by a 

d is c u s s io n  of bank p o licy  with top m an agem en t of the bank , that then fo llow ed  

by an  attem p t to ev a lu a te  how w ell the bank i s  im plem en tin g  i t s  own p o l ic ie s .
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T h is m ay  w ell be the ph ilo soph y  upon which bank ex am in atio n s of la r g e  banks 

m u st  be conducted , and we a r e  w atching the C o m p tr o lle r 's  e f fo r ts  v e ry  c lo se ly .

The fu tu re  is  going to se e  m o re  u se  of the com p u ter by bank 

e x a m in e r s . I have a lr e a d y  m entioned the p a c k a g e s  developed  by the FD IC 

fo r  a s s i s t a n c e  in exam in in g  the co m p u terized  r e c o r d s  of the bank, but we 

a r e  going to s e e  in  the fu tu re  m o re  u se  of tech n iq u es that the com p u ter 

m a k e s  p o s s ib le . Work h as  been  done at the FD IC  and a t a n um ber of 

o th er p la c e s  a im e d  at develop in g  e a r ly  w arn ing  s y s te m s  fo r  spottin g  bank 

p ro b le m s. D evelopm en t of e a r ly  w arn ing s y s te m s  r e s t s  on the fa c t  that 

we ro u tin e ly  c o lle c t  m a s s iv e  am ounts of f in an c ia l d ata  on the o p e ra tio n s 

of b an k s. We h ave the co m p u ter c a p a b ility  to m an ip u late  th e se  v a s t  am ounts 

of d a ta , and th e re  a r e  s t a t i s t ic a l  tech n iq u es a v a ila b le  which allow  u s to 

d evelop  p r o f ile s  of banks lik e ly  to b eco m e  p ro b le m s in the fu tu re , u n le ss  

a p p ro p r ia te  ac tio n  i s  taken . T h e se  s y s te m s  a r e  becom in g  o p e ra tio n a l, but 

th e re  a r e  d efin ite  w e a k n e sse s  in  them  now, the m o st  d i s t r e s s in g  of which 

i s  the length  of tim e  re q u ire d  to p r o c e s s  the r e p o r t s .  We m u st do b e tte r .

In p a r t ,  we fe e l  that the f in e s  we h ave le v ie d  on banks which have f ile d  la te  

re p o r ts  w ill a s s i s t  u s in a c c e le r a t in g  the p r o c e s s in g ,  but we m u st, in ad d ition , 

change so m e of our tech n iq u es.

Our e a r ly  w arn ing sy s te m s  g e n e ra te  a l i s t  of banks that have 

s im i la r i t ie s  with banks that develop  p ro b le m s. T h ese  l i s t s  a r e  c irc u la te d  

to ou r R eg io n al O ffic e s . In so m e c a s e s ,  the re g io n a l s t a f f  i s  fa m il ia r  

with the b a n k 's  s itu a tio n  and knows that d e sp ite  the om inous fin a n c ia l
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f ig u r e s ,  th ere  is  r e a l ly  no c a u se  fo r  co n cern . In o th er c a s e s ,  the l i s t s  

include banks that the su p e r v iso r y  s ta f f  knows a r e  p ro b le m s and h a s  been  

follow ing c lo se ly . In so m e c a s e s ,  h ow ev er, the e a r ly  w arn ing sy s te m  

r e p r e s e n ts  a new so u rc e  of in fo rm atio n  to the bank e x a m in e rs  con cern in g  

p o ten tia l p ro b le m s .

It m ay  be p o s s ib le  to go fu r th e r  with th is ap p ro ach  in the fu tu re . 

But I think that the e m p h a s is  in the fu tu re  w ill be on g r e a te r  u se  of fin a n ­

c ia l  a n a ly s is  tech n iq u es to sp o t banks that d ev ia te  su b sta n tia lly  fro m  the 

a v e r a g e . The fin a n c ia l a n a ly s is  tech n iq u es a r e  n eeded  to f i l l  the gap  

betw een the output of e a r ly  w arn ing sy s te m s  and the c o s t ly  d e ta il of a 

fu l l - s c a le  o n - s ite  exam in atio n . We think it w ill be p o s s ib le  to develop  

tech n iq u es w hereby  sk ille d  fin a n c ia l a n a ly s is  can  rev iew  the in fo rm atio n  

a v a ila b le  con cern in g  bank o p e ra tio n s  to d e te rm in e  w hich on es re q u ire  

c lo s e r  atten tion , m o re  freq u en t exam in atio n , o r  sp e c ia l  k in ds of rev iew .

In cid en tally , o u r w ork on e a r ly  w arn ing s y s te m s  h as reach ed  the 

sa m e  co n clu sio n  of so m e  lead in g  bank a n a ly s ts  that in co m e r a t io s  and 

o p eratin g  r e s u lt s  freq u en tly  a r e  v ery  im p o rtan t in d ic a to r s  of fu tu re  banking 

p ro b le m s. The tra d it io n a l bank exam in ation  h a s  given  p r im a ry  attention  

to the b a lan c e  sh eet and c a p ita l  r a t io s  and ou r d isc o v e r y  that the in co m e 

re p o rt  and in com e r a t io s  p ro v id e  u se fu l in d ic a to r s  of fu tu re  tro u b le s  m ay 

w ell be e x tre m e ly  im p o rtan t in d eterm in in g  fu tu re  d ire c t io n s  of e x a m in a­

tion and su p e rv is io n .
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T h ere  a r e  so m e o th er ch an ges in p ro c e d u re s  which a r e  s ta r t in g  

to take  p la c e  and w hich w ill b ecom e m o re  im p o rtan t in the fu tu re . One 

of th e se  w orth  m entioning is  a sy s te m  s ta r te d  by the C o m p tr o lle r 's  O ffice  

to develop  a u n ifo rm  c la s s i f ic a t io n  sy s te m  fo r  n ation al c r e d it s .  That i s ,  

when a la r g e  n ation al f i r m  i s  borrow in g  fro m  a la r g e  n um ber of b an k s, 

that c re d it  should be c la s s i f i e d  in the sam e  w ay at each  bank that i s  lending 

to that f i r m . It i s  w aste fu l and in e ffic ie n t (and o c c a s io n a lly  e m b a r r a s s in g  

when d iffe re n t c o n c lu sio n s a r e  draw n) to h ave the e x am in e r  in each  of th ose  

banks do h is  own a n a ly s is  of the fin a n c ia l p o sitio n  o f the b o rro w e r . T h is 

r e sp o n s ib ility  can  be c e n tra liz e d  in one g ro u p  o f e x a m in e rs  w hich w ill 

p ro d u ce  a  u n ifo rm  c la s s i f ic a t io n  of that loan  fo r  u se  by a l l  e x a m in e r s . We 

have p a r t ic ip a te d  in th e se  re v ie w s with the C o m p tro lle r  when we have non­

m e m b e r  ban ks which a r e  p a r t ic ip a n ts  in the c r e d it s .  The C o m p tro lle r 's  

O ffice , w hose n atio n al ban k s have m o re  of th e se  n ation al c r e d it s  in th e ir  

p o r tfo lio s  than o th e r s , h a s  sp e a rh e ad e d  th is  e ffo r t . But a s  non m em ber 

banks b ecom e l a r g e r ,  they a r e  m ak in g  m o re  of th e se  lo a n s , and the FD IC  

i s  p lanning to le ad  s im i la r  e f fo r t s .

VI

I w ould lik e  to conclude by com m enting on so m e , but c e r ta in ly  

not a l l ,  of the o th er i s s u e s  of exam in atio n  and su p e rv is io n  which I have not

d is c u s s e d .
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The q u estio n  that c o m e s up m o st  freq u en tly  in d is c u s s io n s  

betw een the FD IC  and b a n k e rs  con cern in g  su p e rv iso ry  p r a c t ic e s  i s  that 

of c a p ita l  ad eq u acy . T h ere  i s  c le a r ly  not the tim e fo r  a fu ll d isc u s s io n  

of the FD IC  v iew s on c a p ita l ad eq u acy . I m ight ju s t  m ention  that th e re  

h ave been  so m e a n a ly se s  attem ptin g  to d e term in e  w hether the su p e r v iso r y  

a g e n c ie s  have m uch im p act on the c a p ita l d e c is io n s  of b an k s. Som e of 

th e se  su g g e s t  that we do not have m uch in fluen ce and that m ay  be the way 

it should b e . Our r e a l  e f fo r ts  a r e  a im ed  a t nudging banks that we think 

have l e s s  c a p ita l than they should to r a is in g  m o r e . I re c o g n iz e  that it  i s  

e a s i e r  to p ro d  than it i s  to a c tu a lly  r a i s e  the c a p ita l . In the la s t  few  y e a r s ,  

both debt and equity  m a rk e ts  have been  d ifficu lt fo r  banks to tap , and bank 

e a rn in g s  h ave not been  grow ing at a ra te  rap id  enough to allow  re ta in ed  

e a rn in g s  to m e e t a l l  c a p ita l n e e d s . We do se e m  to have m uch g r e a te r  

in fluen ce on bank c a p ita l d e c is io n s  when a bank i s  a sk in g  us fo r  so m eth in g , 

sa y , ap p ro v a l fo r  a new b ran ch . We do take ad van tage  of th is le v e r a g e  and 

u se  th e se  o p p o rtu n itie s  to re q u ire  banks to r a i s e  ad d ition al c a p ita l . The 

F e d e r a l  R e se rv e  h as  done the sam e  when bank holding co m p an ie s have 

brough t a p p lic a tio n s  b e fo re  the B o a rd . T h ere  is  so m e c r i t ic i s m  of th is  

p r a c t ic e , and so m e q u estion  a s  to w hether it i s  f a i r  and equ itab le  that banks 

com ing to u s with ap p lic a tio n s  should thus be su b je c t  to m o re  e ffe c tiv e  

p r e s s u r e  than ban ks that a r e  not a sk in g  fo r  som eth in g . T h is p o s s ib le  

inequ ity  tro u b le s  m e , but not so  m uch that I am  w illing to fo re g o  the 

opportun ity  to get ad d ition al c a p ita l fro m  banks w hose c a p ita l accou n ts 

a r e  c le a r ly  below  what they should be.
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The l a s t  C o n g r e ss io n a l s e s s io n  saw  the in troduction  of a  b ill

to c r e a te  a F e d e r a l  Bank E x am in atio n  C oun cil. T h is C ouncil would be

intended to p ro v id e  u n ifo rm ity  and c o n sis te n c y  of exam in ation  s tan d ard s

fo r  n il of the exam in in g  a g e n c ie s .  We can  se e  so m e b en e fits  and so m e

p ro b le m s with such  an in stitu tion . L e t  m e quote b r ie f ly  fro m  ou r le t te r

to the Sen ate  Banking C om m ittee  on th is p r o p o sa l :

"W hile we h e a r t ily  e n d o rse  the b i l l ’ s o b je c tiv e  of 
p rom otin g  ’p r o g r e s s iv e  and v ig ilan t bank e x a m in a ­
tion , ’ we h ave s e r io u s  r e se r v a t io n s  a s  to the need 
fo r  n atio n ally  u n ifo rm  exam in atio n  s ta n d a rd s  and 
p r o c e d u r e s . If th e re  i s  any m e r it  to the concept 
of s e p a r a te  F e d e r a l  su p e r v iso r y  a g e n c ie s ,  and to 
a  dual banking sy s te m  with S ta te  and F e d e r a l  s u p e r ­
v is io n  of b an k s, the b en efit w ould se e m  to be the 
opportun ity  to try  d iffe ren t ap p ro ac h e s  and to have 
a d iv e r s ity  of exam in atio n  and su p e r v iso r y  p r o c e ­
d u r e s . The p o s s ib il i ty  of u se fu l innovation  and 
im p ro v em en t in the bank exam in atio n  and s u p e r ­
v is o r y  p r o c e s s e s  i s  g r e a te r  if  th e re  a r e  s e v e r a l  
a g e n c ie s  try in g  d iffe re n t a p p ro a c h e s  than if ev ery  
change in exam in atio n  m eth od ology  re q u ire d  ap p ro v a l 
of a l l  the a g e n c ie s .  The ch an ges in the exam in ation  
p r o c e s s  now being m ad e  by the C o m p tro lle r  of the 
C u rre n c y  at the reco m m en d ation  of h is  co n su ltan ts  
a r e  a w orthw hile ex p erim en t that a l l  su p e r v is o r s  
w ill fo llow  with c a re fu l  atten tion . Im plem enting 
su ch  ch an ges should  not, h ow ever, re q u ire  the 
a p p ro v a l and com m itm en t of each  of the o th er 
F e d e r a l  bank re g u la to ry  a g e n c ie s .  "

I m ention ed  e a r l ie r  ou r ex p erim en t in w hich we have w ithdraw n 

fro m  so m e  p a r t s  of bank exam in ation  in  th ree  s t a t e s .  We a r e  fac in g  the 

i s s u e  o f w hether th is  ex p erim en t should  be put into m o re  g e n e ra l o p e r a ­

tion o r  be s im p ly  te rm in a te d . That i s ,  should  we c e r t i fy  that c e r ta in

s t a t e s  a r e  ab le  to tak e  o v e r  the bank exam in atio n  p r o c e s s  and thus allow
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the FD IC  to d rop  that function  and re sp o n s ib il i ty ?  If we a r e  to do th is  in 

c e r ta in  s t a t e s ,  how a r e  we to d e te rm in e  w hich s t a t e s ?  O r should we do 

th is  in a l l  s t a t e s ?  That i s ,  should  the FD IC  ge t out of the bank exam in ation  

b u s in e s s  and le a v e  it co m p le te ly  to the s t a t e s ?  We do not fe e l  that m any 

s t a t e s ,  if  any, h ave ad eq u ate  bank exam in atio n  c a p a b ility  at the p re se n t  t im e , 

but it i s  p o s s ib le  that if  we s im p ly  stopped  exam in in g b an k s, and that le ft  a 

r e a l  u n filled  n eed , p e rh a p s  the s t a te s  w ould m ove to f i l l  that n eed . O r should 

w e, a s  I m ention ed  b e fo re , w ithdraw  fro m  p a r t  of the ban ks - -  i . e . , th ose  

w hich co n tribu te  the le a s t  r i s k  to the d ep o sit  in su ra n c e  fund? The oth er 

s id e , if  you w ill, of that co in  i s  fo r  the FD IC  to exam in e n ation al banks o r 

s ta te  m e m b e r  b an k s.

I m entioned e a r l ie r  the in te re st in g  c h a r a c te r is t ic  of the tra in in g  

and d evelopm ent of bank e x a m in e rs  by the u se  of the ap p re n tic e sh ip  sy s te m , 

m o d ified  in re ce n t y e a r s  by a  su b sta n tia l c la s s r o o m  tra in in g  p r o g r a m  which 

i s  c le a r ly  the b e s t  am ong the a g e n c ie s . E s s e n t ia l ly ,  a l l  o f ou r exam in atio n  

p e rso n n e l h ave developed  a s  g e n e r a l i s t s  through th is  type of tra in in g . T h is 

w as an id e a l ap p ro ach  when our exam in atio n  m is s io n  c o n s is te d  of exam in in g 

the sa fe ty  and so u n d n ess of m o st ly  sm a ll  b an k s, w ith e x a m in e rs  having few  

o th er r e s p o n s ib i l i t ie s .  Now, a s  I h ave in d ica ted , ou r r e s p o n s ib i l i t ie s  h ave 

b ro ad en ed  and the ty p es of ban k s and a c t iv it ie s  we a r e  exam in in g h ave 

d iv e r s if ie d . F o r  the m o st  p a r t ,  h ow ever, we h ave v iew ed the bank e x am in e r  

a s  the J a c k  o r  J i l l  of a l l  t r a d e s ,  ab le  to exam in e com p eten tly  a l l  a s p e c t s  of

banking ac tiv ity .
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We have m ade so m e  m o d e st m o v es in the d irec tio n  of s p e c ia l i ­

zation . We h ave re ce n tly  se t  up s p e c ia l i s t s  in t r u s t  exam in atio n s in 

s e v e r a l  of our re g io n s , though th e se  s p e c ia l i s t s  a r e  bank e x a m in e rs  and 

not la w y e r s . Som e e x a m in e rs  have re c e iv e d  sp e c ia l  tra in in g  to enable 

them  to exam in e com p u ter f a c i l i t i e s .  A gain , th ese  a r e  bank e x a m in e rs  

tra in e d  in data p r o c e s s in g  and not com p u ter p r o fe s s io n a ls  tra in ed  in 

banking. We have been  g iv ing  c o n sid e ra tio n  to, though have yet taken  

no s te p s  to im p lem en t, the p o s s ib il i ty  of having a sp e c ia l  exam in ation  

fo rc e  to exam in e fo r  co m p lian ce  with co n su m e r p ro tec tio n  la w s. The 

p o s s ib il i ty  of in c r e a se d  re lia n c e  on fin a n c ia l a n a ly s is  tech n iqu es in bank 

exam in ation  a lso  m ay  re q u ire  d iffe ren t e x p e r t ise  and sp e c ia liz a t io n  than 

the tra d it io n a l ap p re n tice  tra in in g  route  to the g e n e ra l bank e x am in e r .

We m ay  have to c o n s id e r  d iffe ren t c a r e e r  path s fo r  d iffe ren t 

sp e c ia l iz a t io n s  o r  p e rh a p s  the h irin g  of bank e x a m in e rs  a t d iffe ren t le v e ls  

and with d iffe ren t b ack gro u n d s to f i l l  p a r t ic u la r  n eed s ra th e r  than re ly in g  

on ou r tra d it io n a l h ir in g  and tra in in g  sy s te m .

The developm ent of bank holding co m p an ies h a s  been  an im p o r­

tant fa c e t  in the grow th of banks and the in c r e a s in g  com p lex ity  of banking 

a c t iv it ie s .  The holding com pany m ovem ent o b v iou sly  c r e a te s  so m e p r o b ­

le m s  fo r  the p r o c e s s  of bank su p e rv is io n . Som e of th o se  p ro b le m s have 

been d e le g a te d  by the C o n g r e ss  to the F e d e r a l  R e se rv e  to w o rry  about, 

such  a s  the q u estio n  of a llo w ab le  a c t iv it ie s  fo r  holding c o m p an ie s , fo r  

ex am p le , and the p a s s in g  on sp e c if ic  ap p lica tio n s of sp e c if ic  holding c o m ­

p a n ie s . We a r e  m o re  co n cern ed  with the re la tio n sh ip  betw een the bank
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holding com pany and the bank and o th er a f f i l ia te s  of a holding com pany.

We h ave seen  in so m e recen t m a jo r  f a i lu r e s ,  e . g . , A m e ric an  C ity  Bank 

& T ru s t  Co. in M ilw aukee and H am ilton  N ation al Bank in C h attan ooga, how 

a s e r i e s  of t r a n sa c t io n s  with a holding com pany a f f i l ia te  brought down a 

bank. The FD IC a lr e a d y  h a s  so m e au th ority  to exam in e bank holding c o m ­

p a n ie s  and the a f f i l ia te s  of in su re d  n on m em ber b an k s. We h ave not g e n e ra lly  

e x e r c is e d  th is au th ority , h ow ever, and we a r e  now w re stlin g  with the q u e s ­

tion  of w hether we should do m o re  exam in ation  of bank holding co m p an ies 

than we do. It m ay  w ell be that we should u rg e  C o n g r e ss  to p a s s  bank holding 

com pany su p e rv is io n  and exam in ation  to the agen cy  with the re sp o n s ib ility  fo r  

su p e rv is in g  the le ad  bank.

P e rh a p s  the m o st  im p o rtan t i s s u e  in the fu tu re  w ill be the t r e a t ­

m ent of la r g e  and sm a ll  b an k s. I noted that we s t i l l  exam in e la r g e  and 

sm a ll  ban ks in m uch the sam e  w ay. I think th is  i s  in a p p ro p ria te , but I am  

not su re  in w hich d ire c tio n  we should m ov e . S in ce  it i s  m o st ly  sm a ll  banks 

that fa i l ,  and sm a ll  ban k s a r e  m o st  lik e ly  to be in need of ad v ice  and su g g e s -
• I

tio n s about o p e ra t io n s , it  can  be a rg u e d  that we should devote a g r e a te r  e ffo rt 

to exam in atio n  of sm a ll  b an k s. L a r g e  banks have a c c e s s  to com petent 

m an agem en t and a d v ic e , and g e n e ra lly  can  be a s su m e d  to know what they a r e  

doing, and h en ce , it m ay  be a rg u e d , need our exam in atio n  l e s s .  On the other 

hand, we h ave found that th e re  i s  not m uch public  co n cern  about sm a ll  bank 

f a i lu r e s .  P a r t  of the F D IC 's  re sp o n s ib ility  i s  to m ain ta in  con fiden ce in the 

banking sy s te m , and even  a  s iz a b le  n um ber of sm a ll  bank fa i lu r e s  a p p e a r  

not to sh ake  that con fid en ce . A few  la r g e  bank fa i lu r e s  m igh t, h ow ever.
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T h is would m ak e the c a s e  fo r  m o re  d e ta ile d  in v e stig a tio n  of la r g e  b an k s. 

C e rta in ly , the d e p o sit  in su ra n c e  fund c o v e r s  m o re  in su re d  d e p o sits  in the 

a p p ro x im ate ly  2, 000 ban k s o v er  $50 m illio n  in d e p o sits  than in the 12, 700 

under $50 m illio n . We have to think th is  through , and we have not reach ed  

any co n c lu sio n . At th is  poin t, h ow ev er, I am  lean ing  in the d irec tio n  of 

the v iew  that the FD IC  should co n cen tra te  i t s  exam in ation  e ffo r ts  and 

r e s o u r c e s  on a m o re  d e ta ile d  in v e stig a tio n  of la r g e  banks with a re su ltin g  

l e s s  freq u en t e m p h a s is  on sm a ll  bank e x am in atio n s. That i s  the c u rre n t 

th ru st  of ou r exam in ation  p o licy , and I b e lie v e  it i s  a step  in the righ t 

d ire c tio n .

## # # # #
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