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The d e v e lo p m e n t  of F e d e r a l  d e p o s i t  i n s u r a n c e  in  the  U nited  

S ta te s  i s  a c l a s s i c  e x a m p le  of a s u c c e s s f u l  n a t io n a l  e f fo r t  to r e s p o n d  

to a s e v e r e  n a t io n a l  c r i s i s .  A lthough  th e  F e d e r a l  D e p o s i t  I n s u r a n c e  

C o r p o r a t io n  c a m e  in to  e x is t e n c e  in  th e  1930s, th e  p o s s ib i l i ty  of p ro v id in g  

d e p o s i t  i n s u r a n c e  h a d  b e e n  d i s c u s s e d  and  d e b a te d ,  and  even  t r i e d  in  s o m e  

s t a t e s ,  a t  v a ry in g  t im e s  f o r  m o r e  th a n  a c e n tu r y .  T he  m a j o r  c a ta ly s t  

w as a s e v e r e  n a t io n a l  bank ing  c r i s i s  w ith  s u b s ta n t ia l  l o s s e s  to  d e p o s i to r s  

d u r in g  th e  G r e a t  D e p r e s s io n  of the  '3 0 s .  O u r  bank ing  and  m o n e ta r y  

s y s te m s  w e r e  in  j e o p a r d y  an d  u n p r o te c te d  ban k  d e p o s i t o r s ,  am ong  o th e r s ,  

b o r e  v e r y  h e av y  p e r s o n a l  l o s s e s .  F a i th  and  co n f id e n ce  in  o u r  banking  

s y s t e m  w e r e  s e v e r e l y  sh a k e n  and  w ith  i t  c o n f id e n ce  in  th e  G o v e rn m e n t 's  

a b i l i ty  to  d e a l  w ith  th e  s i tu a t io n .

The G r e a t  D e p r e s s io n  of th e  1930s w as  w o r ld w id e ,  n o t  s im p ly  

a U. S. p ro b le m .  N e i th e r  w e r e  s t r a i n s  on th e  bank ing  and  f in a n c ia l  s y s te m  

confined  to  th e  U. S. In f a c t ,  s o m e  A m e r ic a n  eco n o m ic  h i s t o r i a n s  h av e  

t r a c e d  th e  o r ig in s  of th e  ban k in g  c o l la p s e  in  th e  U. S. to  f a i l u r e s  of b^nks  

a b ro a d .  W hile re c o g n iz in g  th e  i n te r n a t io n a l  a s p e c t s  of th e  G r e a t  D e p re s s io n ,  

the  F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t io n  w as  a im e d  s o le ly  a t  the  d o m e s t ic  

p r o b le m  of b a n k  f a i l u r e s  and  c o n f id e n ce  in  th e  U. S. b an k in g  s y s te m .

I

T he l a s t  few  y e a r s  h a v e  a l s o  b e e n  t r a u m a t i c  ones  f o r  the  U nited  

S ta te s  bank ing  in d u s t r y .  T h e  w o r s t  r e c e s s i o n  s in c e  th e  G r e a t  D e p r e s s io n  

of th e  1 9 30s , c o m b in e d  w ith  d o u b le -d ig i t  in f la t io n ,  im p o s e d  g r e a t  s t r a i n s  

on the  bank ing  s y s te m .  M o re  b an k  f a i l u r e s  o c c u r r e d  in  1976 th an  in  any
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y e a r  s in c e  1942. T he  e ig h t  l a r g e s t  bank  f a i l u r e s  in  the  F D IC 's  h i s to r y  

took  p la c e  in  th e  3 9 -m o n th  p e r io d  f r o m  O c to b e r  1973 to  D e c e m b e r  1976, 

f a i l u r e s  of b a n k s  w h o se  a s s e t s  a g g r e g a te d  o v e r  3 1 /2  t im e s  a s  m a n y  

a s s e t s  a s  a l l  th e  o th e r  i n s u r e d  b a n k s  th a t  h a v e  b e e n  c lo se d  d u r in g  the  

e n t i r e  h i s t o r y  of the  FD IC , Y et, d e s p i t e  th e s e  s t r a i n s ,  and the  g e n e r a ­

t io n  of a g r e a t  d e a l  of u n fa v o ra b le  p u b lic i ty ,  the  p u b l ic ’s b a s ic  co n f id en ce  

in  th e  bank ing  s y s t e m  and  th e  d e p o s i t  i n s u r a n c e  s y s t e m  a p p e a r s  to  be  

u n s h a k e n .  A t a l l  t im e s  d u r in g  1976, f o r  ex am p le ,  a t  l e a s t  9 7 -98  p e r c e n t  

of a l l  the  i n s u r e d  b an k s  in  the  U nited  S ta te s ,  o r  o v e r  14, 300 b a n k s ,  w e r e  

no t on th e  FD IC  p r o b le m  l i s t ;  only  a ro u n d  2-3  p e r c e n t  of th e m  w e r e .

T he  s t r a i n s  on  th e  bank ing  s y s t e m  of the  l a s t  few  y e a r s  w e r e  

no t a t  a l l  in s ig n i f ic a n t .  Not only did  th ey  le ad  to  1 6 in s u r e d  bank  f a i l u r e s  

in  1976, b u t  th ey  a l s o  r a i s e d  the  n u m b e r  of b an k s  on o u r  p ro b le m  l i s t  

to th e  h ig h e s t  le v e l  in  25 y e a r s .  A t the  end of the  y e a r ,  t h e r e  w e r e  379 

FDIC i n s u r e d  b a n k s  on o u r  l i s t  of b an k s  w e fe e l  s u p e r v i s o r s  shou ld  be  

pay ing  p a r t i c u l a r  a t te n t io n  to, the  l i s t  we c a l l  o u r  " p ro b le m "  l i s t ,  o r  

abou t 2 1 /2  p e r c e n t  of a l l  i n s u r e d  b a n k s .  W hile th is  i s  a v e r y  low p e r ­

c e n ta g e ,  f a r  f e w e r  th a n  th a t ,  c o n s id e ra b ly  l e s s  th an  1 p e r c e n t  of a l l  

b an k s  in  th e  c o u n t ry ,  a r e  in  o u r  s e r io u s  p ro b le m  c a t e g o r i e s .

One new  a s p e c t  of the  p ro b le m  l i s t  now, a s  d i s t in c t  f r o m  a 

few y e a r s  ago , i s  th a t  the  l i s t  in c lu d e s  s o m e  l a r g e  b an k s  (banks w ith  

o v e r  $500 m i l l i o n  in  d e p o s i t s )  and  a v e ry  few  v e ry  l a r g e  b a n k s  (over  

$1 b i l l io n  in  d e p o s i t s ) .  Of c o u r s e ,  t h e r e  a r e  m a n y  m o r e  b an k s  now in  

th o se  s i z e  c a t e g o r i e s  th a n  th e r e  w e r e  in  the  p a s t ,  so  th e  e x is t e n c e  of 

so m e  of th e s e  b a n k s  on a p ro b le m  l i s t  is  m o r e  l ik e ly  now th an  p re v io u s ly .
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B ut i t  m u s t  b e  r e c o g n iz e d  th a t  in  r e c e n t  y e a r s  l a r g e r  b an k s  a s s u m e d  

g r e a t e r  r i s k s  on b o th  s id e s  of t h e i r  b a la n c e  s h e e t s .  Som e m a n a g e r s  

m a n a g e d  th is  r i s k  m o r e  p o o r ly  th an  m o s t .  T h a t  fa c t ,  c o m b in e d  w ith  

the  u n s a t i s f a c to r y  p e r f o r m a n c e  of th e  eco n o m y , h a s  led  to p ro b le m  

s ta tu s  f o r  a few  of t h e s e  l a r g e r  b a n k s .

The FD IC  w as  n o t  e s ta b l i s h e d ,  of c o u r s e ,  to  e l im in a te  bank  

f a i l u r e s  o r  to  p r e v e n t  b a n k s  f r o m  a s s u m in g  r i s k s .  D u rin g  p e r io d s  su ch  

a s  th e  one  w e h a v e  b e e n  p a s s in g  th ro u g h ,  th e  FDIC h a s  a s  i t s  m a j o r  

fu n c tio n  th a t  of a s s u r i n g  th a t  a n  in d iv id u a l  b ank  f a i l u r e  d o es  no t le ad  to 

d r a s t i c  r e p e r c u s s i o n s .  O u r m a j o r  fu n c t io n  in  t h e s e  c i r c u m s t a n c e s  i s  one 

of m a in ta in in g  co n f id e n ce  in  th e  b an k in g  s y s t e m  so  th a t  the  o c c a s io n a l  

f a i lu r e ,  w h ich  i s  an  e s s e n t i a l  p a r t  of a f r e e  e n t e r p r i s e  s y s t e m ,  c an  be 

h a n d led  w ith  a m in im u m  of d i s r u p t io n  to  th e  e co n o m y  and th e  co m m u n ity .

The FD IC  h a s  s u c c e s s f u l ly  m e t  i t s  t e s t .  If f iv e  y e a r s  ago  we 

cou ld  h a v e  f o r e c a s t  the  m o s t  s e v e r e  r e c e s s i o n  s in c e  th e  D e p r e s s io n  of 

the  '3 0 s ,  s im u l ta n e o u s  h ig h  u n e m p lo y m e n t  and  ra p id  in f la t io n ,  the  c o l la p s e  

of th e  m u l t i - b i l l i o n  d o l l a r  R E IT  in d u s t r y ,  b a n k ru p tc ie s  of m a j o r  i n d u s t r i a l  

c o r p o r a t io n s  a s  w e l l  a s  f a i l u r e s  of s o m e  l a r g e r  b a n k s ,  w e m ig h t  have  had  

g r e a t  c o n c e r n  ab o u t th e  a b i l i ty  of th e  bank ing  s y s t e m  to avo id  a m a j o r  

c r i s i s  of co n f id e n ce .  Such a c r i s i s  h a s  no t  d ev e lo p e d .  To b e  s u r e ,  th is  

r e q u i r e d  m a s s i v e  a c t io n  on an  u n p re c e d e n te d  s c a le  by th e  FD IC . The 

c o n c e p t  of a  " c le a n  b a n k "  p u r c h a s e  and  a s s u m p t io n  t r a n s a c t io n ,  one 

in  w h ich  a t a k e - o v e r  b an k  p u r c h a s e s  only  good a s s e t s  f r o m  th e  e s t a t e  

of th e  f a i le d  ban k , th e  FD IC  s u b s t i tu t in g  c a s h  f o r  the  a s s e t s  n o t ta k e n  

by th e  t a k e - o v e r  ban k , h a s  b e e n  a p p l ie d  in  th e  p a s t  t h r e e  y e a r s  by  th e

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



- 4 -

C o r p o r a t io n  to  l a r g e r  b a n k s ,  a s  w e l l  a s  to s m a l l e r  o n es .  By doing  so , 

the  C o r p o r a t io n  h a s  r e m o v e d  f r o m  th e  b an k in g  s y s t e m  b e tw e e n  O c to b e r  

of 1973 and  D e c e m b e r  31, 1976 o v e r  $ 3 .7  b i l l io n  of q u e s t io n a b le  a s s e t s ,  

in c lu d in g  a l l  o f the  w o r s t  a s s e t s  of a l l  of th e  f a i le d  in s u r e d  b a n k s .  T h is  

r e p r e s e n t s  a s u b s ta n t i a l  r e m o v a l  of p o o r  q u a l i ty  a s s e t s  f r o m  th e  bank ing  

s y s te m .

J u s t  a s  im p o r t a n t  a s  th e  ’’c le a n  b a n k "  p u r c h a s e  and  a s s u m p t io n  

a p p ro a c h  h a s  b e e n  th e  C o r p o r a t i o n 's  d e t e r m in a t io n  to  a t t e m p t  to a r r a n g e  

a p u r c h a s e  an d  a s s u m p t io n  in  e a c h  fa i le d  bank  s i tu a t io n ,  r a t h e r  th an  pay 

d e p o s i to r s  t h e i r  i n s u r e d  a m o u n ts .  T h is  a p p ro a c h ,  and  o u r  a b i l i ty  to 

im p le m e n t  i t  n o t  only  in  a l l  l a r g e r  b an k  f a i l u r e s  b u t  in  n e a r l y  a l l  f a i l u r e s  

r e g a r d l e s s  o f  b ank  s iz e ,  h a s  c o n t r ib u te d  s ig n if ic a n t ly  to  c u s t o m e r  co n f id en ce  

in  th e  b ank ing  s y s t e m .  Only t h r e e  b a n k s ,  w h o se  to ta l  d e p o s i t s  a g g re g a te d  

on ly  a b o u t $18 m i l l io n ,  w e r e  pa id  ou t in  1976.

II

The s i z e  an d  c o m p le x i ty  of th e  C o r p o r a t io n  h a v e  g ro w n  d r a m a t i ­

c a l ly  d u r in g  th e  p a s t  few  y e a r s .  T he  C o r p o r a t io n  now s u p e r v i s e s  8, 981 

c o m m e r c i a l  an d  m u tu a l  s a v in g s  b a n k s ,  a n  i n c r e a s e  of 67 d u r in g  1976 and  

an  i n c r e a s e  of 779 d u r in g  th e  p a s t  f iv e  y e a r s .  T h e s e  b a n k s  a t  m i d - y e a r  

1976 h a d  a s s e t s  to ta l l in g  $335. 2 b i l l io n ,  a n  i n c r e a s e  of $17. 1 b i l l io n  in  

a s s e t s  of b an k s  s u p e r v i s e d  by  th e  C o r p o r a t io n  f r o m  th e  end of 1975, and  

an  i n c r e a s e  of $148. 0 b i l l io n  d u r in g  th e  p re c e d in g  f iv e  y e a r s .

We a r e  c u r r e n t l y  l iq u id a t in g  o v e r  $ 2 .6  b i l l io n  of a s s e t s  in  o u r  

L iq u id a t io n  D iv is io n .  T h e s e  a s s e t s  a r e  c o n s id e r a b ly  l a r g e r  and  m o r e
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d if f icu l t  to  l iq u id a te  th a n  th o s e  in  e a r l i e r  l iq u id a t io n s  and  o u r  r e c o v e r y  

r e c o r d  w i l l  no t  b e  a s  h igh  w hen  th e  books  a r e  f in a l ly  c lo s e d  on th e s e  

l iq u id a t io n s  a s  i t  h a s  b e e n  in  th e  p a s t .

T he  n u m b e r  of C o r p o r a t io n  e m p lo y e e s  now to ta ls  3, 541, an  

i n c r e a s e  of 267 d u r in g  1976, and  an  i n c r e a s e  of 934 d u r in g  the  p a s t  f ive  

y e a r s .  O ur e x p e n d i tu re s ,  of w h ich  a t  l e a s t  83 p e r c e n t  is  f o r  em p lo y ee  

c o m p e n s a t io n  an d  e x a m i n e r s '  t r a v e l ,  to ta le d  $75 m i l l io n  f o r  1976, an  

i n c r e a s e  of $8 m i l l i o n  f r o m  the  p re v io u s  y e a r  and an  i n c r e a s e  of $33 

m i l l io n  f r o m  f iv e  y e a r s  ago . T he  i n c r e a s e  in  e x p e n d i tu re s  d u r in g  the  

p a s t  f iv e  y e a r s  i s  d i r e c t l y  t r a c e a b l e  to  g o v e rn m e n ta l  pay and r e i m b u r s e ­

m e n t  i n c r e a s e s ,  i n c r e a s e s  in  n u m b e r  of e m p lo y e e s ,  and  in f la t io n .

The l a r g e s t  p a r t  of the  i n c r e a s e  in  n u m b e r  of e m p lo y e es  is  

d i r e c t l y  r e l a t e d  to  th e  i n c r e a s e  in  n u m b e r  and  s iz e  of b an k s  s u p e r v is e d  

and  to  the  n u m b e r  an d  s iz e  of l iq u id a t io n s  we a r e  a d m in is te r in g .  In 

a d d it io n ,  a n u m b e r  of e m p lo y e e s  h av e  b e e n  add ed  to  d e a l  w ith  r e la t iv e ly  

new  r e s p o n s ib i l i t i e s  th a t  the  C o r p o r a t io n  h a s  b e e n  g iven  d u r in g  the  p a s t  

few  y e a r s .  F o r  e x a m p le ,  w h ile  i t  i s  d if f ic u l t  to  e s t im a te  p r e c i s e ly ,  i t  

a p p e a r s  th a t  th e  C o r p o r a t io n  i s  sp en d in g  th e  eq u iv a len t  of 230 m a n - y e a r s  

e ac h  y e a r  in  e n fo rc in g  c o n s u m e r  la w s .

i n

A s y o u  know , b an k  r e g u la to r y  a g e n c ie s  in  th e  U nited  S ta te s ,  

su ch  a s  th e  FD IC , e x a m in e  th e  b a n k s  they  s u p e r v i s e .  When o u r  e x a m i ­

n a t io n  p r o c e s s  d e te c t s  w e a k n e s s  in  a ban k , w e h av e  s e v e r a l  m e a n s  of 

d e a l in g  w ith  th e  s i tu a t io n ,  b o th  f o r m a l  and in fo r m a l .  O v e r  the  l a s t  few
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y e a r s ,  t h e r e  h a s  b e e n  a t r e n d  in  the  d i r e c t i o n  of m o r e  f r e q u e n t  in i t ia t io n  

of f o r m a l  a c t io n s ,  g e n e r a l ly  c e a s e  and  d e s i s t  o r d e r s  i s s u e d  p u r s u a n t  

to  S ec tio n  8(b) of th e  F e d e r a l  D e p o s i t  I n s u r a n c e  A c t.  W hile in f o r m a l  

a p p ro a c h e s  a r e  o ften  s u c c e s s f u l ,  th e  t r e n d  to w a rd  g r e a t e r  u s e  of f o r m a l  

a c t io n s  w as  a c c e l e r a t e d  in  1976. T h e r e  w e r e  41 c e a s e  and  d e s i s t  p r o ­

c e e d in g s  in i t i a te d  in  1976, c o m p a r e d  w ith  8 in  1975 and  only  7 a s  r e c e n t ly  

a s  1971.

S ec tio n  8(a) o r d e r s ,  w i th d ra w a l  of in s u r a n c e ,  h a v e  r e m a in e d  

r a t h e r  c o n s ta n t  in  n u m b e r s  d u r in g  s i m i l a r  p e r io d s  w ith  8 b e ing  in i t ia te d  

d u r in g  1976 and  5 e ac h  in  th e  y e a r s  of 1975 and  1972. F e d e r a l  d e p o s i t  

i n s u r a n c e  w as  t e r m in a t e d  in  one  bank  d u r in g  1976, F i r s t  S ta te  B ank  &

T r u s t  C o . ,  Rio G ra n d e  C ity , T e x a s ,  and  the  bank  fa i le d  s h o r t ly  t h e r e a f t e r .

M a jo r  s te p s  w e r e  ta k e n  by  th e  FD IC  d u r in g  1976 to i n c r e a s e  

e f fo r t s  a t  e n fo rc in g  b ank  c u s t o m e r  o r i e n te d  law s  and  r e g u la t io n s .  N ot 

only  w as  a D i r e c t o r  f o r  the  O ffice  of B ank C u s to m e r  A f fa i r s  s e le c te d  and 

the  e f fo r t s  of th a t  o ff ice  b eg u n  to  be  f e l t  d u r in g  1976, b u t  S ec tio n  8(b) 

c e a s e  and  d e s i s t  o r d e r s  fo r  v io la t io n s  of the  T ru th  in  L en d in g  L aw  w e r e  

i s s u e d  f o r  th e  f i r s t  t im e .  A lso  in s t i tu t e d  w as  a s a m p le  s u rv e y  a im e d  a t  

im p r o v in g  e n f o r c e m e n t  of F a i r  H ousing  L end ing  (T it le  VIII of th e  C iv il 

R igh ts  A c t of 1968), and  b a s e d  on w h a t i s  l e a r n e d  f r o m  a n a ly s i s  of the  

s a m p le  s u rv e y ,  w e  p lan  to  ex tend  th a t  p r o g r a m  d u r in g  1977. I n c r e a s e d  

t r a in in g  f o r  e x a m in e r s  w a s  p a r t  of o u r  p r o g r a m  d u r in g  1976, a s  w e r e  

ch an g e s  and  im p r o v e m e n ts  in  o u r  c o n s u m e r  c o m p la in t  in v e s t ig a t io n

p r o c e d u r e .
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O u r  a n a ly s i s  of b an k  p ro b le m s  in  th e  p a s t  h a s  led  us  to  c o n c lu d e  

th a t  an  i n c r e a s in g  r e s p o n s ib i l i ty  f o r  b an k  sa fe ty  and  s u c c e s s  m u s t  l i e  w ith  

th e  b o a r d  of d i r e c t o r s  of th e  b ank . D u rin g  1976 m e m b e r s  of the  B o a rd  of 

D i r e c t o r s  of the  C o r p o r a t io n  and  m e m b e r s  of th e  FDIC s ta f f  p a r t i c ip a te d  

in  e d u c a t io n a l  p r o g r a m s  a im e d  a t  d i r e c t o r s  of b an k s  and  we h a v e  an nounced  

a p o licy  of co n duc ting  m e e t in g s  b e tw e e n  the  b ank  e x a m in e r  and  th e  b o a rd  

of d i r e c t o r s  of b an k s  on a m o r e  f r e q u e n t  b a s i s  than  p re v io u s ly .  S ince we 

h av e  found th a t  a n u m b e r  of b ank  f a i l u r e s  and  bank  p ro b le m s  h a v e  r e s u l t e d  

f r o m  i m p r o p e r  d e a l in g s  b e tw e e n  th e  b an k  and  i t s  i n s i d e r s ,  we i s s u e d  a new 

re g u la t io n  in  1976 r e q u i r in g  a p p ro v a l  of s ig n if ic a n t  i n s i d e r  t r a n s a c t io n s  by 

the  b o a rd  of d i r e c t o r s  of e ach  n o n m e m b e r  bank .

IV

T h e re  h a s  no t  b e e n  a fu n d a m e n ta l  ch ange  in  th e  d e p o s i t  i n s u r a n c e  

s y s t e m  s in c e  i t s  in c e p t io n .  T he  p e r f o r m a n c e  of the  banking  in d u s t ry  and  

the  FDIC d u r in g  th is  r e c e n t  d if f icu l t  e co n o m ic  p e r io d  h a s  b e e n  good and 

s u g g e s ts  th a t  d r a s t i c  c h an g e  m a y  b e  u n n e c e s s a r y .  N e v e r th e le s s ,  in  an  

a t te m p t  to  c o n f i r m  o r  r e fu te  th is  and  to  r e v ie w  s y s te m a t i c a l l y  o u r  e n t i r e  

o p e r a t io n s ,  w e la u n c h e d  d u r in g  1976 a m a j o r  a n a ly s is  of the  p r e m i s e s  

and  p r o c e d u r e s  of o u r  s y s te m  of F e d e r a l  d e p o s i t  i n s u r a n c e .  This  r e v ie w  

c o v e r s  th e  ex ten t  of d e p o s i t  i n s u r a n c e ,  the  f in an c in g  of the  d e p o s i t  i n s u r ­

a n ce  s y s te m ,  and o u r  m e th o d s  of hand ling  bank  f a i l u r e s .  In a d d it io n ,  w e 

a r e  g iv ing  s p e c ia l  a t te n t io n  to  th e  in te r n a t io n a l  a s p e c t s  of d e p o s i t  i n s u r a n c e  

to d e t e r m in e  w h e th e r  th a t  ch an g e  in  the  n a tu r e  of th a t  im p o r ta n t  s e g m e n t
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of the  bank ing  b u s in e s s  r e q u i r e s  s o m e  ch an g e  in  th e  d e p o s i t  i n s u r a n c e  

s y s te m .  Any r e c o m m e n d a t io n s  a r i s i n g  f r o m  o u r  s tudy  w il l  be  r e p o r t e d  

d u r in g  1977.

In r e c e n t  y e a r s ,  s e v e r a l  o th e r  c o u n t r ie s  h av e  in s t i tu te d  o r  

c o n s id e r e d  d e p o s i t  i n s u r a n c e  s y s te m s  of t h e i r  own. In m o s t  c a s e s  th is  

h a s  b e e n  in  r e s p o n s e  to a g e n e r a l  bank ing  p ro b le m  o r  to  a  p a r t i c u l a r  

bank  f a i l u r e ,  though  w e l ik e  to th ink  th a t  one f a c to r  in v o lv ed  in  th e  

ad o p tio n  of d e p o s i t  i n s u r a n c e  a s  a so lu t io n  is  th e  s u c c e s s  of o u r  s y s te m .  

W hile I a m  n o t  an  e x p e r t  on th e  o p e ra t io n s  of d e p o s i t  in s u r a n c e  s y s t e m s  

o u ts id e  th e  U. S. , i t  i s  m y  i m p r e s s i o n  th a t  a l l  h av e  b e e n  r e a s o n a b ly  

s u c c e s s f u l  in  m e e t in g  th e  d o m e s t ic  f in a n c ia l  p ro b le m s  they  w e r e  s e t  

up to h a n d le  o r ,  if  no t,  they  h a v e .b e e n  o r  a r e  be in g  m o d if ie d  to  p e r m i t  

th e m  to  do so .

I a m  n o t  su f f ic ie n t ly  in fo r m e d  of th e  o p e ra t io n s  of a l l  of the  

v a r io u s  d e p o s i t  i n s u r a n c e  s y s te m s  w h ich  e x is t  a ro u n d  the  w o r ld  to  s u g g e s t  

th a t  any  one i s  " b e t t e r "  in  any  s e n s e  th a n  any  o th e r .  W hat I do w an t to 

s u g g e s t  i s  th a t  now is  an  a p p r o p r i a t e  t im e  to  look  a t  c e r t a i n  in te r n a t io n a l  

a s p e c t s  of th e s e  d o m e s t ic  d e p o s i t  i n s u r a n c e  s y s t e m s .  T h e r e  a r e  s e v e r a l  

r e a s o n s  f o r  th a t .  T he  w o r ld w id e  eco n o m ic  d e c l in e  in  th e  m i d - ' 7 Os w as  

the  g r e a t e s t  on a w o r ld w id e  b a s i s  s in c e  th e  G r e a t  D e p r e s s io n  of the  '3 0 s .  

T h is  e x p e r ie n c e  gave  us a c l e a r - c u t  d e m o n s t r a t io n ,  i f  one w as  n eed e d ,  th a t  

the  e c o n o m ie s  of the  w o r ld  a r e  l in k ed  to g e th e r  and  th a t  s e r io u s  f in a n c ia l  

o r  e co n o m ic  p ro b le m s  in  one p a r t  of the  w o r ld  a r e  ra p id ly  t r a n s m i t t e d  

to o t h e r s .  Second , w e m u s t  r e c o g n iz e  th a t  in  r e c e n t  y e a r s  l a r g e r  b a n k s  

h av e  b e c o m e  s u s c e p t ib le  to the  p r o b le m s ,  w e a k n e s s  and  even  f a i l u r e  th a t
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u n t i l  r e c e n t ly  w e  h ad  te n d ed  to th in k  of a s  p ro b le m s  co n fro n t in g  only  v e ry  

s m a l l  b a n k s .  R e la te d  to  b o th  th e s e  f a c t o r s  i s  the  f a c t  th a t  b an k in g  h a s  

b e c o m e  m o r e  in te r n a t io n a l .  T he  l a r g e s t  b an k s  in  the  U. S. and  o th e r  

c o u n t r ie s  h a v e  long b e e n  in v o lv ed  in  in te r n a t io n a l  f in a n c e .  But in  r e c e n t  

y e a r s  th a t  in v o lv e m e n t  h a s  i n c r e a s e d ,  and  h a s  r e p r e s e n t e d  a l a r g e r  f r a c t io n  

of t h e i r  to ta l  o p e r a t io n s .  I n te r n a t io n a l  in te rb a n k  lo an s  and  d e p o s i t s  h a v e  

g r e a t l y  expanded . F u r t h e r ,  s o m e  b a n k s  o th e r  th an  the  v e ry  l a r g e s t  have  

m o v e d  in to  th e  i n te r n a t io n a l  ban k in g  b u s i n e s s .  C u r r e n t ly  o v e r  100 U. S. 

b an k s  h a v e  fo r e ig n  b r a n c h e s  o r  o f f ic e s ,  and  a lm o s t  7 0 fo r e ig n  banks  h av e  

s e t  up one  o r  m o r e  d e p o s i to r y  o f f ice s  in  the  U nited  S ta te s .  One im p o r ta n t  

a s p e c t  of th a t  d e v e lo p m e n t  is  th a t  th e  in te r n a t io n a l  b an k s  a r e  m oving  in to  

c o n s u m e r  b u s in e s s  a b r o a d .  A t one t im e ,  the  in te r n a t io n a l  o p e ra t io n s  of 

the  g ian t  b an k s  in v o lv ed  in te r n a t io n a l  t r a d e  and  th e  f a c i l i t a t io n  of l a r g e  

i n te r n a t io n a l  t r a n s a c t i o n s .  B ut now A m e r ic a n  b an k s  a r e  co m p etin g  in 

r e t a i l  c r e d i t  m a r k e t s  in  s e v e r a l  o th e r  c o u n t r ie s  and  a n u m b e r  of n o n -U . S. 

b an k s  a r e  o p e ra t in g  b r a n c h  s y s t e m s  and  co m p e t in g  f o r  lo c a l  r e t a i l  bank ing  

b u s in e s s  in  th e  U. S.

T h e s e  t r e n d s  g ive  m e  c a u s e  f o r  c o n c e rn .  I do no t h av e  any 

p a r t i c u l a r  p r o p o s a l  to  m a k e  a t  th is  t im e  and  no p a r t i c u l a r  so lu t io n  to u r g e  

upon  th e  U. S. G o v e rn m e n t  o r  th e  w o r ld  f in a n c ia l  c o m m u n ity .  I do w an t 

to  r a i s e  c e r t a i n  i s s u e s  r e l a t e d  to  th e  in te r n a t io n a l  a s p e c t s  of d e p o s i t  

i n s u r a n c e  f o r  c o n s id e r a t io n  by e x p e r t s  and  p r a c t i t i o n e r s  of th e  d e p o s i t  

i n s u r a n c e  b u s in e s s  in  th e  U, S. , the  P h i l ip p in e s  and  e l s e w h e re .

T h is  i s s u e  of d e p o s i t  i n s u r a n c e  c o v e r a g e  of f o r e ig n  b an k s  is  

no t s im p ly  an  a c a d e m ic  one . T h e r e  h a v e  a l r e a d y  b e e n  in s t a n c e s  of ban k
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f a i l u r e s  of f o r e ig n  b a n k s  in  v a r io u s  c o u n t r i e s  th a t  h a v e  c r e a t e d  d i f f ic u l t ie s  

f o r  b o th  g o v e rn m e n ts  in v o lv ed . In 1966, w e saw  th e  f a i l u r e  of the  In t r a  

B ank  of L eb an o n , w h ich  h a d  a b r a n c h  in  New Y ork , c a u s in g  l o s s e s  to 

d e p o s i to r s  in  L e b a n o n  though  no t  to th o s e  in  th e  U nited  S ta te s .  In 197 0, 

a  S w iss  s u b s id i a r y  of th e  U nited  C a l i fo rn ia  Bank fa i le d .  W hile t h e r e  

w e r e  no  g o v e rn m e n t  g u a r a n te e s  o r  i n s u r a n c e  in v o lv ed , the  p a r e n t  bank  

d e c id e d  to  m a k e  good th e  l o s s e s  of i t s  s u b s id ia r y  even  though  t h e r e  w as  

no c l e a r  le g a l  o b l ig a t io n  to  do so .  T he  H e r s t a t t  f a i l u r e  in  G e rm a n y  in  

1974 c a u s e d  g r e a t  c o n s te r n a t io n  an d  f in a n c ia l  d i f f ic u l t ie s  f o r  in t e r n a t io n a l  

c u s t o m e r s  of th a t  b ank . A n o th e r  b ank  f a i l u r e  w h ich  a p p a r e n t ly  r e s u l t e d  

in  l o s s e s  to  i n te r n a t io n a l  d e p o s i to r s  w as  th e  f a i l u r e  of th e  I s r a e l - B r i t i s h  

B ank, a b a n k  w ith  jo in t  I s r a e l i / B r i t i s h  o w n e rsh ip ,  w h ich  fa i le d  in  E n g lan d  

in  1974. T h a t  w as  a c a s e  in  w h ic h  i t  a p p e a r s  th a t  b o th  g o v e rn m e n ts  f e l t  

th a t  d e p o s i to r s  sh ou ld  b e  p r o te c te d ,  b u t  i t  w as  no t  c l e a r  w h e th e r  th e  

r e s p o n s ib i l i ty  la y  w ith  th e  B r i t i s h  o r  th e  I s r a e l i  a u th o r i t i e s .

The U nited  S ta te s  h a s  had  t h r e e  e x p e r i e n c e s  w ith  f a i l u r e s  invo lv ing  

in te r n a t io n a l  im p l ic a t io n s  s in c e  I  h av e  b e e n  w ith  th e  F D IC . W hen U nited  

S ta te s  N a t io n a l  B ank of San D iego fa i le d ,  b e s id e s  r e p r e s e n t in g  o u r  l a r g e s t  

b ank  f a i l u r e  up to  th a t  po in t,  i t  a l s o  r e p r e s e n t e d  o u r  f i r s t  f a i le d  b an k  w ith  

s u b s ta n t ia l  i n t e r n a t io n a l  b u s i n e s s .  U. S. N a t io n a l  Bank h a d  on i t s  books  m any  

l e t t e r s  of c r e d i t  d e a l in g s  w ith  E u r o p e a n  an d  M id d l e - E a s t e r n  b a n k s ,  l e t t e r s  

of c r e d i t  w h ich  on t h e i r  f a c e  w ould  n o t  q u a l i fy  a s  d e p o s i t s  o r  n o n -c o n t in g e n t  

l i a b i l i t i e s  u n d e r  e i t h e r  th e  F D I A c t o r  u n d e r  th e  t e r m s  of th e  a g r e e m e n t  

by w h ich  C r o c k e r  N a t io n a l  Bank a s s u m e d  d e p o s i t  l i a b i l i t i e s  of th e  f a i le d  

U. S. N a t io n a l  B ank  w ith  F D f c  f in a n c ia l  a s s i s t a n c e .  M any  of the  E u ro p e a n
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b an k s  h ad  v iew ed  th e s e  t r a n s a c t io n s  a s  d i r e c t  lo an s  to  U nited  S ta te s  

N a t io n a l  B ank , m a k in g  th e  o b l ig a t io n s  d i r e c t  l i a b i l i t i e s  of the  ban k . The 

FD IC  v o lu n ta r i ly  lo o k ed  beyond  th e  " fo u r  c o r n e r s  of the  d o c u m e n t"  and  

pa id  th e  f o r e ig n  l e t t e r  of c r e d i t  h o ld e r s  in  th o s e  c a s e s  w h ich  w e r e  found 

to in v o lv e  d i r e c t  l i a b i l i t i e s  of U. S. N a t io n a l  B ank. R a th e r  th an  t ry in g  

s im p ly  to  m in im i z e  o u r  i n s u r a n c e  o b l ig a t io n s ,  w e did  a t te m p t  to s e e  

th a t  eq u ity  w as  s e r v e d  w ith  r e s p e c t  to  f o r e ig n  b a n k s  r e ly in g  on d e a l in g s  

w ith  a n  i n s u r e d  A m e r i c a n  b a n k . T h e r e  i s  s t i l l  a g r e a t  d e a l  of l i t ig a t io n  

le f t  c o n c e rn in g  l e t t e r s  of c r e d i t  w h ich  w e r e  found to  b e  u n m a tu re d ,  c o n ­

t in g e n t  o b l ig a t io n s  of U. S. N a t io n a l  B ank . T h e s e  l e t t e r s  a r e  h e ld  by 

b o th  d o m e s t ic  and  f o r e ig n  b a n k s  an d  th e  f in a l  o u tc o m e  of th is  l i t ig a t io n  

i s  n o t  c l e a r .  N e v e r t h e l e s s ,  I  b e l ie v e  th a t  th e  FDIC B o a rd  of D i r e c to r s  

a c te d  in  a r e s p o n s ib l e  m a n n e r  to  m in im i z e  th e  in te r n a t io n a l  r e p e r c u s s io n s  

of th a t  l a r g e  b a n k  f a i l u r e ,  though  i t  d id  so  in  the  a b s e n c e  of f o r m a l  i n t e r ­

n a t io n a l  a g r e e m e n t s  o r  g u id e l in e s .

W hen th e  F r a n k l i n  N a t io n a l  B ank  fa i le d  in  1974, i t  w as  o p e ra t in g  

a b r a n c h  in  L ondon . The FD IC  d id  a r r a n g e  a p u r c h a s e  and  a s s u m p t io n  

t r a n s a c t i o n  w h e re b y  E u r o p e a n - A m e r i c a n  Bank a s s u m e d  a l l  the  l i a b i l i t i e s  

of th e  F r a n k l i n  N a t io n a l  B ank. H ad E u r o p e a n - A m e r ic a n  b e e n  unw illing  

to ta k e  th e  L ondon  b r a n c h ,  th e  d e p o s i t s  in  th e  London  b r a n c h  w ould no t  

h a v e  b e e n  i n s u r e d  an d  s o m e  lo s s  w ould  h a v e  b e e n  l ik e ly  to d e p o s i t o r s .

The v e r y  r e c e n t  f a i l u r e  of A m e r ic a n  B ank  and  T r u s t  Co. in  New 

Y o rk  C ity  a l s o  p r e s e n t s  new  im p l ic a t io n s  f o r  in t e r n a t io n a l  t r a n s a c t io n s  

invo lv ing  a d o m e s t ic  U. S. b ank , th e  r e s u l t s  of w h ich  w il l  no t  b e  a p p a r e n t  

p e rh a p s  f o r  s o m e  t im e .
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In v iew  of th e s e  e x p e r i e n c e s ,  w e  b e l ie v e  th a t  s o m e  a t te n t io n  

m u s t  b e  g iv en  to  th e  i n te r n a t io n a l  a s p e c t s  of d o m e s t ic  d e p o s i t  i n s u r a n c e  

by  th e  c o u n t r i e s  of the  w o r ld ,  c e r t a in l y  by  th e  U nited  S ta te s .  I do n o t 

have  any  so lu t io n  to  p r o p o s e  a t  th e  p r e s e n t  t im e ,  a l th o u g h  i t  s e e m s  

a p p a r e n t  th a t  c l e a r  l in e s  of c o m m u n ic a t io n  shou ld  b e  e s t a b l i s h e d  b e tw e e n  

the  v a r io u s  d e p o s i t  i n s u r a n c e  c o r p o r a t io n s  o r  s y s t e m s  in  th e  d i f f e r e n t  

c o u n t r i e s .

In th e  U. S . , th e  F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t io n  p ro v id e s  

i n s u r a n c e  c o v e r a g e  f o r  d e p o s i t s  up  to  g e n e r a l ly  a  $40, 000 m a x im u m  in  a l l  

i n s u r e d  b a n k s  in  th e  U nited  S ta te s .  D e p o s i ts  of b o th  A m e r ic a n s  and  

f o r e ig n e r s  a r e  c o v e r e d .  B ra n c h e s  of f o r e ig n  b a n k s  o p e ra t in g  in  th e  U, S. 

a r e  n o t  e l ig ib le  f o r  d e p o s i t  i n s u r a n c e ,  though  s e v e r a l  f o r e ig n  b an k s  have  

o r g a n iz e d  A m e r ic a n  s u b s id i a r i e s  w h ich  h av e  o b ta in ed  d e p o s i t  i n s u r a n c e .  

D e p o s i ts  in  th e  b r a n c h e s  of A m e r i c a n  b a n k s  a b r o a d  a r e  no t  in s u r e d ,  e i th e r  

f o r  A m e r ic a n  c i t i z e n s  o r  lo c a l  r e s i d e n t s .  F D I C - in s u r e d  b a n k s  pay  a s s e s s ­

m e n ts  f o r  i n s u r a n c e  c o v e r a g e  to  th e  FD IC  b a s e d  on t h e i r  to ta l  d e p o s i t s  in  

U. S. o f f ic e s .  T h a t  i s ,  t h e i r  i n s u r a n c e  a s s e s s m e n t  is  n o t  b a s e d  on  t h e i r  

d e p o s i t s  a b ro a d ,  b u t  th ey  a r e  a s s e s s e d  on to ta l  (not j u s t  in s u r e d )  d e p o s i t s  

in  th e  U. S. T h is  s y s t e m ,  a s  I s ay ,  h a s  w o rk e d  w e l l  and  s e e m s  a p p r o p r i a t e  

and  a d e q u a te  to  d e a l  w ith  th e  e s s e n t i a l l y  d o m e s t ic  p r o b le m s  f o r  w h ich  i t  

w as  e s ta b l i s h e d .

T h e r e  a r e  s o m e  s te p s ,  h o w e v e r ,  w h ich  a r e  b e in g  c o n s id e r e d  

in  th e  U. S. w h ich  I  w an t to  b r in g  to  y o u r  a t te n t io n .  A b i l l  w as  c o n s id e r e d  

by  o u r  C o n g r e s s  l a s t  y e a r ,  and  i s  s u r e  to  b e  c o n s id e r e d  a g a in  th is  y e a r ,  

th a t  r e l a t e d  to  th e  r e g u la t io n  of fo r e ig n  b a n k s  o p e ra t in g  in  th e  U nited
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S ta te s .  A t th e  p r e s e n t  t im e  t h e r e  i s  v e r y  l im i te d  F e d e r a l  r e g u la t io n  

of su ch  b a n k s .  T h is  b i l l  w ould  c o m b in e  a d d i t io n a l  r e g u la t io n  and  

r e s t r i c t i o n s  on th e  o p ra t io n  of U. S. b r a n c h e s  of fo r e ig n  b an k s  w ith  

a p r o g r a m  of d e p o s i t  i n s u r a n c e  o r  d e p o s i to r  p ro te c t io n .  We h av e  m ix e d  

fe e l in g s  ab o u t th is  a p p r o a c h  b e c a u s e  w e f e e l  th a t  a l though  i t  m a y  be  

d e s i r a b l e  to  th e  fo r e ig n  b a n k s ,  i t  i s  e x t r e m e ly  d if f icu l t  to  d ev e lo p  a 

w o rk a b le  i n s u r a n c e  s y s t e m  f o r  b r a n c h e s ,  a s  d i s t in c t  f r o m  s u b s id ia r y  

b a n k s ,  p r i m a r i l y  b e c a u s e  of d i f f ic u l t ie s  r e la t in g  to  j u r i s d i c t i o n  o v e r  

f o r e ig n  p r o p e r ty  and  c i t i z e n s .

In th e  U nited  S ta te s ,  h o w e v e r ,  w e a l r e a d y  h a v e  a s y s t e m  

w h e re  v i r t u a l ly  a l l  b an k in g  o ff ice s  a r e  in s u r e d  by th e  FD IC . T he public  

now ta k e s  d e p o s i t  i n s u r a n c e  f o r  g ra n te d ,  and  d e p o s i to r s  dp n o t  s top  to 

th ink  th a t  a  b an k  m a y  n o t  b e  i n s u r e d .  T h is  w a s  l e s s  of a p ro b le m  w hen  

the  f o r e ig n  b a n k s  o p e ra t in g  in  th e  U. S. w ith o u t  d e p o s i t  i n s u r a n c e  w e r e  

doing only  a w h o le s a le  o r  i n t e r n a t io n a l  b u s in e s s ,  b u t  now as  th ey  a r e  

c o m p e t in g  f o r  r e t a i l  b u s in e s s  th is  h a s  b e c o m e  a m o r e  s e r io u s  c o n c e rn .

We h a v e  a l s o  b e e n  doing s o m e  th ink ing  abou t p o s s ib le  c h an g es  

in  o u r  d e p o s i t  i n s u r a n c e  s y s te m .  One of the  p r o p o s a ls  w h ich  w e h a v e  b e en  

c o n s id e r in g  w ould  in v o lv e  ex tend ing  F e d e r a l  d e p o s i t  i n s u r a n c e  p ro te c t io n  

to  d e p o s i t s  in  th e  f o r e ig n  b r a n c h e s  of A m e r ic a n  b a n k s .  A t the  p r e s e n t  

t im e ,  a s  I  h a v e  m e n t io n e d ,  d e p o s i t s  in  th e s e  b r a n c h e s  a r e  no t in s u r e d .

We b e l ie v e  th a t  m o s t  of the  l a r g e r  A m e r ic a n  b an k s  o p e ra t in g  b r a n c h e s  

a b ro a d  a r e  n o t  i n t e r e s t e d  in  s u c h  d e p o s i t  i n s u r a n c e ,  p a r t ly  b e c a u s e  a t  

the  p r e s e n t  t im e  th e y  a r e  n o t  paying d e p o s i t  i n s u r a n c e  p r e m iu m s  on

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



- 14 -

th o se  d e p o s i t s ,  b u t  m o r e  im p o r ta n t ly  b e c a u s e  su ch  in s u r a n c e  i s  p ro b a b ly  

no t m e a n in g fu l  o r  n e c e s s a r y  f o r  m o s t  of t h e i r  l a r g e r  c u s t o m e r s ,  and  

would s im p ly  s u b je c t  th e m  to  i n c r e a s e d  F e d e r a l  r e g u la t io n  w ith o u t,  in  

t h e i r  ju d g m e n t ,  c o r r e s p o n d in g  b e n e f i t s .

T h e r e  w ould  b e  in te r n a t io n a l  im p l ic a t io n s  of su ch  a c h an g e  m a d e  

by  th e  U nited  S ta te s .  F o r  e x a m p le ,  A m e r ic a n  b an k s  o p e ra t in g  in  Ita ly  

m ig h t  h av e  a c o m p e t i t iv e  a d v a n ta g e  o v e r  I ta l ia n  b a n k s  if  d e p o s i t s  in  th e  

A m e r ic a n  b a n k s  w e r e  i n s u r e d  by an  a g e n c y  of th e  U. S. G o v e rn m e n t ,  

w h e r e a s  d e p o s i t s  in  th e  lo c a l  I ta l ia n  b a n k s  w ould n o t h a v e  g o v e rn m e n t  

g u a r a n t e e s .  T h a t  m ig h t  even  a p p e a r  to  b e  u n w a r r a n te d  U. S. G o v e in -  

m e n ta l  i n t e r f e r e n c e  in  th e  eco n o m y  of th a t  c o u n try .  T h e r e  w ould  a l s o  

b e  p r o b le m s  w ith  r e s p e c t  to  A m e r i c a n  b a n k s  o p e ra t in g  in  c o u n t r i e s  

w h e re  t h e r e  i s  a lo c a l  d e p o s i t  i n s u r a n c e  s y s te m .  Would an  A m e r i c a n  

b an k  o p e ra t in g  in  G e rm a n y  h a v e  to pay  d e p o s i t  i n s u r a n c e  a s s e s s m e n t s  

to  b o th  G e rm a n  an d  U. S. d e p o s i t  i n s u r a n c e  s y s t e m s ?  Who w ould  m a k e  

good in  th e  c a s e  of f a i l u r e ?  T h e se  a r e  i s s u e s  th a t  c an n o t b e  r e s o lv e d  

b y  one g o v e rn m e n t ,  h e n c e ,  m y  c a l l  f o r  m o r e  c o m m u n ic a t io n  b e tw e e n  

a g e n c ie s  w h ich  o p e r a te  d e p o s i t  i n s u r a n c e  s y s t e m s .

C o n fid en ce  in  th e  A m e r ic a n  bank ing  s y s t e m  h a s  r e m a in e d  

v e r y  h ig h  d u r in g  th e  p a s t  few  y e a r s  even  a s  th e  U. S. h a s  s t ru g g le d  

th ro u g h  a n  e x t r a o r d i n a r i l y  d if f ic u l t  e co n o m ic  p e r io d .  W hile  d e p o s i t  

i n s u r a n c e  and  th e  FD IC  can n o t  a lo n e  ta k e  c r e d i t  f o r  th is  co n f id e n ce ,  

i t  c a n  ta k e  i t s  s h a r e  of c r e d i t .  I t  i s  th is  c o n f id e n ce  to  w h ich  I 'm  

d i r e c t in g  m y  r e m a r k s ,  b u t  in  a n  i n te r n a t io n a l  r a t h e r  th an  a d o m e s t ic
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s e t t in g .  D e p o s i t  i n s u r a n c e ,  w ith  i t s  im p l ic a t io n s  fo r  c o n f id e n ce  in  

i n te r n a t io n a l  f in a n c ia l  t r a n s a c t i o n s ,  i s  one of the  m a j o r  e le m e n ts  w h ich  

m u s t  b e  r e v ie w e d  c a r e f u l ly  and  r a t io n a l ly  a s  the  p o ly c e n t r ic  w eb of 

i n t e r n a t io n a l  f in a n c e  co n t in u e s  to d ev e lo p .
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