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F r id a y  of th is  w eek , I  a m  sc h e d u le d  to  te s t i f y  b e fo re  th e  

S en a te  B ank ing  C o m m itte e  on  th e  h e a l th  of th e  b ank ing  in d u s try .  I 

a m  p le a s e d  th a t  th e  C o m m itte e  i s  h o ld in g  th is  ty p e  of re v ie w  of th e  

c o n d itio n  of th e  b an k in g  s y s te m , and  I  h o p e  th a t  th is  w ill  b e  a  r e g u la r  

p a r t  of th e  C o n g re s s io n a l  o v e r s ig h t  of th e  b an k in g  in d u s t ry  and  th e  

b an k in g  s u p e r v is o r y  a g e n c ie s . R e g u la r  ro u tin e  d is c lo s u r e  and  d i s ­

c u s s io n  of in fo rm a t io n  c o n c e rn in g  th e  b an k in g  in d u s try  i s  in  th e  p u b lic  

i n t e r e s t .  I t  i s  th e  o c c a s io n a l  d is c lo s u r e  of d ra m a t ic  i te m s  ta k e n  o u t 

of c o n te x t th a t  d o es  a d i s s e r v ic e  to  th e  b an k in g  in d u s t r ie s ,  b an k in g  

a g e n c ie s  and  th e  U. S. e co n o m y . D is ru p tiv e  e f fe c ts  of le a k s  of c o n f i­

d e n tia l  in fo rm a tio n  c a n  b e  p r o p e r ly  m in im iz e d  b y  ro u tin e  and  r e g u la r  

d is s e m in a t io n  of in fo rm a t io n  c o n c e rn in g  th e  c o n d itio n  of b a n k s  and  

by  r e g u la r  o v e r s ig h t  h e a r in g s  b y  th e  a p p ro p r ia te  C o n g re s s io n a l  

C o m m itte e s .

S om e of th e  d is c u s s io n  of th e  l a s t  y e a r  o r  so h a s  r e la te d  to  

d i s c lo s u r e s  c o n c e rn in g  o u r  l i s t  of p ro b le m  b a n k s . In  th e  p a s t ,  we 

h a v e  t r e a te d  in fo rm a t io n  ab o u t th e  p ro b le m  l i s t  a s  c o n f id e n tia l on 

g ro u n d s  th a t  i t  g ro w s  o u t of th e  p r o c e s s  of b an k  e x a m in a tio n . W hile 

I  c e r ta in ly  b e l ie v e  th a t  th e  e x a m in a tio n  r e p o r t  of an  in d iv id u a l ban k  

i s  p r o p e r ly  c o n f id e n tia l ,  I  b e lie v e  th e r e  c a n  b e  a g r e a t e r  d is c lo s u r e  

of in fo rm a t io n  c o n c e rn in g  th e  a g g re g a te  r e s u l t s  of o u r  e x a m in a tio n  

p r o c e s s ,  in c lu d in g  r e g u la r  p u b lic  d is s e m in a t io n  of in fo rm a t io n  on 

th e  s ta tu s  of o u r  p ro b le m  l i s t .  I  b e l ie v e  th a t  i f  th a t  h ad  b e e n  done
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r e g u la r ly ,  th e  o c c a s io n a l  u n a u th o r iz e d  d i s c lo s u r e s  of su ch  in f o r m a ­

tio n  w ould  p ro v e  m u c h  l e s s  sh o ck in g  and  n e w sw o rth y .

M aking  m o r e  in fo rm a t io n  a v a ila b le  c o n c e rn in g  th e  p ro b le m  

l i s t  i s  in  k e e p in g  w ith  o th e r  d e v e lo p m e n ts  in  b an k in g  o v e r  th e  l a s t  

s e v e r a l  y e a r s  in  th e  d i r e c t io n  of e v e r  g r e a t e r  d is c lo s u r e  of f in a n c ia l  

in fo rm a t io n  c o n c e rn in g  th e  o p e ra t io n  of in d iv id u a l b a n k s . T his m o v e ­

m e n t  in  th e  d i r e c t io n  of g r e a t e r  d is c lo s u r e  h a s  c o m e  ab o u t a s  th e  

r e s u l t  o f a c tio n  of th e  SE C , th e  FA S B , th e  acco u n tin g  in d u s t ry ,  and  

th e  b an k in g  a g e n c ie s .  T h e re  h a v e  a ls o  b e e n  s te p s  ta k e n  to w a rd  

im p ro v e d  d i s c lo s u r e  by  b a n k s  on th e i r  ow n v o litio n  fo llo w in g  c a r e f u l  

s tu d y  of th e  a p p r o p r ia te  p u b lic  and  p r iv a te  i n t e r e s t  in v o lv e d . The 

r e c e n t  p u b lic a tio n  of a  new  p o lic y  s ta te m e n t  on d is c lo s u r e  by B ank  

of A m e r ic a  i s  a  c a s e  in  p o in t. A t th is  p o in t, i t  s e e m s  p ro b a b le  th a t  

th e  g e n e r a l  m o v e m e n t in  th is  d i r e c t io n  h a s  b e e n  d e s i r a b le  b o th  f r o m  

th e  p o in t of v iew  of th e  g e n e r a l  p u b lic  and  f r o m  th a t  of th e  b an k in g  

in d u s t ry .

In m y  r e m a r k s  to n ig h t, I  w ou ld  l ik e  to  d is c u s s  th e  g e n e r a l  

h e a l th  of th e  b an k in g  in d u s t r y  and  th e n  e x a m in e  th is  t r e n d  to w a rd  

g r e a t e r  p u b lic  d i s c lo s u r e  of in fo rm a t io n  c o n c e rn in g  th e  h e a l th  of 

th e  b an k in g  in d u s t r y  and  in d iv id u a l b a n k s .

L e t  m e  f i r s t  s ta te  m y  b e l ie f  th a t  th e  b an k in g  in d u s t ry  i s  in  

re a s o n a b ly  sound  c o n d itio n , c e r ta in ly  in  m u c h  b e t t e r  c o n d itio n  th a n  

i t  w as  d u r in g  th e  p a s t  y e a r  o r  tw o . The s t a t i s t i c a l  t r e n d s  in  th e
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in d u s t r y  o v e r  th e  p a s t  y e a r  s e e m  to  r e f le c t  m o v e m e n ts  to w a rd  

s ta b i l i ty ,  in c r e a s e d  c a p i ta l  r a t io s ,  b e t t e r  l iq u id ity , d e c lin in g  lo a n  

lo s s e s  (a lth o u g h  th e y  re m a in e d  h ig h  in  1976) and  h ig h e r  e a rn in g s . 

N o n s ta t i s t ic a l  i t e m s ,  su c h  a s  m a n a g e m e n t e x p e r ie n c e , a ls o  h av e  

im p ro v e d . The in d u s t ry  i s  in  a n  a p p r o p r ia te  p o s it io n  to  r e c o v e r  

f r o m  th e  re m a in in g  i l l  e f fe c ts  of th e  p ro b le m s  of th e  e a r ly  1970s.

I h i s  i s  a  s ig n if ic a n t  a c h ie v e m e n t if  th e  d e v e lo p m e n ts  of th e  

p a s t  n u m b e r  of y e a r s  a r e  l i s t e d :  O v e r  th e  l a s t  15 y e a r s ,  b a n k s  

h a v e  c h o se n  to  o p e ra te  in  a  r i s k i e r  m a n n e r ;  A t th e  s a m e  t im e , 

th e  U. S. an d  w o rld  e c o n o m ie s  h a v e  b e c o m e  r i s k i e r  p la c e s  in  w h ich  

to  do b u s in e s s ;  O v e r  th e  l a s t  5 y e a r s  o r  so , th e r e  h a v e  b e e n  so m e  

v e ry  u n fa v o ra b le  e co n o m ic  d e v e lo p m e n ts  w h ich  h a d  s e r io u s  e ffe c ts  

b e c a u s e  of th e  r i s k i e r  s t r u c tu r e  of th e  e co n o m ic  s y s te m ; The 

b an k in g  s y s te m , a s  a  r e s u l t  of th e s e  u n fo r tu n a te  e v e n ts , th e  g r e a t e r  

r i s k  in  th e  eco n o m ic  e n v iro n m e n t and  th e  g r e a t e r  r i s k  in h e r e n t  in  

t h e i r  ow n f in a n c ia l  s t r u c tu r e  and  o p e ra t io n s ,  u n d e rw e n t a  s e v e r e  

sh o ck ; The b an k in g  s y s te m  w as  h i t  h a r d  by  th e  c o n flu e n ce  of th e s e  

f o r c e s  in  th e  1 9 7 3 -7 4  p e r io d ,  an d  th is  r e s u l te d  in  s e v e r e  p ro b le m s  

f o r  a  n u m b e r  of b a n k s , in c lu d in g  so m e  la r g e  b a n k s ; D e sp ite  a l l  of 

th is ,  th e  b an k in g  in d u s t ry  and  th e  f in a n c ia l  s y s te m  w e re  b a s ic a l ly  

sound  and  s ta b le , an d  th is  e n ab le d  th e  in d u s t ry  to  w e a th e r  th e  s to r m . 

L e t  m e  go b a c k  an d  c o n s id e r  th e s e  p o in ts  in  o r d e r .
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O v e r th e  l a s t  1 0 -1 5  y e a r s  th e  b an k in g  s y s te m  h a s  b e c o m e  a 

r i s k i e r  one  a s  b a n k s , p a r t i c u la r ly  th e  l a r g e r  b a n k s , h a v e  o p e ra te d  

in  a  m o r e  a g g r e s s iv e  m a n n e r .  S in ce  th e  e a r ly  1 9 6 0 s, m a n y  b a n k s , 

an d  p a r t i c u la r ly  th e  l a r g e  b a n k s , ab an d o n ed  th e i r  t r a d i t io n a l  c o n ­

s e r v a t i s m  an d  b e g a n  to  s t r iv e  f o r  m o r e  ra p id  g ro w th  of a s s e t s ,  

d e p o s its  an d  n e t  in c o m e . L a rg e  b a n k s  b e g a n  p r e s s in g  a t  th e  le g a l  

b o u n d a r ie s  of a llo w a b le  a c t iv i t ie s  f o r  b a n k s . B eg in n in g  in  th e  

m id -1 9 6 0 s , n a t io n a l  b a n k s  w e re  a llo w ed  to  ex p an d  th e i r  a c t iv i t ie s  

in to  f ie ld s  w h ich , to  m a n y  o b s e r v e r s ,  in v o lv e d  m o r e  th a n  th e  t r a d i ­

t io n a l d e g re e  of r i s k  f o r  c o m m e r c ia l  b a n k s . W h e th e r su ch  a c t iv i t ie s  

a r e  in h e re n t ly  r i s k i e r ,  o r  r i s k i e r  on ly  in  t h e i r  n e w n e s s  to  b an k  

m a n a g e r s  i s  a  p ro b le m  I  m u s t  le a v e  to  o th e r s  to  r e s o lv e .  S u ffice  

i t  to  say  th a t  a t  l e a s t  in  th e  s h o r t  ru n , th e y  a r e  r i s k i e r .  T h ese  

in c lu d e d  su ch  a c t iv i t ie s  a s  d i r e c t - l e a s e  f in a n c in g , u n d e rw r it in g  of 

re v e n u e  b o n d s , ex p an d ed  fo r e ig n  o p e ra t io n s  and  o th e r s .  I  a m  n o t 

su g g e s tin g  th a t  b a n k s  sh o u ld  n o t b e  in  th e s e  a c t iv i t i e s .  O ne co u ld  

m a k e  th e  a rg u m e n t, I  b e l ie v e , th a t  su ch  in c r e a s e d  r i s k in e s s  i s  

h e a lth y , d e s i r a b le  f o r  th e  n a t io n 's  eco n o m y , and  c o m p e tit iv e ly  

r e s p o n s ib le .  N e v e r th e le s s ,  th e s e  a c t iv i t ie s  a r e  e x a m p le s  of th e  

g e n e r a l  t r e n d  to w a rd  in c r e a s e d  a g g r e s s iv e n e s s  an d  in c r e a s e d  w i l l ­

in g n e s s  to  b e a r  r i s k  on th e  p a r t  of th e  b an k in g  s y s te m  in  g e n e r a l ,

and  l a r g e  b a n k s  in  p a r t i c u l a r .
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The b an k  h o ld in g  co m p an y  m o v e m e n t i s  a n o th e r  su ch  d e v e l­

o p m e n t. I t  a llo w ed  b a n k s  to  g e t in to  a r e a s  so m ew h a t d if f e r e n t  f r o m  

th e i r  t r a d i t io n a l  a c t iv i t ie s ;  a g a in , n o t n e c e s s a r i ly  in a p p ro p r ia te ,  

b u t a c t iv i t ie s  a t  l e a s t  g e n e r a l ly  p e rc e iv e d  to  in v o lv e  a g r e a t e r  d e g re e  

of r i s k .

B eg inn ing  a t  ab o u t th e  s a m e  t im e , l a r g e r  b an k s  b e g an  to 

a d v o c a te  and  p r a c t ic e  th e  c o n c e p t of l ia b i l i ty  m a n a g e m e n t. This 

in v o lv e d  a c h an g e  f r o m  th e  t r a d i t io n a l  b a la n c e  s h e e t r e q u ir e m e n t  

of a d e q u a te  l iq u id ity  of a s s e t s  to  a  w ill in g n e s s  to  go in to  th e  m o n ey  

m a r k e t  and  buy  liq u id i ty  i f  n e e d e d , r e g a r d le s s  of p re v a il in g  r a t e s .

M o st of th e  t r a d i t io n a l  f in a n c ia l  m e a s u r e s  of b an k  a g g r e s ­

s iv e n e s s  and  r i s k in e s s  show  th e s e  t r e n d s .  In  I9 6 0 , f o r  e x a m p le , 

b a n k s  w ith  d e p o s its  of b e tw e e n  $ 5 -1 0  m il l io n  h ad  an  a v e r a g e  lo a n -  

d e p o s it  r a t io  of 46 p e r c e n t ,  w h e re a s  b a n k s  w ith  d e p o s its  o v e r  $500 

m il l io n  h ad  a lo a n - d e p o s i t  r a t io  of 56 p e r c e n t .  B oth  s iz e  c a te g o r ie s  

of b a n k s  show ed  s ig n if ic a n t  i n c r e a s e s  in  th is  r a t io  o v e r  th e  l a s t  15 

y e a r s ,  b u t th e  in c r e a s e  h a s  b e e n  m o r e  d ra m a t ic  f o r  th e  la r g e  b a n k s . 

T h e ir  lo a n -d e p o s i t  r a t io  a t  th e  end of 1974 w as 79 p e r c e n t  a s  c o m ­

p a re d  w ith  63 p e r c e n t  f o r  th e  s m a l le r  b a n k s . T his c a m e  ab o u t a s  

a r e s u l t  of a  v e r y  l a r g e  i n c r e a s e  in  th e  v o lu m e  of b u s in e s s  lo a n s  

(in c lu d in g  c o m m e rc ia l  r e a l  e s ta te  lo a n s )  in  th e  e a r ly  1 9 7 0 s. In 

a d d itio n  to  th e  lo a n -d e p o s i t  r a t io ,  th e  c a p i t a l - a s  s e t  r a t io  show ed  

th e  s a m e  t r e n d s .  The c a p i t a l - t o - a s s e t  r a t io  of b o th  s iz e  c a te g o r ie s
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of b a n k s  w as  n e a r ly  th e  s a m e  in  1965, and  a v e ra g e d  f o r  a l l  b a n k s , 

a b o u t 8 p e r c e n t .  S in ce  th a t  t im e  th e  s m a l l  b a n k s  h a v e  m a in ta in e d  

th e i r  c a p i ta l  r a t io  a t  ab o u t 8 1 /2  p e r c e n t ,  w h ile  th e  l a r g e  b a n k s ' 

r a t io  h a s  d e c lin e d  to  u n d e r  7 p e r c e n t ,  c a u s in g  th e  a v e ra g e  of a l l  

b a n k s  to  d ro p  to  ab o u t 7 p e r c e n t .  W hile one  c a n  a rg u e  th e  m e r i t s  

of th e s e  o r  o th e r  r a t io s  a s  m e a s u r e s  of r i s k ,  f o r  w h a te v e r  th ey  

a r e  w o r th , th e y  do e x h ib it  a  c h an g e  in  t r a d i t io n a l  r a t io s  of r i s k  

m e a s u r e m e n t ,  w ith  a  m u c h  g r e a t e r  c h an g e  on th e  p a r t  of th e  l a r g e r  

b a n k s  th a n  th e  s m a l l e r  o n e s .

One of th e  a r e a s  in  w h ich  la r g e  b a n k s  h a v e  m o v ed  w ith  g r e a t  

v ig o r  in  r e c e n t  y e a r s  h a s  b e e n  th e  in te rn a t io n a l  a r e a .  A p p ro x im a te ly  

140 A m e r ic a n  b a n k s  h a v e  f o r e ig n  b r a n c h e s ,  o r  one  p e r c e n t  by n u m b e r  

of A m e r ic a n  b a n k s , c o m p a re d  w ith  on ly  27 in  1968. T h ese  b a n k s , w h ile  

s m a l l  in  n u m b e r , a c c o u n t f o r  n e a r ly  h a lf  of to ta l  U. S, b a n k  d e p o s i ts ,  

and  th e  a s s e t s  of t h e i r  fo r e ig n  o p e ra t io n s  a m o u n t to  ab o u t 30 p e r c e n t  

of th e i r  to ta l  a s s e t s .  P a r t  of th is  o p e ra t io n  in v o lv ed  a m u c h  g r e a t e r  

ro le  f o r  A m e r ic a n  b a n k s  in  le n d in g  to  f o r e ig n  b u s in e s s e s  and  g o v e rn ­

m e n ts .  O p e ra t io n  o u ts id e  th e  c o u n try  in  w h ich  a c o rp o r a t io n  i s  

o r ig in a l ly  e s ta b l is h e d  i s  n o t n e c e s s a r i ly  r i s k i e r  th a n  d o m e s t ic  o p e r a ­

t io n s .  B u t f o r  m o s t  A m e r ic a n  b a n k s  eng ag in g  in  th is  a c t iv i ty  d u rin g  

th e  1960s and  1 9 7 0 s , i t  w as  a t  l e a s t  a new  v e n tu re ,  and  new  v e n tu re s  

a r e  a lm o s t  n e c e s s a r i ly  r i s k i e r  th a n  th o s e  in  w h ich  one  h a s  b u i l t  up 

a so lid  b a s e  of e x p e r ie n c e .  N ot s u r p r is in g ly ,  a n u m b e r  of A m e r ic a n
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b a n k s  h a v e  in c u r r e d  lo s s e s  in  t h e i r  f o r e ig n  o p e ra t io n s .  A g a in , none 

of th e s e  l o s s e s  h a v e  b e e n  s u f f ic ie n t by th e m s e lv e s  to  r e s u l t  in  a  b an k  

f a i lu r e ,  a lth o u g h  th e  in te r n a t io n a l  o p e ra t io n s  of F r a n k l in  N a tio n a l 

B ank  g r e a t ly  ad d ed  to  i t s  o th e r  p ro b le m s .

R e la te d  to  th e  m o v e  in to  new  ty p e s  of a c t iv i t ie s ,  and  new  

g e o g ra p h ic a l  a r e a s  f o r  b an k in g  a c t iv i ty , h a s  b e e n  a ch an g e  in  o r i e n ta ­

tio n  of A m e r ic a n  b a n k s . P e r f o r m a n c e  b e g a n  to  b e  a  m o r e  im p o r ta n t  

c o n s id e ra t io n ,  a s  d id  g ro w th . B anks b e c a m e  m o re  c o n c e rn e d  ab o u t 

t h e i r  im m e d ia te  p r o f i t  p ic tu r e  and  th e  p r ic e  of th e i r  s to c k . In  s e v e r a l  

c a s e s ,  b a n k s  to o k  on  a c t iv i t i e s ,  lo a n s  o r  c o m m itm e n ts  th a t  se e m e d  

to  h a v e  th e  p r o m is e  of im m e d ia te  p ro f i ta b i l i ty  o r  f a v o ra b le  s to c k  

m a r k e t  r e a c t io n .

P a r t  of th is  w a s  a s s o c ia te d ,  a t  l e a s t  in  th e  U n ited  S ta te s ,  w ith  

a  new  b r e e d  of b a n k e r  - -  y o u n g e r  and  m o r e  a g g r e s s iv e .  N o t on ly  d id  

y o u th  te n d  to  m a k e  f o r  m o r e  a g g r e s s iv e n e s s ,  b u t w e b e g a n  to  s e e  r is in g  

to  p o s i t io n s  of r e s p o n s ib i l i ty  b a n k e r s  w ho h a d  n o t h ad  d i r e c t  p e r s o n a l  

b an k in g  e x p e r ie n c e  d u r in g  th e  d e p r e s s io n  of th e  1 9 3 0 s. One c a n  ta k e  

th a t  a rg u m e n t on ly  so f a r ,  h o w e v e r , s in c e  so m e  of th e  in d u s try  l e a d e r s  

d u r in g  th is  p e r io d  w e r e  in d iv id u a ls  w ho w e re  p e r s o n a l ly  f a m i l i a r  w ith  

th e  d e p r e s s io n .

I t  i s  g e n e r a l ly  ack n o w led g ed  th a t  th e  s ta te  of th e  w o rld  eco n o m y  

h a s  b e c o m e  r i s k i e r  in  r e c e n t  y e a r s .  T h e re  a r e  s e v e r a l  f o r c e s  a t  w o rk  

h e r e :  The lo n g - r u n  w o r ld  in f la t io n a ry  t r e n d  i s  one  a s p e c t  of i t .
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A n o th e r  i s  th e  r e p la c e m e n t  of th e  s y s te m  of r e la t iv e ly  f ix e d  ex ch an g e  

r a te s  th a t  h a s  p re v a i le d  f o r  m o s t  of th e  p o s t-W o r ld  W ar II  p e r io d  

by a  s y s te m  of m o r e - o r - l e s s  f r e e ly  f lu c tu a tin g  ex ch an g e  r a t e s .  A 

w o r ld  of f lu c tu a tin g  ex ch an g e  r a t e s  i s  a  r i s k i e r  one  in  w h ich  to  do 

b u s in e s s .  In  f a c t ,  th e  m e a n s  b y  w h ich  b u s in e s s  f i r m s  h a v e  m in im iz e d  

th e i r  ex ch a n g e  r i s k s  h a v e  b e e n  by  a g r e a t e r  w ill in g n e s s  of b a n k s  to  

ta k e  on  th e  ex ch a n g e  r i s k s .  On th e  d o m e s t ic  s c e n e , o v e r  th e  l a s t  

20 y e a r s  c o rp o ra t io n s  h a v e  r e s t r u c tu r e d  th e i r  b a la n c e  s h e e ts  on a 

r a t h e r  m a s s iv e  s c a le ,  s u b s ti tu tin g  d e b t f o r  eq u ity  and  in c r e a s in g  

th e i r  l e v e r a g e .  N o t on ly  d id  th e  f in a n c ia l  s t r u c tu r e  of th e  f i r m s  

th a t  b an k s  le n d  to  b e c o m e  r i s k i e r ,  b u t a t  th e  s a m e  t im e  c o r p o r a te  

p r o f i ts  w e re  w eak , so th a t  th e  c o rp o ra t io n s  h a v e  found  th e m s e lv e s  

m o r e  d e p e n d e n t on e x te r n a l  f in a n c in g  f o r  b o th  t h e i r  lo n g - te r m  and  

s h o r t - t e r m  f in a n c in g  n e e d s .

O nce b o th  th e  b an k in g  s y s te m  and  th e  eco n o m y  a r r iv e d  in  th is  

r i s k i e r  p o s it io n , th e  w o r ld  w as  b e s e t  by  an  e x t r a o r d in a r y  c o m b in a tio n  

of c r i s e s .  F i r s t  th e  w o rld  e n e rg y  c r i s i s  p r e c ip i ta te d  by  th e  O PE C  

C a r te l  - -  th e  e m b a rg o  an d  th e  h u g e  in c r e a s e  in  th e  p r ic e  of o il . This 

p ro d u c e d  a  m a s s iv e  sh if t  in  th e  b a la n c e  of p a y m e n ts  of th e  U. S. and  

o th e r  c o u n tr ie s  r e q u ir in g  th e  f in a n c in g  of re s u l t in g  d e f ic i ts  and  r e i n ­

v e s tm e n t  of th e  O P E C  s u r p lu s e s .  O ne r e s u l t  w as  th e  s e r io u s  th r e a t  

to  th e  s ta tu s  of m u l t i - b i l l io n  d o l la r  o il ta n k e r  lo a n s . A n o th e r  w as  to  

g e n e r a te  q u e s tio n s  ab o u t th e  e co n o m ic  o u tlo o k  of l e s s  d ev e lo p e d
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c o u n tr ie s  w ho w e re ,  in  f a c t ,  th e  h a r d e s t  h i t  by  th e  in c r e a s e  in  o il 

p r i c e s .

T h ese  d e v e lo p m e n ts , a long  w ith  su ch  d e v e lo p m e n ts  a s  w ide  

sw in g s in  c o m m o d ity  p r i c e s ,  n o t on ly  h e lp e d  p ro d u c e  in f la tio n  a t  a 

r e c o r d  r a te ,  b u t le d  to  a  r e c e s s io n  d e e p e r  th a n  any  d o w n tu rn  s in c e  

th e  1 9 3 0 s . The in f la t io n  and  r e c e s s io n  c o m b in e d  w ith  w h a t a p p e a rs  

to  b e  a  p e ak in g  of a n o th e r  of th e  p e r io d ic  c y c le s  of r e a l  e s ta te  s p e c u ­

la t io n  in  th e  U. S. to  p ro d u c e  m a s s iv e  d e te r io r a t io n  of th e  r e a l  e s ta te  

m a r k e t ,  g e n e ra t in g  h u g e  lo a n  lo s s e s .  A  s e p a r a te  c r i s i s  in  m u n ic ip a l 

c r e d i t  w as  t r i g g e r e d  b y  N ew  Y o rk  C ity 's  n e a r  d e fa u lt .  In th e  m id s t  

of a l l  th is ,  w e h a d  th e  f a i lu r e  of w h a t h a d  b e e n  th e  tw e n tie th  l a r g e s t  

b an k  in  th e  U n ited  S ta te s  and  m a n y  new s s to r i e s  ab o u t th e  r e g u la to ry  

a g e n c ie s ' l i s t  of p ro b le m  b a n k s .

One o b s e r v e r  of th e  b a n k in g  s c e n e  p u t i t  th is  w ay :

" so m e  t im e  a f te r  1965, th e  h a lc y o n  ag e  a p p a re n tly  ended . 
R is in g  in f la t io n  w as  th e  h a r b in g e r ,  b u t c e r ta in ly  n o t th e  
so le  c a u s e  o r  sy m p to m , of h e ig h te n e d  eco n o m ic  in s ta b i l i ty .  
T his w as  a  p e r io d  of c o l la p s e  of th e  B re tto n -W o o d s  A g re e ­
m e n t and  d is a p p e a r in g  a n c h o v ie s , of s o c ia l  u n r e s t  in  
A m e r ic a  and  w id e s p re a d  d ro u g h t a b ro a d . A n A m e r ic a n  
p r e s id e n t  w as  sh a m e d  in to  r e s ig n a t io n  and  t r a d i t io n a l  a l l ie s  
g re w  r e s t iv e  a s  f o r m e r  a d v e r s a r i e s  w e re  e m b ra c e d  u n d e r  
th e  g u is e  of d e te n te . In  a d d itio n , p e tro le u m  p ro d u c e r s  
e s ta b l is h e d  a p o te n tia l ly  d i s a s t r o u s  p re c e d e n t  f o r  o th e r  
p r im a r y  m a te r i a l s  p r o d u c e r s  in  e ffe c t iv e ly  c a r te l i z in g  th e  
in d u s try .  In  s h o r t ,  th e  p e r io d  a f t e r  1965, and  p a r t i c u la r ly  
a f t e r  1970, w as  one in  w h ich  n u m e ro u s  se e m in g ly  u n r e la te d  
sh o ck s  b u ffe te d  th e  eco n o m ic  s y s te m . Q u ite  e x p e c te d ly , 
th e  s y s te m  lu rc h e d  to  and  f r o ,  w h ile  s ta b i l iz a t io n  p o l ic y ­
m a k e r s  so u g h t to  a d m in is te r  o ffse ttin g  sh o c k s . "*

I  S tu a r t  G re e n b a u m , P r o f e s s o r  of F in a n c e , N o r th w e s te rn  U n iv e rs i ty , 
"E c o n o m ic  In s ta b i l i ty  and  C o m m e rc ia l  B an k in g . " C o m p en d iu m  of M a jo r 
I s s u e s  in  B ank  R e g u la tio n , S en a te  B ank ing  C o m m itte e , M ay 1975.
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A s a r e s u l t  of a l l  of th is ,  w e saw  16 b an k  f a i lu r e s  in  1976, 

th e  l a r g e s t  n u m b e r  in  n e a r ly  25 y e a r s ,  fo llo w in g  c lo s e ly  th e  13 th e  

p re v io u s  y e a r .  The n u m b e r  of b a n k s  on o u r  p ro b le m  l i s t ,  w h ich  

in c lu d e s  n a tio n a l b a n k s  and  s ta te  m e m b e r  b a n k s , a s  w e ll a s  n o n ­

m e m b e r  b a n k s , in c r e a s e d  f r o m  156 on D e c e m b e r  31, 1973, to  349 

on J a n u a ry  1, 1976. We u s u a l ly  e x p e c t th e  n u m b e r  of o u r  p ro b le m  

b a n k s  to  le v e l  off and  d e c lin e  a f t e r  so m e  t im e  la g  d u rin g  th e  r e c o v e ry  

p e r io d  f o r  th e  e co n o m y . The t im e  la g  w as  m u c h  g r e a t e r  in  th e  c a s e  

of th e  1 9 7 3 -7 4  r e c e s s io n ,  an d  d u rin g  1976 th e  n u m b e r  of b a n k s  on the  

p ro b le m  l i s t  a c tu a l ly  in c r e a s e d ,  r i s in g  to  373 by e a r ly  s u m m e r  of 1976 

and  f lu c tu a tin g  a ro u n d  th a t  n u m b e r  s in c e  th a t  t im e . A s of J a n u a ry  1, 

1977, w e h a d  379 b a n k s  on th e  p ro b le m  l i s t ,  and  a s  of M a rc h  8, 1977, 

w e h a d  384. I t  i s  s ig n if ic a n t, h o w e v e r , th a t  th e  n u m b e r  of b a n k s  in  

o u r  s e r io u s  p ro b le m  c a te g o r ie s  h a s  d e c lin e d  s u b s ta n t ia l ly  f r o m  a 

h ig h  of 128 in  th e  s p r in g  of 1976 to  115 a t  th e  p r e s e n t  t im e , and  th a t  

th e  n u m b e r  of b a n k s  th a t  w e re  n o t on o u r  p ro b le m  l i s t  w a s  a lw ay s  

ab o u t 1 4 ,5 0 0  th ro u g h o u t th is  p e r io d . S im ila r ly ,  a lth o u g h  16 in s u r e d  

b a n k s  fa i le d ,  w e ll o v e r  99 p e r c e n t  of a l l  d e p o s i to r s  h ad  im m e d ia te  

a c c e s s  to  t h e i r  e n t i r e  d e p o s it  a m o u n t b e c a u s e  of s u c c e s s fu l  p u rc h a s e  

and  a s s u m p tio n  t r a n s a c t io n s .

W ith a l l  th a t  b a d  n ew s a s  b a c k g ro u n d , w e c a n  lo o k  a t  m o re  

r e c e n t  d e v e lo p m e n ts  w ith  so m e  o p tim is m . N in e te e n  s e v e n ty - s ix  

f o r  th e  b an k in g  s y s te m  in  t e r m s  of e a rn in g s  andw as  a good y e a r
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im p ro v e m e n t  in  f in a n c ia l  c o n d itio n s . B ank  liq u id ity  p o s it io n s  

im p ro v e d  d r a m a t ic a l ly  w ith  s u b s ta n t ia l  i n c r e a s e s  in  h o ld in g s  of 

g o v e rn m e n t s e c u r i t i e s .  W hile  b a n k s  m ig h t h av e  p r e f e r r e d  th a t 

lo a n  d e m an d  w e re  s t r o n g e r ,  w e m u s t  re c o g n iz e  th a t  th a t  la c k  of 

d e m an d  h a s  le d  to  a n  im p ro v e m e n t of th e  liq u id ity  p o s it io n  of th e  

b an k in g  s y s te m . The l iq u id ity  p o s it io n  w as  a ls o  im p ro v e d  b y  th e  

c o n tin u e d  d is p la c e m e n t  of v o la t i le  m o n ey  m a r k e t  s o u rc e s  of fu n d s 

w ith  s ta b le  sa v in g s  ty p e  d e p o s i t s .  The re d u c tio n  in  i n t e r e s t  c o s ts  

a llo w ed  an  in c r e a s e  in  e a rn in g s  d e s p i te  th e  r e la t iv e ly  s la c k  lo a n  

d e m a n d . The c a p i ta l  p o s i t io n  of th e  b an k in g  in d u s t r y  a ls o  im p ro v e d  

d u r in g  1976, a s  th e  g ro w th  r a te  of c a p i ta l ,  th ro u g h  re te n t io n  of 

e a r n in g s ,  w as h ig h e r  th a n  th e  m o d e s t  g ro w th  r a te  of to ta l  a s s e t s  

and  d e p o s i t s .

B a n k e rs  n e c e s s a r i ly  h a v e  le a r n e d  so m e th in g  f r o m  th e i r  e x p e ­

r ie n c e s  of th e  l a s t  few  y e a r s .  A c tiv i t ie s  th a t  w e re  new  to  m a n y  of 

th e m  in  th e  1960s a r e  m o r e  f a m i l i a r  now  th a t  th e y  h a v e  l iv e d  w ith  

th e m  th ro u g h  b ad  t im e s  a s  w e ll a s  good. B a n k e r s ' a t t i tu d e s  to w a rd  

r i s k  and  a p p r o p r ia te  lo a n  p o lic y  h a v e  b e n e f i t te d  f r o m  th is  e x p e r ie n c e . 

The r e a l  e s ta te  d e v e lo p e r  w ith  a  g r e a t  id e a  w ill  s i t  dow n w ith  a  lo a n  

o f f ic e r  m o r e  e x p e r ie n c e d  and  m o r e  s k e p tic a l  th a n  a few  y e a r s  ago .

B ank  lo a n  p ro b le m s  s t i l l  e x is t .  S ince  th e  m a jo r  e le m e n t 

of p ro b le m  lo a n s  f o r  b a n k s  o v e r  th e  l a s t  few  y e a r s  h a s  b e e n  r e a l  

e s ta te  lo a n s , th e s e  a r e  lo a n s  th a t  ta k e  a  lo n g  t im e  to  w o rk  o u t, and
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h e n c e  th e  v o lu m e  of u n d e rp e r fo rm in g  lo a n s  and  c la s s i f ie d  lo a n s  is  

s t i l l  h ig h . B u t n e t  lo a n  lo s s e s  in  1976, w h ile  h ig h , w e re  l e s s  th a n  

th e  r e c o r d  le v e ls  of 1975.

A ll in  a l l ,  i t  d o e s  s e e m  f a i r  to  say  th a t  th e  b an k in g  s y s te m  

h a s  tu rn e d  th e  c o r n e r  and  i t s  c o n d itio n  i s  im p ro v in g . A k ey  f a c to r  

in  i t s  co n tin u in g  r e c o v e r y  w ill  b e  c o s t  of c a r r y in g  p ro b le m  a s s e t s  

u n ti l  t h e i r  d is p o s i t io n  and  w h e th e r  th e  o p p o rtu n ity  c o s t  of m is s e d  

in v e s tm e n ts  w ill  e x c e e d  o r  f a l l  s h o r t  of u l t im a te  r e c o v e ry  v o lu m e s . 

T hus, a lth o u g h  so m e  b a n k s  a r e  n o t y e t  c l e a r  of th e  s e r io u s  f in a n c ia l  

p ro b le m s  th a t  s u r fa c e d  d u r in g  th e  1 9 7 3 -7 4  r e c e s s io n ,  th e  in d u s t ry  a s  

a  w ho le  c o n tin u e s  to  e x p e r ie n c e  s te a d y  im p ro v e m e n t in  b o th  b a la n c e  

s h e e t  l iq u id ity  and  c a p i ta l  s t r e n g th  in  e a r ly  1977. We m ig h t  n o te  

th a t  no b an k  h a s  c lo s e d  b e c a u s e  of f in a n c ia l  d if f ic u l t ie s  so f a r  in  

1977 . B y th is  d a te  l a s t  y e a r ,  w e h a d  s e e n  fo u r  b an k  f a i l u r e s .

I t  i s  p e rh a p s  u n fo r tu n a te  th a t  th e  in i t ia l  d is c lo s u r e  of th e  

n u m b e rs  of b a n k s  on  o u r  p ro b le m  l i s t  c a m e  a t  a  t im e  w hen  th e  

n u m b e rs  w e re  l a r g e r  th a n  th e y  h ad  b e e n  p re v io u s ly . N e v e r th e le s s ,  

th e  p e r io d ic  d is s e m in a t io n  of su ch  in fo rm a t io n  i s  u s e fu l  and  a p p r o ­

p r i a t e  p u b lic  in fo rm a t io n . C o n fid e n tia l in fo rm a t io n  c o n c e rn in g  th e  

c o n d itio n  of an  in d iv id u a l b an k  th a t  a r i s e s  f r o m  th e  e x a m in a tio n  

p r o c e s s  sh o u ld  r e m a in  c o n f id e n tia l .  B u t a g g re g a te  in fo rm a t io n  th a t  

r e l a t e s  to  th e  h e a lth  of th e  b an k in g  s y s te m  a s  a  w ho le  i s  a p p ro p r ia te ly  

a  p a r t  of th e  p u b lic  r e c o r d .  I t  r e m a in s  o u r  in te n tio n  to  m a k e  su ch
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p e r io d ic  d is c lo s u r e  of a g g re g a te  in fo rm a t io n  f r o m  o u r  p ro b le m  l i s t  

in  r e g u la r  fo ru m s  su ch  a s  p e r io d ic  C o n g re s s io n a l  h e a r in g s  on th e  

c o n d itio n  of th e  b an k in g  in d u s try .

W hen I  s a y  th a t  w e a r e  n o t going  to  m a k e  a v a ila b le  in fo rm a tio n  

ab o u t in d iv id u a l b a n k s  f r o m  th e  e x a m in a tio n  p r o c e s s ,  th is  d o e s  n o t 

m e a n  th a t  d e p o s i to r s  and  in v e s to r s  a r e  la c k in g  a p p ro p r ia te  in f o r m a ­

tio n  c o n c e rn in g  th e  o p e ra t io n s  of th e  b an k . T h e re  i s  now  a g r e a t  d e a l 

of in fo rm a tio n  in  th e  p u b lic  d o m a in . This h a s  b e e n  a r e c e n t  ch an g e  

and  i t  s e e m s  to  m e  a p p ro p r ia te  to  re v ie w  how  th is  p o in t w as re a c h e d .

U n til f a i r ly  re c e n t ly ,  th e  a m o u n t and  q u a lity  of f in a n c ia l  

re p o r t in g  by  b a n k s  w as f a r  b e lo w  th a t  a v a ila b le  f o r  o th e r  b u s in e s s  

f i r m s .  A ll b a n k s  f i le d  a n n u a l r e p o r t s  of in c o m e  w ith  th e  s u p e r v is o r y  

a g e n c ie s , b u t th e s e  w e re  t r e a te d  a s  c o n f id e n tia l by  th e  a g e n c ie s , 

e x c e p t f o r  th e  few  h u n d re d  b a n k s  w ith  500 o r  m o r e  s to c k h o ld e rs  

th a t  w e re  s u b je c t  to  th e  1964 a m e n d m e n ts  to  th e  S e c u r i t ie s  E x c h a n g e  

A c t of 1934. M o st in v e s to r s  and  d e p o s i to r s  w e re  b a s in g  d e c is io n s  

ab o u t b a n k s  on  th e  on ly  f in a n c ia l  d a ta  a v a ila b le  - -  f o r  m o s t  b an k s  

th is  w as  a  q u a r te r ly  b a la n c e  s h e e t.

E v en  w h e re  in c o m e  r e p o r t s  w e re  a v a ila b le , th e  a cc o u n tin g  

s ta n d a rd s  fo llo w ed  by m o s t  b a n k s  h a d  s u b s ta n tia l  s h o r tc o m in g s .

F o r  e x a m p le , lo a n  lo s s e s  w e re  n o t t r e a te d  a s  an  o rd in a ry  o p e ra tin g  

e x p e n se , and  m o s t  b a n k s ’ in c o m e  w as r e p o r te d  on a c a s h  r a th e r

th a n  an  a c c r u a l  b a s i s .
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C h an g es  in  th is  s i tu a tio n  h a v e  b e e n  o c c u r in g  o v e r  t im e . The 

a cc o u n tin g  r e q u ir e m e n ts  of th e  b an k in g  a g e n c ie s  w e re  s ig n if ic a n tly  

ch an g ed  in  1969 to  r e q u i r e  c a lc u la t io n  of a p ro v is io n  f o r  lo a n  lo s s e s  

a s  an  o p e ra t in g  e x p e n se  and  to  r e q u i r e  a c c r u a l  a cco u n tin g  f o r  b an k s  

of o v e r  $25 m il l io n  in  s iz e .  A ll b an k s  w e re  r e q u ir e d  to  r e p o r t  in c o m e  

ta x e s  on an  a c c r u a l  b a s i s .

A m a jo r  s tep  fo r w a rd  w as m a d e  in  1972 w hen  th e  F D IC , 

fo llo w ed  by th e  o th e r  b an k in g  a g e n c ie s , d e c id e d  to  m a k e  p u b lic  

th e  r e q u ir e d  b a n k  in c o m e  r e p o r t s .  The FD IC  v iew  a t th e  t im e  w as 

th a t  p u b lish in g  th is  in fo rm a t io n  p ro v id e d  (1) eq u a l a c c e s s  to  i n f o r ­

m a tio n  th e n  know n on ly  to  " in s id e r s ,  " (2) g r e a t e r  c o m p e tit io n  in  

good b an k in g  m a r k e t s ,  (3) in c e n t iv e s  f o r  b a n k s  to  p e r f o r m  w e ll,

(4) b e t t e r  a c c e s s  to  c a p i ta l  m a r k e t s  f o r  b a n k s  m a k in g  su ch  d i s c lo ­

s u r e ,  (5) a v a i la b i l i ty  of m o r e  c o m p le te  d a ta  f o r  r e s e a r c h e r s  and  

le g is la t iv e  c o m m it te e s ,  (6) d e v e lo p m e n t of m o r e  u n ifo rm  a cc o u n tin g  

r u le s ,  an d  (7) c o n s is te n c y  w ith  th e  s p i r i t  of th e  F r e e d o m  of In fo rm a tio n  

A c t. A t th e  t im e , th e  d e c is io n  to  m a k e  th is  in fo rm a t io n  p u b lic  w as  a 

c o n t r o v e r s ia l  o n e : m o s t  b a n k e r s  and  m an y  s u p e r v is o r s  b e lie v e d  th a t  

d e p o s i to r s  w e re  th e  on ly  g ro u p  to  be c o n s id e re d  and  th ey  w e re  b e t t e r  

s e r v e d  by l im it in g  f in a n c ia l  d is c lo s u r e  and  a llo w in g  th e  s u p e r v is o r s  

to  o p e ra te  in  r e la t iv e  s e c r e c y .

F u r th e r  c h a n g e s  w e re  m a d e  o v e r  t im e  a s  th e  b an k in g  a g e n c ie s  

te n d e d  to  m o v e  th e  a cc o u n tin g  b a s i s  of th e  r e p o r t s  of c o n d itio n  and
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of in c o m e  r e q u ir e d  of a l l  b a n k s  m o r e  c lo s e ly  both, to  an  a c c o rd  w ith  

g e n e r a l ly  a c c e p te d  a c c o u n tin g  p r in c ip le s  and  w ith  th e  re p o r t in g  of 

th o s e  b a n k s  w h ich  h a d  b e e n  s u b je c t  to  th e  1964 a m e n d m e n ts . S e v e ra l  

a d d itio n a l c h a n g e s  w e re  m a d e  in  1976 w h ich  (1) r e q u ir e d  th e  lo a n  lo s s  

r e s e r v e  to  b e  s p l i t  in to  i t s  th r e e  co m p o n en t p a r t s  — a v a lu a tio n  r e s e r v e ,  

a  c o n tin g e n c y  r e s e r v e ,  and  a d e f e r r e d  ta x  l ia b i l i ty ;  (2) r e q u ir e d  re m o v a l  

of u n e a rn e d  d is c o u n t f r o m  th e  lo a n  a c c o u n t; and  (3) r e q u ir e d  th e  p r e s e n ­

ta t io n  of s u b o rd in a te d  n o te s  a s  l ia b i l i t i e s  r a th e r  th a n  c a p i ta l .

D u rin g  th e  l a s t  s e v e r a l  y e a r s ,  th e  SEC h a s  g a in ed  a d d itio n a l 

r e s p o n s ib i l i ty  f o r  b an k  a cc o u n tin g  and  d i s c lo s u r e ,  a lth o u g h  a lm o s t  

by  a c c id e n t .  W hile  b a n k s  w e re  e x e m p t f r o m  m u c h  of th e  s e c u r i t i e s  

le g is la t io n  of th e  1 9 3 0 s , b an k  h o ld in g  c o m p a n ie s  w e re  n o t. T hus, 

th e  e x p a n s io n  of th e  b an k  h o ld in g  co m p an y  m o v e m e n t of th e  1960s 

an d  e a r ly  1 9 7 0 s , q u ite  in c id e n ta l ly , le d  to  m o r e  p o w e r f o r  th e  SEC 

o v e r  b an k  s u b s id ia r ie s  of h o ld in g  c o m p a n ie s . The SE C , w h o se  

s ta tu to ry  m is s io n  i s  d i s c lo s u r e ,  h a s  b e e n  a g g r e s s iv e  in  p u ttin g  i t s  

th e o r ie s  to  w o rk  w ith  b a n k s .

W hile th e  c o n c e p t of fu ll  d is c lo s u r e  f o r  n o nbank ing  b u s in e s s  

f i r m s  h a s  b e e n  w e ll e s ta b l is h e d  f o r  m a n y  y e a r s ,  d is c lo s u r e  in  b an k in g  

h a s  la g g e d  b eh in d . D is c lo s u re  of u n fa v o ra b le  new s f o r  a  nonban k in g  

b u s in e s s  i s  u n lik e ly  to  le a d  to  a n  im m e d ia te  a d v e r s e  im p a c t  - -  th a t  

i s ,  d is c lo s u r e  of an  o p e ra t in g  lo s s  b y , s ay , G e n e ra l  M o to rs  i s  n o t 

l ik e ly  to  le a d  c a r  b u y e rs  to  s h if t  t h e i r  p r e f e r e n c e s  f r o m  C h e v ro le ts
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to  F o r d s .  D is c lo s u re  of u n fa v o ra b le  n ew s c o n c e rn in g  a b an k  m ig h t, 

i t  w as  f e a r e d ,  t r i g g e r  a  ru n . The b u lk  of a c o m m e r c ia l  b a n k 's  

l i a b i l i t i e s ,  u n lik e  th o s e  of m a n u fa c tu r in g  f i r m s ,  a r e ,  in  p r a c t ic e ,  

p a y a b le  on d e m an d .

E v e n  a p a r t  f r o m  c o n c e rn  ab o u t ru n s ,  th e  b an k in g  s u p e r v is o r y  

a g e n c ie s  h a v e  t r a d i t io n a l ly  b e e n  c o n c e rn e d  ab o u t th e  a b il i ty  of b a n k s  

to  r a i s e  c a p i ta l .  A t so m e  p o in t, d is c lo s u r e  of u n fa v o ra b le  r e s u l t s ,  

i t  w a s  a rg u e d , c a n  m a k e  th e  s a le  of d e b t o r  eq u ity  m o r e  d if f ic u l t  and  

th e re b y  m a k e  i t  m o r e  d if f ic u lt  f o r  a b an k  to  r e m a in  v ia b le .

W h a te v e r th e  m e r i t s  of th e  a rg u m e n t th a t  th e  in v e s t o r 's  n e ed  

f o r  a d e q u a te  in fo rm a t io n  sh o u ld  b e  c o m p ro m is e d  by c o n c e rn  w ith  

m a in ta in in g  th e  s ta b i l i ty  of th e  b an k in g  s y s te m , th e  i s s u e  h a s  by  now  

b e e n  re s o lv e d  m o s t  d e c id e d ly  on  th e  s id e  of fu ll  d i s c lo s u r e .  B u t 

a c c e p ta n c e  of th a t  c o n c lu s io n  d o e s  n o t im m e d ia te ly  r e s o lv e  a l l  c u r r e n t  

i s s u e s  c o n c e rn in g  b an k  a cc o u n tin g  and  d i s c lo s u r e .  S e v e ra l  of th e s e  

i s s u e s  s t i l l  p o se  k n o tty  p ro b le m s  ev en  f o r  th o s e  who a g r e e  th a t  b an k s , 

l ik e  o th e r  p u b lic ly  h e ld  f i r m s ,  m u s t  m a k e  fu l l  d is c lo s u r e  of m a te r i a l  

f a c ts  to  in v e s to r s  and  p o te n tia l  in v e s to r s .

In m y  v iew , w h ile  d is c lo s u r e  of r e le v a n t  in fo rm a t io n  i s  im p o r ­

ta n t  to  in v e s to r s ,  th e  f o r m  of th a t  d is c lo s u r e  i s  f r e q u e n t ly  ju s t  a s  

im p o r ta n t .  F u l l  d is c lo s u r e  in  a n  in a p p r o p r ia te  w ay  c a n  le a d  to  u n ­

n e c e s s a r y  h a r m  to  th e  a ffe c te d  b an k  w h ile  g iv ing  th e  p u b lic  and  th e  

in v e s to r  no a d d itio n a l u s e fu l in fo rm a t io n  ab o u t th e  b an k . C o n s id e r ,
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f o r  e x a m p le , th e  r e c e n t  FA SB  ru lin g  th a t  m a r k e t  lo s s e s  on c o r p o r a te
j

s to c k  h e ld  by  a b an k  m u s t  b e  r e f le c te d  in  w rite d o w n s  on th e  b a la n c e  

s h e e t .  T his h a s  l im i te d  a p p lic a b il i ty  to  c o m m e r c ia l  b a n k s , s in c e  

b a n k s  in  on ly  a few  s ta te s  c a n  h o ld  c o r p o r a te  s to c k s . M u tu al s a v in g s  

b a n k s , h o w e v e r , h o ld  l a r g e  a m o u n ts  of c o m m o n  and  p r e f e r r e d  s to c k . 

T h ese  in v e s tm e n ts  a r e  m a d e  a s  a  p e rm a n e n t  c o m m itm e n t of fu n d s , 

and  th e  b a n k s  g e n e r a l ly  h a v e  th e  l iq u id i ty  and  th e  s ta y in g  p o w e r  to  

h o ld  th e s e  s e c u r i t i e s  in d e f in i te ly . W hile  d is c lo s u r e  of th e  a m o u n t of 

m a r k e t  d e p re c ia t io n  in v o lv e d  i s  a p p r o p r ia te ,  I  do n o t s e e  th e  a d v a n ta g e  

of r e f le c t in g  th is  on th e  b a la n c e  s h e e t ,  m u c h  l e s s  on th e  in c o m e  s t a t e ­

m e n t (a s  th e  FA SB  h ad  o r ig in a l ly  p ro p o s e d ) . In  f a c t ,  r e q u ir in g  b a la n c e  

s h e e t  w rite d o w n s  co u ld  h a v e  a  p e r v e r s e  and  u n fo r tu n a te  im p a c t  on 

m a n a g e m e n t d e c is io n s .

A cco u n tin g  sh o u ld  be  a  g u id e  f o r  m a n a g e m e n t and  in v e s to r s  

w h ich  p r e s e n t s  f in a n c ia l  s ta te m e n ts  th a t  s e r v e  a s  th e  fo u n d a tio n  

f r o m  w h ich  sound  m a n a g e r ia l  and  in v e s tm e n t  d e c is io n s  c a n  b e  

d e v e lo p e d . In  o r d e r  to  b e  a  u s e fu l  g u id e , a cc o u n tin g  r u le s  fo llo w ed  

lo g ic a l ly  sh o u ld  le a d  to  c o r r e c t  m a n a g e r ia l  and  in v e s tm e n t  d e c is io n s .

If m u tu a l s a v in g s  b a n k s  m u s t  w r i te  dow n to  m a r k e t  p r ic e  u n r e a l iz e d  

lo s s e s  in  p r e f e r r e d  s to c k s , f o r  e x a m p le , th e y  m ig h t b e  d is c o u ra g e d  

f r o m  m a k in g  su ch  in v e s tm e n ts .  B u t a c c o rd in g  to  m o s t  s ta te  la w s , 

p r e f e r r e d  s to c k s  a r e  an  a p p r o p r ia te  in v e s tm e n t  f o r  sa v in g s  b a n k s  

(and , in  so m e  c a s e s ,  f o r  c o m m e r c ia l  b a n k s ) .
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Of c o u r s e ,  o u r  p r e s e n t  a cc o u n tin g  r u le s  do n o t n e c e s s a r i ly  

le a d  to  c o r r e c t  d e c is io n s  w ith  r e s p e c t  to  s e c u r i t i e s  t r a n s a c t io n s  

e i th e r .  Som e b a n k e r s  a r e  r e lu c ta n t  to  s e l l  s e c u r i t i e s  a t  a  lo s s ,  

i f  th e y  m u s t  re c o g n iz e  i t  a s  su ch , ev en  w hen  ta x  la w s  and  r e in v e s t ­

m e n t o p p o r tu n i tie s  m a k e  th a t  th e  r ig h t  e co n o m ic  d e c is io n . O ur 

p r e s e n t  a cco u n tin g  r e q u i r e s  su c h  re c o g n itio n  of a lo s s  i f  th e y  s e l l .

W ith r e s p e c t  to  th e  m o r e  c o n t r o v e r s ia l  i s s u e  of t r e a tm e n t  

of r e s t r u c tu r e d  lo a n s , d is c lo s u r e  of th e  v o lu m e  of su ch  lo a n s  and  

th e i r  im p a c t  on e a rn in g s  a r e  c le a r ly  r e le v a n t  to  th e  in v e s to r .  B u t 

i t  d o e s  n o t s e e m  n e c e s s a r y  to  r e f le c t  th a t  a m o u n t on th e  b a la n c e  

s h e e t .  I t  a p p e a r s  th a t  g iv en  th e  in fo rm a tio n , th e  m a r k e t  w ill  p r o c e s s  

i t  e f f ic ie n tly , and  in v e s to r s  w ill  n o t b e  m is le d ,  r e g a r d le s s  of a c c o u n t­

in g  p r o c e d u re s  fo llo w e d . R e q u ir in g  im m e d ia te  re c o g n itio n  of su ch  

a r r a n g e m e n ts  on th e  f in a n c ia l  s ta te m e n ts  m a y  d is c o u ra g e  so m e  ban k  

m a n a g e r s  f r o m  ta k in g  th e  a c t io n  w h ich  i s  b e s t  f r o m  a lo n g - r u n  p o in t 

of v iew .

One of th e  m o s t  s ig n if ic a n t r e c e n t  d e v e lo p m e n ts  in  b an k  

r e p o r t in g  i s  th e  SEC p ro m u lg a tio n  of G u id es  3 and  61, w h ich  s e t  

fo r th  new  s ta n d a rd s  f o r  b an k  h o ld in g  co m p an y  re p o r t in g .  The k ey  

i s s u e  in  th e  new  SEC r e q u ir e m e n ts  i s  d is c lo s u r e  of m e an in g fu l 

in fo rm a t io n  c o n c e rn in g  th e  q u a lity  of th e  lo a n  p o r tfo lio . T his h a s  

b e e n  a m a t t e r  of d is c u s s io n  in v o lv in g  th e  SE C , th e  b a n k s  and  th e  

b an k in g  a g e n c ie s  f o r  a b o u t tw o y e a r s .  In  v iew  of th e  in c r e a s e  in
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b an k  lo a n  lo s s e s ,  th e  SEC h a d  a  le g i t im a te  c o n c e rn  th a t  b an k  h o ld in g  

c o m p a n ie s  m a k e  s u f f ic ie n t d is c lo s u r e  of th e  q u a lity  of th e i r  s u b s id ia ry  

b a n k s ' lo a n  p o r tf o l io s .  In i t ia l ly , th e  SEC p ro p o s e d  th a t  th e  b an k  d i s ­

c lo s e  th e  a m o u n t of lo a n s  c la s s i f ie d  a d v e r s e ly  by  th e  b an k  e x a m in e r s .  

T h is w as  n o t a c c e p ta b le  to  th e  b an k in g  a g e n c ie s  who w e re  a f r a id  th a t  

p u b lic a tio n  of th e s e  d a ta  w ould  n o t on ly  m is le a d  th e  in v e s to r  b u t 

w ou ld  c o m p ro m is e  th e  in te g r i ty  and  th e  c o n f id e n tia li ty  of th e  b an k  

e x a m in a tio n  p r o c e s s .

I t i s  f a i r ly  e a s y  to  g a in  a g re e m e n t  am ong  a l l  p a r t i e s  on  so m e  

d is c lo s u r e  of two ty p e s  of " u n d e rp e r fo rm in g "  lo a n s ;  v i z . ,  lo a n s  p a s t  

d u e , an d  lo a n s  on  w h ich  th e  t e r m s  h a v e  b e e n  re n e g o tia te d . T h ese  

a r e  a t  l e a s t  o b je c t iv e ly  m e a s u r a b le ,  th ough  i t  i s  n o t c l e a r  how  tig h tly  

lin k e d  th e s e  lo a n s  a r e  to  fu tu r e  lo a n  lo s s e s .  S om e b a n k e r s  and  

s u p e r v i s o r s  o b je c te d  to  d i s c lo s u r e  of th e  p r in c ip a l  am o u n t of su ch  

lo a n s ,  p r e f e r r in g  th a t  on ly  th e  e f fe c t  on in c o m e  of th e  lo s t  i n t e r e s t  

b e  d is c lo s e d .  T his a tt i tu d e  p ro b a b ly  r e p r e s e n t s  an  e x a g g e ra te d  f e a r  

of a d v e r s e  p u b lic  r e a c t io n  to  th e  p u b lic a tio n  of la r g e  d o l la r  f ig u r e s ,  

an d  u n d e r e s t im a te s  th e  m a r k e t 's  a b il i ty  to  p r o c e s s  in fo rm a tio n .

T h e re  i s  m o r e  g ro u n d  f o r  c r i t i c i s m  of th e  SEC d e c is io n  to  r e q u i r e  

d is c lo s u r e  of th e  a m o u n t of lo a n s  th a t  r a i s e  " s e r io u s  d o u b ts "  th a t 

th e  b o r r o w e r  w ill  b e  a b le  to  m e e t  th e  o r ig in a l  t e r m s  of th e  lo a n .

T his i s  an  e x t r a o r d in a r i ly  s u b je c tiv e  t e s t  and , in  m y  ju d g m e n t, 

p ro d u c e s  d a ta  f o r  b a n k s  th a t  defy  m e a n in g fu l c o m p a r is o n  w ith

s im i la r  d a ta  f r o m  o th e r  b a n k s .
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in  s u m m a ry , th e n , w e h a v e  s e e n  m a jo r  c h a n g e s  in  b an k  

d is c lo s u r e  s in c e  th e  d a y s  w hen  i t  w as  a rg u e d  th a t  s e c r e c y  w as  b e s t  

and  th a t  fu l l  d is c lo s u r e  w ould  a d v e r s e ly  a f fe c t  c o n fid e n ce  in  th e  

b an k in g  s y s te m . D e p o s ito r s  and  in v e s to r s  in  b an k  s e c u r i t i e s  sh o u ld  

h a v e  fu ll  in fo rm a t io n  on w h ich  to  b a s e  t h e i r  in v e s tm e n t  o r  d e p o s it  

d e c is io n s ,  w ith o u t c o m p ro m is in g  th e  s u p e r v is o r y  é x a m in a tio n  fu n c tio n . 

In  m y  ju d g m e n t, th e  c h a n g e s  th a t  h a v e  b e e n  m a d e  in  r e c e n t  y e a r s  a r e  

c o n s is te n t  w ith  th e s e  g o a ls .

T h e re  a r e  so m e  a d d itio n a l i s s u e s  r e la te d  to  d is c lo s u r e  and  

acco u n tin g  th a t  a r e  c u r r e n t ly  u n d e r  c o n s id e ra t io n  a t  th e  F D IC . We 

p u b lis h e d  f o r  c o m m e n t so m e  t im e  ago a p ro p o s e d  re g u la t io n  on  o ffe rin g  

c i r c u l a r s  by  n o n m e m b e r  c o m m e rc ia l  b a n k s . We re c e iv e d  a  h e av y  

v o lu m e  of c o m m e n ts  on  th a t  p ro p o s a l  and  i t  now  h a s  b e e n  r e v is e d  by 

th e  FD IC  s ta f f .  I t w ill  b e  c o n s id e re d  by  th e  C o rp o r a t io n 's  B o a rd  of 

D ir e c to r s  in  th e  v e ry  n e a r  fu tu r e .  We a r e  a ls o  c o n s id e r in g  w h e th e r  

so m e  a d d itio n a l r e g u la t io n s  r e la t in g  to  d is c lo s u r e  by  m u tu a l sa v in g s  

b a n k s  a r e  n e c e s s a r y .  W ith th e  e x c e p tio n  of a  few  in s t i tu t io n s  th a t  

h a v e  s u b o rd in a te d  n o te s  o u ts ta n d in g , m o s t  m u tu a l sa v in g s  b a n k s  

do n o t h a v e  s e c u r i ty  h o ld e r s  in  th e  t r a d i t io n a l  s e n s e . We w an t 

d e p o s i to r s  in  th o s e  in s t i tu t io n s ,  h o w e v e r , to  h a v e  a p p r o p r ia te  

in fo rm a t io n  on  w h ich  to  b a s e  th e i r  d e c is io n s .  I t  w ill  b e  im p o r ta n t ,  

c e r ta in ly ,  to  m a k e  s u re  th a t  any  r e q u ir e m e n ts  th a t  m a y  b e  c o n s id ­

e r e d  ta k e  in to  a c c o u n t th e  u n iq u e  c h a r a c t e r  of m u tu a l sa v in g s  b a n k s .
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I  h a v e  m e n tio n e d  SEC G u id es  3 and  61 w h ich  ap p ly  to  b an k  

h o ld in g  c o m p a n ie s . We h a v e  b e e n  c o n s id e r in g  w h e th e r  to  ap p ly  

th e  d is c lo s u r e  s ta n d a rd s  of G u id es  3 and  61 to  n o n m e m b e r  b an k s  

th a t  a r e  s u b je c t  to  d i s c lo s u r e  r e g u la t io n s .  A  s tro n g  c a s e  c a n  

p ro b a b ly  b e  m a d e  f o r  th e  a p p lic a tio n  of p a r t  of th o s e  s ta n d a rd s  to  

no n h o ld in g  co m p an y  b a n k s . O b v io u sly , w e would, n o t ap p ly  th o se  

p a r t s  of G u id es  3 and  61 w h ich  w e th in k  a r e  in a p p r o p r ia te ,  n o r  

w ou ld  w e b e  in c l in e d  to  ap p ly  th e m  r e t r o s p e c t iv e ly .

S in ce  I  h a v e  b e e n  C h a irm a n  of th e  F D IC , i s s u e s  r e la te d  to  

d is c lo s u r e  h a v e  b e e n  im p o r ta n t  to  u s  an d  th e  b an k in g  in d u s t ry .

N e a r ly  a l l  of th e  i s s u e s  h a v e  b e e n  re s o lv e d  on th e  s id e  of m o r e  

d is c lo s u r e  and  b e t t e r  a c c o u n tin g . I  th in k  th a t  i s  a s  i t  sh o u ld  b e .

B u t w e h a v e  now  a r r iv e d  a t th e  p o in t of l i t e r a l l y  f u l l  d is c lo s u r e  

f o r  b a n k s  w h o se  s e c u r i t i e s  a r e  w id e ly  h e ld  w ith  th e  im p o r ta n t  

e x c e p tio n  of th e  e x a m in a tio n  r e p o r t  i t s e l f .  We m u s t  b e  c a u tio u s  

f r o m  h e r e  on th a t  th e  p re s u m e d  b e n e f i ts  of g r e a t e r  d i s c lo s u r e  a r e  

w e ig h ed  a g a in s t  any  p o s s ib le  im p a c t  on th e  b an k  s u p e r v is o r y  p r o c e s s .
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