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in  m y  ju d g m e n t, th e  FD IC  h a s  done an  e x c e lle n t  job  of m a in ta in in g  

co n fid en ce  in  th e  A m e r ic a n  b an k in g  s y s te m . T he b an k  p a n ic s  of th e  '20  s 

and '3 0 s  a r e  m e m o r ie s  of th e  p a s t ,  ev en  th ough  eco n o m ic  c y c le s  h av e  

co n tinued  in e x o ra b ly  s in c e  th a t  t im e , c o n tr ib u tin g  tro u g h s  a s  w e ll a s  

p eak s  to  o u r  eco n o m ic  h is to r y .

J u s t  one y e a r  ago , I  m a d e  m y  f i r s t  sp e e c h  a s  C h a irm a n  of th e  

FD IC . The sp e e c h  w as  a d d r e s s e d  to  th e  c u r r e n t  p ro b le m s  of th e  b ank ing  

in d u s try  w h ich  h ad  b e e n  re c e iv in g  a g r e a t  d e a l of p u b lic ity . I  w ould  l ik e  

you to  t r y  to  r e c a l l  th e  a tm o s p h e re  of th a t  t im e , w h ich  w as  n o t a p le a s a n t  

one f o r  th e  b an k in g  b u s in e s s .  B ank f a i lu r e s  w e re  o c c u r r in g  a t  a m o re  

ra p id  r a te  th a n  a t  any  o th e r  t im e  s in c e  th e  a f te rm a th  of th e  D e p re s s io n  

of th e  '3 0 s . We h ad  5 f a i lu r e s  in  th e  f i r s t  f iv e  m o n th s  of 1976, c o m p a re d  

w ith  a n  a v e r a g e  of 6. 6 f o r  e a c h  fu ll  y e a r  f r o m  1965 to  1975. 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  h ad  c lim b e d  a t  an  u n p re c e d e n te d  r a te  and 

in c lu d ed , f o r  th e  f i r s t  t im e , a n u m b e r  of la r g e  b a n k s . A t th e  end of l a s t  

M ay, th e r e  w e re  373 b an k s on o u r  p ro b le m  l i s t ,  up f r o m  248 a y e a r  

e a r l i e r .  T h ir te e n  of th o se  h ad  d e p o s its  of o v e r  $300 m il l io n , w h ile  th e r e  

w e re  on ly  6 of th a t  s iz e  a y e a r  e a r l i e r .  B ank  lo a n  lo s s e s  w e re  up 

d ra m a tic a l ly .  T he p o s s ib i l i ty  of f u r th e r  lo s s e s  on lo a n s  to  R E IT 's  and 

oil ta n k e r s  w as  a m a t t e r  of s e r io u s  c o n c e rn .

I  s e t  f o r th  th e s e  d a ta  in  so m e  d e ta i l ,  and  h e n c e  m y  sp e e c h , 

s in ce  I  w an ted  i t  to  b e  c an d id , co u ld  n o t b e  a to ta l ly  c h e e ry  one . My 

e v a lu a tio n  of th e  p ro b le m  a t  th a t  t im e  t r a c e d  th e  i n c r e a s e  in  ban k  lo an
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lo s s e s ,  th e  i n c r e a s e  in  th e  n u m b e r  of p ro b le m  b a n k s , and  th e  n u m b e r  of 

f a i lu re s  p r im a r i ly  to  th e  v e ry  s e v e re  r e c e s s io n  of 1 9 7 4 -7 5 . B u t I a lso  

noted th e  t r e n d  to w a rd  g r e a t e r  r i s k - ta k in g  on th e  p a r t  of th e  bank ing  s y s te m  

th a t h ad  ta k e n  p la c e  d u rin g  th e  1960s and  p o in ted  ou t th e  p ro b le m s  th a t t re n d  

had p ro d u c e d  a s  w e ll a s  ack n o w led g in g  th a t  th e r e  a r e  so m e  p u b lic  b e n e f its  

fro m  a m o re  a g g r e s s iv e  a p p ro a c h  to  b an k in g . U n fo rtu n a te ly , th e r e  w e re  

som e u n u su a l c h a r a c t e r i s t i c s  of th e  eco n o m ic  and in te rn a t io n a l  s i tu a tio n  

of th e  t im e  th a t  m a g n if ie d  th e  e ffe c t of th a t  g r e a t e r  r is k - ta k in g  on th e  

banking s y s te m .

I  r e p o r te d  on so m e  r e s e a r c h  a t  th e  FD IC  th a t  found a c o n s is te n t  

p a t te rn  of lo a n  lo s s  in c r e a s e s  d u rin g  r e c e s s io n  p e r io d s ,  fo llo w ed  by a 

d ec lin e  in  th e  f i r s t  y e a r  of r e c o v e ry  fo llow ing  a r e c e s s io n .  On th e  b a s is  

of th a t  a n a ly s is ,  I  f o r e c a s t  a d e c lin e  in  th e  lo a n  lo s s  r a t io  f o r  1976.

I a lso  n o te d  th a t  o u r  p ro b le m  l i s t  s e e m s  to  f lu c tu a te  w ith  th e  

econom y b u t, a s  d is t in c t  f r o m  th e  lo a n  lo s s e s ,  w ith  a t im e  lag  of ab o u t 

12 m o n th s . I  p o in te d  ou t th a t  " i t  i s  n o t s u r p r is in g  th a t  now , ab o u t a y e a r  

f ro m  th e  low  p o in t in  th e  r e c e s s io n ,  w e a r e  a t  a h ig h  p o in t on o u r  p ro b le m  

l is t .  If th e  c u r r e n t  r e la t io n s h ip  fo llo w s p re v io u s  e x p e r ie n c e , I w ould  

expec t th e  n u m b e r  on o u r  p ro b le m  l i s t  to  g e t s m a l le r  l a t e r  on th is  y e a r .  "

Now th e  f o r e c a s t s  I  m a d e  in  th a t  sp e e c h  a y e a r  ago tu rn e d  ou t to 

have so m e  s h o r tc o m in g s . In fa c t ,  b an k  lo a n  los*ses in c r e a s e d  in  1976 

as c o m p a re d  w ith  197 5. The n u m b e r  of b an k  f a i lu r e s  f o r  th e  fu ll  y e a r  

of 1976 w as 16 - -  th e  h ig h e s t  n u m b e r  s in c e  1943. A nd th e  n u m b e r  of
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problem  b a n k s , w h ile  see m in g  to  h a v e  re a c h e d  a p la te a u , h a s  no t 

declined s in c e  l a s t  M ay and , in  f a c t ,  a d d itio n a l la r g e  b an k s  h av e  b e en  

added to  th e  l i s t .

My f o r e c a s t s  a y e a r  ago w e re  h o n e s t o n e s . B u t su p p o se  I had  

been ab le  to  f o r e te l l  th e  fu tu re  m o re  a c c u ra te ly .  S uppose  I h ad  b e e n  ab le  

to p re d ic t  th a t  lo a n  lo s s e s ,  a t  a r e c o r d  le v e l in  1975, w ould  in c r e a s e  s t i l l  

fu rther in  1976. T h a t th e  n u m b e r  of ban k  f a i lu r e s  in  1976 w ould  e x ce e d  

the high n u m b e r  of 1975. A nd th a t  th e  p ro b le m  l i s t  a l r e a d y  a t  e x tre m e ly  

high le v e ls ,  w ould  f a i l  to  d e c lin e  o v e r  1976 and 1977 and  w ould  in c lu d e  

more b illio n  d o l la r  b a n k s . In su ch  a s c e n a r io ,  m o s t  of u s  w ould  h av e  

expected a g r e a t  jo l t  to  p u b lic  c o n fid en ce  in  th e  b ank ing  s y s te m , and  

concern ab o u t th e  a b ility  of th e  b an k in g  s y s te m  to  w ith s ta n d  th e s e  ev en ts  

fo recast fo r  1976. C o n fid en ce  in  th e  b an k ing  s y s te m  w as m a in ta in e d , and 

even im p ro v e d  by any r e a s o n a b le  m e a s u r e .  W hile m an y  of th e  p ro b le m s  

of a y e a r  ago a r e  s t i l l  w ith  u s ,  w e do n o t h av e  g r e a t  p u b lic  c o n c e rn  ab o u t 

the so u n d n ess  of th e  b an k in g  s y s te m  o r  ev en  ab o u t in d iv id u a l b an k s  w h ich  

have p e r fo rm e d  p o o rly  o r  r e c e iv e d  u n fa v o ra b le  p u b lic ity .

W hat a c c o u n ts  f o r  th e  g r e a t  c o n fid e n ce  w h ich  th e  A m e r ic a n  p u b lic  

seems to  h av e  in  th e  b an k in g  s y s te m  in  sp ite  of v n fav o ^ ah 1 e d e v e lo p m e n ts  

and u n fa v o ra b le  p u b lic ity ?  It m a y  a p p e a r  im m o d e s t  fo r  m e  to  say  so , b u t 

I think th e  a n s w e r  i s ,  in  la r g e  p a r t ,  th e  F e d e r a l  D e p o s it In s u ra n c e  C o rp o

ration.
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The y e a r s  I  h a v e  b e e n  w ith  th e  FD IC , b o th  a s  C h a irm a n  and a s  

Deputy to  f o r m e r  C h a irm a n  F r a n k  W ille , h a v e  b e e n  th e  m o s t  t r a u m a t ic  

in the h is to r y  of A m e r ic a n  b an k in g  s in c e  th e  D e p re s s io n  of th e  1930s.

The FDIC p r a c t ic a l ly  h ad  to  l e a r n  f r o m  s c r a tc h  how  to  d e a l w ith  th e  

d ram atic  e v e n ts  o f th e  1 9 7 0 s, w h ich  in c lu d e d  th e  10 l a r g e s t  bank  

fa ilu res in  o u r  h i s to r y .  I  a m  v e ry  p ro u d  of th e  w ay th e  FD IC  h a s  b e e n  

able to  d e a l w ith  th e  p ro b le m s  a s  th e y  a r o s e ,  and  th e  ro le  th a t  i t  p la y s  

in m a in ta in in g  c o n fid e n ce  in  th e  A m e r ic a n  b an k ing  s y s te m .

A t one le v e l ,  th e  co n fid e n ce  of th e  p u b lic  in  th e  b an k in g  s y s te m  

is a re f le c t io n  of r e l ia n c e  on th e  f i s c a l  so lv en cy  of th e  F D IC . The 

F edera l d e p o s it  in s u r a n c e  fund  h a s  g ro w n  c o n s id e ra b ly  d u rin g  th e  p e r io d  

of the 197 0s d e s p ite  o u r  l a r g e s t  lo s s e s  e v e r .  In 1973, b e fo re  th e  f a i lu r e  

of U nited S ta te s  N a tio n a l B ank in  San D iego , th e  lo s s e s  on w h ich  e x ce e d ed  

by a la r g e  m a rg in  th e  lo s s e s  to  th e  FD IC  on a l l  th e  o th e r  bank  f a i lu r e s  in  

our h is to ry  c o m b in e d , and  b e fo re  th e  35 f a i lu r e s  (in c lu d in g  F ra n k lin  

National Bank) th a t  h av e  o c c u r r e d  s in c e  th e n , th e  fund w as  $5. 6 b ill io n .

Now it  i s  $ 7 .5  b ill io n . I b e lie v e  th a t  s im p le  c o m p a r is o n  m a k e s  an  e lo q u en t 

sta tem en t.

E v en  though  th e  fund  i s  on ly  a s m a l l  f r a c t io n  of in s u re d  d e p o s its  

in ou r b a n k s , a s  i t  a lw ay s  h a s  b e e n , th e  p u b lic  s e e m s  to  h av e  no dou b ts  

that, i f  th e  n e e d  a r i s e s ,  th e  FD IC  h a s  th e  f in a n c ia l  a b il i ty  to  m a k e  good 

on its  le g a l o b lig a tio n s . In  fa c t ,  in  r e c e n t  y e a r s  on th o se  r a r e  o c c a s io n s  

where we do h a v e  a f a i lu r e  r e s u lt in g  in  a p ay o u t of in s u r e d  d e p o s its  by
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the F D IC , w e h av e  a p ro b le m  in  g e ttin g  p e o p le  to  ta k e  th e  t im e  to  co m e  

in and g e t t h e i r  m o n ey . T hey  g e n e r a l ly  a r e  n o t l in e d  up and  in  a  g r e a t  

rush  to  g e t t h e i r  m o n ey  f r o m  u s  b e c a u s e  th e y  a r e  s u r e  th a t  i t  w ill be  

th e re  w h e n e v e r  th e y  n e ed  i t .

B u t m o re  im p o r ta n t  th a n  r e l ia n c e  on th e  s iz e  of th e  d e p o s it  in s u ra n c e  

fund, I  th in k , h a s  b e e n  th e  co n fid e n ce  of b o th  la r g e  and  s m a ll  d e p o s i to r s  

so p h is tic a te d  and  u n s o p h is t ic a te d  ban k  c u s to m e r s ,  in  th e  a b il i ty  of th e  

FDIC to  h a n d le  p ro b le m  s itu a t io n s  and  to  co n d u c t i t s  s u p e r v is o r y  and 

in su ra n c e  r e s p o n s ib i l i t ie s  in  a p ro f e s s io n a l  and  c a p a b le  m a n n e r .  The 

FDIC h a s  d ev e lo p ed  te c h n iq u e s  w h ich  m in im iz e  th e  d is ru p tio n  to  a c o m ­

m unity r e s u lt in g  f r o m  a b an k  f a i lu r e .  I t shou ld  b e  no ted  th a t  th is  g o es  w e ll 

beyond w h a t we g e n e ra l ly  th in k  of a s  th e  p r im a r y  r e s p o n s ib i l i ty  of th e  

FDIC - -  p ro te c t in g  s m a l l  d e p o s i to r s  a g a in s t  lo s s  in  th e  c a s e  of bank  f a i lu r e .  

In fa c t , w e h a v e  n o t on ly  b e e n  a b le  to  p r o te c t  th e  s m a l l  d e p o s ito r ,  b u t th e  

la rg e  d e p o s i to r  a s  w e ll. In  m o s t  c a s e s ,  w e h av e  a lso  b e e n  a b le  to  av o id  

any f in a n c ia l  d is ru p t io n  to  th e  o n -g o in g  b u s in e s s  a c t iv i t ie s  of c re d itw o r th y  

bank b o r r o w e r s ,  and  w e h a v e  th e re b y  m in im iz e d  d is ru p tio n  to  th e  econom y  

of the  c o m m u n ity . We h a v e  re a c h e d  th e  p o in t w h e re  f a i lu r e s  of m o d e ra te  

sized b a n k s , th a t  i s ,  b an k s  of up to  $100 m il l io n  of d e p o s its ,  r e c e iv e  

v ir tu a lly  no a t te n tio n  o r  p u b lic ity  o u ts id e  th e i r  im m e d ia te  a r e a .  And even  

re la tiv e ly  l a r g e  bank  f a i lu r e s  h av e  n o t g e n e ra te d  m u c h  p u b lic  a tte n tio n

during th e  p a s t  y e a r .
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L e t  m e  say  a few  w o rd s  ab o u t th e s e  p ro c e d u re s  and how th ey  h av e  

worked. W h en ev e r a b an k  i s  c lo s e  to  fa il in g , w e w o rk  to g e th e r  w ith  th e  

p rim ary  s u p e r v is o r  (the C o m p tro l le r  of th e  C u rre n c y  in  th e  c a s e  of n a tio n a l 

banks, and  th e  S ta te  B anking  D e p a r tm e n t in  th e  c a s e  of S ta te  b an k s) in  an  

attem pt to  so lv e  th e  p ro b le m . I  m ig h t add th a t  d e sp ite  o c c a s io n a l c o m m e n ts  

and d is c u s s io n  of la c k  of c o o rd in a tio n  am ong  th e  b an k ing  s u p e r v is o r s ,  and 

cries fo r  c o n so lid a tio n  of th e  a g e n c ie s , w e h av e  g e n e ra l ly  found th a t  in  th e s e  

situations th e  c o o p e ra t io n  i s  e x c e lle n t. If th e  p ro b le m  c an n o t be  so lv ed , 

and fa i lu re  i s  u n a v o id a b le , th e  FD IC  s e e k s  to  fin d  a sound  bank  o r  bank  

holding co m p an y  th a t  is  c a p a b le  of a s s u m in g  th e  l ia b i l i t i e s  of th e  fa ilin g  

bank and p ro v id in g  b an k in g  s e r v ic e  on an  u n in te r ru p te d  b a s i s .  In  th e  

in te re s ts  of f a i r n e s s  and of m in im iz in g  o u r  lo s s e s  (and s to c k h o ld e r  lo s s e s )  

we g e n e ra lly  t r y  to  s e le c t  a buy ing  b an k  on a c o m p e titiv e  b idd ing  b a s is .

We g e n e ra lly  fin d  a b u y e r  w illin g  to  pay  a p re m iu m  la r g e  enough to m a k e  

this a r r a n g e m e n t  c h e a p e r  to  u s  th a n  c lo s in g  th e  bank  and pay ing  off in s u re d  

d e p o sito rs .

It i s  n o t a lw ay s  p o s s ib le  to  fin d  an e x is tin g  b an k  o r  q u a lif ie d  

group of in v e s to r s  w illin g  and  a b le  to  a b s o rb  th e  b u s in e s s  of a fa ilin g  

bank. In so m e  c a s e s ,  th e  FD IC  h a s  u se d  a p ro v is io n  of th e  F D I A ct to 

provide a s s i s ta n c e  d i r e c t ly  to  th e  bank  to  e n ab le  i t  to  s u rv iv e . Though 

this p ro v is io n  h a s  b e e n  p a r t  of o u r  A ct s in c e  1950, i t  w as u se d  f o r  th e  

f i r s t  t im e  in  1971. We h av e  b e en  v e ry  c a r e fu l  in  o u r  u s e  of th is  te ch n iq u e  

to b a lan c e  off o u r  d e s i r e  to  av o id  d is ru p t io n  to  th e  co m m u n ity  w ith  o u r  

re lu c tan c e  to  s e e  th e  p e o p le  r e s p o n s ib le  f o r  a b a n k 's  p ro b le m s  b a ile d  ou t.
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In a l l  c a s e s ,  th e r e f o r e ,  w e h av e  in s is te d  on a c h an g e  in  m a n a g e m e n t and 

the f in a n c ia l  t e r m s  h av e  b e e n  a r r a n g e d  so th a t  in v e s to r s  (as d is t in c t  f r o m  

d e p o s ito rs )  h a v e  in c u r r e d  s iz a b le  lo s s e s .

W hat I  h a v e  d e s c r ib e d  so f a r  I  c o n s id e r  to  b e  a  v e ry  s ig n if ic a n t 

a ch ie v e m en t f o r  w h ich  th e  F D iC  d e s e r v e s  a g r e a t  d e a l of c r e d i t .  T h a t 

a ch ie v e m en t h a s  b e e n  g e n e r a l ly  re c o g n iz e d , though  I  do n o t f e e l  th a t  th e  

FDIC a lw ay s  g e ts  th e  c r e d i t  i t  d e s e r v e s  f o r  th e  c u r r e n t  s ta te  o f c o n fid en ce  

in th e  b an k in g  s y s te m . B ut th e  m a in te n a n c e  of c o n fid e n ce  in  th e  b an k ing  

sy stem  h a s  o th e r  im p lic a t io n s  th a t  a r e  n o t so o b v io u s , and  I  w an t to spend  

a few  m in u te s  d e s c r ib in g  th e m .

One s id e  e ffe c t of the  g e n e r a l  c o n fid e n ce  in  th e  b ank ing  s y s te m  

is th a t w e c a n  a f fo rd  to  h av e  fu ll  d is c lo s u r e  of a d v e r s e  in fo rm a tio n  ab o u t 

the bank ing  s y s te m , and f r a n k  p u b lic  d is c u s s io n  of p ro b le m s  th a t  w ould 

not be  p o s s ib le  w ith o u t th a t  c o n fid e n ce . B a n k e rs  and  b an k  s u p e r v is o r s  h av e  

tra d it io n a lly  sh ied  aw ay  f r o m  f o r th r ig h t  d is c lo s u r e  and  d is c u s s io n  of a d v e r s  

d e v e lo p m en ts . A c tio n s  of in d iv id u a l b a n k s , th e  b an k in g  a g e n c ie s , th e  SEC 

and o u r  n e w s p a p e r s  h a v e  le d  to  m u c h  g r e a t e r  d is c lo s u r e  of f in a n c ia l  in f o r ­

m atio n  c o n c e rn in g  b a n k s  th a n  w as th e  c a s e  only  a few  y e a r s  ago . I t  h a s  

long b e e n  an  i te m  of fa ith  em b o d ied  in  o u r  s e c u r i t i e s  law  th a t ,  in  th e  b u s i ­

n ess  s e c to r ,  fu ll  d is c lo s u r e  is  im p o r ta n t  to  in v e s to r s  and  to  th e  fu n c tio n in g  

of th e  f in a n c ia l  m a r k e t s .  We h av e  b e e n  r e lu c ta n t  to  c a r r y  th a t a rg u m e n t 

over in to  b an k in g  b e c a u s e  of c o n c e rn  th a t  a d v e r s e  p u b lic ity  ab o u t b an k s  

could le a d  to  ru n s  and  p e rh a p s  bank  f a i lu r e s .
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The s ta b i l i ty  of th e  b ank ing  s y s te m  in  th e  l a s t  y e a r  o r  so in d ic a te s  

that w e c a n  a ffo rd  to  h a v e  m u ch  g r e a t e r  d is c lo s u r e  th a n  p re v io u s ly . The 

TDIC h a s  m a d e  a r e c e n t  a n a ly s is  of th e  im p a c t  of d is c lo s u r e s  of bad  new s 

on the  p r ic e  of bank  s to c k s , p a r t i c u la r ly  so m e  w h ich  h av e  b e e n  th e  s u b je c t 

of u n fa v o ra b le  d i s c lo s u r e s .  In  g e n e r a l ,  th e r e  d o es  n o t s e e m  to  b e  any 

s ig n ifican t a d v e r s e  e ffe c t on bank  s to c k s  r e s u lt in g  f r o m  d is c lo s u r e  o r  d i s ­

cu ssio n  of p ro b le m s  of th e  b an k in g  in d u s try .  I  am  n o t defen d in g  le a k s  of 

co n fid en tia l in fo rm a tio n , b u t th is  la c k  of h a r m  s u g g e s ts  th a t  w e a r e  on th e  

righ t t r a c k  in  p ro m o tin g  w id e r  d is c lo s u r e  of f in a n c ia l  in fo rm a tio n  by b a n k s , 

and in  th e  F D IC 's  d e c is io n  to  r e le a s e  in fo rm a tio n  on  a ro u tin e  b a s is  c o n c e r n ­

ing th e  s ta tu s  of o u r  p ro b le m  bank  l i s t .

Soon a f t e r  I  b e c a m e  C h a irm a n  of th e  FD IC , I  h ad  th e  FD IC  s ta ff  

u n d e rtak e  a l a r g e - s c a l e  s tu d y  of p o s s ib le  c h an g e s  in  th e  d e p o s it  in s u ra n c e  

sy stem . T h is  w as to  b e  a re v ie w  of th e  p r e s e n t  s y s te m  and th e  d e v e lo p m en t 

of re c o m m e n d a tio n s  f o r  c h an g e s  in  th e  s y s te m . I  w an ted  th is  a n a ly s is  no t 

becau se  I  w as  a w a re  of any m a jo r  p ro b le m  a t  th e  t im e , a lth o u g h  th e r e  se e m e d  

to be so m e  p ro b le m s  of f a i r n e s s  in  th e  s y s te m , b u t s im p ly  b e c a u s e  th e  

basic  s t r u c tu r e  of d e p o s it  in s u ra n c e  in  th e  U n ited  S ta te s  had  n o t b e e n  s ig n i­

fican tly  ch an g ed  in  40 y e a r s .  I t  se e m e d  to  m e  th a t  i t  w as  t im e  f o r  a th o ro u g h  

review  of th e  s y s te m . I  sp e lle d  ou t m y  c o n c e rn s ,  and  th e  a rg u m e n ts  th a t  

m ight be  r a is e d  f o r  and  a g a in s t  d if f e r e n t  a p p ro a c h e s  to  d e p o s it  in s u ra n c e  

re fo rm , in  a s e r i e s  of sp e e c h e s  l a s t  y e a r .  In  p a r t i c u la r ,  I  no ted  th e  u se  

of the  p r o c e d u re s  I  h a v e  ju s t  d e s c r ib e d  h av e  re s u l te d  in  a lm o s t  a de fa c to

100 p e r c e n t  d e p o s it  in s u r a n c e  s y s te m . I  r a is e d  th e  q u e s tio n  of w h e th e r
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fo rm a l de ju r e  100 p e r c e n t  d e p o s it  in s u r a n c e  m ig h t n o t be  a m e a n s  of 

e lim in a tin g  w h a t l i t t l e  u n c e r ta in ty  ab o u t th e  s a fe ty  of d e p o s its  th a t  now 

ex is ts  a t  v e r y  l i t t l e  a d d itio n a l c o s t .

O u r s ta f f  s tu d y  of th e s e  i s s u e s  h a s  r e c e n tly  b e e n  c o m p le te d  and  we 

hope to  p u b lish  s p e c if ic  c o n c lu s io n s  f r o m  th a t  s tu d y  soon . A s one w ould  

expect and  d e s i r e  in  a s ta f f  c o n s is t in g  of a n u m b e r  of ta le n te d  and e x p e r ie n c e d  

in d iv id u a ls , w e d id  n o t a c h ie v e  a u n a n im ity  of v ie w s. Som e of th o se  p a r t i c i ­

pating in  th e  s tu d y  fa v o re d  one c h an g e , so m e  a n o th e r , and  so m e  no c h an g e .

I am  n o t u n happy  w ith  th e  la c k  of u n a n im ity  o r  w ith  th e  r e s u l t  th a t ,  a f te r  

th is in te n s iv e  s tu d y , o u r  s ta f f  h a s  n o t re a c h e d  a c o n se n s u s  f o r  m a jo r  ch an g e  

in th e  d e p o s it  in s u r a n c e  s y s te m . P e r h a p s ,  in  f a c t ,  i t  w as  to  b e  e x p e c te d  

since su ch  a r e la t iv e ly  s m a l l  n u m b e r  of p eo p le  w e re  in ju re d  d u rin g  th e  

la rg e  n u m b e r  of f a i lu r e s  in  th e  197 0 s.

I  do n o t e x p e c t o u r  s ta f f  s tu d y  to  b e  th e  l a s t  w o rd  on th is  s u b je c t.

Both D r . C a r t e r  G o lem b e  and G o v e rn o r  W allich  h av e  re c e n tly  a d d re s s e d  

th e m s e lv e s  to  th is  s u b je c t and h av e  c o m e  ou t d if f e re n tly  f r o m  o u r  s ta ff .

T h e ir p o s i t io n s , and  th e  p o s it io n s  of o th e r s  who m ig h t a d d r e s s  th e  s u b je c t, 

m u st and  I ’m  s u r e  w ill b e  c o n s id e re d .

W ith r e s p e c t  to  th e  i s s u e  of 100 p e r c e n t  d e p o s it  in s u r a n c e ,  o u r  s ta ff  

concluded  th a t  we co u ld  p ro v id e  100 p e r c e n t  in s u ra n c e  a t  l i t t l e  a d d itio n a l 

cost o r  r i s k .  The study  f u r th e r  p o in te d  o u t th a t  100 p e r c e n t  in s u ra n c e  w ould 

e ffec tiv e ly  e l im in a te  th e  d a n g e r  of bank  ru n s  o r  ra p id  d e p o s it  w ith d ra w a ls  

and h e n ce  w ould  g iv e  u s  m o re  t im e  to  w o rk  ou t th e  p u rc h a s e  and a s s u m p tio n  

tra n s a c t io n s  w e a lw ay s  t r y  to  a r r a n g e .
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T h e re  a r e  two n e g a ti  e c o n s id e ra t io n s  in  th e  100 p e rc e n t  d e p o s it  

in su ra n c e  i s s u e .  F i r s t  i s  th e  f a c t  th a t  u n d e r  o u r  p r e s e n t  s y s te m , th e r e  a r e  

la rg e  u n in s u re d  d e p o s i to r s  who a r e ,  a t  l e a s t  to  so m e  e x te n t, a t  r i s k .  T hey  

have an  in c e n t iv e  to  p o lic e  th e  b an k in g  s y s te m  by  s e le c tin g  b a n k s  on th e  

b a s is  of t h e i r  s o u n d n e s s , t h e i r  c a p i ta l ,  and  th e i r  c o n s e r v a t i s m . We w ould  

be r e lu c ta n t  to  s e e  th is  m a r k e t  fo r c e  lo s t  by  e lim in a tin g  a l l  r i s k  to  d e p o s i to r s  

fro m  th e  s y s te m .

A c tu a lly , o u r  s ta f f  s tu d y  in v e s t ig a te d  th is  i s s u e  and  found th a t  i t  i s  

not a v e ry  s ig n if ic a n t f a c to r ,  a t  l e a s t  in  d e p o s i to r  c o n s id e ra t io n s  re g a rd in g  

dem and d e p o s i t s .  A p p a re n tly , w e h a v e  b e e n  a lm o s t  too  s u c c e s s fu l  in  in s p ir in g  

confidence  in  th e  b an k in g  s y s te m  in  th a t  ev en  s o p h is t ic a te d  la r g e  d e p o s i to r s  

do no t g iv e  m u c h  th o u g h t to  th e  p o s s ib i l i ty  of lo s s  in  a b an k  f a i lu r e .

A m o re  s e r io u s  d ra w b a c k  to  100 p e r c e n t  d e p o s it  in s u ra n c e  i s  n o t 

econom ic b u t p o l i t ic a l .  If th e  FD IC  i s  b e a r in g  th e  e n t i r e  r i s k  of bank  

fa ilu re , i t  w ill a p p e a r  lo g ic a l to  so m e  th a t th a t  be a c c o m p a n ie d  by g r e a t e r  

re g u la tio n  of th e  b an k in g  s y s te m . In fa c t ,  I  m e n tio n e d  th a t  in  m y  in i t ia l  

p re s e n ta t io n  on th e  s u b je c t. A lo g ic a l  e x te n s io n  of th a t  w as  re c e n t ly  s u g ­

g ested  by  D r. G o lem b e . He p o in te d  o u t th a t:

"O nce a l l  d e p o s its  a r e  e x p lic it ly  in s u r e d  by th e  f e d e r a l  
g o v e rn m e n t, i t  w ould  be  a s m a l l  and  p o s s ib ly  n o t e n t i r e ly  
i l lo g ic a l  s tep  (a t l e a s t  a s  v iew ed  by  c e r t a in  C o n g re s s m e n )  
to  p u t in to  p la c e  v a r io u s  a s  s e t - a l lo c a t io n  p la n s . T he  
in v e s tm e n t  of d e p o s i ts ,  in  o th e r  w o rd s , co u ld  be  d i r e c te d  
by  law  in to  c e r t a in  a lle g e d ly  s o c ia lly  d e s i r a b le  u s e s ,  
r e g a r d le s s  of th e  r i s k  in v o lv ed . T he  r a t io n a le ,  of c o u r s e ,  
w ou ld  b e  th a t  s in c e  th e  g o v e rn m e n t i s  a s s u m in g  th e  r i s k  of 
lo s s ,  i t  sh o u ld  h a v e  a say  in  how  d e p o s its  a r e  u s e d . "
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If in s u r a n c e  w e re  th e n  p ro v id e d  to  bank  s to c k h o ld e rs  a s  w e ll a s  

d e p o s ito rs , G o lem b e  n o te s :

" . . .  n a t io n a liz a t io n  of th e  b an k in g  s y s te m  w ould  b e  b u t a
s tep  aw ay . "

F o r  m y  p a r t  th e n , I  fin d  th e  eco n o m ic  a rg u m e n t f o r  e x p a n s io n  of 

d ep o sit in s u r a n c e  c o v e ra g e , p e rh a p s  to  th e  p o in t of 100 p e r c e n t  p ro te c t io n  

of d em an d  d e p o s i t s ,  o r  so m e  t im e -d e la y e d  p ro te c t io n  su ch  a s  re c o m m e n d e d  

by D r. G o lem b e , r a th e r  co n v in c in g . I  a m  v e ry  c o n c e rn e d , h o w e v e r , ab o u t 

the n o n eco n o m ic  im p lic a t io n s  th a t  I  th in k  co u ld  be  d am ag in g  to  th e  bank ing  

sy s tem  and  to  th e  U. S. eco n o m y , and  on b a la n c e , w ould  b e  r e lu c ta n t  to  

change th e  p r e s e n t  s y s te m .

The sa m e  a n a ly s is  h o ld s  t r u e  f o r  a to p ic  w h ich  h a s  r e c e iv e d  c o n ­

s id e ra b le  a tte n tio n  o v e r  th e  l a s t  few  y e a r s  - -  r e g u la to ry  r e f o r m  of bank ing  

su p e rv is io n . A n u m b e r  of C o n g re s s io n a l  le a d e r s  w ould  lik e  to  s e e  so m e  

c o n so lid a tio n  of th e  bank ing  a g e n c ie s .

T h e re  a r e  so m e  le g i t im a te  a rg u m e n ts  in  f a v o r  of c o n so lid a tio n  

of th e  b an k  a g e n c ie s , th ough  I  f e e l  th a t  th e  d is a d v a n ta g e s  of g r e a t e r  c o n ­

so lid a tio n  w ould  o u tw eig h  th o s e  a d v a n ta g e s . A y e a r  o r  so ago , h o w e v e r , 

the a rg u m e n t w as be in g  m a d e  th a t  c o n so lid a tio n  w as n e c e s s a r y  b e c a u s e  o u r  

p re s e n t  s y s te m  of b an k in g  s u p e rv is io n  w as n o t w o rk in g  w e ll; th a t  th e  

p ro b le m s of th e  b an k in g  in d u s try  w e re  due to  sh o r tc o m in g s  of th e  bank  

s u p e rv is o r s ;  and  th a t  th e  p r e s e n t  s t r u c tu r e  of bank  s u p e rv is io n  had  r e s u l te d  

in m a s s iv e  p u b lic  lo s s  of co n fid e n ce  in  o u r  b ank ing  s y s te m . T h is  a rg u m e n t 

should h av e  b e e n  p u t to  r e s t  by  th e  c o u r s e  of e v en ts  of the  p a s t  few  y e a r s .
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The d is c u s s io n  of r e g u la to ry  r e f o r m  c a n  go on , b u t i t  sh o u ld  p ro c e e d  on th e  

m e rits  of th e  s i tu a tio n . We c a n  d is c u s s  w h e th e r  th is  p la n  o r  th a t  p lan  w ill 

re p re se n t r e a l  im p ro v e m e n t o v e r  th e  p r e s e n t  s y s te m , w ith o u t fe e lin g  th a t 

some ch an g e  i s  n e c e s s a r y  b e c a u s e  th e  p r e s e n t  s t r u c tu r e  of s u p e rv is io n  h a s  

failed to  m a in ta in  th e  c o n fid e n ce  of th e  p u b lic  in  o u r  b an k in g  s y s te m .

W hile t im e  d o es  n o t a llo w  a fu ll  d is c u s s io n  of th e  i s s u e  of r e g u la to ry  

agency s t r u c tu r e ,  I  w ould  l ik e  to  c o m m e n t b r ie f ly  on a few  p o in ts  th a t  h av e  

received  r e c e n t  a t te n tio n  in  th e  p r e s s .  T h is  m a y  b e  a p a r t i c u la r ly  a p p r o ­

p ria te  t im e  to  do so  s in c e , in  v iew  of m y  fo r th c o m in g  d e p a r tu r e  f r o m  th e  

FDIC, i t  i s  c l e a r  th a t  I  h a v e  no p e r s o n a l  in v o lv e m e n t in  th e  fu tu re  d i s t r i ­

bution of s u p e r v is o r y  r e s p o n s ib i l i t ie s .

A s I  h a v e  in d ic a te d  b e fo re , I  b e lie v e  th a t  th e  p r e s e n t  s y s te m  of 

co o rd in a tio n  of b an k in g  s u p e rv is io n  on th e  F e d e r a l  le v e l w o rk s  r a th e r  

well. In k eep in g  w ith  m y  v iew s a s  to  th e  p r im e  im p o r ta n c e  of d e p o s it  

in su ran ce  to  b an k in g  s u p e rv is io n , I  h a v e  s u g g e s te d  th a t  a m e m b e r  of 

the B o ard  of D ir e c to r s  of th e  FD IC  s e r v e  a s  a n o n v o tin g  m e m b e r  of th e  

F e d e ra l R e s e rv e  B o a rd . T he C o m p tr o l le r ’s O ffice  sho u ld  b e  re o rg a n iz e d  

as a th r e e - m a n  b o a rd , and  a m e m b e r  of th e  FD IC  B o a rd  of D ir e c to r s  shou ld  

serve on th a t  b o a rd  a s  w e ll. T h is  p ro p o s a l  w ould  im p ro v e  c o o rd in a tio n  

without e lim in a tin g  th e  a d v a n ta g e s  I  s e e  in  th e  d iv e r s i ty  and  o p p o rtu n ity  

for in n o v a tio n  in  o u r  p r e s e n t  t r i p a r t i t e  s t r u c tu r e .  F u r th e r ,  such  an  

approach  w ould  e l im in a te  th e  u n d e s e rv e d  c r i t i c i s m  th a t  th e  C o m p tr o l le r 's  

Office h a s  r e c e iv e d  o v e r  th e  y e a r s  a s  r e f le c t in g  th e  a r b i t r a r y  w h im s of one

ind iv idual.
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W hen a l l  i s  s a id , h o w e v e r , c o n c e rn in g  th e  s t r u c tu r e  of F e d e r a l  

su p e rv is io n  of b an k in g , I  m u s t  a g re e  w ith  th e  r e c e n t  c o m m e n ts  of G eo rg e  

L e M a is tre , m y  c o lle a g u e  on th e  FD IC  B o a rd  of D i r e c to r s ,  w ho h a s  p o in ted  

out th a t a m u c h  m o re  s e r io u s  p ro b le m  of o v e r la p  and  d u p lic a tio n  of s u p e r ­

v iso ry  r e s p o n s ib i l i t ie s  e x is ts  b e tw e e n  F e d e r a l  and  S ta te  b an k in g  s u p e rv is io n , 

I  c a m e  to  th e  FD IC  a s  D eputy  to  F r a n k  W ille , who h ad  an  im p r e s s iv e  

reco rd  a s  a S ta te  b an k in g  s u p e r v is o r .  He h ad  a s tro n g  d e s i r e  to  s tre n g th e n  

State b ank ing  s u p e rv is io n . One of m y  m a jo r  ta s k s  a s  h is  D eputy  w as th e  

in itia tio n  and  o rg a n iz a t io n  of o u r  e x p e r im e n t in  th r e e  s ta te s  in  FD IC  w ith ­

draw al f r o m  b an k  e x a m in a tio n  f o r  th r e e  y e a r s .  I  lo g g ed  th o u sa n d s  of a i r  

m iles  in  a tte m p tin g  to  s e le c t  s ta te s  th a t  w e th o u g h t c a p a b le  of a s su m in g  

this r e s p o n s ib i l i ty  on th e i r  own. I  co n tin u ed  m y  i n t e r e s t  in  th is  p r o je c t  

as C h a irm a n . E v en  though  I  h a v e  p a r t ic ip a te d  in  S ta te  g o v e rn m e n t, and 

p h ilo so p h ica lly  f a v o r  r e l ia n c e  on S ta te  and lo c a l  in i t ia t iv e  r a th e r  th a n  

F e d e ra l w h e n e v e r  p o s s ib le ,  I  w as  r e lu c ta n t ly  fo rc e d  to  co n c lu d e  th a t  th e  

de leg a tio n  of e x a m in a tio n  r e s p o n s ib i l i ty  to  th e  s ta te s  co u ld  no t be  expanded  

to b eco m e  th e  b a s ic  a p p ro a c h  to  s u p e rv is io n  of S ta te - c h a r te r e d  b a n k s .

Even a f te r  c a r e fu l ly  s e le c tin g  th e  th r e e  s ta te s  f o r  o u r  e x p e r im e n t a s  th e  

s ta te s  w h e re  th e  e x p e r im e n t h ad  th e  g r e a te s t  c h a n c e  f o r  s u c c e s s ,  th e  m o s t  

tha t c an  b e  s a id  i s  th a t  th e  e x p e r im e n t w o rk e d  f a i r ly  w e ll in  two of th e  

s ta te s . W hile th e r e  a r e  p ro b a b ly  a v e ry  few  a d d itio n a l s ta te s  w hich  a r e  

capab le  of g r e a t e r  r e s p o n s ib i l i ty  f o r  e x a m in a tio n , th e  ab an d o n m en t of o u r  

ex am in a tio n  re s p o n s ib i l i ty  to  a l l  s ta te s  a s  a b a s is  f o r  d iv is io n  of r e s p o n ­

s ib ility  in  b an k  s u p e rv is io n  i s  ju s t  n o t f e a s ib le .  A s D ir e c to r  L e M a is t r e  h as
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su g g es ted , i t  m a y  m a k e  m o re  s e n s e  f o r  th e  s ta te s  to  le a v e  th e  e x a m in a tio n  

fie ld  to  th e  FD IC  and  to  c o n c e n tra te  on p ro b le m  s i tu a t io n s , c o n s u m e r  

p ro te c tio n  la w s , and  o th e r  a r e a s  in  w h ich  th ey  h a v e  d e m o n s tra te d  t h e i r  

s tre n g th s .

A t th e  p r e s e n t  t im e , th e r e  a r e  d is c u s s io n s  going on in  th e  banking  

in d u s try  and  in  th e  C o n g re s s  c o n c e rn in g  so m e  p o s s ib le  m a jo r  c h a n g e s  in  

the s t r u c tu r e  of th e  f in a n c ia l  s y s te m  and  th e  ro le  and  fu n c tio n s  of v a r io u s  

fin a n c ia l in s t i tu t io n s .  P r o p o s a ls  f o r  th e  p a y m e n t of i n t e r s t  on d em an d  

d e p o s its , o r  f o r  n a tio n w id e  NOW a c c o u n ts  p ro m is e  fu n d a m e n ta l c h an g e s  in  

the w ay b a n k s  do t h e i r  b u s in e s s  and  in  th e  n a tu re  of b an k  c o m p e titio n  w ith  

each o th e r  and  w ith  t h r i f t  in s t i tu t io n s .  T h e re  a r e  good a rg u m e n ts  f o r  and 

ag a in s t th e s e  c h a n g e s , b u t if  th e  b an k in g  s y s te m  w e re  w a v e rin g  on th e  

b rin k  of c o l la p s e ,  i t  w ould  b e  im p o s s ib le  to  d is c u s s  th e  m e r i t s  of su ch  

fu n d am en ta l c h a n g e s  a t  th is  t im e . I t  i s  b e c a u s e  c o n fid en ce  h a s  b e en  m a in ­

ta ined  in  th e  s ta b i l i ty  of th e  b an k in g  s y s te m  th a t  m a jo r  c h an g e s  c a n  be 

d is c u s se d  w ith o u t c o n c e rn  th a t  a d o p tio n  of su ch  p ro p o s a ls  w ould  sh ak e  th a t 

con fidence . T h a t i s ,  w e c a n  d is c u s s  w h e th e r  n a tio n w id e  NOW a c c o u n ts  a r e  

d e s ira b le  o r  n o t d e s i r a b le  f r o m  th e  p o in t of v iew  of th e  g e n e ra l  p u b lic  

in te r e s t .  We do n o t h av e  to  b e  c o n c e rn e d  th a t  im p o s it io n  of th is  k in d  of 

shock to  th e  b an k in g  s y s te m  w ould  d is tu r b  ban k  c u s to m e r  c o n fid en ce  in  th e  

ab ility  of th e  s y s te m  to  h a n d le  th a t  s o r t  of sh o ck .

I  th in k  th e s e  e x a m p le s  co u ld  b e  m u lt ip l ie d , b u t th e  b a s ic  p o in t is  

c le a r . P u b lic  c o n fid e n ce  in  th e  b an k in g  s y s te m  i s  a t  a h ig h  le v e l , d e sp ite  

the u n d e n iab le  p ro b le m s  of th e  b an k in g  in d u s t ry  o v e r  th e  l a s t  few  y e a r s .

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



- 15 -

To a c o n s id e ra b le  e x te n t, th a t  c o n fid e n ce  i s  due to  p u b lic  c o n fid e n ce  in  

the F e d e r a l  d e p o s it  in s u r a n c e  s y s te m , and  to  th e  w ay th e  F e d e r a l  D e p o s it 

In s u ra n c e  C o rp o ra t io n  h a s  c a r r i e d  o u t i t s  r e s p o n s ib i l i t ie s .  T he fa c t  th a t  

th a t c o n fid e n ce  e x is t s  a llo w s  u s  to  d e a l w ith  a n u m b e r  of i s s u e s  a ffe c tin g  

the b an k  s y s te m  in  a r a t io n a l  m a n n e r .  We c a n  c o n s id e r  p u b lic  b e n e f its  

and c o s ts ,  and  n o t b e  h e ld  h o s ta g e  to  f e a r s  of a d v e r s e  p u b lic  re a c t io n .

# # # #
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