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EXCERPTS OF AN ADDRESS OF HONORABLE LEO T . CROWLEY, CHAIRMAN, FEDERAL DEPOSIT INSURANCE CORPORATION, BEFORE A FORUM MEETING-OF NORTH CAROLINA BANKERS
“Frequently p I  have Been asked"by fr ie n d s  in  and out f  what I  thought would

CHAPEL HILL, NORTH CAB JULY 12, 1937

"become o f Federal deposit insurance in  the event o f another depression comparable to th at o f a few years ago. The obvious answer to that q u estion , o f course, i s  that I  b e lie v e  deposit insurance w il l  accom plish i t s  purpose through many business c y c le s  to come. Otherwise I  should c e r ta in ly  not choose to continue my a s s o c ia tio n  with the Federal Deposit Insurance Corporation. The fa c to r s  which w il l  determine the adequacy o f the present p lan  of deposit insurance are q u ite  complex, however, and previous attem pts a t deposit insurance or guaranty have g e n e ra lly  ended d is a s tr o u s ly . Wonder as to the chances fo r  success o f the present p lan  i s ,  th e re fo re , q u ite  understandable.
the fu tu re  o f American banking and, consequently, the fu tu re  o f Federal deposit in su ran ce. The success o f deposit insurance w il l  depend p r in c ip a lly  upon f iv e  th in g s : F i r s t ,  the e f f ic a c y  o f new governmental powers o f business and c r e d it  co n tro l; second, the e f f ic a c y  o f bank supervisory p o lic ie s ;  th ir d , the management o f the Federal Deposit Insurance Corporation; fo u rth ; the stead fastn ess o f the p u b lic  in

MI should l ik e  th is  evening to present to you my b e l i e f  as to

time o f c r i s i s ;  and, f i f t h ,  the a ttitu d e  and competence o f b a n k e rs .“
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uI f ,  in  the fu tu re , "booms can he h e ld  to the statu re o f r o llin g  h i l l s  and i f  depressions become glens rath er than chasms, the task  o f bankers w ill  be much more sim ple.Given a more le v e l business c y c le , I consider i t  the primary duty o f bank supervisors to m aintain banks under th e ir  ju r is d ic t io n  in  a co n d itio n  which w ill  enable those banks to w ithstand ordinary and reasonable c y c l ic a l  f lu c tu a t io n s . !Ehis duty can be served only by intense and continuous a tte n tio n  to three aspects o f the banking p ic tu r e . A permanently sound banking system re q u ire s , f i r s t ,  co n tro l o f the banking stru ctu re ; second, co n tro l o f banking p r a c tic e s ; and th ir d , the e lim in a tio n  and avoidance o f unsound a s s e t s .”
* * *********

Of almost equal importance with the need fo r  supervisory con trol o f the banking stru ctu re i s  the ever present n e ce ssity  o f keeping banking p r a c tic e s  w ithin reasonable bounds. I t  i s  u n fo rtu n a te ly  true th at the »errors o f judgment” o f some few bankers have developed a  p u b lic demand fo r  governmental supervision o f banking p r a c t ic e s . Y et. th is  r e s p o n s ib ility  continues to rest p rim arily  with the bankers themse lv e s . I t  i s  axiom atic th at the sa fe ty  o f depositors* funds and the
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soundness o f "bank c a p ita l depend e n tir e ly  upon the wisdom o f d ecisio n s made by bankers. Only ra re ly  can a supervisory a u th o rity , a r r iv in g  a fte r  the horse i s  s to le n , do anything other than require the elim in ation  o f  the unsound a sse ts  acquired as the r e s u lt  of unsound banking p o lic ie s . The e lim in a tio n  o f these a sse ts  and the r e c t i f i c a t i o n  o f m anagerial errors o f judgment nearly always r e s u lts  in  lo s s e s  to the bank. I t  i s  d is t in c t ly  to the banks* advantage, th e re fo re , to fo llo w  sound p o lic ie s  and proper p ra c tic e s  so th at both lo s s e s  and the n e ce ssity  fo r  supervision may be kept at a minimum.Where bankers refuse to accept th is  r e s p o n s ib ility  or where they seem unable to ex ercise  th e ir  fu n ctio n s ju d ic io u s ly , i t  is .o n ly  reasonable to expect th at supervisory a u th o r itie s  must act v ig o ro u sly . The o b lig a tio n  o f .th e  Federal Deposit Insurance Corporation in  th is  regard i s  tremendous. Hot only have we accepted a p u b lic  mandate to p ro tect bank dep ositors ag a in st lo s s , but we have received  a congressional mandate (in su rin g  deposits with an assessment rate  le s s  than one—th ird  as great as would have been required to cover the lo sse s  from 1370 to 1933) which assumes a higher regard fo r  sound banking p ra c tic e s  than has ever e x iste d  b e fo re . I t  is  the n e ce s sity  fo r observing these mandates end fo r  l iv in g  w ithin  our a l lo t t e d  income which lead s the Corporation to stre ss  so h e a v ily  observance o f the fundamental ru les which we b e lie v e  govern sound b a n k in g ,u
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wIn  several cases our e f fo r t s  to r e h a b ilita t e  banks have been thwarted by the a b i l i t y  o f bankers to  declare dividendswithout regard fo r  the source o f those dividends* I t  i s  my r e c o lle c tio n  th at every banking primer c a rrie d  as Rule lUamber One the axiom th at dividends are to be paid only out o f operating earnings a fte r  the payment o f expenses and the e lim in a tio n  o f ascertain ed  lo s s e s  and deprociation* Let us revert to the prim er, fo r  I  can th in k o f no more unsound banking p ra c tic e  than the payment o f dividends out o f c a p ita l funds, nor can I th in k  o f any p ra c tic e  which w il l  r e s u lt  more q u ickly  in  censure by the Corporation.Our study of the examination reports o f  banks made by supervisory a u th o r itie s  p rio r  to the co lla p se  of values during the early  t h ir t i e s  has convinced us th at much o f  the d ep letio n  o f c a p ita l  which occurred during those y e a rs , and which re s u lte d  in  the insolvency o f thousands o f in s t it u t io n s , could have been avoided had the subject in s t it u t io n s  taken d ep reciation  re g u la rly  and w ritte n  o f f  lo s s e s  as they arose* I  la y  p a r tic u la r  s tr e s s , th e re fo re , upon my e a r lie r  statement that no dividend should be p aid  by any bank u n t i l  a l l  o f that in s t itu tio n *  s deadwood has been cleaned ou t. Let lo s s e s  be elim inated  cu rre n tly  and d ep reciatio n  taken on a  reasonable and reg u la r b a s is  and your in s t itu t io n s *  chances fo r su rv iv al during a period o f f a l l i n g  valu es are improved a th o u san d fo ld .H
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"The q u a lity  o f bank management i s  improving co n stan tly  through tlie working of a number of factors# C h ie f among th ese , o f course, i s  Mr, Darwin1®, law o f su rv iv al of the f i t t e s t .  The importance o f meetings such as t h is ,  however, should not underestim ated ITeither should the hours o f study put in  in d iv id u a lly  by bankers hoping to supplement, or su b stitu te  f o r , these op portun ities fo r a meeting pf minds and an exchange o f id e a s . In  the la s t  a n a ly s is  there i s  no sound banking without capable bank management. Further, there i s  no such menace to the soundness o f our banking system as bad or unscrupulous bank management. Capable bank managers who comprehend and p ra c tic e  a l l  o f the th in gs I have said  and most o f the th in gs I have y et to say are fo rtu n a te ly  in  the m a jo rity . Y e t , as you know from sad experience, the chicanery o f one bad banker can blacken the name o f the whole p ro fessio n  and the m anipulations and m alp ractices o f one poorly managed bank can. p u ll  to ru in  thousands o f in s t it u t io n s , "
9|C $  *  3jl $  $  $  $

"As to the management o f the Corporation I  can say that we propose to fo llo w  e x a c tly  the conservative standards o f operation which we propose that bankers should observe. Our a c t i v i t i e s  to date d isp la y  I  b e lie v e , our determ ination to take our lo s s e s  as they a r is e  and to
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f o r e s t a l l  an accum ulation o f weakened and weakening in s t itu tio n s *The Corporation has fo rtu n a te ly  heen able to develop an e x c e lle n t operating record during the f i r s t  three and o n e -h a lf years o f i t s  operation* The income from the investment o f our c a p ita l  funds has been more than s u ff ic ie n t  to cover our ad m in istrative  expenses and our deposit insurance lo s s e s  and expenses, thereby le a v in g  our o r ig in a l c a p ita l and our income from assessments e n tir e ly  unim paired. I t  would be unreasonable to expect th at we can continue in d e f in it e ly  a record such as t h is ,  made during a  period o f recovery and r is in g  values a ft e r  thousands o f weakened in s t itu t io n s  had been elim inated  during the purge o f the 30*s. By in t e ll ig e n t  ad m in istratio n  o f our supervisory powers and by tak in g  our lo sse s  c u rre n tly , however, we hope to b u ild  a long-term  record fo r  conservative operation . Let me emphasize, however, t h a t . i t  i s  not our f in a n c ia l  record we are p rim arily  eager to m aintain . We are in  the p a r t ic u la r ly  fortu n ate p o s itio n  o f having no need to em bellish a f a i lu r e  record, since we ch arter no banks. I f ,  then, we can continue to weed out the banking system*s deadwood as i t  appears, paying as we go, I s h a ll be s a t is f ie dth at we are accom plishing our m ission and I b e lie v e  that our f in a n c ia l  record w il l  take care o f i t s e l f * ’*
I have spoken already o f the importance attached to the
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competence o f bank management. The a t t it u d e , be i t  im plied orexpressed, o f bankers toward the Corporation w il l  a lso  be an important fa c to r  in  determ ining the success o f deposit insurance.I f  the Corporation i s  to succeed, the a ttitu d e  o f bankers must and should be coop erative. We ask no favo rs from you bankers.We do su ggest, however, th at you think c le a r ly  and reasonably about the Corporation and about i t s  r e la t io n  to you. Those o f you who in vest in  business en terp rises do everything in  your power to make those e n te rp rise s  succeed. I s  i t  unreasonable to expect th at you w il l  work eq u ally  as hard to protect your investment in  the fe d e ra l Deposit Insurance Corporation? Going a step fu r th e r , I wonder i f  you have stopped to imagine what w ill  happen to  your banks in  the event deposit insurance does f a i l  in  time o f emergency; You are o p tim istic  indeed i f  you think any bank or the banking stru ctu re can survive a r e p e tit io n  o f the 1933 c r i s i s  should the Corporation f a i l  in  the meantime. The in te r e s ts  o f your d ep ositors, the d esire  to p ro tect your investment in  the Corporation, the wish to preserve your own in s t it u t io n  as w ell as our tr a d it io n a l system o f banking, a l l  should lead  you to do everything in  your power to insure the C o rp o ratio n ^  su ccess. I t  i s  to the bankers* in d iv id u a l and c o lle c t iv e  advantage to  have every in s t it u t io n  a sound in s t it u t io n .- — th at i s  a lso  the goal o f the Federal Deposit Insurance Corporation, I t  i s  to the bankers* advantage to have a strong yet f le x ib le  banking s tru ctu re . We, to o , are working toward th at end.
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I t  i s  c e r ta in ly  to the good hankers1 advantage to have the p ro fessio n  purged o f those in d iv id u a ls  who indulge in  unsafe and unsound p r a c tic e s .We aro determined that depositors s h a ll  not again  unknowingly tru st th e ir  funds to men o f th is  c a lib r e . Our aims are id e n tic a l with yours. They are worthy aims.“In  sharp co n trast to the help  and cooperation the Corporation has had from most hankers, there have come to my a tte n tio n  re ce n tly  several in stan ces of attem pts by supposedly w ell informed and thoughtful persons d e lib e r a te ly  to undermine our e f f o r t s . A ttacks on the Corporation on the hackneyed grounds th at “deposit insurance i s  no s u b stitu te  fo r  good banking11 we can laugh o f f  as d isp lay in g  ignorance o f our aims and o f our record . I  must take is s u e , however, with those bankers who Condemn deposit insurance in  an offhand way and who campaign ag a in st the Corporatio n  a t every opportunity. I t  i s  p a r t ic u la r ly  unfortunate when these sh ortsigh ted  gentlemen happen to  be lead ers in  th e ir  p ro fe ssio n . Such an in stan ce occurred re ce n tly  Then one o f your e le cte d  lead ers was heard to say, “Deposit insurance i s  fundam entally unsound. I donf t b e lie v e  i t  has a chance in  a m illio n  to succeed and I intend to t e l l  bankers so at every o p p o rtu n ity .“ I f  the Ideas and a ttitu d e  o f men l ik e  th is  are to become the credo of American bonkers, then surely Federal deposit insurance w il l  f a i l .  And should i t  f a i l ,  l e t  me say th at the g u i l t  w ill  l i e  d ir e c t ly  at the doorstep o f the bankers and o f the bankingsystem,
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“We have no delusions concerning the C o rp o ration ^  omnipotence. We r e a liz e  that deposit insurance i s  nothing more than a  technique designed to adapt to our in c re a sin g ly  complex economy a hanking system that i s  in  many resp ects arch aic and cumbersome. The persons who so "boldly fo re ca st the co lla p s e  of deposit insurance lo se  sigh t o f the fa c t  that they thereby impugn not the Corporation nor the soundness o f deposit in su ran ce, "but the “fundamental soundness“ o f the banking system which they profess to support. I b e lie v e  th at the v ir tu e s  o f our system o f independent banking by p riv a te  en terp rise  outweigh i t s  weaknesses. I b e lie v e  that deposit insurance can perpetuate the system and th a t , in  any event, the Corporation*s e ffo r t  m erit whole-hearted support u n t i l  th e ir  e ffe c tiv e n e s s  has been te s te d . That i s  the credo I o ffe r  fo r  your co n sid e ratio n . “
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