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It  se em s hard ly  p o ssib le  to say  som ething new on the su b je c t 

o f bank ca p ita l adequ acy. The l ite ra tu re  is  a lre a d y  e x te n s iv e , bank 

re g u la to ry  a u th o ritie s  have grappled with d iffe ren t view s of cap ita l 

adequ acy over m any y e a r s ,  re a so n a b le  m en continue to d iffe r  and 

b a n k e rs  s t i l l  tend to r e s i s t  su p e rv iso ry  dem ands fo r m o re  ca p ita l.

In m y v iew , adequate cap ita l is  the le a s t  am ount n e c e s s a r y  

fo r o th e rs  to have confidence in your bank and its  o p era tio n s . The 

" o th e r s "  you have to convince a re  la rg e  c u s to m e rs , o th er b an k s, 

in v e s to rs  and, in th is im p e rfe c t w orld , bank re g u la to rs . T h e re  is  

no sim p le  form u la  or ru le  of thumb that w ill a s s u re  outside confidence 

fo r a ll  b an k s: th e re  a re  ju s t  too m any v a r ia b le s  in ach iev in g  this 

sta tu s and, not su rp ris in g ly , too m any in sta n ce s  w here confidence 

is  high but the ap p arent m a th e m a tica l ra tio  is  re la tiv e ly  low to co n ­

clude that a p a r t ic u la r  ra tio  is  the " r ig h t"  one for a ll  ban ks.

It has b een  suggested  that the fre e  play of the m a rk e t should 

d eterm in e  the adequacy of a b an k 's  c a p ita l, and that the su p erv iso ry  

a g e n c ie s  should not p resu m e to e n fo rce  a d iffe ren t judgm ent of 

th e ir  own. T h is  ap p roach  p re su p p o ses , how ever, a m uch m ore  

know ledgeable m a rk e t than we have today - -  at le a s t  for the v ast 

m a jo r ity  of the n ation 's  14, 000 b an k s. R e la tiv e ly  few of th ese  banks
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have m o re  than 500 sh a re h o ld e rs  w hich m ak es th em  s u b je c t to the 

fu lle r  d isc lo su re  re q u ire m e n ts  of R egu lation  F .  On the o th er hand, 

an in c re a s in g  nu m ber o f banks a r e  m e m b e rs  of holding com pany 

sy s te m s  w hich , on a co n so lid ated  b a s is ,  a re  su b je c t to SE C  d isc lo su re  

re q u ire m e n ts . B u t even a ssu m in g  o n e-six th  o f the n a tio n 's  banks a re  

su b je c t to R eg u lation  F -ty p e  d is c lo s u re s  o r to SE C  re q u ire m e n ts , 

th ese  d is c lo s u re s  do not include a l l  of the in fo rm atio n  a v a ila b le  to 

bank re g u la to ry  a g e n c ie s  o r a l l  o f the in fo rm atio n  w hich m ay be 

n e c e s s a r y  fo r  a m a rk e t d e term in atio n  o f the b a n k 's  condition.

W hile the la r g e s t  banks have b eco m e in c re a s in g ly  open with 

fin a n c ia l a n a ly sts  about m an agem en t g o a ls , p e rfo rm a n ce  and even 

a d v e rse  d ev elop m en ts, the fa c t re m a in s  th at the m a rk e tp la ce  is  

e ith e r  uninform ed or im p e rfe c t ly  in form ed  about m o st o f the n a tio n 's  

b an k s. So I q u estion  w hether the m a r k e t 's  view  of ca p ita l adequ acy 

is  r e a lly  the an sw er - -  even fo r the n a tio n 's  b il l io n -d o lla r  b an k s.

I 'm  c e r ta in  i t 's  not the an sw er fo r banks of le s s e r  s iz e  o r p ro m in en ce .

In a s e n s e , the bank re g u la to ry  a g e n c ie s  a re  e x e r c is in g  fo r 

m o st banks the judgm ent as  to ca p ita l adequacy w hich a p e r fe c tly  

in form ed  m a rk e t m igh t be ab le to e x e r c is e .  In te r m s  of the e n tire  

u n iv e rse  o f banks in th is  co u n try , I think we do th a t jo b  re a so n a b ly  

w ell although we can  m ake m is ta k e s  ju s t  a s  the m a rk e t can . The
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fa c t th at bank earn in g s have b een  re la tiv e ly  high and th at bank fa ilu re s  

have b een  r e la tiv e ly  few in re c e n t y e a r s ,  desp ite  co n sid e ra b le  shocks 

w ithin the econ om y, su ggests th at we a re  a t le a s t  view ing cap ita l

adequ acy today on a re a so n a b le  b a s is .

A v erage ca p ita l ra tio s  v ary  by size  c a te g o r ie s  throughout the 

broad  sp e ctru m  of A m erica n  ban ks. The h igh est ra tio s  a r e  m o st 

o ften  d isp layed  by the s m a lle s t  banks ( i .e .  , th ose under $5 m illio n  

in to ta l d e p o sits ). The 8 p e rce n t av erag e  ra tio  shows up m o st f r e ­

quently in  the $10 m illio n -d e p o s it ran g e , and p ro g re s s iv e ly  low er 

ra t io s  se e m  to be the ru le  as  we go up fro m  $25 m illio n  m  to ta l 

d e p o s its . And g e n e ra lly  speaking, th ese  a v era g e  ra tio s  have d eclin ed  

m o d e ra te ly  fo r s m a lle r  and m e d iu m -siz e d  banks during the p ast 10 

o r 15 y e a r s .  T h is , again , is  e m p ir ic a l ev id ence th at none of the bank 

a g e n c ie s  view  the m a tte r  o f cap ita l adequacy sim p ly  in te r m s  of som e 

a v e ra g e  nationw ide ra tio .

F o r  the la r g e s t  b an k s, ca p ita l ra tio s  have b een  d eclin in g  even 

m o re  rap id ly  in r e c e n t y e a r s .  O v e rse a s  d ep osits have in c re a se d  

a p p re c ia b ly . T h a t, plus a ctiv e  p a rtic ip a tio n  in the tim e dep osit 

m a r k e t , has re su lte d  in a s s e t  gains by the la rg e  w h olesale  banks

th a t equ alled  or exceed ed  th ose of s m a lle r  b an k s. Holding com pany
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a c t iv it ie s  o f som e la r g e r  banks have re su lte d  in  o v e ra ll op eratio n s 

w ith m uch m o re  le v e ra g e  than th at in d icated  by  the b a n k 's  own b a lan ce  

sh e et.

D eta iled  b a la n ce  sh eet data on banks and bank holding com panies 

in d ica te  th at fo r  y e a r-e n d  1972 the 11 la r g e s t  banking o rg an iza tio n s had 

a ra tio  of equ ity  to to ta l r e s o u r c e s  of about 4 . 5 p e rce n t (including loan 

r e s e r v e s  r a is e s  the fig u re  to about 5 .4  p e rc e n t) . F ig u re s  fo r the big 

C hicago banks a re  a lm o st as low , and th ose  fo r the m a jo r  C a lifo rn ia  

banks a r e  lo w er. I su sp ect the co m p arab le  fig u re s  fo r  10 y e a rs  ago 

would have in d icated  ra tio s  ap p ro x im a te ly  double th ose of today fo r  

th is  sam e group o f b an k s. What acco u n ts fo r  the sh ift?  P a r t ly  i t 's  

a rapid  grow th of r e s o u r c e s  and g e n e ra lly  m o re  a g g re s s iv e  b eh av ior 

by th ese  b an k s. A d d ition ally , it  m ay have to do w ith the re la tio n sh ip  

betw een  la rg e  banks and la rg e  co rp o ra te  c u s to m e rs . The la t te r  a re  

no lo n g er w illin g  to m ain ta in  la rg e  a c tiv e  b a la n ce s  a p a rt fro m  th ose 

re q u ired  by loan co m m itm en ts . H ow ever, as one con sequ en ce  o f 

th is ,  la rg e  co rp o ra tio n s  a r e  no lo n g er ab le  to in s is t  on high ca p ita l 

ra tio s  by v irtu e  o f th e ir  b a la n ce s  and th e re  is  no advantage in w h o le­

sa le  banks m ain ta in in g  such r a t io s . T h is  m ay  a ll  be v e ry  ra tio n a l 

and in the in te r e s t  o f a m o re  e ffic ie n t econ om y, but the a cce p ta n ce  

o f the re su lta n t nu m bers and ra tio s  is  not e a sy  fo r  bank re g u la to rs .
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How then do we go about evalu ating  the adequacy of ca p ita l in 

p a r t ic u la r  b an k s?  Our c u rre n t in s tru c tio n s  to FD IC e x a m in e rs  have 

th is  to  say  about the use of ra tio s  and the id e n tifica tio n  of the m o re  

im p o rtan t fa c to rs  th at e n te r  into the evalu ation :

, the C o rp oratio n  has tra d itio n a lly  b een  
co n cern ed  w ith the g en era l le v e l o f ca p ita l r a t io s , 
b e ca u se  of the c lo se  re la tio n sh ip  betw een th ese  
r a t io s  and the C o rp o ra tio n 's  r is k . H ow ever, th is  
e m p h asis  on ca p ita l r a t io s ,  w hich sim p ly  m e a su re  
the a b ility  o f the banking sy ste m  a s  a whole (or the 
a v era g e  bank) to w ithstand unexpected  lo s s e s  or 
sh rin kage in a s s e t  v a lu e s , should not be taken  out 
o f co n tex t and m isco n stru ed  as a m inim u m  standard 
ap p licab le  to individual b an k s. On the c o n tra ry , 
banks a r e  su ffic ie n tly  d is s im ila r  as  to the quality  
and c h a r a c te r  of th e ir  a s s e t s ,  the re la tiv e  com p etency  
o f th e ir  m an ag em en ts, and the re la tiv e  s ta b ility  of 
the econ om ic environm en t in w hich th ey  op erate  that 
i t  is  n ev er p ra c tic a b le  to g e n e ra liz e  on the su b je c t 
o f ca p ita l adequacy. If any g e n e ra liz a tio n  m ay be 
m ad e, it  is  that the cap ita l of any given bank should 
be su ffic ie n t to support the volu m e, ty p e, and 
c h a r a c te r  of the b u sin e ss  p re se n tly  conducted , 
provide fo r the p o s s ib ilit ie s  of lo ss  in h eren t th e re in , 
and p e rm it the bank to continue to m e e t the r e a s o n ­
ab le  c re d it  re q u irem en ts  of the a re a  se rv e d .

"In  attem p ting  to evalu ate  ca p ita l ad equ acy , 
th e re  a re  s e v e ra l im p ortan t fa c to rs  th at m u st be 
w eighed and judged:

(a) M anagem ent - The a b ility , a tte n tiv e n e ss , 
in te g rity  and re c o rd  of m an agem en t, to ­
g eth er w ith the soundness of its  p o lic ie s  
a r e  of m a jo r  im p o rta n ce . Sound m a n a g e ­
m en t, prudent p o lic ie s , and e ffe ctiv e
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o p eratin g  p ro ce d u re s  a re  p robably  the key  
e le m e n ts  in the o v e ra ll r is k  equ ation  o f 
b u s in e ss  e n te r p r is e , and it  i s ,  a f te r  a l l ,
[a s ]  p ro te c tio n  a g a in s t r is k  th a t ca p ita l 
p lays its  s in g u la r ro le  in any b u s in e ss  
e n te r p r is e .

(b) A s s e ts  - The g e n e ra l c h a r a c te r ,  q u ality , 
liq u id ity  and d iv e rs if ic a tio n  o f a s s e t s ,  w ith 
p ja rticu lar r e fe r e n c e  to a s s e ts  a d v e rse ly  
c la s s i f ie d , a r e  n e c e s s a r i ly  v ita l fa c to r s  in 
d e term in in g  the adequ acy of c a p ita l.

(c) E a rn in g s  - The e arn in g s ca p a c ity  o f a bank 
is  o f m ark ed  s ig n ific a n ce  in a s s e s s in g  the 
a b ility  o f a bank to m a in ta in  an adequate 
ca p ita l p o sitio n . The dividend p o licy  of the 
in stitu tio n  is  a lso  o f im p o rta n ce , a s  is  the 
w illin g n ess  o f m an agem en t to re co g n iz e  and 
a b so rb  lo s s e s  c u rre n tly . S u p e rv iso rs  g e n e r ­
a lly  fe e l th at ea rn in g s  should f i r s t  be applied 
to the e lim in a tio n  o f lo s s e s  and d e p re c ia tio n  
and the e s ta b lish m e n t o f n e c e s s a r y  r e s e r v e s  
and th at dividends should be d isb u rsed  in  
re a so n a b le  am ounts only a f te r  fu ll c o n s id e ra ­
tion  has b een  given to th ose  need s and o th er 
fa c to r s  im pinging on ca p ita l n e ed s.

(d) D ep o sit T ren d s - I f  the tren d  o f d ep o sits  is  
upward and a p p ears  lik e ly  to con tin u e, and 
i f  re ta in e d  e a rn in g s  have not kept pace with 
the grow th in the s iz e  and the scop e o f the 
b a n k 's  o p e ra tio n s , th e re  can  be lit t le  q u e s ­
tion  th a t m an agem en t should re co g n iz e  its  
re s p o n s ib ility  and m ake a l l  re a so n a b le  
e ffo r ts  to augm ent ca p ita l through w h atever 
m ean s p o s s ib le . The p o ten tia l v o la tility  of 
[the] d ep o sit s tru c tu r e , on the o th er hand, 
adds an o th er d im en sion  o f a d iffe re n t 
c h a r a c te r  to the a n a ly s is  o f a b a n k 's  
ca p ita l s tru c tu re .
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(e) F id u c ia ry  B u s in e ss  - The volum e and nature 
o f the b u sin e ss  tra n sa c te d  in a fid u ciary  
ca p a c ity  a r e  o f s ig n ifica n ce  in  d eterm in in g  
ca p ita l n eed s. C on tin gen cies in th is  a r e a ,  
as w ell as the p o ss ib ility  of s u rc h a rg e s , 
m u st be ca re fu lly  ap p ra ised .

(f) L o c a l C h a r a c te r is t ic s  - The g en era l type 
o f c l ie n te le , s ta b ility  and d iv e rs if ic a tio n  
of lo ca l in d u str ies  o r a g r ic u ltu re , and the 
com p etitiv e  situ ation  a r e  im p ortan t co n ­
s id e ra tio n s .

"T h e  qu estion  freq u en tly  a r is e s  reg ard in g  the 
im p o rtan ce  o f ra tio s  in  d eterm in in g  ca p ita l adequ acy. 
As p re v io u sly  noted, ca p ita l ra tio s  (or r is k  a s s e t  
r a t io s )  a r e  m e re ly  s im p le , o b je c tiv e  m e a su re s  of 
the sh rin kage in a s s e t  valu es a b a n k 's  ca p ita l s t r u c ­
tu re  can  a b so rb  at a given point in t im e , and, as su ch , 
a r e  but a f i r s t  ap p roxim ation  of a b a n k 's  a b ility  to 
w ithstand a d v e rs ity . A low ca p ita l ra tio  by  i t s e l f ,  
how ever, is  no m o re  co n clu siv e  of a b a n k 's  w eakness 
than a high ra tio  is  of its  in v u ln e ra b ility . It would 
be hard to find m uch c o rre la t io n  betw een book 
ca p ita l ra tio s  and the in cid en ce  of bank fa ilu re  - -  
th at ev en tu ality  a g a in st w hich ca p ita l p r o te c ts , but 
does not p reven t. B an ks w ith high ca p ita l ra tio s  
have fa iled  b e ca u se  of the low qu ality  and/or unw ise 
d istrib u tio n  of th e ir  a s s e t s ,  while o th e rs  with low 
r a t io s  have survived b e ca u se  of a h y p er-liq u id  co n ­
d ition .

"R a tio s  m ay a lso  have lim ite d  u se as rough 
b e n c h m a rk s , re p re se n ta tiv e  of in d u stry  p ra c tic e  
and cu sto m , and in th at lim ited  se n s e , m ay be u s e ­
ful a s  a s ta rtin g  point in evalu ating  an individual 
b a n k ’s ca p ita l p o sition . In the av era g e  bank, with 
a v era g e  m an agem en t, the c a p ita l-a s  se t ra tio  o r the 
r i s k - a s s e t  r a t io , when they  go beyond re a so n a b le
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bounds, m ay be of im p o rtan ce  in  d ecid ing that 
ad d ition al ca p ita l is  n e c e s s a r y , even  though 
e x is tin g  a s s e t  p ro b lem s a r e  re la t iv e ly  m in o r .
T he re la tiv e  d eg ree  of q u ality  in a b a n k 's  lo a n s , 
bon d s, and o th er r is k  a s s e t s ,  is  a valid  arg u m en t 
in  re la tio n  to ca p ita l need s up to a c e r ta in  point, 
but the v a lid ity  of th is  arg u m en t d e c r e a s e s  rap id ly  
and d isa p p ea rs  when the sh e e r  volum e o f such 
a s s e ts  co m p le te ly  overshadow s the ca p ita l s t r u c ­
tu r e . On the o th er hand, c e r ta in  banks have 
re a so n a b le  ca p ita l ra tio s  but m an agem en t and 
a s s e t  w e a k n e sse s  n e c e s s ita te  re q u estin g  ad d i­
tio n a l c a p ita l. In o th er w o rd s, ra t io s  alone a re  
not c o n c lu s iv e , and th ey  alw ays m u st be in teg ra ted  
w ith a l l  o th er p ertin en t fa c to r s .  H ow ever, once 
th is  in te g ra tio n  has been  e ffe c te d  th ey  do have a 
b e a r in g , th e ir  re la tiv e  im p o rtan ce  in c re a s in g  in 
d ir e c t  re la tio n  to the d eg ree  of s e r io u s n e s s  a ttach ed  
to  m an agem en t and a s s e t  p ro b le m s , o r  co n v e rse ly , 
d e c re a s in g  in  d ir e c t  re la tio n  to the d eg ree  of m a n a g e ­
m en t com p eten cy  and a s s e t  soundness in the bank 
under co n sid e ra tio n . "

The a v e ra g e  c a p ita l-a s s e t  ra tio  ap p ro ach  has s p e c ia l re lev a n ce  

in  the c a s e  o f a p p lica tio n s of new S ta te -c h a r te r e d  banks fo r  dep osit 

in s u ra n c e , on the p re m ise  th at a new e n tra n t in the m a rk e t should at 

le a s t  m e e t the ca p ita l stan d ard s o f the in d u stry  in o rd e r  to obtain  a 

l ic e n s e  to co m p ete . A t the F D IC , we tend to apply industryw ide cap ital 

stan d ard s m o re  r ig o ro u s ly  in su ch  in s ta n c e s . As a g e n e ra l ru le , such 

new banks a r e  exp ected  to provide an in it ia l ca p ita liz a tio n  su ffic ie n t in 

am ount to provide a p ro sp e ctiv e  ca p ita l cu sh ion  a t the end of the f i r s t

th re e  y e a rs  o f o p era tio n s a t le a s t  equ al to 10 p e rc e n t o f e s tim a te d
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to ta l a s s e ts  a t the end of th at p erio d . T h is  is  roughly co m p arab le  to 

e x is tin g  ca p ita l ra tio s  o f sm a ll banks with an added m a rg in  (of one to 

two p e rce n t) to com p ensate  fo r (i) the in c re a se d  r is k s  accom p anying 

the fo rm atio n  and developm ent of a new bank and (ii) the h is to r ic a l  

b ia s  o f both e x a m in e rs  and ap p lican ts in u n d erestim atin g  the d ep osit 

p o ten tia l o f new b an k s. The C o rp oratio n  h a s , in add ition , adopted a 

f ir m  p o licy  of not approving ap p lica tio n s of proposed new banks w ith 

le s s  than $ 2 5 0 ,0 0 0  in it ia l to ta l ca p ita l, u n less sp e c ia l c irc u m sta n c e s  

(su ch  a s  a lo ca tio n  in an iso la te d , unbanked com m unity) w a rra n t a 

l e s s e r  ca p ita liz a tio n . The ra tio n a le  fo r th is  p o licy  is  th at any new 

bank should have the cap ab ility  o f g en eratin g  d ep osit to ta ls  o f a t le a s t  

two and o n e -h a lf  m illio n  d o lla rs  w ithin th ree  y e a rs  to be a ssu re d  of 

s u c c e s s  in to d ay 's  in c re a s in g ly  com p lex  and com p etitiv e  banking 

en v iron m en t.

The com p osition  of bank ca p ita l, a s  you know, has undergone 

s ig n ific a n t change w ithin the p a st d ecad e. The old antipathy tow ard 

the u se o f debt ca p ita l has b een  d isp laced  by a w illin g n ess  am ong bank 

su p e rv iso rs  to a c c e p t , in  c e r ta in  c ir c u m s ta n c e s , subordinated debt 

into the p erm an en t s tru c tu re  of bank ca p ita l a cco u n ts . H ow ever, 

although debt ca p ita l o ffe rs  added p ro te ctio n  to d ep o sito rs  and
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c r e d ito r s ,  it  is  not a com p lete  su b stitu te  fo r equ ity  c a p ita l. F i r s t ,  

i t  is  fu nd am entally  a debt o b lig atio n  and m u st u ltim a te ly  be re t ir e d  

in  a cco rd a n ce  w ith its  t e r m s ,  although we re c o g n iz e , of c o u r s e , th at 

a grow ing, p ro fita b le  bank can  re a d ily  re fin a n ce  m atu rin g  notes a t o r 

p r io r  to m a tu rity . Secon d , in te r e s t  on ca p ita l n o tes  and d eben tu res 

is  a fixed  ch arg e  a g a in st fu tu re in com e th at m u st be m e t, w hether 

earn in g s a re  a v a ila b le  o r not, and the p aym ents n e c e s s a r y  fo r debt 

s e rv ic in g  r e p r e s e n t  red u ctio n s o f funds a v a ila b le  fo r  additions to 

undivided p ro fits  o r the paym ent o f d iv idend s. In m any r e s p e c ts ,  

th e r e fo r e ,  debt ca p ita l re p re s e n ts  the c a p ita liz a tio n  o f fu tu re in co m e. 

F in a lly , debt ca p ita l g e n e ra lly  m ay not be used to a b so rb  lo s s e s  

although it  does provide an ad d ition al cu sh ion  fo r  d e p o sito rs  and 

c r e d ito r s  i f  the issu in g  bank should have the m isfo rtu n e  to fa i l .

M ost su p e rv iso rs  today would in te rp o se  no o b je c tio n  to debt 

ca p ita l th at has the fo llow ing c h a r a c te r is t ic s :

(a) A p rin c ip a l am ount w hich is  in  re a so n a b le  p ro p o rtio n  

to the to ta l ca p ita l s tru c tu re  (our guide is  about on e- 

th ird  o f to ta l ca p ita l and r e s e r v e s ) ;

(b) An in te r e s t  ra te  w hich is  co m m en su ra te  w ith p re v a ilin g

co n d itio n s;
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(c) Sinking fund p ro v isio n s (w here they e x is t)  that a re  

adequate and a re tire m e n t schedule th at is  p r a c t ic a l  

and r e a l i s t ic ;

(d) A p rin c ip a l am ount th at provides fo r the b an k 's  

re a so n a b ly  fo re s e e a b le  n eed s; and

(e) The c irc u m sta n c e s  of is su e  support a g en era l co n ­

clu sio n  th at the b an k 's  b e s t  in te r e s ts  would be served  

th e re b y .

Som e o b s e r v e r s , including m e m b e rs  of the FD IC  s ta ff , fe e l 

th at the above guidelines a re  too r e s t r ic t iv e .  T h ey  argu e that the 

l im it  o f o n e -th ird  of to ta l ca p ita l in the fo rm  of debt is  a r b it r a r y  and 

p ro b ab ly  was developed b e ca u se  th at fig u re  ap p ro x im ate ly  co in cid es 

w ith the b o rrow in g  lim it of a n ation al bank with an av era g e  m ix  of 

c a p ita l, su rp lu s and undivided p ro fits . Why, th ey  a s k , should the 

re g u la to ry  a g e n c ie s  p lace  any lim it on debt ca p ita l, as long as a bank 

h as su ffic ie n t equity  ca p ita l?  F a r  b e t te r ,  they add, to le t  the banks 

and the ca p ita l m a rk e ts  decide ap p ro p ria te  debt le v e ls ,  fo r in so fa r  

a s  debt gets out of line with a cce p ta b le  m a rk e t s ta n d a rd s, the e ffe c t 

on b orrow in g  c o s ts  should re s u lt  in ap p ro p ria te  d isco u rag em en t.

T h is  point o f view  has co n sid e ra b le  m e r it ,  but a lso  som e lim ita tio n s
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in so fa r  as  i t  r e l ie s  on the ca p ita l m a rk e ts  fo r  an evalu ation  of the 

ap p ro p ria te  d e b t-e q u ity  re la tio n sh ip . We a r e ,  h ow ever, rev iew in g  

the su b je c t a t the p re se n t tim e  w ith an open m ind.

An a r e a  of p a r t ic u la r  c u rre n t co n ce rn  r e la te s  to the ca p ita l 

p o sitio n  o f banks and p aren t holding co m p an ies . It has b een  su ggested  

th at one of the re a so n s  why banks a re  now e a g e r  to m ove into a v a r ie ty  

o f a c t iv it ie s  w here th ey  w ere not tra d itio n a lly  a c tiv e  o r p erm itted  to 

o p era te  is  a d e s ire  to in c r e a s e  le v e ra g e . F o r  the m o st p a r t , a c q u is i­

tion s of re la te d  b u s in e s s e s  under the 1970 B an k  Holding Com pany A ct 

A m endm ents have not been  accom p an ied  by s ig n ific a n t add itions to 

equ ity . T h is  m ak es such e n try  v e ry  a ttra c t iv e  so long a s  ad d itional 

e a rn in g s  can  be g en era ted , fo r th ere  is  no ca p ita l c o s t a s s o c ia te d  w ith 

the in c re m e n ta l additions to e a rn in g s . T h e se  expanding a c t iv it ie s  of 

banks and one bank holding com p an ies m ay , o f c o u rs e , provide in c re a se d  

co m p etitio n  in m a rk e ts  fo r a num ber o f fin a n c ia l s e r v ic e s  and th e re  m ay 

be su b sta n tia l b e n e fits  to the p u b lic . H ow ever, in so fa r  a s  th ey  re s u lt  

in  th in n er equ ity  c o v e ra g e , the co n ce rn  o f bank re g u la to rs  w ill in c r e a s e . 

M o re o v e r , chan ges in the produ ct o r a s s e t  m ix  o f banks and bank 

dom inated holding com pany o rg an iza tio n s m igh t have ad d itional im p lic a ­

tio n s fo r d e term in in g  ap p ro p ria te  ca p ita l le v e ls .  W hile i t  is  p o ss ib le
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fo r a bank to continue to function while its  holding com pany is  in 

f in a n c ia l d ifficu lty , I don't think bank re g u la to rs  can assu m e that 

th is  w ill alw ays o r even u su ally  be the c a s e .

In su m m ary , the d eterm in atio n  of the ap p ro p ria te  le v e l of 

bank ca p ita l in the individual ca se  and on an industryw ide b a s is  

is  co m p lex  and does not seem  to lend i t s e l f  to the ap p lication  of 

in fle x ib le , rig id  fo rm u la e . N e v e rth e le ss , the im p ortan ce  of m aking 

su ch  a d e term in atio n  both fro m  a su p erv iso ry  standpoint and fro m  

the vantage point o f the banking in d u stry , is  se lf-e v id e n t. In the 

fin a l a n a ly s is , the ta sk  of the C orp oration  in evalu ating  the cap ita l 

adequ acy of individual banks is  to a s s u re  confidence in the n ation 's  

banking sy s te m  without fo s te rin g  an o v e rca p ita liz e d  p osition  which 

would be p ro p e rly  su b je c t to c r i t ic is m  a s  an in e ffic ie n t use of 

in c re a s in g ly  s c a r c e  cap ita l r e s o u r c e s .

# # # # #
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