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Opening R em arks

M r. Chairm an, I w elcom e the opportunity to appear b e fore  your 

subcom m ittee today to present the view s o f the F ed era l D eposit Insurance 

C orporation  regarding H. R. 11221, 93d C on gress , a b ill "T o  provide full 

deposit insurance fo r  public units and to in crease  deposit insurance from  

$20, 000 to $50, 000"; T itle I o f S. 2735, 93d C on gress , a b ill "T o  in crease  

the availability  o f urgently needed m ortgage cred it for  the financing o f 

housing and other p u rp oses"; and S. 2640, 93d C on gress , a b ill "T o  p r o ­

vide for  full deposit insurance for public funds, and for  other p u rposes. " '  

S. 2640 would provide full deposit insurance fo r  public funds 

deposited  in insured banks and insured savings and loan a ssocia tion s .

In addition to such full deposit insurance for  public funds, T itle I o f 

S. 2735 would in crea se  the insurance lim it for  other deposits in insured 

banks and insured savings and loan a ssocia tion s from  $20, 000 to $50,000 . 

H .R . 11221, which passed the House o f R epresentatives on F ebru ary  5, 

1974, is s im ila r to S. 2735 but cov ers  insured cred it unions as w ell as 

insured savings and loan a ssocia tion s . As requested , I w ill focus m y 

rem arks p r im a rily  on H .R . 11221.

Increase in D eposit Insurance L im its from  $20, 000 to $50, 000 

H .R . 11221 and S. 2735 would both in crease  from  $20,000 to 

$50, 000 the deposit insurance coverage  on accounts in com m erc ia l banks
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and mutual savings banks insured by the FDIC and would provide for 

a s im ila r in crea se  with resp ect to the deposit accounts o f savings and 

loan associa tion s insured by the FSLIC. H. R. 11221 would apply a 

s im ila r  in crease  to deposits in fed era lly  insured cred it unions. The 

C orporation 's  p osition , in short, is one o f support for  a substantial 

in crea se  in the present $20, 000 deposit insurance lim it.

Changes in econ om ic conditions since the last in crease  o f in su r­

ance coverage  in D ecem ber 1969 would seem  to make a further in crease  

appropriate at this tim e. Based on Consum er P r ice  Indices o f 112.9 

fo r  D ecem ber 1969 and 138.5 fo r  D ecem ber 1973, deposit insurance 

coverage  would have to be ra ised  a lm ost $5,000 just to keep pace with 

inflation alone.

There is , o f  co u rse , p recedent for  p er iod ic  in crea ses  in the 

deposit insurance lim it. At the tim e o f the FD IC 's creation  by the 

Banking A ct o f 1933, the deposit insurance lim it was set at $2, 500. 

E xcept for  the f ir s t  statutory in crease  which ra ised  this in itial figure 

to $5, 000 in O ctober 1934, a ll in crea ses  in the insurance lim it have 

been in $5 ,000 in crem en ts.

The C orporation , h ow ever, has recen tly  rece ived  letters from  

M em bers o f C on gress , from  insured banks and from  bank d epositors
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in favor o f in creasin g  deposit insurance coverage  from  $20, 000 to 

$50, 000. These letters com pare such insurance to protection  afforded  

secu rities investors by the Secu rities Investor P rotection  C orporation  

(SIPC), noting that SIPC insures to $50, 000 an in v esto r 's  secu rities  

(with a $20, 000 lim it on cla im s for  cred it ba lances) held by a brokerage 

firm  which is p laced in liquidation, while the FDIC insures bank deposits 

only to $20, 000. Although there are  d istinctions between bank deposits 

and secu rities  held by brokerage firm s and although the statutory 

functions o f the FDIC and SIPC d iffer in m any resp e cts , an in crea se  of 

deposit insurance would make m ore  consistent the p rotection  available 

to d epositors and in vestors .

Other valid reasons m ay a lso  ex ist fo r  a substantial in crease  in 

deposit insurance coverage . F irs t , the proposed  in crea se  in insurance 

coverage would put sm all depositary  institutions on a m ore  equal com p eti­

tive footing with la rg er  institutions. Since d ep ositors  seem  to believe  

that their m oney is safest in the largest institutions, a d epositor is m ore  

likely  to put funds exceeding the insured lim it in a la rge  com m ercia l 

bank than in a sm all one. A  substantial in crea se  o f deposit insurance 

would th ere fore  enable fed era lly  insured depositary  institutions o f  all 

sizes to com pete m ore  e ffectiv e ly  for deposits ranging up to the higher

insured lim it.
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Second, in creased  insurance coverage could help banks and 

savings and loan a ssocia tion s o f a ll s izes  sustain their com petitive 

position  in the m arket for  savings during p eriods o f high in terest 

ra tes , by encouraging business firm s and others to weigh care fu lly  

the in creased  p rotection  o f funds left on deposit against p oss ib ly  higher 

y ie ld s  obtainable elsew here from  nondeposit institutions. Although the 

sign ificance o f substantially higher deposit insurance coverage  should 

not be overem ph asized  as a determ inative factor in the com petition  

between depositary  and nondeposit institutions for  the p u b lic 's  m oney 

in high in terest p er iod s , in creased  coverage  would neverth eless appear 

to be one relevant fa ctor in such com petition .

The C orp oration 's  R esearch  D ivision  has estim ated that in crea ses  

in deposit insurance coverage  up to such lim its as $30 ,000 , $40,000 or 

$50, 000 would be lik ely  to have the resu lts shown in the follow ing table:
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A lternative Insurance C overage
(As o f June 30, 1972)

Insurance
C overage

P ercen t o f 
Num ber o f 

A ccounts 
C overed

P ercen t o f 
D eposits 
C overed

Ratio o f Insurance 
Fund to Insured 

D eposits

$20, 000 (all deposits) 98. 67% 60. 9% 1. 28%

$30, 000 (all deposits) 99. 32 64. 8 1. 20

$40, 000 (all deposits) 99. 55 67. 5 1. 16

$50, 000 (all deposits) 99. 67 69. 3 1. 13

$20, 000 (except for  public 
funds with 100% 
coverage)

98. 75 68. 0 1. 16

$30, 000 (except for  public 
funds with 100% 
coverage)

99. 39 71. 6 1. 09

$40, 000 (except for public 
funds with 100% 
coverage)

99. 61 74. 0 1. 05

$50, 000 (except for public 
funds with 100%

99. 72 75. 5 1. 03

coverage)
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By way o f com p arison , it m ay be noted that the ratio o f  the F edera l 

deposit insurance fund to insured deposits as o f  June 1972 was 1 .28 

p ercent. Although h is tor ica lly  this figure has tended to d eclin e , the

1. 28 figure is  representative o f what the ratio has been during the past 

five y ea rs .

I should note in addition that even i f  the deposit insurance lim it 

had been at $50, 000 since I960, it would have had v ery  little net e ffect 

on the lo sse s  in cu rred  by FDIC on account o f fa iled banks and, th ere fore , 

little  o r  no e ffect on the net assessm en ts paid by the nation 's banks for  

F ed era l deposit insurance.

B ased on the forego in g , the C orporation  read ily  supports a sub­

stantial in crea se  in the present $20,000 deposit insurance ce ilin g  set 

by  the C on gress .

Full D eposit Insurance fo r  P u b lic  Funds

H .R . 11221 would amend the F ed era l D eposit Insurance A ct, the 

National Housing A ct, and the F ed era l C redit Union A ct to requ ire the 

FDIC, the F ed era l Savings and Loan Insurance C orporation , and the 

National C redit Union A dm inistration  to insure deposits and accounts 

o f public units fo r  the full aggregate amount o f such d eposits or ayccocunts, 

rather than to the m axim um  amount o f $20, 000 cu rren tly  provided  for  

other d epositors or  share account h old ers.
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As am ended on the House flo o r , how ever, H. R. 11221 would lim it 

full deposit insurance for  public funds in insured banks to ’ ’tim e d ep osits" 

and would retain the otherw ise applicable dollar insurance lim it for public 

funds p laced in "dem and d ep osits" and "savings d ep os its "  o f insured banks. 

At the sam e tim e, the b ill would cov er  a ll public funds p laced  in insured 

savings and loan associa tion s and insured cred it unions without re feren ce  

to the type o f account utilized .

In the case o f  public units other than those o f  the United States, the 

full insurance provided by H. R. 11221 would be lim ited  to the funds o f 

public units within the State or te rr ito ry  in which the financial institution 

is located . H. R. 11221 would, in addition, perm it the FDIC to lim it the 

aggr e gate amount o f public funds that could be placed in unsecured tim e 

deposits on the basis  o f the a sset s ize  o f the bank rece iv in g  the funds 

and grant the FSLIC and the NCUA com parable authority with resp ect 

to public funds deposited  in whatever form  in institutions subject to their 

ju risd iction . F inally , by not addressing  the subject at a ll, H. R. 11221 

would perm it and apparently approve a situation in which higher rates 

would be paid on public funds deposited  in savings and loan a ssoc ia tion s , 

cred it unions and mutual savings banks than on public funds deposited  in

com m ercia l banks.
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While the C orporation , s tr ic t ly  from  its lim ited  point o f view  as 

the nation 's deposit insurance agency fo r  banks and as a su p erv isory  

agency fo r  nonm em ber banks, has no ob jection  to the prin cip le  o f full 

deposit insurance for  public funds, it is opposed to the p rov is ion s on 

this subject contained in H. R. 11221 as passed  by the House o f R e p re ­

sentatives because o f their d iscrim in atory  e ffect in the com petition  

am ong depositary  institutions fo r  the rece ip t o f public funds.

^ ^ ^ ^

As to the prin cip le  o f full deposit insurance fo r  public funds, the 

follow ing in form ation  m ay be helpful to the subcom m ittee in its review  

o f  the variou s b ills  b e fore  it. P rop osa ls  fo r  full insurance protection  

for  public deposits or accounts have in the past been based partly  on the 

assum ption  that som e public units have su ffered  substantial lo s s e s  in 

bank fa ilures throughout the country and m ay have had to in crea se  taxes 

to recou p  those lo s s e s . This assum ption , how ever, is not supported by 

the evidence.

The C orporation  recen tly  com pleted  a study o f public d ep osits , 

r e c o v e r ie s , and lo s s e s  in the 5 7 banks w hich closed  during the period  

from  January 1, I960 to D ecem ber 31, 1972. These 57 banks have 350
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public depositors with a total o f $56, 952, 916. 76 on deposit. A s o f y e a r - 

end 1972, the public units involved had re cov ered  97. 8 p ercen t, or 

$55, 694, 811. 43 o f such deposits in one way or  another. An additional 

am ount, estim ated to be $666,217. 80 has been or w ill be re cov ered  

through liquidating dividends paid by the C orporation , as r e ce iv e r , 

thereby resu lting in a total r e co v e ry  o f 99. 0 percen t o f  the funds on 

deposit at the tim e o f fa ilure and a net loss  o f only $591,887. 53 to all 

public d epositors in the 5 7 banks. We believe  this evidence c le a r ly  

shows that over this 13 -year period  public units did not su ffer substantial 

lo s s e s  on the uninsured portion  o f their deposits in insured banks, although 

the re co v e ry  o f som e such uninsured deposits m ay have been delayed. We 

do not know o f any instances where taxes had to be in creased  to recou p  

any lo sses  resulting from  bank fa ilu res .

In an e ffort to determ ine the im pact that full insurance p rotection  

for deposits o f public units m ight have upon the FD IC 's deposit insurance 

fund, the C orporation , as a supplem ent to the above study, estim ated the 

additional d isbu rsem en ts, r e co v e r ie s , and lo s s e s  which would have 

resulted if  100 percent insurance for a ll public deposits had been a p p li­

cable during that sam e p eriod . In arriv in g  at our estim ates , we assum ed 

that full paym ents would have been m ade to a ll public d epositors  in the 

5 7 closed  banks during the period  studied and that the C orporation  would
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have been subrogated to their rights against a ssets  being liquidated. We 

found that the C orporation  would have been requ ired  to d isburse additional 

sums totaling $28, 756, 187. 18 and that total re co v e r ie s  to the C orporation  

on account o f such disbursem ents would have amounted to $20, 367, 527. 53. 

These figures produce an additional net estim ated loss  to the C orporation  

o f $8, 388, 659. 65 fo r  the 13-y ea r  p eriod . This would tend to indicate that 

the deposit insurance fund would not be unduly burdened i f  leg is la tion  

providing full insurance protection  for  a ll deposits o f public units w ere 

enacted.

M o re o v e r , the C orporation  b e liev es  that som e of the argum ents 

h is to r ica lly  advanced in opposition  to p rop osa ls  fo r  full insurance p ro te c - 

tion  for  public deposits are  no longer convincing. T here is little ev idence, 

fo r  exam ple, to support the argum ent that a system  o f lim ited insurance 

causes m ost public d ep ositors  to con s id er m anagem ent ch a ra cter is tics  

and capital adequacy in the se lection  o f d ep os ito r ie s , o r  to support the 

argum ent that such a system  im poses d iscip lin ary  restra in t upon bankers 

who m ight otherw ise succum b to presum ed com petitive or econ om ic 

p re ssu re s  i f  public deposits w ere fully insured . F u rth erm ore , d if fe r ­

entiating betw een public d epositors and other d ep ositors  in determ ining 

the amount o f insurance coverage  that should be applicable to their deposits
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can be justified  as a valid e x e rc ise  o f the leg isla tive  function, since 

public deposits rep resen t deposits by the taxpaying public which has no 

d ire ct  v o ice  in the se lection  o f the d ep ository  for  tax m onies and no 

right to withhold tax paym ents if  they are d issa tisfied  with the se lection .

The C orporation  re co g n ize s , h ow ever, that other issu es deserve  

carefu l consideration  b e fore  C ongress m oves on this p rop osa l, such as 

the potential e ffect the enactm ent o f full insurance coverage  m ight have 

on pledging requirem ents and thus on the m arketability  o f debt ob lig a ­

tions issued  by governm ental bod ies .

A  m a jority  o f  States requ ire the pledging o f secu rities  by banks 

against the deposits o f  States and p o litica l subd ivisions. S im ilarly , 

F ederal statutes requ ire that United States G overnm ent deposits in banks 

be secured  by the pledge o f Governm ent obligations or  certa in  other 

secu rities . In large part, the secu rities  pledged against deposits o f 

State and lo ca l governm ents in those States which requ ire  such pledging 

are obligations o f the sam e State and lo ca l governm ents. To the extent 

that full insurance protection  fo r  public deposits m ight obviate the need 

for  pledging such secu rities  or  m ight influence som e States to repeal 

their pledging requ irem en ts, and to the extent that repealing those 

requirem ents m ight induce the nation ’ s banks - -  which are by fa r the
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la rgest holders o f  m unicipal secu rities  - - t o  d ispose o f a portion  o f 

the m unicipal secu rities  in their p o rtfo lio s , the enactm ent o f leg islation  

providing full insurance coverage  for public deposits could have a d isru p ­

tive im pact on the m arket for obligations o f State and lo ca l governm ents, 

m any o f  which a lready are experiencin g  substantial d ifficu lties in obtain­

ing adequate financing fo r  essen tia l s e rv ic e s . While the rem ova l o f 

pledging requirem ents could provide new and desirab le  flex ib ility  to 

banks in their a sse t m anagem ent, it is a lso  conceivab le  that the a ltern a ­

tive investm ents that m ight be m ade could run counter to the m onetary 

p o licy  being pursued at the tim e by the B oard o f G overnors o f the F ed era l 

R eserve  System .

Your subcom m ittee and the C ongress are a lso  lik e ly  to hear 

argum ents that the enactm ent o f leg isla tion  providing full insurance 

protection  for  deposits o f public units would give savings and loan a s s o ­

ciations and other thrift institutions a com petitive advantage over co m m e r ­

cia l banks, since such institutions have genera lly  been perm itted  to pay 

higher rates o f  in terest or  dividends than com m erc ia l banks have been 

perm itted to pay and th ere fore  would be able to attract m ore  public 

deposits becau se o f the d ifferen tia l. Under current in terest rate regu la ­

tion s, this would be true only in the case o f  public funds which are not
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in checking accounts or in tim e deposits o f $100, 000 or m o re , since 

the payment o f any in terest on demand deposits is prohibited and since 

rate ce ilings for  tim e deposits o f $100,000 or m ore  w ere partia lly  

lifted  in June 1970 and have been com plete ly  suspended since May 1973. 

H ow ever, substantial funds are still involved. As o f June 30, 1972, for 

exam ple, State and lo ca l governm ents had on deposit in the nation 's 

com m erc ia l banks approxim ately  $8. 3 b illion  in accounts o f  $100, 000 

or le s s .

A fter weighing a ll o f these con sideration s, the C orporation  - -  

s tr ictly  from  its lim ited point o f view  as the deposit insurance agency 

for the nation 's banks and as a su p erv isory  agency with ju r isd iction  over 

insured nonm em ber com m ercia l and mutual savings banks - -  would 

interpose no ob jection  to the enactm ent o f leg isla tion  that would provide 

full insurance fo r  a ll public deposits in insured financial institutions.

We a re , how ever, opposed to the applicable p rov is ion s on the 

subject contained in H. R. 11221 as passed by the House o f R epresentatives 

on F ebruary  5, for  the follow ing reason s :

1. C ontrary to our strong recom m endation  to the H ouse, H. R. 11221 

contains no p rov is ion  which would requ ire  that the m axim um  rates o f 

interest or dividends payable on com parable public deposits under $100,000 

be the sam e fo r  a ll insured banks and savings and loan a ssoc ia tion s . This
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is the sam e position  that the C orporation  took with resp ect to a s im ila r 

p roposa l in the 92d C ongress and it is a lso  consistent with the position  

stated by the C orporation  last year with resp ect to the d esirab ility  o f a 

un iform  rate o f  in terest on a ll NOW -type accounts that m ight be offered  

__irre sp e c tiv e  o f the type o f institution offerin g  the account.

2. C ontrary to our strong recom m endation  to the H ouse, H. R. 11221 

contains no p rov is ion  which would requ ire  the C orporation , the F edera l 

Savings and Loan Insurance C orporation  and the National C redit Union 

A dm inistration  to p re scr ib e  un iform  restr ic tion s  with resp ect to the 

aggregate amount o f public funds that could be deposited in a bank or 

invested in a savings and loan associa tion  or cred it union. We had further 

suggested that the agencies be allow ed to con s id er , in addition to the asset 

s ize  o f  a financial institution, such cr ite r ia  as liquidity, total deposits and

capita l.

3. The am endm ent to H. R. 11221 adopted on the flo o r  o f the House 

o f R epresentatives would have further d iscrim in atory  e ffects  among 

depositary  institutions which m ight be com peting for  public funds. Thus, 

in so far as both insured com m erc ia l banks and insured mutual savings 

banks are con cern ed , H. R. 11221 in its present form  w ou ld 'lim it full 

deposit insurance fo r  public funds to "tim e d ep os its "  - -  m aintaining the
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otherw ise applicable dollar lim itation for any public deposit not within 

the scope o f that term  as defined in F ed era l R eserve  and FDIC regu la ­

tions. Under present regu lations, "tim e d ep osits" would not include 

either deposits m aturing in less  than 30 days (demand deposits) or 

passbook  accounts (savings d eposits). No such lim itation  is im posed 

by H. R. 11221 with resp ect to insured savings and loan associa tion s 

and insured cred it unions.

Although savings and loan associa tion s and cred it unions are not 

genera lly  perm itted under present law to o ffe r  checking accoun ts, the 

advent o f  NOW accoun ts, daily in terest accoun ts, e le ctron ic  funds 

tran sfer p oss ib ilities  and s im ila r innovations has tended to reduce the 

d ifferen ce  between consum er checking, savings and tim e accounts and 

m ay in the near future render such a d istinction  le ss  and less  m eaning­

ful. In any event, there would seem  to be little ju stifica tion  for  le g is la ­

tion which would provide full deposit insurance for  public funds in the 

passbook accounts o f nonbank thrift institutions but not for  s im ila r funds 

in com m ercia l bank passbook  accounts or in mutual savings bank passbook 

accou n ts .

It m ay a lso  be usefu l for us to state for  the re co rd  our interpretation  

o f the p rov ision s in the proposed  leg isla tion  which authorize the im position
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o f amount lim itations on public funds deposits in insured financial 

institutions. As we read these p rov is ion s , they would authorize the 

regu latory  agencies to lim it the amount o f tim e deposits which any one 

governm ental entity m ay make in a particu lar financial institution, as 

w ell as the aggregate amount o f tim e deposits which an insured bank 

m ay accep t from  a ll governm ental entities that deposit funds with it.

Under the p rov iso  added by the House o f R epresentatives at lines 17-20 

o f  page 3 o f H. R. 11221, these amount lim itations would apply in the 

case o f insured com m erc ia l banks and insured mutual savings banks 

only to unsecured tim e deposits o f public bod ies . H ow ever, we construe 

the am endm ent as not a ffecting the grant o f full insurance p rotection  to 

tim e deposits of public bodies in such banks, whether secu red  or unsecured, 

even if  the p rescr ib ed  FDIC lim itation  as to the amount they m ay rece ive  

on deposit is  breach ed . If the intent behind these p rov ision s does not 

a cco rd  with the foregoin g  con stru ction s, we would recom m end that the 

n ecessa ry  clarify in g  am endm ents be m ade.

F or the reasons stated, the FDIC opposes the public fund provisions

o f  H. R. 11221 w hich now appear b e fore  this subcom m ittee.
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