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The FDIC ca r r ie s  out three b a sic  ro le s  in the A m erican

banking system : (i) it is  a su p erv isory  agency fo r  insured  State banks 

w hich do not belong to the F ed era l R eserve  System , (ii) it is  the in su rer  

o f deposits in both m em ber and nonm em ber banks, and (iii) it acts as 

r e ce iv e r  o f c lo se d  insured  banks. In each capacity  we have not, until 

recen tly , been an agency with significant o r  regu lar contact with the 

nation 's la rg e r  banks. That is  changing, in a ll three ca p a c ities , as the 

follow ing in form ation  d em on strates.

- -  A s a su p erv isory  agency , we are  today exam ining, along 

with state banking departm ents, about 8^450 nonm em ber co m m e rc ia l 

banks, m ost but not a ll o f w hich are  re la tive ly  sm all. T hese nonm em ber 

com m e rc ia l banks range in s ize  fro m  under $1 m illion  in deposits to 

about $ 1 .2  b illion  in d ep osits . The total num ber o f nonm em ber banks 

is  in creasin g  by about 200 banks annually, la rg e ly  as a resu lt o f new ly 

ch artered  State banks in the unit banking states o f F lor id a , Illinois and 

T exas. In addition, FDIC exam ines about 320 mutual savings banks, 

the average s ize  of w hich is  con sid erab ly  la rg e r  than the average non

m em ber co m m e rc ia l bank. The la rg est o f these mutual savings banks 

is The B ow ery Savings Bank in New Y ork , which has $3. 5 b illion  in 

deposits. Since the m em bersh ip  o f your A ssoc ia tion  is drawn fro m  the 

larger banks o f the country, le t 's  talk this m orning p r im a r ily  about 

them
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At y e a r -e n d  1974, there w ere  812 banks in clu sive  of 

national banks and State m em ber banks that exceeded  $100 MM in 

d om estic  deposits . In the aggregate these banks held  about 70 p e r 

cent o f a ll the co m m e rc ia l bank assets  o f the country. E ighty-three 

o f these banks had over  $1 b illion  in d om estic deposits . About 60 

percen t of these 812 la rg e r  banks are  national banks, but it m ay 

su rp rise  you to learn  that 202 are  nonm em ber banks and only 123 

are  S ta te-ch artered  m em ber banks. A ctually , the d iv ision  o f State 

banks betw een m em b ers  and nonm em bers v a ries  by s ize  group over  

$100 MM. At the low er  end o f the spectrum , betw een $100 MM and 

$500 MM, w here there a re  636 o f these banks, nonm em ber banks 

outnumber State m em b er banks by about 2 to 1. Between $500 MM 

and $1 b illion , the two ca teg or ie s  c la im  about an equal num ber of 

banks, with n on m em bers slightly  outnum bering State m em ber banks. 

A bove $1 b illion , there a re  only 3 n on m em bers, as com p ared  with 

24 State m em ber banks and 56 national banks. W hile m em ber banks 

c le a r ly  predom inate am ong $1 b illion  banks, as you m ight expect, we 

at FDIC are  exam ining on a regu lar basis  a grow ing num ber o f la rge  

co m m e rc ia l banks, and as we do, our fa m ilia rity  as an agency with 

the p rob lem s they fa ce  is  grow ing com m ensurately .

- -  As the in s u ie r  o f bank deposits fo r  a lm ost a ll o f the 

nation 's banks, we are  naturally con cern ed  with the risk s within the
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banking system  as a w hole and with that particu lar group o f national, 

State m em b er and nonm em ber banks we regu lators re fe r  to gen era lly  

as "d is tr e s s e d "  o r  "p rob lem  banks. " Since that lis t  hardly ever c o n 

tains m o re  than two o r  three m utual savings banks, we are talking 

a lm ost ex clu s ive ly  about r isk s  within the co m m e rc ia l banking system . 

A  num ber o f fa cto rs  have com bined  ov er  the last few  y ea rs  to shake 

public con fidence in banking, but high on anyone’ s lis t  has to be the 

w e ll-p u b lic ized  fa ilu re  o f two b illio n -d o lla r  banks and the near fa ilu re  

o f two oth ers , sp e c ifica lly : Bank of the Com m onw ealth in D etroit in 

1972, United States National Bank in San D iego in 1973, Franklin  

National Bank in 1974, and Secu rity  National Bank of Long Island this 

past January. W hatever aberration s these fou r banks rep resen ted , 

their dow nfall stripped  away fo r  the pu b lic , fo r  bank in vestors  and fo r  

bank reg u la tors , the unspoken assum ption that la rge  banks are  s o m e 

how im m une to m ism anagem ent, m istake and m iscon du ct. I reg re t  to 

say we w ill a ll be living fo r  som e tim e with the clim ate o f uncertainty, 

d isb e lie f and susp icion  engendered by the re la tive ly  rapid su ccess ion  

o f these fou r , w e ll-p u b lic ize d  incidents in A m erican  banking h istory . 

Many of us, both bankers and reg u la tors , have tr ied  to p lace  in 

p ersp ective  the ba sic  stability  and strength of the 98 p ercen t o f a ll 

A m erican  banks which p resen t no significant cause fo r  con cern  to the 

public o r  the su p erv isory  a gen cies , but it is  an uphill battle. None
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of us in the future can a fford  the luxury o f believ ing  that a la rge  bank 

in d ifficu lty  is  som ebody e ls e 's  p rob lem  - -  that b e ll to lls  fo r  a ll o f us.

I can and have gone around the country seeking to quiet 

som e o f the a larm  ex p ressed  la rg e ly  but not, I reg re t to say, e x c lu 

s ive ly , by the "instant*' bank sp ecia lists  o f the p re s s . Speaking of the 

co m m e rc ia l banking industry as a w hole, I can point out that neither 

the rate o f bank fa ilu re , nor the num ber of p rob lem  banks, is  out o f 

line with past exp erien ce . One insured  bank fa iled  in 1972, six  in 

1973 and four last y e a r . With 183 p rob lem  banks at y ea r -en d  1974, 

are w ell within the range o f 150 to 250 banks that has p reva iled  

each quarter ov er  the last fifteen  y e a rs . D espite tight m oney, d is 

interm ediation  and re ce s s io n  last y e a r , ch a rg e d -o ff dom estic  loans 

net of r e co v e r ie s  cam e in fo r  a ll o f 1974 at a lm ost p re c is e ly  the $2 

b illion  p red icted  - -  $1 ,9 5 7 , 000,000 to be exact - -  o r  36/100ths of 

1 percen t o f the d om estic  loans held by a ll o f the nation 's co m m e rc ia l 

banks. In dollar te rm s , this was about 69 p ercen t grea ter than 1973 

but it rem ains a v ery  low  figu re  when related  to the total dom estic 

loan exposure of the co m m e rc ia l banking system . Loan lo s s  re s e r v e s  

already set aside and still rem aining fo r  future use are  m ore  than fou r 

tim es the net ch a rg e -o ffs  o f 1974, while retained earnings a fter cu rren t 

provision  fo r  new loan lo ss  re se rv e s  in crea sed  the capital accounts o f 

ail insured com m erc ia l banks by a lm ost $5. 7 b illion  during the y ea r .
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T ota l cap ita l accounts and re s e r v e s  fo r  lo s s e s  now aggregate a lm ost 

$72 b illion  fo r  the co m m e rc ia l banking industry as a w hole, som e 36 

tim es the net ch a rg e -o ff  exp erien ce  o f last year. O bviously, even 

g rea ter  ch a rg e -o ffs  this year than last - -  which I am not predicting 

- -  would not a ffect the fundam ental safety  o r  soundness of the system .

In addition, the rate o f grow th in d om estic a ssets  has m oderated , fr o m  

12. 9 p ercen t in 1973 to 9. 6 p ercen t in 1974 - -  again fo r  the system  as 

a w hole. I cou ld  cite  other fig u re s , as w ell as easing m onetary con d i

tion s , but they add up to the sam e con clu sion : that the adm itted r isk s  

in our co m m e rc ia l banks are  within to lera b le  lim its  fo r  the system  as 

a whole and that the nationwide sta tistics  g ive little  ju stifica tion  fo r  the 

w idespread  un easiness about the co m m e rc ia l banking system  w hich we 

see on a ll sides today.

Having said th is, I m ust point out at lea st to this group 

what I re fra in  fro m  saying e lsew h ere : that there are a num ber of 

fa c to rs  w hich cu rren tly  g ive  the su p erv isory  authorities m ore  con cern  

about banks ov er  $100 MM in deposits as a group than about the banks 

be low  that cutoff.

F irs t  o f a ll, I think we share a b e lie f based  on our e x p e r i

ence of the last fou r y e a rs , that public con fidence is  m ore  ea sily  and 

thoroughly shaken by the fa ilu re  of one la rge  bank than sev era l sm a ller 

ones. F or  about 25 y ea rs  p r io r  to 1965, the la rgest bank to fa il involved
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only $17 MM in d ep osits . Since that tim e, at least ten banks over 

$100 MM have requ ired  d isbursem ents from  the FDIC trust fund, or 

an em ergen cy  m erg er  to prevent fa ilu re .

Secondly , the num ber o f la rg er  banks appearing on the 

watch lists  o f the three F ed era l agen cies has in crea sed  steadily  over 

the past ten y e a rs , and their c la ss ifica tio n  on these lists  has been 

increasing in severity . W hereas ten years  ago, it was ra re  to see a 

bank over $100 MM on any agen cy ’ s watch lis t , there w ere a d is p ro 

portionately high num ber of them  on our resp ectiv e  watch lis ts  at 

year-en d  1974, with m o re  than just a few  between $100 MM and $1 

billion  listed  as ’ ’s e r io u s ” p rob lem s . Two reason s fo r  this - -  and 

there are others in every  instance - -  w ere  the tighter m onetary 

p o lic ie s  of last fa ll and the im pact of the deepening re ce s s io n  on bank 

b o rro w e rs . Su ffice it to say, as Deputy S ecretary  G ardner pointed 

out last night, the unthinkable has c le a r ly  becom e thinkable.

T h ird ly , although m athem atical ra tios based  on average 

p erform an ce  are  c le a r ly  unfair to particu lar banks, there are  som e 

figures fo r  the la rg er  banks as a group which com p el c lo s e r  su p er

v isory  inspection  and an a lysis . Last y ea r , despite tight m oney and 

w idespread e fforts  to con tro l grow th, the rate of growth in dom estic 

assets of banks over $100 MM was a lm ost tw ice the rate of growth of 

banks below  $100 MM , and sign ificantly  h igher fo r  the banks over
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$1 b illion  than fo r  banks betw een $100 and $500 MM. M oreov er , even 

without taking into account fo re ig n  loans and deposits fo r  the la rger  

banks with ov ersea s  b ran ch es, loan to deposit ra tios fo r  banks over 

$100 MM w ere  15-25 p ercen t higher than fo r  banks under $100 MM, 

w hile 1974 ch a rg e -o ffs  net o f r e co v e r ie s  as a p ercen tage o f net operating 

earnings w ere  about 70 p ercen t higher fo r  these la rg er  banks than fo r  

the banks under $100 MM . Bank loans to REITS m ay be only about 

2 p ercen t o f the total loan p o rt fo lio s  o f a ll co m m e rc ia l banks, but they 

a re  known to be concentrated  in the la rg e s t  s ize  group we are  d iscu ssin g . 

T otal cap ita l accounts to total d om estic  assets  w ere  about 7 .9  p ercen t 

fo r  banks under $100 MM but 6. 6 p ercen t fo r  banks over $100 MM. If 

we include fo re ig n  a sse ts , the sam e capital ratio fo r  the la rg e r  banks 

was sligh tly  le s s  than 5 p ercen t. M ore o v e r , as a p ercen tage of total 

a sse ts , net cu rren t operating in com e after taxes o f banks ov er  $100 MM 

tended to be 20 percen t low er on average than the com parab le  figu re  fo r  

banks under $100 MM. T h ere  are m any reasons why these fig u res , 

even on average , a re  so d ifferen t fo r  the la rg e r  banks than fo r  the 

sm a ller  banks, but I think you can see why the su p erv isory  agen cies 

today are  concentrating their attention on these 812 banks in the system  

with m ore  than $100 MM in d eposits . It is , I b e liev e , to your in terest 

and the in terest o f the public at la rge  that we do so so long as we r e s is t  

the usual su p erv isory  instinct to paint everything in black  and white
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term s fo r  a ll banks in a p articu la r  group. The quality of a bank's 

m anagem ent rem ains the key fa c to r  in any su p erv isory  ana lysis , and 

we are  fortunate that it is  so high in m ost o f our la rg e r  banks.

- -  A s a r e c e iv e r  o f c lo s e d  banks reg a rd less  o f ch a rter , 

the C orporation  has d ifferen t re sp on sib ilit ie s  than it has either as a 

su p erv iso ry  o r  insurance agency . B as ica lly , we act as a fid u cia ry  

fo r  the c re d ito rs  and secu rity  h o ld ers  o f a fa iled  bank, with a lega l 

duty to do the best we can in rea liz in g  the highest p r ice  and the m a x i

m um  co lle c tion s  on the bank 's a sse ts . This duty obviously  c o lo r s  the 

way in w hich we respond  in d is tre sse d  o r  failing bank situations w here 

there appears to be a liv e ly  p oss ib ility  FDIC m ay becom e r e c e iv e r . I 

m ention it h e re , not m e re ly  becau se  it helps to explain how we a rr iv e d  

at the tran saction s by w hich C rock er  took ov er  the deposits o f United 

States National Bank and E u rop ean -A m erican  the deposits o f Franklin  

National Bank, but to point out that in the re ce iv e rsh ip s  o f both banks 

the FDIC is  participating  in a sset w orkouts with an in creasin g  num ber 

o f the la rg e r  banks o f the country, a num ber o f w hich a lso  have a 

c r e d ito r 's  in terest in the su cce ss  o f our co lle c tio n  e ffo rts .
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