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ANNUAL PAYMENTS CONFERENCE
SPONSORED BY

CHICAGO CLEARING HOUSE ASSN.
WESTIN HOTEL

OCTOBER 7., 1985

I. INTRODUCTION - BRIEF ECONOMIC REVIEW

- P —

-

A.\\IQ\EURPRISE YOU - NOT WHAT YOU CAME TO HEAR

1. BUT IT SETS AN ENVIRONMENT FOR MY LATER COMMENTS
B. THE OUTLOOK FOR THE NEXT FEW QUARTERS IS POSITIVE

1. WOULD ANTICIPATE GNP GROWTH OF, SAY, 2-1/2 T0 3%
FOR THE NEXT 3 OR 4 QUARTERS

2. RISK OF A RENEWED RECESSION IN NEAR TERM
DIMINISHING

3. CONSUMPTION MOVING AHEAD EVEN MORE RAPIDLY
A. 3%/4% DURING FIRST HALF OF THE YEAR VERSUS

THE 1% GROWTH IN GNP

B. FROM A CONSUMPTION POINT OF VIEW, CURRENT AND

PROSPECTIVE ECONOMIC SITUATION IS STRONG
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I1. BUT AGAINST THAT/BACKGROUND THERE IS, ON A GLOBAL BASIS,

THE BUILDUP OF SOME VERY UNSETTLING IMBALANCES/RSEEKS

. - o . vqu ﬂ’_&f -
— A. THE AGRICULTURAL SECTOR — /SS«x pooll R ’ “ed

: i LA S U ""&q (

1. FARM CREDIT SYSTEM "‘éﬁiuwu¢r7 f99&1§2& s (el paft d g2
2 Cléﬂi”@ﬁJ

e

2. AGRICULTURE BANKS «—-}»c%¥?*“47”“1
3. RURAL AMERICA — Jlq (eopy STALT -
B. THE ENTIRE INTERNATIONAL SITUATION
1. THE ENORMOUS TRADE DEFICIT
2. VERY HIGH VALUE OF THE DOLLAR
A. BASED ON ACTIVITIES TWO WEEKENDS AGO MAY BE
IN THE PROCESS OF AMELIORATING

&k L ,_/') ot LN L)

3. 3L EXTERNAL DEBTS.///AFTEF;(A PERIOD OF CvRa ‘/\/
. S AHow g S & 7/ V4
N Voﬁ VS %Y

IMPROVEMENT, THE SITUATION IS AGAIN DETERIBRAF NG
—— C. THE INEXORABLE BUILDUP OF DEBT accsz ocs cll g&%ﬁrl¢j‘32gﬁ4cxkqga
¢ . 7 A) é 7
1. PERSONAL DEBT - Acd/re, TV Nl Levels

A. THE STRONG CONSUMPTION NUMBERS SUPPORTED BY

SIGNIFICANT INCREASE IN CONSUMER DEBT
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2. CORPORATE DEBT
A. ACCELERATED BY MERGERS AND TAKEOVERS _
ﬁa,hir{b/i‘
B. THE REASFYE BALANCE TOWARD HIGHER DEBT ROLE
TO CAPITAL IS INCREASING
3. FEDERAL DEBT [ liofpid 4§€§
A. THE DEFICIT
B. THE ACCELERATION OF THE OUSTANDING DEBT LEVEL
0 F GREAT CCn Connd
1S ALMOST INCREDTBLE
D. GOVERNMENT SECURITIES DEALERS
1. SOME PROBLEMS AT THE SECONDARY DEALER LEVEL

___ E. THRIFTS/BANKS

i /MARYL .
1. OHIO/MARYLAND o

Ford ipd vttt

2. GIVEN SOME OF THE PROBLEMS NOF=B=—=ABGME, MANY
BANKS DEALING WITH SOME DIFFICULT CIRCUMSTANCES

5. ASSET QUALITY HAS DETERIORATED - ENERGY - REAL
ESTATE - AGRICULTURE

4. ALL OF THIS AGAINST THE BACKGROUND OF DEREGULATION
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III. _ ENVIRONMENT OF SOME INSTABILITY
/:7“711 A)* K,&S,«w(fué()/?} /7r e, UV ugy

A. AS_A—REGﬁtkTURf VERY LITTLE WE CAN DO TO DEAL WITH
MOST OF THE RISKS ENUMERATED
1. THEY ARE COMPLEX, DIFFICULT ISSUES
2. WE ARE GOING TO HAVE -TO GO THROUGH A CONSIDERABLE
ADJUSTMENT PHASE
B. BUT IT IS A PERIOD IN WHICH A HIGH LEVEL OF CAUTION
IS MERITED
1. AND AREAS/ISSUES THAT CAN BE CONTROLLED AND DEALT
WITH SHOULD BE
IV. THERE ARE SOME THINGS THAT LEND THEMSELVES TO REGULATORY

REVIEW AND ACTION

I LN CpeliTers eapbaires L/
A. CAPITAL - WE ARE MOVING 10K PNGHER—LEVEL (6F CAPITAL

Com e ntS anvd ced - ey
1. YOU HAVE SEEN THE EARLY SEGNS=BF A SHIFT FROM 6%

. Ny / '\"/‘ ey L (el . o { L7 :
TO 9% ,{M (,,/5(!,21//[1,/ [V (pL ” ’# f/(L . ((.(z Loyt S<_
A. WITH MUCH OF THE INCREASE TO BE PERMITTED IN

THE FORM OF SUBORDINATED DEBT
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2. AND WE WILL BE ASSESSING THE RISK PROFILE OF THE
BANK BALANCE SHEET IN OUR CAPITAL CONSIDERATIONS
A-——DEF—BAANCE SHEET ACTIVIFY

Couned Tellveg empeets
B. QUALITY OF LOAN PORTFOLIO, THE WHOLE ISSUE OF
MOVING ASSETS OFF THE BALANCE SHEET TO DEAL
WITH A CAPITAL GUIDELINE THAT HAS BEEN VERY
ARITHMETIC IN ITS APPROACH
B. DIVIDENDS

1. OUR APPROACH TO THE DIVIDEND ISSUE WITH REGARD T0
TROUBLED BANKS HAS BEEN SOMEWHAT AD HOC

2. WE WILL BEGIN TO FORMALIZE OUR PROCEDURES

C. INCREASED RELATIONSHIP OF THE REGULATORS WITH BANK

BOARDS OF DIRECTORS

1. HIGHER LEVEL OF SENIORITY IN THE REPRESENTATION

/ 2
J Ly et

2. COVERAGE OF ISSUES BEYOND THE REVIEW OF AN

EXAMINATION
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V. THI%(BRINGR ME TO THE PAYMENTS SYSTEM «/co{MLAQKLv%b7 ¥

’/lg VAR ZTSh e
A. THE PIPELINE THROUGH WHICH ALL FINANCIAL TRANSACTIONS

“ el /Lﬁ,k

ARE PROCESSED
1. ABSOLUTELY FUNDAMENTAL TO THE PROPER FUNCTIONING
OF THE FINANCIAL MECHANISM

2. THE FED HAS AN APPROPRIATE AND VERY IMPORTANT

I (l[&:( / 7 (‘.’}7/1/'——;-»/ 5 7V“Q'C¢:IWZ L
RESPONSIBILITY / ‘ ’
/
U o qu%Lh\Vo X%o/&”L/‘Qibﬁ,/~> 7 “13’)’/ izk/
3‘ HUST BE AN ACTIVE AND MAJOR PARTICIPANT

niqy

/\;

A. HANDS ON INVOLVEMENT %>}/////
%

puos™ g ct

B. ANY ISSUES ARISING FROM ouﬁYREGULATo&! BBLE

AS WELL AS AN OPERATOR HAVE BEEN 5VERCOME =
'71?\4 (s boes on

Eﬁﬁ BUILDUP OF VOLUME IN THE EVOLVING PAYMENTS SYSTEM
A. ALL SECTORS OF THE PAYMENTS MECHANISM HAVE
EXPERIENCED SIGNIFICANT GROWTH OVER THE LAST 30 70 35
YEARS
1. FROM 1950 THROUGH 1984, THE VOLUME OF ANNUAL
PAYMENTS PROCESSED THROUGH THE PAYMENTS MECHANISM

ROSE FROM 2 TIMES GNP TO 45 TIMES GNP
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A. A VERY SIGNIFICANT INCREASE IN PAYMENT
VELOCITY
B. FROM THE POINT OF VIEW OF VOLUME, MOST OF THE
INCREASE CAN BE ATTRIBUTED TO WIRE TRANSFER
czcccouurnwff%yz_ﬁgf
WITH ONLY 5% 9F CHECKS
N
B. THE ADVANCEMENT OF THE MECHANICAL INFRASTRUCTURE HAS
SUPPORTED THIS RAPID GROWTH IN THE PAYMENTS VOLUME
1. COMPUTER ADVANCEMENTS AND THE RESULTING
AUTOMATION OF THE PAYMENTS PROCESS HAS PROVIDED
THE MECHANISM FOR THE INCREASE
2. BUT THE MACHINERY HAS GOTTEN WELL AHEAD OF SOME
OF THE OTHER CRITICAL ISSUES - NAMELY, THE
CONTROL OF RISK
3. OVER THE LAST DECADE OR SO GROUPS OF BANKS HAVE
DEVELOPED A VARIETY OF PRIVATE WIRE TRANSFER

SYSTEMS - CHIPS, CASHWIRE AND CHESS AND MOST

RECENTLY A NEW SYSTEM IN CALIFORNIA CALLED PRESS
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4. THE MONETARY CONTROL ACT OF 1980 PROVIDED ACCESS
TO THE FEDWIRE BY ALL DEPOSITORY INSTITUTIONS

5. THE FOUR LARGEST NETWORKS ARE NOW HANDLING MORE
THAN $6 HUNDRED BILLION IN WIRE TRANSFERS EVERY
DAY

iféwh bos e apld /
VII. INCREASE IN RISK FACTORS

A. THE ELECTRONIC FUNDS TRANSFER NETWORKS HAVE CREATED A
NEW SETTING FOR AN OLD BANKING RISK

1. RELEASING FUNDS BEFORE FINAL SETTLEMENT HAS TAKEN
oLace . For Cx oy alr  bovA LN/ Baap
as el as Corporals ¢ﬂ3“Q7H”f;3ﬂ5‘

2. THIS CREATES THE DAYLIGHT OVERDRAFT - TSE GARDEN
VARIETY CREDIT RISK

3. THE DAYLIGHT OVERDRAFT IS SIMPLY THE RESULT OF AN
INSTITUTION SENDING MORE PAYMENTS OVER THE WIRE

THAN IT HAS RECEIVED OR HAS IN ITS ACCOUNT AT THE

FEDERAL RESERVE

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



SK DRAFT (1)
9/27/85
PAGE 9

4. WITH THE DOLLAR VOLUME OF TRANSFERS ACCELERATING
AND THE INCREASING NUMBER OF PARTICIPANTS IN THE
SYSTEM, THE DAYLIGHT OVERDRAFT PROBLEM HAS BEEN
epeserng 20107 W
B. MAGNITUDE OF THE RISK§ Also Ohow . w6
1. 1IN AGGREGATE ON A TYPICAL DAY DAYLIGHT OVERDRAFTS

ON LARGE DOLLAR TRANSFER SYSTEMS AMOUNT TO $110

TO $120 BILLION
Ol Fr CWe hel7
A. EQUIVALENT TQélNQaiﬁtRB%(aF THE TOTAL CAPITAL

OF ALL U.S. FINANCIAL INSTITUTIONS
(\6/‘/7 %
C. CAUSES OF DAYLIGHT OVERDRAFTS )

e

1. 1 FOLLOW A TYPICAL PATTERN - 95% OF THE

MAXIMUM DAYLIGHT OVERDRAFT AMOUNTS OCCUR BETWEEN
10 A.M. AND 4 P.M.
A. MOST INSTITUTIONS ON FEDWIRE REACH THEIR

MAXIMUM DAILY OVERDRAFT AROUND 1:30 P.M.
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B. OVERDRAFTS ARE DRIVEN BY TRANSFERS OF BOOK
ENTRY SECURITIES, TRANSFERS ON FEDWIRE AND
TRANSFERS ON PRIVATE WIRE SYSTEMS

C. IN AGGREGATE THE DISTRIBUTION IS NEARLY EVEN

- ABOUT A THIRD -OF THE DAYLIGHT OVERDRAFTS

RESULT FROM EACH O/ TAese @<l iy 7/€S
Cg/lf Cl/L«]\l{ [‘a, J
S~

D. FOR BANKS IN THE MIDWEST (AND THERE IS)A :

PURCHASED FUNDS MESSAGE IN THIS COMMENT), THE

MAIN CAUSE OF DAYLIGHT OVERDRAFTS IS THE

UNFUNDING OF BORROWED POSITIONS AT THE

OPENING OF BUSINESS AfD PRIOR TO RECEIPT OF

NEWLY BORROWED FUNDS RESULTING FROM TRADING

ACTIVITIES DURING THE DAY

- T ?
VIII. (THE SYSTEMIC RISK)— THE OVERRIDING CONCERN OF THE FEDERAL

RESERVE SYSTEM\Ey
A. WE WORRY ABOUT ANY DEVELOPMENTS THAT MAY DESTABILIZE

FINANCIAL MARKETS
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1. OUR CONCERN EAVILY,FOCUSE’ ON OUR RESPONSIBILITY
o
FOR MAINTAINING THE SAFETY AND SOUNDNESS OF THE
BANKING SYSTEM
2. AND THERE ARE SOME OBVIOUS MONETARY POLICY
RESPONSIBILITIES INVOLVED HERE
B. OUR CONCERN IS THAT GIVEN THE
it el
1. SHEER VELOCITY OF THE NUEEER/éF FUNDS 1IN THE
PAYMENTS MECHANISM
ared il Aseirdly | i grcivinsy ) fon hoens
2. —4H4€—+H£4ﬁLEVEL OF DAYLIGHT OVERDRAFT THAT ¥
OCCURRING
3. THAT AN ADVERSE EVENT COULD DRAMATICALLY IMPACT
THE FINANCIAL SYSTEM
C. QUR INITIAL FOCUS WAS ON PROBLEMS ASSOCIATED WITH
DAYLIGHT OVERDRAFTS ON FEDWIRE
1. BUT LACKING A PROGRAM OF CONTROL THAT COVERED

RISKS ON ALL WIRE NETWORKS, THE SYSTEMIC RISK

WOULD NOT BE REDUCED
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C;Q§9vi£}/— Al 1S5 A LT A

D. CER¥AENEY THIS IS A

SOME PRECEDENT

1. WE CAN ALL REMEMBER_THE TRAUMA THAT THE COLLAPSE

@/
OF BaNdeHAdS~HERSTATTYCAUSED

o P led)

vy
2. A SMALL INSTITUTION }SOME YEARS AGO WHEN VOLUMES
WERE MUCH LOWER
3. THE FAILURE OF A LARGER INSTITUTION GIVEN &#R7//Z=
CURRENT ENVIRONMENT COULD BE MUCH MORE TRAUMATIC
E. THE FEDERAL RESERVE BELIEVES SEVERAL IMPORTANT GOALS
o cruem T f@dwug;/
CAN BE ATTAINED THROUGH A JLARGE DOLLAR TRANSFER
y/mj/ Lut04/4Q0yqdﬁ o VAL
SYSTEM RISK REBUCHHEON—PREGGRAM
1. CONTAINMENT OF A SETTLEMENT FAILURE
2. REDUCTION OF VOLUME OF INTRA-DAY CREDIT EXPOSURE
3. RESTRAINT IN THE EXTENSION OF INTRA-DAY CREDIT

4. THE RESULTING SMOOTH OPERATION OF THE PAYMENTS

MECHANISM
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IX. LET ME MOVE TO OUR APPROACHES TO REDUCE THE RISK ELEMENT
A. THE PROPER FUNCTIONING OF THE FINANCIAL PIPELINE -
THE PAYMENTS MECHANISM=IS AN ESSENTIAL INGREDIENT TO
THE DEVELOPMENT OF THE EQONOMY
1. ToO HEAVY-HANDED AN APPROACH TO OUR REGULATORY
CONCERN WOULD IMPEDE THE DEVELOPMENT OF THE
ECONOMY
2. YET IT'S CLEAR THAT WE MUST REDUCE THIS EXPOSURE
AND BRING IT UNDER BETTER CONTROL
3. OBVIOUSLY THE PROPER BALANCE WILL BE DIFFICULT TO
ACHIEVE
4., PARTICULARLY WHEN ONE CONSIDERS THE DIVERSITY OF
THE PARTICIPANTS INVOLVED IN THE SYSTEM
B. THERE HAS BEEN A SHIFT IN THE ATTITUDE OF THE

FINANCIAL SERVICES INDUSTRY
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1. AT THE OUTSET THERE WAS THE CONCERN THAT PERHAPS
Tt Revwere e !v)/m e \/g_::‘/

THE REGULATORS WERE) ofE TRYING TO FIX SOMETHING
THAT WAS NOT BROKE -UNRUOTE

2. BUT I THINK THIS ATTITUDE HAS CHANGED VERY
CONSIDERABLY

3. INDUSTRY GROUPS SUCH AS THE ASSOCIATION OF .

/g4kw14&éL5YJ

RESERVE CITY BANKERS, THE AMERICAN BANKERs ROBERT
MORRIS ASSOCIATES, THE CHICAGO CLEARING HOUSE AND
OTHERS HAVE CONDUCTED STUDIES AND HAVE HELD
SYMPOSIUMS T0O UNDERSTAND THE PROBLEM AS WELL AS
WORK TOWARD A SOLUTION

4. WITH THE PASSAGE OF TIME AND THESE INDUSTRY
EFFORTS, FINANCIAL INSTITUTIONS HAVE DEVELOPED A
MUCH HIGHER LEVEL OF SENSITIVITY TO THE PROBLEM

5. THROUGHOUT, THE FEDERAL RESERVE SYSTEM HAS TRIED

TO USE A VOLUNTARY APPROACH TO THIS ISSUE
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6. AND THE PROGRAM WE'VE ADOPTED IMPLIES VOLUNTARY
PARTICIPATION WITH, ADMITTEDLY, A DEGREE OF
EXAMINER OVERSIGHT LOOKING OVER THE SHOULDER

7. THE FED HAS BEEN SENSITIVE TO INDUSTRY COMMENTS -
HAVE FORMED THE LARGE DOLLAR PAYMENT SYSTEM
ADVISORY GROUP 710 THE BOARD OF GOVERNORS TO
PROVIDE THIS INPUT
A. 2 REPRESENTATIVES FROM OUR DISTRICT SERVE ON

THIS COUNCIL - DON HOLLIS, SENIOR VICE
PRESIDENT, FIﬁETigﬁEEAGO CORPORAFION, AND JAY
TOMSON, A DIRECTOR OF OUR BANK AND PRESIDENT
OF THE CITIZENS NATIONAL BANK OF CHARLES
CITY, IOWA

X. LET ME NOW SHIFT TO A DESCRIPTION OF THE PROGRAM

A. ROLE OF THE PRIVATE NETWORKS
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1. THE POLICY STATES THAT ANY LARGE DOLLAR NETWORK

OBTAINING NET SETTLEMENT SERVICES FROM A FEDERAL

RESERVE BANK

A. MUST REQUIRE EACH OF 1ITS PARTICIPANTS 70

ESTABLISH BILATERAL NET CREDIT LIMITS FOR ALL

OTHER PARTICIPANTS OF THAT NETWORK

B. A SYSTEM MUST BE INSTALLED THAT REJECTS OR

HOLDS ANY PAYMENTS THAT WOULD BREACH SUCH

LIMITS

C. NETWORKS MUST ESTABLISH SENDER NET DEBIT CAPS

FOR ITS PARTICIPANTS DESIGNED TO REDUCE

INSTITUTION RISK EXPOSURE ON THAT NETWORK

B. THESE LIMITS SHOULD ENABLE PARTICIPANTS TO BETTER

IDENTIFY AND CONTROL THE EXPOSURE THEY WOULD FACE IN

THE EVENT OF A SETTLEMENT FAILURE

1. IN EFFECT, IT BRINGS THE CREDIT RISK ASSESSMENT

PROCEDURE INTO THE WIRE TRANSFER OPERATION
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THE PROCEDURE EXTENDS RISK EVALUATION AND

ASSESSMENT TO THIS ACTIVITY ON A BASIS SIMILAR T0

OTHER ASPECTS OF BANKING

CHESS, THE CHICAGO CLEARING HOUSE ELECTRONIC

SETTLEMENT SYSTEM, 1S, OF COURSE, ONE OF THESE

PRIVATE NETWORKS THAT IS COMPLYING WITH THE POLICY

/;fﬁﬁsz;ii,/
HE ROLE OF FINANCIAL INSTITUTIONS 1IN THESE

PROCEDURES=~ FOR ANY INSTITUTION PARTICIPATING 1IN

THESE ACTIVITIES AND THAT INCUR DAYLIGHT OVERDRAFTS

THE FIRST STEP IN THE PROCESS IS TO PERFORM A

SELF-EVALUATION

A. THIS PROCESS INVOLVES EXAMINATION OF CREDIT

WORTHINESS

B. OPERATIONAL POLICIES AND PROCEDURES

C. CREDIT POLICIES AND PROCEDURES

AFTER EVALUATING ITSELF IN EACH OF THESE 3 AREAS,

THE INSTITUTION THEN DEVELOPS A RATING FOR EACH
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3. THE 3 RATINGS ARE COMBINED 70 VYIELD AN,

Whwd Trans¥elis iyl (5
INSTITUTION'S OVERALL ASSESSMENT CAP T

CLASSIFICATION

SENDER DEBH—CAP-; |
erhs_establ had
47 . C¢£1$ENDER NET DEBIT CAP IS THE MAXIMUM

AGGREGATE NET DEBIT ON PRIVATE WIRE SYSTEMS
PLUS THE MAXIMUM OVERDRAFT IN A FEDERAL
RESERVE BANK ACCOUNT THAT AN INDIVIDUAL
DEPOSITORY INSTITUTION CAN INCUR AT ANY TIME
DURING THE DAY
5. THE CAP, IN EFFECT, PLACES AN AGGREGATE LIMIT ON
THE DAYLIGHT CREDIT AN INSTITUTION CAN PROVIDE TO
OTHER INSTITUTIONS DURING THE DAY ACROSS ALL

NETWORKS
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6. FINALLY, AN INSTITUTION'S BOARD OF DIRECTORS MUST /2ec/; wed
A
Ovr€ APPROVE -ANT—=RERHEW THE SELF-EVALUATION PROCESS
AND RESULTING CAPS

A. THE INSTITUTION MUST THEN NOTIFY ITS FEDERAL

\\gizhigf//
RESERVE BANK OF TH [ SELECTED CAP

o c.
CLASSIFICATION ( & \‘Q&DM‘\' ~ Ap
I's e by (ear —Sain’)

B. A+—fE*%+—6NGE—&ﬂ—fﬂtﬁqg—ﬁﬁﬂ*ﬁ—?fkﬂﬂT—THE
dohW“(> = orweaae! )—TLU(?Jg~£AQ£L\ Lo Yj&g_/
INSTITUTION'S BOARD OF DIRECTORS MUST APPROVE

AND REVIEW THE CAP CLASSIFICATION

C. THE INITIAL CAP CLASSIFICATION MUST BE
REVIEWED BY INDIVIDUAL BOARDS OF DIRECTORS BY
THE END OF FEBRUARY 1986 TO PROVIDE FOR
POLICY IMPLEMENTATION ON MARCH 27, 1986
=
XI. THE ROLE OF THE FEDERAL RESERVE

A. FEDERAL RESERVE BANKS WILL MONITOR DAYLIGHT OVERDRAFT

OCCURRENCES DAILY ON AN EX-POST BASIS
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_ 1. UNDER THIS MONITORING PROCEDURE, ~AN—INSTHHHION——
w M colliel ameld [20)ren

DAYLIGHT OVERDRAFT DATA WItt—BE—EOLLECTED—FROM /A /Rene

ALL WIRE SYSTEMS ANBD-—REVHWED
2. REPORTS WILL BE PROVIDED 7O ALL INSTITUTIONS
INCURRING DAYLIGHT OVERDRAFTS
Sh odd
B. WHENFYERSAN INSTITUTION TFNKINCURRﬁﬁ»AN OVERDRAFT 1IN

EXCESS OF ITS DETERMINED CAP, THE FEDERAL RESERVE

BANK WILL COUNSEL WITH THE INSTITUTION TO DETERMINEQ
‘\et'

Yo
JUST WHY THE EXCESSIVE OVERDRAFT OCCURRED AS WELL AS

O

}dé IMPLEMENTATION 6F PROCEDURES TO REDUCE THE EXCESSIVE
USE OF INTRA-DAY CREDIT
C. AS A PART OF THE EXAMINATION PROCESS, EXAMINERS WILL

REVIEW THE CONTENTS OF THE CONFIDENTIAL

\S‘EL\;_&iVALUATION FILE — S E_'d“ﬁt*r@g . A s

e
él? PURPOSE OF THE REVIEW IS T0O ASSURE THAT AN

INSTITUTION HAS REASONABLY PERFORMED THE
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— ; A
APPROPRIATE SELF-EVALUATION AND—FHAT—THF—RESHETS

OF_TH

THEEXAMINERREPORT—

2. ANY COMMENTS THAT THE EXAMINER MAY HAVE REGARDING

THE SELF-EVALUATION PROCESS AND THE RATING WILL

BE FORWARDED TO THE INSTITUTION'S BOARD OF

DIRECTORS

XII. TO CONCLUDE

A. THIS WHOLE ISSUE IS ONE THAT HAS GOTTEN THE ATTENTION

AND INTEREST OF VERY SENIOR MANAGEMENT IN FINANCIAL

INSTITUTIONS

1. WHEREAS, AS 1 SUGGESTED, THE INDUSTRY MIGHT HAVE

BEEN SLIGHTLY BEHIND THE CURVE AT THE OUTSET

2. IT'S MY SENSE THAT MANY INSTITUTIONS ARE AT LEAST

ON THE CURVE OR PERHAPS A BIT AHEAD

A. THERE ARE GROWING INDICATIONS THAT MANY

INSTITUTIONS ARE ALREADY MANAGING THEIR
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DAYLIGHT OVERDRAFTS AND REDUCING THEIR

EXPOSURES

B. AND I DON'T THINK THE MOTIVATION FOR DOING

THIS HAS COME SOLELY FROM THE PROGRAM THAT IS

BEING IMPLEMENTED BY THE FED

C. THERE HAVE BEEN ENOUGH SPECIFIC EXAMPLES THAT

HAVE CAUSED MANAGEMENTS TO TAKE ACTION ON

THEIR OWN

D. AGAIN, CREDIT RISK ASSESSMENT IS BEING

BROUGHT INTO THE PROCEDURE IN AN APPROPRIATE

MANNER

5. THERE IS ALSO THE REALIZATION ON THE PART OF

OTHERS WHO MAY PERHAPS HAVE BEEN A LITTLE MORE

RELUCTANT

A. THAT THIS IS A NO-FOOLING ISSUE FOR THE

FEDERAL RESERVE
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B. THAT A LACK OF PROGRESS BY THE INDUSTRY ON A
VOLUNTARY BASIS WOULD RESULT IN A HEAVIER
REGULATORY RESPONSE

C. OPERATIONALLY THE PROCEDURE MIGHT BE A LITTLE
LESS FLEXIBLE

B. BuUT, IF THE PROGRAM I HAVE OUTLINED DOES NOT ACHIEVE
THE DESIRED GOALS. THE BOARD OF GOVERNORS MAY FEEL IT
NECESSARY TO CONSIDER A MORE RIGOROUS APPROACH,
HNEHUBINGREGHEATORY TIMTTS—AND—OVERDRARIS
1. FROM OUR VIEW, DAYLIGHT OVERDRAFTS ARE AN

OPERATIONAL ISSUE THAT IN SOME MAGNITUDE AND

ac;cwjk—'-—mgéo

FREQUENCEV WE WILL BE WILLING T0 TO&&RAIE -

et 7O PM@W,%X‘/
OVERDRAFTS ARE NOT A PRIVILEGE

2~ THFREFORE, WF MAY NFFD TQ -BECOME—A—tTTTCE _BRISKER
Condarmtmicald
RERHETIONOF JHES

C. BUT, MORE POSITIVELY, SO FAR THE PROGRAM HAS BEEN=684D

el Sl (regens
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1. THERE IS THIS BROAD UNDERSTANDING BY THE INDUSTRY
OF THE PROBLEM

2. THE PROGRAM THAT HAS BEEN DEVELOPED SO FAR IS A
CONSTRUCTIVE APPROACH TO THE ISSUE

3. 1 FIND THE VOLUNTARY "ASPECT TO BE HIGHLY POSITIVE

4. THIS RECORD WOULD SUGGEST THAT THE REALIZATION OF
THE GOALS OF THE FEDERAL RESERVE SYSTEM TO REDUCE
THIS RISK, AGAIN IN AN ENVIRONMENT THAT IS FACING
A VERY WORRYING BUILDUP OF OTHER RISKS, CAN BE
ACHIEVED

5. AND THAT'S OBVIOUSLY IN THE BEST INTEREST OF THE

FINANCIAL INSTITUTIONS THAT WE SERVE A PR
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THANK YOU
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