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THE SAVINGS AND LOAN RESCUE OF 1989: 
CAUSES AND PERSPECTIVE

George G. Kaufman*

In August 1989, Congress enacted the Financial Institutions 
Reform, Recovery, and Enforcement Act (FIRREA) both to halt the 
cascading crisis in the thrift industry and to prevent such a 
crisis from occurring again. Among other features, the Act 
provides about $115 billion for liquidating or reorganizing 
insolvent savings and loan associations. This represents by far 
the largest single government financial assistance to any 
economic sector, dwarfing the earlier "bailouts" of New York City 
in 1975 and of Chrysler in 1979 by a factor of some 50 and 80, 
respectively.

Causes of the Crisis
In the 1980s, many savings and loan associations experienced 

large losses that reduce d the market value of their assets below 
that of their deposits. As a result, they experienced negative 
economic net worth and were economically insolvent so that they 
could not repay their depositors in full and on time. However, 
because both the institutions and their regulators generally 
maintain accounting records on a historical cost or book value
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basis, which does not necessarily force recognition of losses as 
they occur, most of the institutions were not declared insolvent 
at the time.

However, most of the deposits at the insolvent, as well as 
at the solvent, savings and loans were $100,000 or less and 
therefore fully insured by the Federal Savings and Loan Insurance 
Corporation or FSLIC (which was the predecessor of the Savings 
Association Insurance Fund or SAIF), the negative economic net 
worth at insolvent institutions represented a liability of FSLIC. 
Indeed, it was FSLIC's guaranty of these deposits that prevented 
a depositor run both on these institutions and on the industry as 
a whole. As may be implied from its sheer magnitude, the causes 
of the crisis were many and complex and there is enough blame to 
spread some around to almost all the parties involved.

The underlying origins of the problem lie in the stringent 
regulation of the thrift industry since 1933. The regulation 
forced institutions to assume both substantial interest rate 
risk, by restricting them to making mostly long-term fixed-rate 
residential mortgage loans financed by short-term deposits and 
substantial credit risk, by restricting them to making mostly 
residential mortgages in their local markets. Thus, many were 
unable to diversify sufficiently either across product lines or 
geographically. As many studies in the 1960s and 1970s 
indicated, the industry was a time bomb waiting to go off. In 
the 1980s it did!

The sharp rise in interest rates in the late 1970s and early
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1980s greatly increased the institutions' cost of funds, without 
increasing revenues from mortgage loans commensurately. As a 
result, the institutions to suffered large losses. Indeed, by 
1982, some two-thirds of the industry was economically insolvent 
with aggregate negative net worth of some $100 billion. Some 85 
percent of all institutions were unprofitable in 1982. At this 
time, a number of other forces came into play. Despite a 
prolonged fall in interest rates that greatly improved the 
solvency of the industry as a whole, these forces both worsened 
the crisis and delayed the adoption of effective remedies until 
it was too late.

o In 1980, as part of the Depository Institutions Deregulation 
and Monetary Control Act, the ceiling on federal deposit 
insurance was increased from $40,000 to $100,000 per 
account. This substantially reduced the number of
depositors who had funds at risk and who were both able and 
motivated to exert discipline on their banks to prevent them 
from increasing their risk exposures.

o In order to both reduce disintermediation of deposits from 
savings and loan associations to money market funds that was 
eroding their deposit base when interest rates were high and 
provide depositors with a market return. Regulation Q 
ceilings on deposit rates were liberalized and eventually 
removed. This deregulation was a response to market forces
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and permitted institutions to gain greater control of the
deposit inflows by bidding for funds freely on the basis of 

rates.

o Advances in telecommunications and computer technology 
permitted quick and almost costless transfers of funds 
across great distances. Combined with both the higher
insurance limits and the ability to pay high rates for 
deposits, this permitted individual institutions to attract 
large amounts of funds from anywhere in the country quickly. 
Many SLAs used the help of brokers, who gathered "brokered 
deposits" from distant places. As a result, institutions 
were able to expand their asset base manyfold, regardless of 
the financial strength of the institution. In contrast,
before these new forces, deposit growth at individual
institutions was generally restricted to funds available 
from the local market area and was more dependent on the 
institution's risk profile. For example, Western Savings 
Association in Dallas (Texas) expanded from $34 million in 
1982 to $2 billion by the time it was declared insolvent in 
1986. By that time, its losses were so great that its net 
worth was a negative $1.4 billion. Moreover, the industry 
as a whole expanded rapidly, much more rapidly than 
commercial banks, in hopes of "growing out" of its problems.

o Sharp downturns occurred in the economies of some local
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areas, particularly those dominated by energy or agriculture 
(e.g., Texas, O k l a h o m a ,  Lo u i s i a n a ) ,  with adverse 
consequences for the values of residential and commercial 
real estate. As a result, mortgage defaults increased 
sharply and the prices of repossessed real estate decreased 
sharply.

In order to permit savings and loan associations to 
diversify more and reduce their risk exposure, Congress, and 
in particular a number of states granted them the authority 
to make loans and investments other than long-term 
residential real estate loans, such as consumer and 
commercial loans and equity investment in real estate 
development. Like the deregulation of deposit rate
ceilings, deregulation of powers was a response to market 
forces. But, although good management used these new powers 
correctly, poor managements used them to increase rather 
than to decrease their risk exposures. This was
particularly likely when the institution was already or 
nearly insolvent, so that there was little if any of the 
owners' own equity funds at risk. If the venture succeeded, 
the institution kept all the gain. If the venture failed, 
the loss was effectively shifted to the FSLIC. Because by 
definition high risk ventures fail on average, the FSLIC 
a s s u m e d  a d d i t i o n a l  losses. However, risk-seeking
institutions did not need to use the new powers to increase
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their risks; most used their old powers to enlarge their 
interest rate or credit risk exposure. Some of the new 
powers did give these institutions the ability to take big 
risks faster and, because many regulators were not geared up 
to understand these powers, under cover of insufficient 
monitoring and smaller risk of being detected quickly.

o The increase in SLA insolvencies and risk taking occurred 
at a time when the Federal Hqme Loan Bank System and FSLIC 
were not prepared for them. These agencies were geared to 
deal with the relatively calm and known environment of an 
earlier era. The sudden increases in allowable activities 
and r i s k  t a k i n g  found them greatly understaffed, 
undertrained, and underorganized. Some associations were 
not examined for three or four years and violations 
identified by field examiners frequently were not pursued by 
their supervisors and corrected. There was a major
meltdown in surveillance, examination, and supervision. For 
example, in 1983 the Little Rock Federal Home Loan Bank, 
which was in the heart of the problem area, was moved to 
Dallas. Only 11 of the 48 members of the supervisory staff 
were willing to make the move. As a result, the annual 
number of examinations in this district declined from 261 in 

1982-1983 to 183 in 1983-84 and 173 in 1984-85 before 
increasing again to 283 in 1985-86.
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Widespread fear existed among the public, policymakers and 
regulators that the failure of financial institutions was 
more damaging than the failure of other firms. This was so 
both because of perceived potential spill-over effects from 
financially sick to healthy institutions and possibly even 
beyond to the macroeconomy and because deposit and loan 
services are perceived to be special and the failure of a 
depository might reduce the availability of money and credit 
to the local community. Thus, there was a reluctance to 
reorganize existing insolvencies explicitly and an incentive 
to forbear their problems in the hope that they would 
recover solvency on their own. In addition, failures are 
viewed as a blackmark on the record of bank regulators, who 
are charged with maintaining bank safety and are partially 
evaluated on their ability to do so. This provided 
regulators with another incentive to postpone formal 
reorganization of insolvencies.

As a result, the FHLBB progressively reduced capital 
requirements as the industry's capital declined. Even many 
book value insolvent institutions were permitted to continue 
to operate, with costly consequences for both other 
associations and FSLIC. Indeed 53 percent of all SLA 
failures resolved in 1988 had been insolvent on a GAAP basis 
for three or more years and nearly 70 percent had been 
insolvent this long on a tangible capital basis. Because
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these institutions were insolvent or nearly so, they had 
incentives to increase their risk-taking. Moreover, many 
were generating insufficient revenues on their assets to pay 
the interest on their deposits and' meet their daily 
operating costs.^ Thus, they required net inflows of funds 
to meet these commitments and offered high interest rates to 
outbid others for deposit funds. The deposit inflows were 
then used to pay deposit outflows, interest rates on 
deposits, and even operating expenses a true "Ponzi 
scheme” of borrowing from Peter to pay Paul made possible by 
federal deposit insurance. (If only such insurance had been 
available to the original Charles Ponzi in 1920!) Moreover, 
the higher deposit rates forced competing institutions also 
to pay higher rates in self defense, increasing their costs 
and weakening them financially. The negative net worth of 
insolvent thrift institutions that were resolved in 1988 and 
1989 averaged close to 40 percent of assets.

. It does not require a large proportion of nonperforming 
loans to make it impossible for an institution to generate 
sufficient current revenues to meet its current obligations. For 
example, if one assumes a loan rate of 10 percent, a deposit rate 
of 7 percent, operating costs of 2 percent of assets, and no 
nonearning assets or capital, the institution earns a 1 percent 
margin. The 1 percent margin can be wiped out by an increase in 
nonearning assets of only slightly more than 10 percent. This 
which would reduce revenues to below the 9 percent amount 
required to meet current expenses. Nonperforming asset ratios of 
10 percent or more were frequent at Texas institutions in the 
later 1980s .
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Massive fraud occurred at some institutions, particularly 
those purchased with minimal capital by promoters and real 
estate developers when they were already or nearly 
insolvent. Many of these owners/managers viewed the 
institutions as their own personal "piggy banks" and, among 
ather things, falsified documentation to justify extending 
loans to themselves, their families, and their friends in 
amounts far in excess of either the economic value of the 
project being financed or the associated collateral. They 
also made loans that provided for immediate interest 
prepayments, which were then reported as earnings to the 
association and used to pay dividends. In addition, some 
associations purchased fleets of jet aircraft for corporate 
travel and junkets; hired French chefs for their officers' 
dinning rooms; purchased yachts for entertaining themselves, 
friends, customers and politicians; financed vacation homes, 
club memberships, and other extravagances for their senior 
officers; purchased expensive art to decorate the offices 
and homes of their officers; and, treated their best 
customers to trips to far away places - - all first-class, 
of course. Both because of the infrequency of examinations 
and because of the reluctance of regulators to close 
institutions, the fraud frequently went undetected early and 
continued for several years. As a result, losses were 

substantial. In the particularly outlandish horror case of 
the ($2 billion) Vernon Savings and Loan Association in
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Vernon, Texas, 96 percent of whose loans were in default 

when the institution was finally taken over by the 

regulators in 1987. Moreover, the other 4 percent were 

mostly deferred interest loans, on which the first interest 

payment date had not yet occurred. Therefore, they did not 

yet have the opportunity to be in default!

o “Deregulation" does not mean no regulation at all. It
implies a change from government regulation to market 
regulation, just as exists in unregulated industries. But 
for market regulation to work effectively, market discipline 

must be permitted to function. This includes penalties for 
poor performance. However, as discussed above, policy 
makers were generally reluctant to permit some forms of 
market discipline to be applied, in particular, the 
liquidation or reorganization of institutions that had 
exhausted their net worth and had become economically 
insolvent. Thus, the reduction in government discipline 
from deregulation was not matched by a corresponding 
increase in market discipline. Moreover, the operation of 
federal deposit insurance in a new and more complex 
environment required more careful surveillance to protect 
the fund. Unfortunately, as noted above, both the FHLBB and 
FSLIC were caught unprepared and effectively reduced their 
monitoring activities. Combined, the failure to permit 
market discipline to replace the reduction in regulatory
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discipline and the failure to step up surveillance 

constituted a sure-fire recipe for disaster.

Large political contributions were made by the thrift 
industry to Congress to postpone legislative action that 
would increase the cost to the industry through higher 
deposit insurance premiums or other contributions, would 

reduce its independence, or would bring about the removal of 

managers/owners of insolvent or near insolvent institutions. 
Because the dollar amounts at stake were so massive, 
c o n t r i b u t i o n s  were extraordinarily large, even by 
Washington, D.C. standards. Contributions were made in 
packages of tens and even hundreds of thousands of dollars, 
rather than only the usual thousands of dollars. Many 
Congressmen, who may not have been fully aware either of the 
technical roots of the problem or of its severe 
consequences, acted on behalf of their constituents to delay 
potentially corrective legislative and regulatory actions. 
Such congressional behavior, possibly motivated, by large 
contributions from the industry, was an important factor in 
the resignation of both Speaker of the House, James Wright 
and Democratic House Whip, Anthony Coelho in 1989 and 
tarnished the reputation of a number of other congressmen, 
including such well known senators as Alan Cranston, John 
Glenn, and Donald Riegle.
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The failure of Congress to respond quickly and provide 
sufficient funds to enable the regulators to eliminate the 
negative net worth of insolvent institutions and reorganize 
them under new management, caused FSLIC to sell the 
institutions to new investors using less efficient 
techniques. This included the use of promissory notes on 
itself, granting of tax breaks, guaranteeing returns on 
assets, and waiving some regulatory requirements, such as 
minimum capital standards. Negotiations for these sales 
were complex and frequently carried out in secret with a 
limited number of bidders without public disclosure. Later 
announcements of these "d e a l s ” frequently gave the 

appearance of impropriety and caused sufficient public 
indignation to bring the program to a halt and discredit 
FSLIC and the Federal Home Loan Bank Board. This further 
reduced the effectiveness of the Board.

The important role played by the SLAs in financing housing 
had created a close traditional relationship between the 
savings and loan industry and the Federal Home Loan Bank 
System, both directly and indirectly through Congress. As a 
result, the regulators frequently bent over backwards to 
avoid taking corrective actions that would penalize or 
embarrass the industry and which the industry opposed. The 
System frequently confused its role as regulator with that 
of cheerleader for the industry. This made it easier for
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t h e  H o m e  L o a n  B a n k  S y s t e m  t o  c o n c e a l  a n d  c o v e r u p  t h e  t r u e  

s i z e  o f  t h e  c r i s i s ,  i t s  t r u e  c a u s e s ,  a n d  t h e  e f f e c t i v e  

r e m e d i e s  u n t i l  t h e  d e f i c i t  w a s  o f  a s i z e  t h a t  m a d e  c o n t i n u e d  

c o n c e a l m e n t  e m b a r r a s s i n g ,  i f  n o t  i m p o s s i b l e .

Provisions of the Act

A s  a r e s u l t  o f  t h e  a b o v e  d e v e l o p m e n t s ,  S L A  l o s s e s  a n d  

F S L I C ' s  d e f i c i t ,  a f t e r  f i r s t  n a r r o w i n g  f r o m  n e a r  $ 1 0 0  b i l l i o n  i n  

1 9 8 1  t o  n e a r  z e r o  b y  1 9 8 4 ,  a s  i n t e r e s t  r a t e s  d e c l i n e d ,  i n c r e a s e d  

r a p i d l y  t o  s o m e  $ 2 0  b i l l i o n  b y  y e a r - e n d  1 9 8 5 ,  $ 3 0  b i l l i o n  b y  

y e a r - e n d  1 9 8 6 ,  $ 5 0  b i l l i o n  b y  y e a r - e n d  1 9 8 7 ,  a n d  m o r e  t h a n  $ 1 0 0  

b i l l i o n  a g a i n  b y  e a r l y  1 9 8 9 .  U n t i l  1 9 8 9 ,  o f f i c i a l  e s t i m a t e s  w e r e  

s u b s t a n t i a l l y  s m a l l e r ,  t o t a l i n g  s o m e  $ 1 5  b i l l i o n  i n  1 9 8 7 ,  $ 3 0  

b i l l i o n  i n  m i d - 1 9 8 8  a n d  o n l y  $ 5 0  b i l l i o n  a t  y e a r - e n d  1 9 8 8 .  T h e  

o f f i c i a l  u n d e r s t a t e m e n t  o f  t h e  s i z e  o f  t h e  p r o b l e m  is b e s t  

e v i d e n c e d  b y  t h e  $ 1 1  b i l l i o n  a l l o c a t e d  b y  C o n g r e s s  t o  

r e c a p i t a l i z e  F S L I C  i n  t h e  C o m p e t i t i v e  E q u a l i t y  B a n k i n g  A c t  ( C E B A )  

e n a c t e d  i n  m i d - 1 9 8 7  i n  t h e  e x p e c t a t i o n  t h a t  i t  w a s  s u f f i c i e n t  t o 

c u r e  t h e  p r o b l e m .  A t  t h a t  t i m e ,  m o r e o v e r ,  t h e  t h r i f t  i n d u s t r y  

i t s e l f  p u r s u e d  a p o l i c y  o f  c o n c e a l i n g  t h e  m a g n i t u d e  o f  t h e  

p r o b l e m  f r o m  t h e  p u b l i c  a n d  a c k n o w l e d g e d  t h e  d e f i c i t  t o  b e  o n l y  

a b o u t  $ 5  b i l l i o n .

F i n a l l y ,  a c o m b i n a t i o n  o f  e v e n t u a l  r e c o g n i t i o n  o f  t h e  a c t u a l  

o u t r a g e o u s  s i z e  o f  t h e  p r o b l e m ,  " h o r r o r "  r e p o r t s  o f  m a s s i v e  

f r a u d ,  p e r c e p t i o n s  o f  f a v o r i t i s m  i n  t h e  r e s o l u t i o n  o f  s o m e  

i n s o l v e n t  i n s t i t u t i o n s ,  a n d  g r o w i n g  d i s s a t i s f a c t i o n  w i t h  t h e
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h a n d l i n g  o f  t h e  p r o b l e m  b y  t h e  F e d e r a l  H o m e  L o a n  B a n k  S y s t e m  

c u l m i n a t e d  i n  t h e  i n t r o d u c t i o n  o f  l e g i s l a t i o n  b y  t h e  B u s h  

A d m i n i s t r a t i o n  i n  e a r l y  1 9 8 9  a n d  i t s  e v e n t u a l  e n a c t m e n t  b y  

C o n g r e s s  i n  A u g u s t  o f  t h e  s a m e  y e a r .  A m o n g  o t h e r  t h i n g s ,  t h e  

m u l t i - h u n d r e d  p a g e  F I R R E A :

o R a i s e s  s o m e  $ 1 1 5  b i l l i o n  o v e r  t h r e e  y e a r s  f r o m  g e n e r a l  

T r e a s u r y  r e v e n u e s  a n d ,  t o  a l e s s e r  e x t e n t ,  f r o m  i n c r e a s e d  

a s s e s s m e n t s  o n  d e p o s i t o r y  i n s t i t u t i o n s  t o  p e r m i t  t h e  c l o s i n g  

o r  s a l e  o f  t h e  w o r s t  i n s o l v e n t  i n s t i t u t i o n s  t o  s t o p  t h e  

h e m o r r h a g i n g .  ( S o m e  $ 4 0  b i l l i o n  o f  t h e  t o t a l  w a s  t o  p r o v i d e  

f u l l  f a i t h  a n d  c r e d i t  s u p p o r t  t o  n o t e s  t h a t  F S L I C  h a d  

a l r e a d y  i s s u e d  i n  e a r l i e r  f a i l u r e  r e s o l u t i o n s ) .  P a r t  o f

t h i s  a m o u n t  is r e c o r d e d  o n  t h e  f e d e r a l  b u d g e t  a n d  p a r t  o f f -  

b u d g e t  a n d  r a i s e d  b y  a n e w  R e s o l u t i o n  F i n a n c i n g  C o r p o r a t i o n  

( R E F C O ) . I t  s h o u l d  b e  n o t e d  t h a t  t h e s e  f u n d s  r e p r e s e n t  a 

" b a i l o u t ” o f  t h e  d e p o s i t o r s ,  n o t  o f  t h e  i n s t i t u t i o n s ,  e x c e p t  

t o  t h e  e x t e n t  t h a t  t h e  m a n a g e m e n t s  r e s p o n s i b l e  f o r  t h e  

i n s o l v e n c i e s  a r e  n o t  r e p l a c e d .

o I n c r e a s e s  a n n u a l  d e p o s i t  i n s u r a n c e  p r e m i u m s  o n  s a v i n g s  a n d

l o a n  a s s o c i a t i o n s  f r o m  0 . 2 0 8  p e r c e n t  ( 0 . 0 8 3  r e g u l a r  a n d  

0 . 1 2 5  s u r c h a r g e )  t o  0 . 2 3  i n  1 9 9 1 ,  b e f o r e  l o w e r i n g  t h e m  t o  

0 . 1 8  i n  1 9 9 4  a n d  t o  0 . 1 5  i n  1 9 9 8 .  O n  b a n k s ,  t h e  p r e m i u m s  

a r e  r a i s e d  f r o m  0 . 0 8 3  p e r c e n t  t o  0 . 1 2  i n  1 9 9 0  a n d  t o  0 . 1 5  i n

1991.
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o R e o r g a n i z e s  t h e  F e d e r a l  H o m e  L o a n  B a n k  S y s t e m  a n d  F S L I C .

F S L I C  is s e p a r a t e d  f r o m  t h e  F H L B  B o a r d  a n d  r e o r g a n i z e d  a s 

t h e  S a v i n g s  A s s o c i a t i o n  I n s u r a n c e  F u n d  ( S A I F )  w i t h i n  t h e  

F D I C .  T h e  c h a r t e r i n g ,  r e g u l a t o r y ,  e x a m i n a t i o n ,  a n d

e n f o r c e m e n t  a c t i v i t i e s  o f  t h e  F H L B  S y s t e m  a r e  r e o r g a n i z e d  a s  

t h e  O f f i c e  o f  T h r i f t  S u p e r v i s i o n  ( O T S )  w i t h i n  t h e  T r e a s u r y  

D e p a r t m e n t .  T h i s  is s i m i l a r  t o  t h e  s t r u c t u r e  o f  t h e  

C o m p t r o l l e r  o f  t h e  C u r r e n c y .  T h e  C h a i r m a n  o f  t h e  F H L B  B o a r d  

b e c o m e s  t h e  D i r e c t o r  o f  O T S .

o R e o r g a n i z e s  t h e  F D I C  t o  a d m i n i s t e r  t w o  d e p o s i t  i n s u r a n c e

f u n d s ,  t h e  n e w  S A I F  a n d  a n e w  B a n k  I n s u r a n c e  F u n d  ( B I F ) .  

B o t h  f u n d s  a r e  e x p l i c i t l y  s u p p o r t e d  b y  t h e  f u l l  f a i t h  a n d  

c r e d i t  o f  t h e  f e d e r a l  g o v e r n m e n t  u p  t o  $ 1 0 0 , 0 0 0  p e r  a c c o u n t .  

T h e  F D I C  B o a r d  is e x p a n d e d  f r o m  t h r e e  t o  f i v e  m e m b e r s ,  

i n c l u d i n g  t h e  C o m p t r o l l e r ,  t h e  D i r e c t o r  o f  O T S ,  a n d  t h r e e  

m e m b e r s  a p p o i n t e d  b y  t h e  P r e s i d e n t .

o R e q u i r e s  s a v i n g s  a n d  l o a n  a s s o c i a t i o n s  t o  m a i n t a i n  m i n i m u m  1 

1 / 2  p e r c e n t  c a p i t a l - t o  - a s s e t  r a t i o s ,  e x c l u d i n g  g o o d w i l l ,  a n d  

3 p e r c e n t  c a p i t a l  r a t i o s ,  i n c l u d i n g  g o o d w i l l ,  b y  y e a r - e n d  

1 9 8 9  w i t h  a l l  g o o d w i l l  p h a s e d  o u t  b y  y e a r - e n d  1 9 9 4 .  I f  

t h e s e  r e q u i r e m e n t s  a r e  n o t  m e t ,  d e p o s i t  g r o w t h  c o n s t r a i n t s  

a n d  o t h e r  s a n c t i o n s  m a y  b e  i m p o s e d  u n t i l  t h e  a s s o c i a t i o n  

a c h i e v e s  t h e  r e q u i r e d  m i n i m u m  c a p i t a l  r a t i o s .
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R e q u i r e s  s a v i n g s  a n d  l o a n  a s s o c i a t i o n s  t o  i n c r e a s e  t h e i r  

e m p h a s i s  o n  r e s i d e n t i a l  m o r t g a g e  l e n d i n g .  T h e  p o w e r s  o f  

s t a t e  c h a r t e r e d  s a v i n g s  a n d  l o a n  a s s o c i a t i o n s  a r e  r e s t r i c t e d  

g e n e r a l l y  t o  t h o s e  p e r m i t t e d  f e d e r a l l y  c h a r t e r e d  

a s s o c i a t i o n s  a n d  i n v e s t m e n t s  i n  r e a l  e s t a t e  e q u i t y  a n d  j u n k  

b o n d s  b y  a l l  S L A s  m u s t  g e n e r a l l y  b e  p h a s e d  o u t  b y  m i d - 1 9 9 4 .

P e r m i t s  s a v i n g s  a n d  l o a n  a s s o c i a t i o n s  t o  b e  a c q u i r e d  b y  

c o m m e r c i a l  b a n k  h o l d i n g  c o m p a n i e s  i m m e d i a t e l y  a n d  t o  b e  

o p e r a t e d  a s  t h r i f t s  o r  c o n v e r t e d  i n t o  c o m m e r c i a l  b a n k s ,  

s u b j e c t  t o  S A I F  i n s u r a n c e  p r e m i u m s .

o T r a n s f e r s  r e s p o n s i b i l i t y  f o r  m a n a g i n g  a n d  d i s p o s i n g  o f  m o s t  

i n s o l v e n t  a s s o c i a t i o n s  t o  a n e w  t e m p o r a r y  R e s o l u t i o n  T r u s t  

C o r p o r a t i o n  ( R T C )  , m a n a g e d  b y  t h e  F D I C  a n d  s u b j e c t  t o  a 

p o l i c y  o v e r s i g h t  b o a r d  o f  f i v e  m e m b e r s ,  c o n s i s t i n g  o f  t h e  

S e c r e t a r i e s  o f  t h e  T r e a s u r y  a n d  H o u s i n g  a n d  U r b a n  

D e v e l o p m e n t  ( H U D ) , t h e  C h a i r m a n  o f  t h e  F e d e r a l  R e s e r v e  

B o a r d ,  a n d  t w o  m e m b e r s  a p p o i n t e d  b y  t h e  P r e s i d e n t .  T h e  F D I C  

B o a r d  o f  D i r e c t o r s  w i l l  a l s o  b e  t h e  R T C  B o a r d ,  a n d  t h e  

C h a i r p e r s o n  o f  t h e  F D I C  is t h e  C h a i r p e r s o n  o f  t h e  R T C .  T h e  

R T C  w i l l  e x i s t  u n t i l  y e a r - e n d  1 9 9 6 .  D u r i n g  i t s  e x i s t e n c e ,  

i t  is e x p e c t e d  t o  m a n a g e  m a n y  h u n d r e d s  o f  i n s o l v e n t  

a s s o c i a t i o n s  p e n d i n g  t h e i r  l i q u i d a t i o n  o r  r e t u r n  t o  t h e  

p r i v a t e  s e c t o r  b y  s a l e .
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o R e o r g a n i z e s  t h e  f i n a n c i n g  a n d  t h r i f t  i n s t i t u t i o n  s e r v i c e s  

a c t i v i t i e s  o f  t h e  F H L B  S y s t e m  a s  t h e  F e d e r a l  H o u s i n g  

F i n a n c e  B o a r d  u n d e r  a f i v e - p e r s o n  b o a r d ,  i n c l u d i n g  t h e  

S e c r e t a r y  o f  H U D  a n d  f o u r  o t h e r s  a p p o i n t e d  b y  t h e  P r e s i d e n t .  

T h e  F H F B  w i l l  o p e r a t e  t h e  e x i s t i n g  1 2  d i s t r i c t  H o m e  L o a n  

B a n k s .  T h e  b a n k s  c a n  l e n d  b o t h  t o  s a v i n g s  a n d  l o a n

a s s o c i a t i o n s  a s  b e f o r e  a n d  n o w  a l s o  t o  b a n k s  t h a t  h o l d  a t  

l e a s t  1 0  p e r c e n t  o f  t h e i r  a s s e t s  i n  r e s i d e n t i a l  m o r t g a g e s .

o M a k e s  i t  e a s i e r  a n d  q u i c k e r  f o r  t h e  F D I C  t o  s u s p e n d  d e p o s i t  

i n s u r a n c e  o f  i n s o l v e n t  i n s t i t u t i o n s .

o S e p a r a t e s  t h e  F e d e r a l  H o m e  L o a n  M o r t g a g e  C o r p o r a t i o n  

( F r e d d i e  M a c )  f r o m  t h e  F e d e r a l  H o m e  L o a n  B a n k  S y s t e m  a n d  

r e o r g a n i z e s  i t  a s  a q u a s i - p r i v a t e  e n t i t y  w i t h  5 p u b l i c  b o a r d  

m e m b e r s  a p p o i n t e d  b y  t h e  P r e s i d e n t  a n d  13  p r i v a t e  b o a r d  

m e m b e r s  e l e c t e d  b y  t h e  s h a r e h o l d e r s .

Future

T h e  l o n g - r u n  e f f e c t s  o f  t h e  A c t  a r e  u n c e r t a i n .  A t  m i n i m u m ,  

t h e  r e g u l a t o r s  o b t a i n e d  a d d i t i o n a l  f u n d s  t o  r e s o l v e  t h e  w o r s t  o f  

t h e  i n s o l v e n c i e s ,  t h e r e b y  b o t h  r e d u c i n g  o n g o i n g  l o s s e s  

s u b s t a n t i a l l y  a n d  r e d u c i n g  t h e  d e p o s i t  r a t e  p r e m i u m s  p a i d  b y  

i n s t i t u t i o n s  a s  a r e s u l t  o f  t h e  b i d d i n g  f o r  d e p o s i t  f u n d s  b y  

i n s o l v e n t  a s s o c i a t i o n s .  B u t  t h e  n e w  f u n d s  m a y  b e  i n s u f f i c i e n t  to

absorb all the outstanding losses and provides little cushion
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e i t h e r  f o r  p o t e n t i a l  p r o b l e m s  a t  m a r g i n a l l y  c a p i t a l i z e d  

i n s t i t u t i o n s  o r  f o r  p r o b l e m s  a t  a l l  i n s t i t u t i o n s  i f  i n t e r e s t  

r a t e s  r i s e  o r  a n o t h e r  T e x a s  d e v e l o p s .

A l t h o u g h  t h e  A c t  r e q u i r e s  m i n i m u m  c a p i t a l  s t a n d a r d s  a n d  

i n c r e a s e s  d e p o s i t  i n s u r a n c e  p r e m i u m s ,  i t  d o e s  n o t  r e d u c e  g r e a t l y  

t h e  e x i s t i n g  i n c e n t i v e s  f o r  i n s u r e d  d e p o s i t o r y  i n s t i t u t i o n s  to  

t a k e  e x c e s s i v e  r i s k s .  T h e  c a p i t a l  s t a n d a r d s  a r e  n o t  t o u g h  n e w  

s t a n d a r d s  a s  a d v e r t i z e d .  I n d e e d ,  t h e y  a r e  c o n s i d e r a b l y  l o w e r  

t h a n  t h e y  w e r e  i n  1 9 8 0 ,  b e f o r e  t h e  c r i s i s  w a s  g e n e r a l l y  

r e c o g n i z e d ,  a n d  d u r i n g  a m o r e  s t a b l e  f i n a n c i a l  e n v i r o n m e n t ,  a n d  

a r e  s t i l l  l o w e r  t h a n  t h e y  w o u l d  b e  i n  t h e  a b s e n c e  o f  s u c h  

i n s u r a n c e .  M o r e o v e r ,  r e o r g a n i z a t i o n  a n d  r e c a p i t a l i z a t i o n  o f  

i n s t i t u t i o n s  w h e n  t h e y  b r e a c h  t h e  m i n i m u m  r a t i o s  a r e  n o t  

m a n d a t o r y  a n d  i n s u r a n c e  p r e m i u m s  a r e  n o t  s c a l e d  t o  r i s k .  I n d e e d ,  

a t  l e a s t  i n  p a r t  a s  a r e s u l t  o f  t h e  l o w e r  c a p i t a l  r e q u i r e m e n t s  

m a n d a t e d  f o r  t h r i f t s ,  t h e  C o m p t r o l l e r  o f  t h e  C u r r e n c y  h a s  s i n c e  

p r o p o s e d  c h a n g e s  i n  t h e  c a p i t a l  s t a n d a r d s  f o r  n a t i o n a l  b a n k s  t h a t  

m a y  r e d u c e  t h e  m i n i m u m  r e q u i r e m e n t s  a n d  m i g h t  p e r m i t  s o m e  l a r g e  

b a n k s  t o  o p e r a t e  w i t h  n e g a t i v e  e c o n o m i c  n e t  w o r t h .  D e j a  v u  o n e  

m o r e  t i m e .

T h e  A c t  d o e s  c a l l  f o r  a n  18  m o n t h  s t u d y  o f  d e p o s i t  i n s u r a n c e  

b y  t h e  T r e a s u r y .  B u t ,  a s  a l m o s t  e v e r y t h i n g  t h a t  a n y o n e  e v e r  

w a n t e d  t o  k n o w  a b o u t  d e p o s i t  i n s u r a n c e  h a s  a l r e a d y  b e e n  s t u d i e d  

t o  d e a t h  i n  r e c e n t  y e a r s ,  t h i s  p r o v i s i o n  b a s i c a l l y  p r o v i d e s  f o r  

a d d i t i o n a l  t i m e .  B e c a u s e  t h e  p u b l i c  p r e s s u r e  o n  C o n g r e s s  to  m a k e

18

significant changes at that time are likely to be less than they
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w e r e  a t  t h e  h e i g h t  o f  t h e  c r i s i s ,  t h i s  d e l a y  m a y  l e a d  t o  

i n a c t i o n .  M o r e o v e r ,  b y  r e s t r i c t i n g  t h e  p r o d u c t  p o w e r s  o f  

t h r i f t s ,  t h e  A c t  r e d u c e s  t h e i r  a b i l i t y  t o  d i v e r s i f y  b o t h  t h e i r  

i n t e r e s t  r a t e  a n d  c r e d i t  r i s k s  a n d  p u s h e s  t h e m  b a c k  t o w a r d s  t h e  

s t r a i g h t * j  a c k e t  c o n d i t i o n s  t h a t  g a v e  r i s e  to t h e  i n s o l v e n c y  

c r i s i s  i n  t h e  f i r s t  p l a c e  i n  t h e  e a r l y  1 9 8 0 s .

A l t h o u g h  t h e  A c t  " p u n i s h e s "  t h e  F H L B  S y s t e m  a n d  a t t e m p t s  t o  

b r e a k - u p  t h e  " c o z y "  r e l a t i o n s h i p  b e t w e e n  t h e  S y s t e m  a n d  t h e  

i n d u s t r y ,  i t  d i d  n o t  s i g n i f i c a n t l y  c h a n g e  t h e  i n c e n t i v e s  f o r  t h e  

r e g u l a t o r s  t o  a c t  d i f f e r e n t l y .  D i s c r e t i o n a r y  a c t i o n s  t h a t  p e r m i t  

f o r b e a r a n c e  a r e  s t i l l  p e r m i t t e d ,  n o r  is t h e  O T S  l i k e l y  t o  b e  

i m m u n e  f r o m  c o n g r e s s i o n a l  o r  i n d u s t r y  i n f l u e n c e  b y  b e i n g  l o c a t e d  

i n  t h e  T r e a s u r y  D e p a r t m e n t .  I n d e e d ,  i t  m a y  b e  v i e w e d  as  b e c o m i n g  

a n  " a d m i n i s t r a t i o n "  a g e n c y  r a t h e r  t h a n  a n  " i n d e p e n d e n t "  a g e n c y  a s  

b e f o r e ,  a n d  t h e r e f o r e  m o r e  d i r e c t l y  i n  t h e  l i n e  o f  p o l i t i c a l  

p r e s s u r e s .  M o r e o v e r ,  t h e  m o r e  d i s c r e t i o n  is g r a n t e d  t h e  

r e g u l a t o r s ,  t h e  m o r e  v u l n e r a b l e  t h e y  a r e  t o  p o l i t i c a l  p r e s s u r e s .

I t  is t o o  e a r l y  t o  s o r t  o u t  a l l  t h e  l o n g e r - t e r m  i m p l i c a t i o n s

c h 0 <D ft l i n t y w h e t h e r  t h e S L A

t o g o  a:s t r a y a g a i n .  T h a t is ,

o f t h e A c  t b e  s u f f i c i e n t t o

I f t h e y a r e n o t ,  t h e  t a x p a y e r

y e a rs  t o  c o m e  a n d  m o r e  o f t h e

p u s ;hed o f f o n t o  s u b s e q u e n t

g e n e r a t i o n s .
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