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I"m pleased to be here/to share some thoughts/on a few
OF THE ISSUES;FACING OUR BANKING SYSTEM. SURELY,/THIS IS
ONE OF THE MOST EXCITING/ANP CHALLENGING TIMES/TO BE IN-
VOLVED IN THE FINANCIAL SERVICES FIELD. THE CHANGES THAT
ARE OCCURRING/ARE FUNDAMENTAL/AND HAVE FAR-REACHING IMPLI-
CATIONS. Today I°d like to review those changes briefly/and
THEN CONSIDER SOME OF THE REGULATORY RESPONSES/THAT MIGHT BE
NECESSARY. AMONG THE TOPICS 1°LL TOUCH ON/aRE: CHANGES
THAT MUST COME/IN THE WAY WE SUPERVISE FINANCIAL INSTI-
TUTIONS j//REORGAN IZATION OF THE FEDERAL FINANCIAL INSTI-
TUTIONS REGULATORY AGENCIESj/aND REFORM OF OUR DEPOSIT
INSURANCE SYSTEM. ST/

I. The Changing Financial Environment

A banker/with more than three decades in the field/
recently predicted to me/that the changes that have occurred
in banking/over the-last 50 years/will pale by comparison/to
THOSE THAT WILL COME IN THE NEXT 10. 1 HAVE NO DOUBT/THAT
HIS PREDICTION WILL PROVE TO BE CORRECT, We ARE CURRENTLY
WITNESSING/A VIRTUAL REVOLUTIOn/ZiN THE PROVISION OF FI-
NANCIAL SERVICES/IN OUR COUNTRY. TRADITIONAL DISTINCTIONS
AVMONG FINANCIAL INTERMEDIARIES/ARE BECOMING SO BLURREd/aS TO
CALL INTO QUESTION THEIR SIGNIFICANCE.

An important impetus for change,/of course,/has been
PROVIDED BY RECENT UNSTABLE ECONOMIC CONDITIONS. HIGH AND
VOLATILE INTEREST RATES,/ A BYPRODUCT OF THE INFLAT ION/OUR
ECONOMY CAN®"T SEEM TO SHAKE,/ HAVE NECESSITATED CHANGES/IN
THE WAY FINANCIAL AFFAIRS ARE HANDLED. UNPREDICTABLE RATES/
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DISRUPT TRADITIONAL INVESTMENT AND SAVINGS PATTERNS,/ WHILE
INFLATION DEPRECIATES THE VALUE OF FINANCIAL ASSETS. As A
CONSEQUENCE OF THE ECONOMIC ENVIRONMENT,/SOME OF THE TRADI-
TIONAL MODES OF DOING BUSINESS/NO LONGER WORK. THRIFTS HAVE
BEEN HIT PARTICULARLY HARD.

Technological developments/have provided another major
inpetus/for change. Financial markets have been altered
drastically/by technologies that facilitate almost instan-
taneous TRANSFERS OF FUNDS/ANYWHERE WITHIN THE DEVELOPED
NATIONS OF THE WORLD. ITSFE NO LONGER POSSIBLE TO INSULATE
U.S. BANKS AND THRIFTsS/FROM INTENSE COMPETITIVE PRESSURES/
GENERATED BY A WIDE ARRAy /oF FOREIGN AND DOMESTIC FINANCIAL
INTERMEDIARIES. The GEOGRAPHIC BARRIERs/tHAT ONCE REPRE-
SENTED FORMIDABLE OBSTACLES/TO DISTANT COMPETITORs/HAVE BEEN
RENDERED OBSOLETe/bY ADVANCES IN TRANSPORTATION AND COM-
MUNI CATIONS/AND THE ADVENT®" OF COMPUTERS, VEHICLES SUCH AS
Edge Corporations and loan production offices/allow firms to
CONDUCT ALMOST THE ENTIRE RANGE OF BANKING BUSINESs/wiTHOUT
REGARD TO TRADITIONAL GEOGRAPHIC LIMITATIONS,

Il. Regulatory Responses

Despite the tremendous changes/that are going on in
FINANCIAL MARKETS/ WE ARE STILL OPERATING IN A REGULATORY
FRAMEWORK/tHAT IS ESSENTIALLY 50 YEARS old/— ONE THAT WAS
FASHIONED TO MEET CIRCUMSTANCES/VASTLY DIFFEREN/ fROM THOSE
IN WHICH WE FIND OURSELVES NOW. ALTHOUGH MANY BENEFITS HAVE
ACCRUED/FROM THE REGULATORY SAFETY NET ESTABLISHED IN THE

1930s,/times have changed. It seems clear/that if our
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FINANCIAL REGULATORY SYSTEM IS TO FUNCTION EFFICIENTLY,/ZIT
MUST BE UPDATED. DURING THE LAST SESSION OF CONGRESS,/
LEGISLATORS BEGAN TO ADDRESS/SOME OF THE SIGNIFICANT ISSUES/
IN THE FINANCIAL ARENA. THERE ARE, HOWEVER,/EVEN LARGER
QUESTIONs/tHAT 1 HOPE WILL SOON BE CONSIDERED.

Some present laws governing financial intermediaries/
CONTAIN PROVISIONS THAT RESULj/ZIN UNCONSCIONABLE INEQUITIES.
HOW, FOR EXAMPLE,/CAN WE JUSTIFY A DEFINITION OF "BANk'/ IN
the Bank Holding Company Act/that permits a conglomerate
like Gulf and Western/to buy a federally-insured bank/simply
BECAUSE IT DIVESTS THE BANK/oF ITS COMMERCIAL LOANS? HOW
CAN WE PERMIT THE NATION®S LARGEST RETAILER,/SEARS,/TO OWN
A FEDERALLY-INSURED SAVINGS AND LOAN ASSOCIATION,/A MAJOR
REAL ESTATE FIRM,/AND AN INVESTMENT HOUSE,/wHILE PROHIBITING
BANKS/FROM ENTERING THESE FIELDS? WHY SHOULD AMERICAN
Express/be allowed to acquire a securities firm/which IN
TURN OWNS A FEDERALLY-INSURED, NONMEMBER BANK/WHILE SUCH
ACTIVITIES ARE FORECLOSED TO MEMBER BANKS? HOW CAN WE PRO-
POSE SUBSTANTIAL LIBERALIZATION/oF THE POWERS OF SAVINGS AND
LOAN ASSOCIATIONS,/WHILE PERMITTING THEIR OWNERSHIp/bY STEEL
COMPANIES AND OTHER COMMERCIAL ENTERPRISES/ AND STILL MAIN-
TAIN THAT BANKING AND COMMERCE SHOULD BE SEPARATED?

I DO NOT AUTOMATICALLY ASSUME/THAT THE WAY TO RESOLVE
THESE INEQUITIEsS/IS TO DISMANTLE ALL THE BARRIERS/THAT
SEPARATE FINANCIAL INTERMEDIARIEsY fROM EACH OTHEf/ aND FROM
COMMERCIAL ENTERPRISES. COMPARED TO MOST OTHER NATIONS/OUR
COUNTRY HAS A RELATIVELY DIVERSE ECONOMY/AND FINANCIAL
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system,/free of excessive concentrations of financial powef/
AND THE ABUSES AND CONFLICTS OF INTEREST/tHAT CAN ACCOMPANY
SUCH CONCENTRATIONS.

While some of the barriers we have constructed/may have
OUTLIVED THEIR USEFULNESS,/SOME OF THEM MAY REMAIN VALID.
| FIRMLY BELIEVE,/ FOR EXAMPLE,/THAT WE SHOULD NOT PERMIT
COMMERCIAL ENTERPRISEs /tO0 ENTER THE BANKING BUSINESS/-
HOWEVER THAT TERM IS DEFINED ~JOR VICE VERSA.
CONVINCED THAT MAJOR INSURANCE COMPANIEs/sHOULD OWN BANKs/oR
BE OWNED BY BANKS. NOR AM | CONVINCED THAT BANKsS/AND IN-
VESTMENT BANKING FIRMS/SHOULD BE AFFILIATED,/ALTHOUGH
PERSUASIVE ARGUMENTS CAN BE MADe/tHAT THE CURRENT PROHIBITIONS/
ARE TOO SWEEPING. | BELIEVE THE CoNGRESs/mUST COME TO GRIPS
WITH THESE FUNDAMENTAL QUESTIONS/ SHORING UP THE BARRIERS
WHERE APPROPRIATe/aND DISMANTLING THEM/wHERE THEY ARE NO
LONGER NEEDED.

In RECENT TESTIMONY BEFORE THE SENATE BANKING COM-
MITTEE,/ WE URGED THE CONGRESS TO UNDERTAKE/A COMPRE-
HENSIVE REVIEW OF OUR REGULATORY AGENCIES/AND OUR DEPOSIT
INSURANCE SYSTEM. WHILE THE PRESENT STRUCTURe/hAS LEGIT-
IMATE HISTORICAL UNDERPINNINGS,/Z/1T"S BECOMING INCREASINGLY
CLEAR/THAT SUBSTANTIAL REFORMS ARE NECESSARY/IF WE ARE TO
KEEP PACe/w ITH THE DRAMATIC CHANGES OCCURRING/IN THE WORLD-
WIDE MARKETPLACE FOR FINANCIAL SERVICES.
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A. Changes in Supervision

The federal bank regulatory system/is, to a large
degree,/a product of the Depression. Its goals/were to
PREVENT THE PERCEIVED ABUSES OF THE 192(W AND TO PROVIDE A
REGULATORY STRUCTURe /ZtHAT WOULD FOSTER THE EXISTENCE OF
SOUND DEPOSITORY INSTITUTIONS,/AVOID FAILURES,/ AND, IN THE
FINAL ANALYSIS,/INSURE MOST DEPOSITORS/AGAINST THE EFFECTS
OF BANK FAILURES. MEASURED BY THE FAILURE RATE,/THE LEG-
ISLATION WAS A SUCCESS. DURING THE 1920s/an AVERAGE OF 600
BANK FAILURES/OCCURRED EVERY YEAR. THOUSANDS OF BANKS/
FAILED DURING THE DEPRESSION//- NEARLY 10,000 BETWEEN 1929
AND 1933. In contrast,/during the entire 49-yeaR history of
the FDIC,/there have been only 575 insured bank failures,/or
ABOUT 12 A YEAR.

There is, however,/a heavy cost associated with this
DRAMATIC DECLINE/ZIN THE FAILURE RATE. BANK SUPERVISION/
COSTS HUNDREDS OF MILLIONS OF DOLLARS ANNUALLY,/AND FI-
NANCIAL MARKETS ARE LESS COMPETITIVe/aND, PRESUMABLY, LESS
EFFICIENT.

White | would hope that no one/would seriously advocate
A RETURN TO AN UNREGULATED FINANCIAL SYSTEM,/ I BELIEVE IT"S
TIME TO SHIFT OUR EMPHASIS. INDEED,/THE BANK REGULATORS/
HAVE BEEN MOVING AWAY FROM A STRICT PROTECTIONIST,/ "PATER-
NALISTIC" APPROACH/IN RECENT YEARS. ENTRY STANDARDS FOR NEW
BANKS/HAVE BEEN LIBERALIZED. EXPANSION PROPOSALS BY WELL-
MANAGED,/ WELL-CAP ITALI ZED BANKs/ARE BEING PROCESSED WITH
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dispatch, Interest rates are being decontrolled, Examina-
tion PROCEDURES ARE BEING MODIFIEd/tO PLACE GREATER RELIANCE
ON STATE EXAMINATIONs /aND COMPUTERIZED MONITORING SYSTEMS,
Examinations are occurring with less frequency/and their
SCOPE IS BEING ABBREVIATEd/iN BANKS THAT DO NOT EVIDENCE
SIGNIFICANT PROBLEMS.

Nevertheless,/more can be accomplished. .Agency re-
sources/are still devoted disproportionately/to small insti-
tutions, The top 109 banking organizations/control 50
PERCENT OF DOMESTIC BANKING ASSETS. THE FAILURE OF ANY ONE
OF THESE INSTITUTIONs/woULD BE OF CONSEQUENCE TO THE FDIC/
AND THE PUBLIC. YeT,/thE AGENCIES COMMIT ONLY A SMALL
FRACTI10n /OF THEIR COMBINED RESOURCES/TO SUPERVISING THESE
INSTITUTIONS.

Not only do we need to consider/reallocating our
RESOURCES,/ WE ALSO NEED TO REEVALUATE/oUR ENTIRE APPROACH/TO
THE EXAMINATION AND SUPERVISION/OF DEPOSITORY INSTITUTIONS.
We need to ask whether it makes sense/to FOCUS SO MUCH ON
TRADITIONAL METHODS/oF ASSET QUALITY REVIEW/WHEN INSTI-
TUTIONS ARE EXPERIENCING MAJOR DIFFICULTIES/CAUSED NOT BY
POOR QUALITY LOANs/bUT BY ASSET/1 IABILITY INTEREST RATE
MISMATCHING. We ALSO NEED TO QUESTIOn/thE TRADITIONAL
METHODS OF ON-SITE EXAMINATION. In TODAY"S FAST-PACED
FINANCIAL ENVIRONMENT,/GREATER EMPHASIS ON COMPUTERIZED
MONITORING OF INSTITUTIONs/mAY BE APPROPRIATE. WHILE



TRADITIONAL METHODS OF SUPERVISION/ARE STILL USEFUL/AND WILL
NOT BE ABANDONED,/A WHOLE PANOPLY OF NEW APPROACHES/ARE
needed//we ARE ONLY JUST BEGINNING TO DEVELOP THEM,/and |
BELIEVE WE MUST QUICKEN OUR PACE.

B.  Agency Restructuring

The present financial institution regulatory structure
IN THE U.S./IS COMPLExX/TO SAY THE LEAST. The FEDERAL RESERVE
CONDUCTS MONETARY POLICYj/REGULATES BANK HOLDI.NG COMPANIES;/
PROMULGATES CONSUMER REGULATIONS, SUCH AS TRUTH- IN-LENDING; /
AND REGULATES/(IN CONJUNCTION WITH STATE AUTHORITIES)/
STATE-CHARTERED BANKS /THAT ARE MEMBERS OF THE FEDERAL RESERVE
System. The Comptroller of the Currency/supervises all
NATIONAL BANKS. The FDIC/INSURES VIRTUALLY ALL BANKS IN THE
COUNTRY/AND, THUS, HAS SOME JURISDICTION OVER BANKS;/
HOWEVER, THE FDIC"s PRIMARY REGULATORY RESPONSBILITY/IS TO
supervise/ (in conjunction with state authorities)/state
BANKS THAT ARE NOT MEMBERS OF THE FEDERAL RESERVE SYSTEM.
The FDIC has the principal federal supervsiory authority/
WITH RESPECT TO SOME 9,000 BANKS,/THE COMPTROLLER HAS
APPROXIMATELY 4,500 BANKS,/AND THE FEDERAL RESERVE HAS ABOUT
1,000 banks. While the FDIC supervises/about two-thirds of
THE BANKS,/THEY TEND TO BE SMALL/AND ACCOUNT FOR ONL;,ONE—
THIRD/OF THE BANKING ASSETS.
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In addition to the federal banking agencies,/the
National Credit Union Administration/&nd the Federal Home
Loan Bank BoardAre generally responsible/for federal super-
vision OF CREDIT UNIONS AND THRIFTS. NONDEPOSITORY FI-
NANCIAL INTERMEDIARIES,~SUCH AS BROKERAGE HOUSES,/ARE REGU-
LATED AT THE FEDERAL LEVEL/BY THE SECURITIES AND EXCHANGE
Commission. Regulation of such other intermediaries/as
INSURANCE COMPANIES,/CONSUMER AND COMMERCIAL FINANCE COM-
PANIES, /and industrial banks/is FOR THE MOST PART LEFT TO
THE STATES. WHILE THE LIST OF REGULATORY AGENCIES/THAT 17VE
JUST RUN THROUGH/IS BY NO MEANS EXHAUSTIVE,/ IT GIVES YOU AN
IDEA/OF THE PROLIFERATION OF ENTITIEs/aT THE STATE AND
FEDERAL LEVELS/THAT ARE RESPONSIBLE IN ONE WAY OR ANOTHER/
FOR SUPERVISING BUSINESSES THAT PROVIDE FINANCIAL SERVICES.

Over the years/there have been a number of proposals/to
REORGANIZE THE FEDERAL FINANCIAL INSTITUTIONS REGULATORY
agencies. These proposals have met with great resistance/
FROM BOTH THE REGULATED INDUSTRIEs/aND THE AGENCIES THEM-
SELVES. Thrifts and credit unions/have preferred regulation
BY AGENCIES ATTUNED TO THEIR SPECIAL NEEDS. BANKS HAVE
FAVORED A PIFFUSE,/THREE-AGENCY STRUCTURe/bECAUSE THEY FEAR
THE STULTIFYING ENVIRONMENT/THAT A SINGLE, ALL-POWERFUL
agency/might create. Proponents of the dual or state/
FEDERAL BANKING SYSTEm/fEAR THAT A SINGLE FEDERAL AGENCY/
WOULD OVERPOWER THE STATE AUTHORITIES/AND BRING ABOUT A
UNIFORMITY/THAT WOULD RESULT IN THE DEMISE OF THE DUAL
SYSTEM.
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Opponents of reorganization concede/that the present
SYSTEM IS UNWIELDY AND INEFFICIENT,/BUT BELIEVE THAT IS A
SMALL PRICE TO PAY/FOR THE GREATER FREEDOM THAT MULTIPLE
AGENCIES PROVIDE, THEIR FEAR/IS A NATURAL FEAR OF THE
UNKNOWn ZaND OF A FURTHER CONCENTRATION OF FEDERAL POWER.

There®™ a growing realization, however,/that changes
are needed. The financial system/is becoming less com-
partmentalized. Marketplace forces and regulatory changes/
ARE BRINGING U.S. BANKsS/INTO MORE DIRECT AND INTENSE COM-
PETITION/wiTH EACH OTHER AND WITH THRIFTS,/CREDIT UNIONS,/
FOREIGN BANKS/AND OTHER INTERMEDIARIES. SIGNIFICANT DIF-
FERENCES/ IN MAJOR REGULATORY POLICIES AND PROCEDUREsS/ARE
BECOMING LESS AND LESS TOLERABLe/fROM A COMPETITIVE STAND-
POINT. Moreover,/it"s becoming increasingly difficult/under
THE PRESENT DISJOINTED SYSTEm/tO MAINTAIN SOME SEMBLANCE OF
ORDER/IN A RAP IDLY-CHANGING/ECONOMIC AND COMPETITIVE EN-
VIRONMENT .

In the 1ast couple of years/legislative efforts to
BRING ABOUT INCREASED COORDINATIOn/aMONG THE FEDERAL FI-
NANCIAL INSTITUTIONS REGULATORY AGENCIES/RESULTED IN THE
CREATION OF TWO NEW REGULATORY BODIES. THE FINANCIAL
Institutions Reform Act of 197”"/established the Federal
Financial Institutions Examination Council,/composed of the
principals of each of the five federal agencies. Its
PURPOSE IS TO COORDINATe/aND TO BRING UNIFORMITY/to THE
ACTIVITIES OF THE AGENCIES. THE DEPOSITORY INSTITUTIONS
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Deregulation and Monetary Control Act of 1980/created the
Depository Institutions Deregulation Committee (DIDC),/whose
PURPOSE IS TO OVERSEE THE PHASE-OUt/oF INTEREST RATE CEIL-
INGS.

White the DIDC/was established for a limited time/and
WITH THE SPECIFIC PURPOSE OF PHASING OUT INTEREST RATE
CEILINGS,/THE EXAMINATION COUNCIL WAS DESIGNEd/tO0O BRING OUT
GREATER UNIFORMITY/wiTHOUT THE TRAUMA OF AGENCY CONSOLI-
DATION. kt seems fair to say/that the Examination Council
experiment/has not been a success. Agency personnel/are
SPENDING TENS OF THOUSANDS OF HOURs/IN COMMITTEE,/SUBCOM-
MITTEE,/AND TASK FORCE MEETINGS/wiTH LIMITED RESULTS. THE
AGENCIES HAVE DEVELOPEd/uNIFORM POLICIES IN SOME AREAS,/BUT
THEY HAVE NOT BEEN ABLe/tO RECONCILE THEIR DIFFERENCEs/oON A
NUMBER OF MAJOR [ISSUES/INCLUDING CAPITAL STANDARDS,/EXAM-
INATION PROCEDURES,/AND MERGER POLICIES.

The subject of agency reorganization/is complex and
CONTROVERSIAL,/BUT THERE SEEMS TO BE A GROWING RECOGNITION/
OF THE PROBLEMS INHERENt/ iN THE PRESENT STRUCTURE. h MAY
BE POSSIBLe/t0 FORGE A CONSENSUS/FOR A WELL-DESIGNED REFORM
MEASURE/THAT TAKES INTO ACCOUNt/nOT ONLY THE NEED TO REVAMP
THE CURRENT STRUCTURENT ALSO THE LEGITIMATE CONCERNs/oF
OPPONENTS OF REORGANIZATION.

C. Deposit Insurance Refornm

There are several issues/relating to our deposit
INSURANCE SYSTEm/tO BE CONSIDEREd/aS WE ADDRESS THE NEEd/to
SUBSTITUTE MARKETPLACE DISCIPLINe/fOR THE DISCIPLINE OF THE
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REGULATORY RESTRAINTS/THAT ARE BEING EASED. Let ME EMPHASIZE/
THAT I*M NOT CURRENTLY ADVOCATINg/ aNY OF THE POSSIBLE RE-
FORMS Zin the discussion that follows. It"s important,
HOWEVER,/THAT WE KEEP AN OPEN MINd/abOUT THE KIND OF REGU-
LATORY REFORMs/THAT THE EVOLVING FINANCIAL ENVIRONMENT/MAY
REQUIRE.

Some people question/the wisdom of separate deposit
INSURANCE funds/FOR CREDIT UNIONS, /THRIFTS/\ND BANKS,/
PARTICULARLY AS THE DISTINCTIONS AMONG THESE INTERMEDIARIES/
ARE DIMINISHED. The EXPERIENCE IN THE UNITED StATEs/dURING
THE 1800s AND EARLY 1900s/WITH STATE-SPONSORED DEPOSIT
INSURANCE PLANS/INDICATES THAT IT"S DESIRABLe/tO HAVE AN
INSURANCE FUND/wiTH AS MUCH SIZE AND DIVERSITY/AS POSSIBLE.

During the last session of Congress,/Chairman Jake Garn
of the Senate Banking Committee/introduced a bill/to merge
the Federal Savings and Loan Insurance Fund/and the Credit
Union Share Insurance Fund/into the Federal Deposit In-
SURANCE.Ssjffi, Although we believe the issues involved/
REQUIRE FURTHER STUDY,/wE FAVOR THE CONCEPT. It SEEMS CLEAR/
THAT IN THE LONG RUn/a SINGLE DEPOSIT INSURANCE FUND/wiTH
THE COMBINED STRENGTH OF THE THREE CURRENT FUNDS,/MAKES
SENSE.

Some thought/might also be given/to reevaluating the
WAY IN WHICH PREMIUMs/FOR OUR PRESENT FUNDs/ARE DETERMINED.
Many question the fairness and wisdom/of our present assess-

ment SYSTEM/*IHICH CHARGES INSTITUTIONS A FLAT FEe/bASED ON
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DEPOSIT VOLUME, It "S ARGUEd/thAT A RISK-RELATED ASSESSMENT
SYSTEm/woULD BE FAIREr/anD WOULD DISCOURAGE EXCESSIVE RISK-
TAKING. The main problem with such an approach/is that it"s
DIFFICULT TO DEVISe/a RISK-RELATED ASSESSMENT SYSTEM/rHAT
DOES NOT INVOLVe/a CERTAIN ARBITRARINESS. THE FACT THAT THE
GOVERNMENt/hAS A MONOPOLY ON THE INSURANCE/”AUSES FURTHER
CONCERN,  It"s HARD TO KNOW HOW THE INDUSTRY/WOULD REACT TO
A PROPOSAL TO RELATE DEPOSIT INSURANCE ASSESSMENTS TO RISK,/
BUT A RISK-RELATED SYSTEm /M IGHT BE MORE EQUITABLe/aND MORE
PRUDENT/THAN OUR PRESENT SYSTEM, /tfHICH ARBITRARILY ASSESSES
EACH BANK/IN THE SAME MANNER/IRRESPECTIVE OF ITS RISK.

One possible way/Af establishing a risk-related assess-—
ment system/would be to base premiums/on the rating assigned
TO AN INSTITUTIOn/aS A RESULT OF EXAMINATION. THE THREE
BANKING AGENCIES/CURRENTLY EMPLOY WHAT 1S KNOwN AS THE CAMEL
RATING SYSTEM,/WHEREBY EACH OF FIVE ASPECTS OF AN INSTITU-
TION/— CAPITAL,/ASSETS,/MANAGEMENT ,/EARNINGS/AND LIQUID-
ITY — /is evaluated/and ASSIGNED A numerical rating/OF FROM
1/for the best/to S/™or the poorest performers. An overall
NUMERICAL RATING/IS THEN ASSIGNED,/WHICH GIVES A GENERAL
PICTURE OF THE BANK"S CONDITION. ASSUMING A SYSTEM/SUCH AS
"CAMEL"/coutd be adequately refined,/it could be a vehicle/
FOR ASSESSING DEPOSIT INSURANCE PREMIUMs/bASED ON RISK IN AN
INSTITUTION.
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A THIRD POSSIBILITY/foR MODIFYING OUR CURRENT DEPOSIT
INSURANCE SYSTEM/WOULD BE TO ADOPT SOME FORM OF ™CO“ IN*
surance/ / under which large creditors would bear a portion
OF THE RISk oF A BANK*S FAILURE, THE FDIC HAS FOR A NUMBER
of years/handled nearly all bank failures/through a purchase
AND ASSUMPTION TRANSACTIOty/wlTH ANOTHER BANk/ rATHER THAN
SIMPLY PAYING OFF INSURED DEPOSITORS, THIS AVOIDS DIS*
ruption/of loan and deposit customers/and a possible adverse
impact/on public confidence/in the financial system, It
ALSO NORMALLY RESULTs/IN A PREMIUM AND SIGNIFICANT COST
savings/to the insurance fund. HoweverV it has the un-
fortunate side-effect/of making all general creditors whole/
AND THEREBY ERODING THE DISCIPLINe/tHAT THE MARKETPLACE
WOULD OTHERWISE IMPOSe/oN DEPOSITORY INSTITUTIONS.

A SYSTEM OF CO* INSURANCe/m IGHT BE A DESIRABLE WAy/oF
REFORMING OUR DEPOSIT INSURANCE SYSTEM. FOR EXAMPLE,/ONE
MIGHT CONSIDER /ZINSURING THE FIRST $100,000 IN FUL1/aND SOME
percentage]- say 50% — /of all amounts over $100,000,/
REGARDLESS OF WHETHER THE FAILURE WERE HANDLEd /aS A PAYOFF
OF INSURED DEPOSITORS/OR AS A PURCHASE AND ASSUMPTION OF THE
FAILED BANK®"S ASSETS AND LIABILITIEs/bY ANOTHER INSTITUTION.

It s interesting to note/that the Federal Deposit
Insurance scheme/originally crafted in 1933/contemplated
INSURANCE COVERAGe/bASED ON A SLIDING SCALE PERCENTAGE OF
DEPOSITS,/SO THAT DEPOSITS UP TO $10,000/wERE 100% INSURED,/
AMOUNTS BETWEEN $10,000 AND $50,000/wERE 75% INSURED,/AND



AMOUNTS OVER $50,000/wERE 50% INSURED. BECAUSE OF SIGNIFI-
CANT MODI FI CATIONS/TO THE FEDERAL DEPOSIT INSURANCE Act/iN
1935,/the original plan was never implemented/ and the
TEMPORARY INSURANCE COVERAGe/w ITH AN ABSOLUTE DOLLAR LIMIT/
WAS MADE PERMANENT.

A FOURTH MATTER/RELATED TO OUR DEPOSIT INSURANCE SCHEME /
ALSO INVOLVES CHANGING THE BASIs/oN WHICH INSTITUTIONS ARE
ASSESSED.  Not ONLY MAY IT BE MORE REASONABLE/ro ESTABLISH
THE PREMIUM ACCORDING TO AN INSTITUTION®S RISK,/ZIT MAY ALSO
MAKE SENSE/TO REDEFINE THE BASE OF OBLIGATIONS/AGAINST WHICH
INSURANCE PREMIUMS/ARE ASSESSED. IN THE INTERNATIONAL AREA,/
FOR EXAMPLE,/AN EXEMPTION FROM DEPOSIT INSURANCE COVERAGE/
CURRENTLY EXISTS FOR DEPOSITS PAYABLe/aT FOREIGN BRANCHES OF
U.S. BANKS./ (The exemption was recently extendedA o cover
IBF deposits.)

At the time that exemption was adopted/— more than AQ
YEARS AGO — /FOREIGN ACTIVITIES OF U.S. BANKs/WERE MINIMAL.
Today, however ,/overseas activities of major U.S. banks/
REPRESENT A SIGNIFICANT PORT ION/oF THEIR TOTAL BUSINESS. AS
oF YEAR-END 1980,/ASSETS IN FOREIGN OFFICES/REPRESENTED
17_A" OF CONSOLIDATED ASSETs/oF OUR BANKING SYSTEM. A
PROPER EVALUATION/OF THE OVERALL RISK OF AN INSTITUTION/MUST
INCLUDE BOTH ITS FOREIGN AND DOMESTIC ACTIVITIES.

When we consider the customary remedies/used by the
Corporation/in resolving financial difficulties/of failing

banks,/the current assessment mechanism/becomes difficult to
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RATIONALIZE. In LIEU OF A DEPOSIT PAYOFF,/THE CORPORATION
HAS INCREASINGLY UTILIZEd/reMEDIES AVAILABLE UNDER SECTIONS
13(c)Ydirect assistance'/and 13(e)/"purchase and assump-
tion"/efeitiEdifate”, PARTICUARLY IN THE CASE OF LARGE BANKS
WHICH ARE LIKELY TO HAVE FOREIGN OFFICES. UNDER EITHER
PROCEDURE,/ UNINSURED CREDITORS,/INCLUDING FOREIGN OFFICE
DEPOSITORS /AND OTHER GENERAL CREDITORS,/ARE MADE WHOLE.
While we cannot state/unequivocally/that all large bank
FAILUREs/woULD BE HANDLED UNDER SECTION 13(c) OR 13(e),/
THERES© A HIGH PROBABILITY/of USING EITHER OF THESE METHODS.
Given this likelihood/it seems incongruous/that the assess-
ment base/does not include foreign liabilities.

Reformation of our deposit insurance system/is becoming
AN INCREASINGLY [IMPORTANT ISSUE/AS WE ENTER INTO A DEREG-
ULATED ENVIRONMENT. AS CONTROLS ARE REMOVEd/it"LL BE
IMPORTANT/TO CONSIDER VARIOUS WAYs/oF FOSTERING GREATER
MARKETPLACE DISCIPLINe/tO CONTROL DESTRUCTIVE COMPETITION/
AND EXCESSIVE RISK-TAKING, P & A FUSCrrs”

I11. conciusion

If the banker/whose prediction | mentioned &vi>l Zerf
TURNS OUT TO HAVE BEEN PROPHETIc/— AND 1 BELIEVE HE WILL - 7/
THOSE OF US WHO ARE INVOLVED IN THE FINANCIAL SERVICES FIELD/
MUST NOW BE REACTING To/aND PLANNING FOR THE CHANGES/THAT
ARE COMING. In COPING WITH THE HERE-AND-NOw/oF PROVIDING =
AND REGULATING FINANCIAL SERVICES,/WE MUST NOT NEGLECt/tO
OCCASIONALLY STEP BACI™AND TAKE A LONGER VIEW,/TO ASK
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OURSELVEs/wWHERE WE ARE HEADED /kUD HOW BEST TO GO ABOUT
GETTING THERE j//IN OTHER WORDS,/ta MUST APPLY CREATIVE
THINKING AND INITIATIVe /tO0O THE CHANGING FINANCIAL ENVIRON”
ment/so that we can shape change/rather than be overtaken by
it. Occasions such as this,/l believe,/provide valuable
OPPORTUNITIEsS/10 ENGAGE IN THAT KIND OF THINKINGj/Z/1 THANK
YOU FOR INVITING Me/aND | LOOK FORWARD TO ANSWERING ANY

questions/you MAY HAVE.

****#



