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This paper ou t lines the major issues invol v-=d if a merger bE:tween 
the FDIC and the FSLIC wer-e required. It is a sswn;::d that a decision t o 
m~ rge the deposit insur:-ance funds would be based upon: l) a judgment that 
the FSLIC' s insurance f und is inadequate to hand le e:<i st ing and expect e d 
thrift prnblems and 2) a policy determination that a merger would be 
prefer-able, fr-om an overa ll public policy perspective, to a n exp~ndi t ure 

of t a xpayer:- funds to pt·eserve the p rese nt system. This pa per does not 
consider t he validity of the se conclusions o r the advan tages o f such a 
rr.c-rger (such a s in terms of C"i s k diversification) . The paper's primary 
purpose is to alert readers to the l og is t ical problems of a merge t'" and t o 
d .i scus s add.itional FDIC resou rce require:ments; as s uch, it dwells more on 
~he nega t ive i mplications and doe s not p cov i de a n e ven- handed di scus sio n 
of the merits of a merger; Although a combined f und plobably would not be 
se riously comp romi sed if the . two depos it insu ranc e funds were me rged, t he 
fo llowing analysis presents a clear indication that nerious strains could 
be placed on the FDIC' s financial d.nd h\.l/T.an reso urces . Nev e rthe less, the 
publ ic ben.efit s in terms of . system stabi l ity and J?ublic per-ception may 
rr.a ke a merger the only v iable opt i on. 

I t is also assume d that the res ulting r el at ions hip b~b1een the 
joint i nsurance ,'!.gency (the FD IC ) and the Fedecal Home Loa n eank BoaL·d 
(r~HLi38) would be .:;.ki n to our current rela tionship with the Offi c e of the 
Comptroller.- of the Cu1·r-ency (OCC) as r egard s nationa lly chartered b-£.< . k!~ 

insured by the :f DIC . That is, the FHLBB wou ld act a s the l?ri<naty 
regulator of all . federally insured S&Ls, yet the FDIC would rf:serve the 
right of examination. Ideally the FDIC would ultimat e ly e x<= q; is e th is 
r i<]ht only in the case of large or pr·oblem S&Ls with a r-and c;,m sampling o f 
othe rs . 

It is further ass wned that the enabling m~rge C" legi s lat i on would 
c o n t ai n l anguage t:"equiring a phasing in of cegulatocy standards foe S&Ls 
to a l eve l comparable to that of commerc ia l b ,;nks. In t ha r.: •Jr:nt 
ind i vidua 1 S&Ls do no t meet these phase-in requ i re!oents, t he FDIC :3 hould 
be empowered t o impose s anc t ions. · 

'A gcound rnl e ~stablished at lhe b ··:9inning dictat·'.!d th,1 t F'DIC s ta ff 
~ e ce no t to di sclose _the exi st~nce of th i s study to outs ide parti e s . This· 
l i ;nit..=:d the .3bilily of the a uthol·s to corn:1~u ni c.1 t e fc>:ely wi t h FSLIC ,J. nd 
3ank Board p<2rsoru1el . Ovec the past se:ve:ral yea rs the FHLBB has 
significant ly reduced the fl ow of information to the public on the 
condi tion of the S&L industry. In addition, publ ic information on the 
structure a nd orgcn izat i on of the FHLBB a nd the FSLIC is limi ted. 
Th~ refo ce, this s tudy should be considered a pce lim i r.ar:y inves t i•:;at ion. 
,\ny fon::al p roposal s foe a me rg<?c s hould not be co1•11?l e: t2d wi t:h•)U t e:xpl ic i t 
co1r.~nw1i cation with Eank oO.:! r d pers onnel. 

The follow ing section of this papet'" will pl·vv ide a bL·ief ov~rvi ~w 

:>f the functions of the FSLIC and how it fits in t o the E.:;. nk Boa rd Sys tem . 
rhi s will be follo1.•2d by a li s ti ng of the rr.ajor i:.;:, u (!S . 
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d efault, the FSLIC ~ill be appointed as c onsa n <iloc- oc n:ceiver c:nd; as 
such, is authorized: 1) to take ov~r the a ssets of and o pera t e the s.i;.r,, 
2) to take such action as may be necessary to put it in a sound <,nd 
:.;1.:> lv.::nt cond.i tion, 3) to me1:ge it with anoth~r insuno·d i nstitu t ion, it) to 
·:> r<j<:ni~e a new Fed<:ral ~f,L to take over- its a s s..: ts or 5) to proce ;~ ,j to 
1 i ··.ju.i<l.:. t e its assets in .:.n ord~dy manner (12 U. S.C. Section 1729(1:>)}. 
The t' SLIC also has comparable 2uthori ty with res pt=:ct to Sta te ··t.:ha i-t2 r~d 
Sf.Ls. The ability of the FDIC to act as conserve.toe i s question.:.ble olld 
o.ur- a bility. to operat e insolvent institutions is limited. The !-"DIC can 
establish a D..:eosit Insurance :-.ra tional Eenk (DINB} to assume th~ 
liabilities · (but _not the assets) of a fa il ed institution, but a DINB is 
d-:::signed to be a .tempore;ry institution and is not dcsignt:d to be op<3t·ated 
as an ongoing entity. In addition, t he FDIC is prohi1Jited from taking a 
voting o;.-nership interest in a bank . These restrictions make it: difficult 
for: the r'DIC to. op.::rate benks in the same manner as the FSLIC can opo,?ra te 
~n S&L, though the }'DIC ' s peQding legislative package would give the FDIC 
rc1.J9hly cc1i•pal·able authorities.· 

The FDIC is al s o more limited in its ability to an·an<J-:! for 
interstate mel"gers o f distress~d instituti ons . The FlHC can c.. rr::. nge f <::>C' 
interstate mQrgecs of co,;.-nercial b,3.r:ks which have closed or foc mutual 
savings banks which have closed or are in dan9er of closing only if th~y 

have assets of $500 million oc more. Nei ther the si:.:;e limi tati on rv)c lhe 
closure cest rictions apply to FSLIC·· i nsun::d ins ti tut ions. The i-'!HC' s 
pending legislat~ve package would eliminate the closure cequir&m~nt. 

In the ev~nt of a merger, these dist.:c .:22.ncies s hould be t·i?solv2d. 
It should be noted, however, that these bn:.::de r po>-lers have enablEo-d the 
F:->LLC to handle s ome failul·es in ways tradii ~ anally not 21cc i:pt.:ble to the 
l:'DIC . Fol· ~xample, in th'=! C<.lse of the B·:::v1.:dy Hill;; S&L -·- ·..;hich f ;i 1·!d 
due to credit los s•-=s - - the FSLIC ci.-eat<?d a new in::;tilution which ,1 -: .• : .... . :d 
the assets and liabilities of the failed S&L . The FSLIC has c ontrdd -=d 
wi th .;,,1other S&L to m~ndge E>:verly Hills and it a pp2at· s they will 0 : 0 ;1t: i ;1ue 
to opecate the institution indi::finitely in the: hope that it will :; u :,; .,: .j ay 

h~ve a · l_)ositive !; :.cket value. This approach to lhe handli:1g of an 
inst itution which fc; il ed d ue to cri::-dit l o:.;:;es ha s 1:o t be.-:n -c.; cc r:pt: .·':>1 .:: Lo 
the FDIC but will likely b .::come an u navoid.5.ble alt'E!cnative to a " "~i'•>u t, 

put·chase and a~sumption tc,;,nsact ion or assisted m12c9er if tlle FDIC is to 
~ us;c'"ssfully spc~.3d the costs of S&L f2ilures ever a r e <; s0r.-:1ble ti;~e 

pe:r i od. Latet' ~ectivns of this pa p~r will indi cate that th~ e :-: t~nt of t h e 
thri ft p r ob l em is so s eve re that the i~~~Jiate dis~osit ion 0£ a l l 
ins olvent S&Ls would d~plete · a joint fund at an un~ct.:~p t!b l e r~le. 

'i.'he s.:i:ond f wH:t ic·n of the .r'SLJC :,; 1 , r,.:t·,,i ~;i 0n of ~ l , t,.: -..: :; ·it· ;_., , ·d 
~?.~Ls ~ - <)uld be t.c,..; n'...>f 1:r rt?d to the r.:-rJ::B LHPJ•.!t .. l he i_ .JL; ~~ 1Jf : t 

•: u c i--: ntly •:ont~1r:pLit • .::d. It is , h<.;·...1.; •.1 .-:e, l<!Ll i k .:: ly U:,~t ti) ~ F01C .·· · · 1 ; I i: .. ~ 

•:·~; ; ,fud . ,bl ·= i f the ..:u c r•:n t suf~ c ·1 i.J) t·y s t.;; 1•.~a c d ::; ~;i 1 i •.:h <1 l.Jply to :' ~·. r » · "!id 
•. ·:•; 11; i· lll~ ~ !l ,3 [•.•~t ·::i·· t°•J •.:I:" S ·: i:.t i 11g. l1.S "":ntiush:d j,-·l'·:: ·J i vuSly, .l. : - J 
t.: -:· : · ~ , : : : ;._.n \.I f ~ ,:11..:l · .. J H' -·: :-.•U1•l .;. : . ; iiir'J~ a 1 .. ,.j i:;J.,L i·1 ·°? _, ·-!,.::!.<? . . 1, i n 
.:-.: ;- " : ._ ,,;.:s" :; ~ ... : .. ':. : :.'. s · : l ':: ·~ r :-; ·.,:1i •=h o:<ce ...... ':.1·.: lo , ···: .,, f 
··-•. ; .. .• • .; i. .,1 J: . ;ks . ... : ._; 1 ; ;_y ;,.) n, . . . 
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would seem a necessity in Jight of the conside rabl ~ ri s k the FDIC wou ld be 
;mdertaking through a mergei;. 

The FSLIC' s thfrd function · -- supe rvisi ng S.r.-L hnlding compani es 
i s fa r diffe rent from any power e~erc is~d by the FDIC~ and di f ferent even 
f rom the Federal Rese C"ve's autho r ity over BH<:s. The FSLI C has vi r tually 
no cont rol ovez:- one-S&L holding compani es . These c:ompri nies may engage in 
any kind of busi ness wha tever, and have whatever subsidia ri es t hey please, 
without being constrained by a "c lose ly r-e lated to ba nking" tP.st. But the 
FSLIC has full control over all parts of multi-S&L hoJding comp;rnies: 
lha t i s, over the holding company itsel f; over all the S&L subsidiaries, 
whe the r f ede.ral 'or sta te; a nd over the non-S&L 'subs idiari es . The 
inter-agency )urisdictional problems, which are so common i n the sphere of 
bank r egulat i on, do not a rise. 

The FDIC, . howeve r , must determine whether it wan ts to inherit thi s 
£"up<:?rv isory po.,.1e i.· or trans fe r- i t to t he FHLBB. On t he o ne hand, t he FDIC 
r.a s not tradi ti o:'1ally regu lated or ex0mined holding comp.1ny strui::tur<?s 
but, on the other hand, it i s likely that there are potential risks hi dden 
in some S&L holding company s ubsidia ries. Of prime i mportance with 
r P.spect to hol di ng company activities is the. presence of the prope r 
b-3r riers be tween a n insueed S&L and its a ffi lia tes. To the e:~tent the se 
rt? !'; trictions exist, risk to t he insurance agency will b e limit ed. The 
res trictions on financial dealings between a n S&L ho ld i ng company' s 
subsidiary insured ins titution a nd .its affil iates are simila i; i n some 
respect s to the restrictions of Sec tion 23A of the Fede ral Res erve Act 
that app ly to bank holding companies and FDIC insured banks . The FSLIC, 
howevet, does appear to have wide discretion to approve transactions 
notwithsta nd ing the s e ri?striction. Thi s d isc r~t ion leaves op.;n t h~ 
pos s ibili ty of more fr eedom , and thus of more cisk, f or S&T,s in this rr?.;i lm 
that ln the c<~se of banks . Th is is an area . wh ich wi l 1 n"2ed fu rt he r r::-:a '.Tlination. 

In addition, it appears tha £ S&Ls generall y have a grea t er ex posu r e 1

-h rough t hei r ser-vice corporati on sub s i di'3 r ies th'3n is typica lly £ 01.ind in 
a CO;oi,7iercial bank subsidia r y. Not only do S&Ls ha ve a n equity inter':?st in 

tho i c- subsidiaries, in s ome cases, the y al s o have a s ignificant v0lu.me of 
as s~ ts invested in these subsidiaries. 

a 
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THE FINJl.NCIAL CONDITION OF FSLIC-INSU~ED 
.!_~?J I TU_I I OtJ~.~~_JJil-~ ~ R. _ _I.~~?..~.fT _Q~~~q IN_! 

INSURM~CE FUND 

Int roduction 

As a sourc e of informa tion, th i s secti on rel ies pi:-imarily upon 
quat·tedy fina~cial rE:ports supplied to the FDIC by the FHLBB on cornputei:­
tape~ (the FDI C data base i s l i mited to the 1984 repor t s) . These reports 
conta in balance s heet and income data along wi th limited s~ructure 
informati o n. The s ample was limited to S&Ls whi ch filed a r eport for a ll 
f oµ r qua 1·te rs of 198'4 . It should be no t ed that t he Dec ember da ta , which 
provided the bulk of the information for' this s tudy, is s t ill in 
prel iminary form. Al though the prel imina ry na ture of the data does r esult 
i n limitati ons , ove rall results a nd conclusions l ikely will not be a ltered. 

Current Condition -·-----·------

The current a nd past probl ems of the S&L i ndustry, stemming from an 
a sset- liability maturi t y mi sma t ch, have be en we ll public ized. Although 
thr i fts have made some p rogre ss towa rd balancing their maturity structure, 
i nterest rate risk sti l l r emains a major problem. Fortunately, i nte rest 
ra te s ha ve remained relati ve ly stable over the past severa l yea rs allowing 
the industry t o ma ke some p r ogress as compared to the more difficult times 
of the ear l y 1980' s . 

Income -- -·----
F'S LIC-insut·ed i ns ti tutions ea rn~d $1. 6 bil 1 ion in l ')8 4 Co t· 3 r-r: ttll·n 

of ei <Jhteen bas is points on a ver-age assets. The bulk of the:.e 2at·nings, 
howeve r, were due to t he benefits de ri ved from l?u t·cha se a ccounting. Ne t 
of these benefits, S&Ls eacnad $550 million in 1934 f or a return o f s ix 
basi s points on a n average a ssets. These mo~est eacnings s hou l d s how 
s ubst a ntia l improvement duri ng 1985 pcovi dad i nteres t rat es stay at th~ ir 

cu rrent lev e ls . Ra t es have generally f al len sinc e l as t All<Just (:; ~e Ch.::t ct 
l ) and, mo re rec~ntly, Trea sury bill L'a tes have averaged .mo re th.:. n 200 
basis points under t he ir 1984 a verages. Inde ed, at r ec i::nt aucti ons bo th 
Lhcee- and s ix:- rnonth bill ra t es we re under 7.5 perce nt. 

Ove call, as of D•?ceinber 31, 1984 the S&L ind w> tt·y had •'.:·~ J?i ta.1 of 
$34.l billion for a capital·-to- asset ratio of 3.51 perc=nt. Capit al, a s 
d;: fined here and throt«Jhout most of thi'.; study, cons i s ts of wha t the FlHC 
;;ould cons ider p rimacy ca pital; e :.:cluded are i t~ms s uch ~s ::;ubocdin.:it0d 
J ,~bt , .:.ppr aised equi ty capital o.nd net worth certific at--os. GoodH il l r, nd 
(~<:f.an~d l osse s f rom the sa le o( asset s are ioo t subtr,1c t 2d from cc.p i t al 
~~cause · they represent a marking- t o- ma rket of a porti o n of an S&Ls 
·::.;z;:ts . Thus, S&Ls wh i ch used puL·c h.:is e account i ng ~1ou ld <': l?[J •:O a r to h.;·J e 
lc-...:t! r capi tal ratios tha n tho:>e who did not. It is true , hu«1<;·1 1? r, ~r. . .:it i n 
: c..:.e cases asset s ocgu:ired via· pv n~hase acco unb ng ;..;hi ch :.,.::t·e 
·· !«~: 1.:d·to· -;M r k-'!t weL· e ;old at a profit wi t hou t rr;ducing 'Ju·)J·..1il l. 'ih..:s e 



-
UJ 'UJ 
~ u 1---l 
:-- UJ 
<! <i 
CI .CTJ 

_J 1-­
_ _J z 
1--i -
m =:J 

0 
u 
U1 >­

[[ 
- 1 l--1 
_J D 
U1 1 
<( ~ w 
0: z 
I- <t 

OJ 
I 
I-- LU­
Z L.9 
0 
>~ < 

rI 
~ IJJ . 

~· ·1 ~ 
Ul 

-,~·-"~' .~ .. ·.- . ff ....... ·' . y- ·--- ... -~-·, 

- 6 -
~:\ t)· i· ! .. ~ '\ . ~ \ ~ : ·~ q 
\,/~l.·- ~ ~- •. • ~ • ; . .-d.~ 

(r 
<t. 
l ' . 
>-

.. 



profits probably should· be subtracted from. goodwill. Since the bulk of 
thr~se sales occurred •luring 1982 and 1983 -- pedQds for:- which the FDIC 
has no individual S&L data -- ·proper adjustments foC' this factor were not 
J?•·ssible. Purchase accounting does boost income; how.::ver, this advantage 
w.;is removed in the simulations of this paper. Table 1 )?resents a 
distribution of S&Ls according to this capital ratio along with the total 
r.apital and ,3.ssets of each subgrouping. Also included in this table is a 
ddinition of capital which excludes deferred losses (gains) from assets 
;;old, goodwill and other intangible assets. Ej{cluded from this and 
subsequent tables are the Phoenix ins ti tut ions, those which are otieC'at ed 
i.nder the conservatorship of the FSLIC and those. which have failed so far 
this year. This group will be discussed below. 

Excluding the above mentioned groui;>, there are 103 S&Ls which have ' 
a negatiye capital position if deferred losses, goodwill and other 
intangibles are counted as assets. ·Total assets of this group are $18 .1 r 

bi Ilion and their total capital equals $-394 · .million. Subtracting; 
intangibles from capital ·..;ould leave 663 S&Ls insolvent. Total assets of. 
this group are $336.2 billion and their capital is $-13.74 billion. 

Over the past several years asset quality has been of increasing 
concern to the FSLIC. The failures of Empire, San Marino, State S&L and 
!~1,verly Hills S&T.. <rnd the troubles of J.._merican S&L illustrate the FSLIC's 
•jrowing problems with asset quality. 

At this point the true extent of asset quality prob~~ms within the 
;,~r.. industry is a great unknown. To an outside observer, the available 
t!.:ita for nw<tsucing asset quality is limited. S&Ls do report on thP.ir 
r.·~1\ performing loans (so called "slow" loans) and on other di:-;tl-C!:3!~1.::d 
,,;:::::;.:ts (sch-=duled it.;:ms). G.:nerally s2eaking, for .:orru;u:rcial banks, a 
l·:·.:el of nonperforming assets which ·exceeds capital implies a problem bank 
~;,ich, in turn, h·3S at least a ten percent chance of failure. But 
•:u.r.n~rcial bank standards cannot be apJ?lied to S&Ls s i nee a high 
::~"['vctton of th~ic assets at-e either insured 01·. l?0:5t: low default risk. 

Alternatively, r-apid growth frequently results in asset quality 
;:,:«::bl~ms. American S&L and Beverly Hills S&L are examples of t;.;o 
i::stitutions which have gl'.'own rapidly over the past several years. In 
::.::.:: i r efforts to g·row so quickly these ins ti tut ions r.:we often neglected 
to pr1:iperly evaluate the quality of some of their lean customers. 

In the absence of reliable examination d:~ta, 
•:L-.:dit yuality problems _existed in institutions 
.:· .. l:>trntial quantities of slow loans and ,;cr.~dlil~:d 
;.,:_;iJly, net of m~L-gers, over the past several y~.~rs. 

it· was assumed that 
which either had 

~ t :ins OC' had g ro•..;n 

If, for .:;n indiv.\dl:al S&J., slow loans and s1:h 0::duled items were in 
· · ·. · .. · .; of t<.!n p(~ rcl!nt of ,-,~:s~ts, this ·~-.:ls "1:;:.m .. ;cl] to imply a significant 
:- ·i lure l'i;.;k. This cfocision is s01ilt::wh .. tt ."\!.·bitr"L·y; l:ow~~vec, ten p~rc2nt 
.. : ·'::;.:ts is a hi·Jh thr':::;liuld by t,olh •.·.)ii~iu:i:ci.:i.l holnk .:ind thrift st<:n•.:.::it•'ls 



TABLE 1: DI STRI BUTION OF FSLIC-INSURED INSTITUTIONS . 
BY CAPITAL- TO-ASSET RATIO, DECEMBER 31, 1984 

Number of Instit utions Caeital ($ Billions i Assets ($Billions) 
<ip:;. l:al Rc. nge Deffr,ition Ia Def inition II6 Def in it ion I Definition II Definition I Def i nitior. I·::: 

ess than 0 i 103 663 $-0.4 $- 13 . 7 $ 18.l $336.2 

?tween 0 i and l % 154 191 0 , 3 0 . 7 46 . 5 105.7 

·t we en l i an.d 2 i 306 287 1.5 1.4 99.9 95.8 

tween 2 % and 3 \ 475 36 7 6.0 3. 0 23 3 . 6 123. 3 

:ween 3 i and 4 i 530 381 6.8 4 . 1 2s2-. s - 116.3 

ween 4 % and 5 % 453 327 5.3 2.6 117. 5 59 . 0 

ate r than 5 !I. 1047 852 12 .7 8.1 187.7 119 . 5 

I J. 3068 306 8 $34 . 1 $ 6 .2 $955.8 $955.8 

a r ~ this de f i n i t i on, capita l c or. s i s t s of what t he FDI C would c ons i de r prima r y c a pita l ; excluded 
i t ems such as s ubo r di nated de bt , a ppr a i s e d equi t y c ap i t al a nd net worth certifica t e~ . 

h:n this definit i on, c ap i t a l consis ts of De fin i tion I minus deferred losses (gains) f r om &ssets 
goodwill and other inta ng i b l e assets. 
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<::nd, .i n most cases, is a level generally s~ve ral times the capi tal of 
these S&Ls. 

It was also assumed that credi t quality probl e ms would be prese:nt 
in S&Ls 1-'hich : 1) have more than doubled in size (net of met"gers) over 
the pas t three years, or if not in e:xistence three years ~go, have shown 
comparable growth rat es and 2) have above-risk assets in excess of the ir 
capital level. J>.bove -cisk assets are def ined as nonconforming loans and 
contracts to f ac i l i ta te the sa 1 e of real estate owned, co:r~'lle re i al loans , 
repossessed assets and real estate investments. Since t h~se growth 
calculations mus t be done by hand, the analysis is limited t:'.o S&Ls with 
do2posi ts of ~1 bBlion or more (these institutions hold roughly fifty 
percent of ind~stry:assets). 

Ne.t of recent failures, there are 52 S&Ls which have slow loans and 
· other scheduled i terns in excess of ten percent of assets. Tota 1 assets 

for these institutions a mount to $ 6._2 bill ion. In addition, there are 
· thir teen ~xcess i ·.1e-gcowth S&Ls which are not included in the above 52. 
These hold assets of $ 57 .O billion. I ncluded in the later grnup are 
severa l S&Ls whose troubles have been repot"ted i n the pt·ess; such as, 
~;-.1erican S&L of Stockton, CA, Bell S&L of San t~ateo, CA, and Sunrise S&L 
of Boynton Beach, FL {Beverly Hills S&L would have been included had it 
not fai led). 

\ 

Currently the FSLIC is operat ing three Phoeni xes , fou r 
conse r.vatorships and one institution which recently fai led but has yet to 
be disposed of {Beverly Hill s). These S&Ls are listed on Table 2 a long 
with t hei-\assets and their capital ·levels net of goodwill and defert"ed 
losses on ssets sold. These institutions were excluded from the oth.:! t" 
parts of thi'$ study because it would be more accura te to treat them as 
institutions whic h have already failed but fo r which a solut ion has no t 
yet been found . Clearly the FSLIC has opted to operate insolvent 
institutions to defec the expense of a solution to their problEms. 
Overall, these in_stitut i ons hold $15 . 5 billion in a:;sets· and h3ve a 
nega'\ive capital le~el of $2.l billion. 

\ ...... 

T_kl~ £ Sr._JC 's Exposure f rom Exi sting Prnblems 

The FSLIC faces an exposure from three fronts. First, thece are 
the phoen~xes , conservatorships and the Beverly Hill s S&L failu1:e . These 
ir:stitutiol\s hol d $15. 5 bi llion in assets. Second, thcL·e i s the thre.'it 
from the in~titutions which have n+.?gative capital ratios (103 institutions 
;.iith total assets of $18 . l 'billion ).. Finally, the FSLIC is conft"Onted 
·..iith c redit quality risk. Excluding institutions includ~d in the 103 Sf,Ls 
wi th n~gative capital r at ios, there are 39 S&Ls ($4. 3 bi llion) whic h hove 
a h igh volwne of sloW' loans _and a n additioi:r1l thi i:te·F: n ($57 . 0 bi 11 i on) 
· . .:hich ·:i re thought to have credit probl e ms due to re:pid g rowth. In all, 
est ima t ed probl~m institut ions hold $9~.9 b il l ion in asset s. 

Initially tl;~ FSLIC was able to l~andle failure s for rouyhly five to 
t ~n 28 rcent of ass~ts. More recently, however, due to dimin ishi ng 
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TABLE 2 : t'HOEN I XES, CONSERVATORSHIPS l>.ND OTHERS 

Assets Capita l a 

~~~~ ... ~_nd Location ·,.---·-----(_~j}_l_ion~J_ ... __ i$_ Mi l lj~nsJ .. ~-·-.. - -~YE~-

First FS&LA of Rochester · $ 4,434 $-1, 110 p 

Rochester, 1'f'l 

First Federa l ?avings Bank 1,191 -24 p 

Santurce, PR 

The Talmap Home 6, 520 ··856 p 
Chicago·, ·rL 

Nol"thlake FS&LA 141 -1 3 c 
Coving t on, LA 

Al liance FS&LA 209 l c 
Ke.nner , LA 

Fi r s t FS&LA of Redding 47 - 8 c 
Redding, CA 

Hacienda FS&LA 37 -1 0 c I 
I 

Oxnard , CA 

'I Br:verl y Hi 11 s S&LA 2,94~ -76c F ., 
l:h'!vecly Hills, CA 

Tota l $15,'528 $·-2, 09~ 

i. 
I 

' 
a Primary •::a pi ta ! ne t of goodwi 11 and· de f eri:-ed loss~ s on asse:ts 

sold. " 

bp = Phoeni~, C = Conservatorshi p, F = Fa i l ure . 

cYear'··end 1984 capita l minus $100 million in l osses a s L·epo l't2Q. 
in the pt·ess. 
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interstate merger opportunities and an increase in credit quali ty 
problems. the expected average cos t of failure. during 1984 rose to f i fteen 
p~rcent of asse ts. (See "Thr ift-Institution Failures: Ca us es a nd Policy 
Issue s ," Research Working Pafler No. 117, Office of Pol i c y and Economic 

· R~search, Feder al Ho me Loan Bank Board.) Thus , it is likely that the cost 
of fu ture failures will fall in the te:n to fifteen p12 rcen t r a nge ra thec 
th.1n between five and t e n percent of a ssets. If interest rates stay low, 
the average cos t of a failure may likely fa ll a t the lower e nd of this 
range. Applying this cost r a nge to the FSLIC ' s exposure of $ 94 .9 billion 
yields a ;ough ~ost estimate of be tween $9.5 a nd $14.2 billion. 

The resource s avai lable to the FSLIC include their res erve fund 
(although listed at .just under $6 billion, its true si z e i s probabl y 
closer to $4 bill ion· when the t r ue present value of t he FSLIC' s f inancial 
.;orruni tments are t a ken i nto account) plus pre mium payments. Regular 
assessment.s amount to about $640 million a nd the special a ssessment of 
one-eighth of orre percent will bring in ~oughly $1 b illion. Thus, 
including inte r est 'income from its fund, the FSLIC shot1 l d have a 1985 
i ncome of just over" $2 bi 11 ion and a usabl e fund of roughly $4 bi 11 ion. 
It is clear that the ?Otential problems of the S&L indus tcy far e xceed the 
current r esource s of the FSLlC. 

It is also of inte rest to the FDIC to d etermine the direction in 
which the S&L indus try is going . Using simulations it i s possible to 
estimate this d i rection under various interest rate assumptions. 

In this section, t he capital dis tributio n of the S&L i n dus t cy, 
three years f rom now, is es tir;iated. To do thi s a model was const ruc ted 
•~:1ich t.2k t.: s th '.\ y•~ :.t r-·-end 1984 capital position o f each S&L and o~:-;1.:1 ·.-:-s 

that its 1934 i~orne l eve l, ne t of the impact of purcha se a ccounting, will 
cont inue ove r- the~ex t three years. Income, howeve r, is adjust~d in three 
ways. Fi rs t , ea~h S&L is ass umed t o grow a t the same r a te as it 
.; ;:i?.:: r ienced ove r the second half of 1984 (not compounde d and not to ~xceed 

20 pt:rcent per- year) . It was a ssumed S&Ls wi 11 earn 75 basi s l"X:> i n t s o n 
th is n~w 1noney. The lac k of compounding and the 20 p'2rc c: nt restriction 
Jo~s limit growth but this is probably not unrea sonable in light of recent 
c.ctions by the Bank Boa rd · to do just tha t. In addition, the benefi t from 
growth (assumed to be 75 b3sis po i nts} may be illusory if an .i nstitution 
yro\./ s rapidly. As growth rates increas e, spreads ca n be i:::-:pec ted to 
d.:cl i ne and a sset quality prnbl.:ms would 1 ike ly inc ri:: ase. s.~cond, the S&L 
b::1efits from t he rollov~ r of old assets. The •·~•)d r; l ,1 •;s c..;1;·;·~ s tha.t te:n 
; 1ercent of their ceal e s tate mortgage po r t f olio with in.:di1citi<?s i n e :.:cess 
of t ~n yea r s will roll over each year. The b~ nP. fi t f coin t. h 1s rollov12 e i s 
·:~lcu l ated as t he d if fer ence b1; tw.:en the r:u rc..::nt 1 i1u1:L .; . =.1j ~ L".3 te (a s s wned at 
14 vrcE":nt) a nd t he avera ge rate the i ndivi1iual S£,L is ;; ; i:i1in9 on th»se 
olJ mort<jage a!~ sets . Finally, the irr.f-oct of in t.":t-:;:.; t l-.:.i te c h,jng es i s 
<:,1lculated by construct ing matudty gaps. 

One fact o r: c oii.p l i ca ting the ,:; na l ysi s is th~ ability o f the l:'SLIC to 
'' ~ ;-: s s S&Ls an addi t ic)nal c.>1h1 · - ~ ighth of ·~·r:e !:?l? l"c;:: nt pn::m i um. The l'SLIC 
!:~s al ready ass essed S&Ls one-fou rt h of th is ;:;o tr, nti a l f' L": Hlit..:11'1 inc.:c~;~s e 
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foe the fics t quarter of 1985 es nd it a ppears l i kely it will do the s a me 
• for subsequent qua rters. This special assessment, if continue d, wil 1 

bring in roughly $1.0i b i llion in 1985, $1.17 billion in 1986 a nd $1.28 
bil lion in 1987. This would rep resent a sign ifica nt cost to the 
industL·y. From the stanc'lpoint o f a merg er of the insurance funds it is 
not clear whether this ~pecial assessment will be continued. In thi s 
light, this paper will list the results of separa te simulations assuming 
that the s~ecial assessment co~tinues and that this assess ment is stopped. 

Admi t tedly the assumptions made in t h is model are some\·1ha t crude. 
Many' factors which could alter future S&L income are not t a ken into 
consideration; ,for example, addi tional taxes and divide nd di sbursements 
were not factor:ed fn he analysis. Thes e are probably minor items fot:" 
many institutions given their abil i ty to carry l osses forward and the 
likely restrictions on dividend payments for p oorly capitali zed 
institutions in the event strict capital requireme nts ·are imposed . It is 
f~lt that the majo~ items were covered and that the ge net:"a l results of the 
11.odel a re val id. Overa 11, the model should eC"r in favor of the S&L 
industry. Note that t he s imulations listed below exclude thos e 
institutions li~ted in Table 2 as well as the 1985 failures . 

Tabl e 3 li s ts the results ·of the model a ssuming interest rates 
r c:main at 1984 l evels over the next three years. Under this ~ssu:npti on 
the year- end 1987 capital level of the industry i nc reases from its current 
l evel of $34 .l billion to $46.l billion .j.,f the special assess1r1.:-:nt is 
dis continue d or $42 .6 billion of it is 'continued, resulting in a 
c<:i_)i tal-to- asset ratio of 3.59 or 3.32 percent , respectively. Over the 
three year period assets would grow at a n annual rate of 10 . 3 percent 
{1984 growth rate for the _industr-y was 18.2 percent). Income, . as a 
i:"Hc~nt of· average as::;ets, would be 18 basi s point s in 1935, 36 b~sis 
j?Oints in 1936 and 50 b.::is is points in 1987 if t he specia l .3Ssessmt::·nt i s 
discontinued. Othe cwise, return o n ~ssets is estimated to be 8, 25, and 
40 basis po ints, n~sl_)ectively. Despite the improving inr. ome pictut:"e, and 
t he rE:moval o f the special assessm~nt , the m1inber of S&Ls with a ne-gative 
Ci'lpital pos ition i ncreases to 270 (total a ssets of $126. 3 billio n). Wi th 
lhe SLJecia l assessment, the number of S&Ls wi th nega ti ve capita l will 
i nc rease to 297 in 1987 (total a sset s of $135.l billion). 

As mentioned previously, however, short- term interest ra tes for 
1985 recently have average d roughly 200 bas is poi nts bel ow the 198 4 level s 
(foe the first five months of 1985, ave rage ra t es have been a bout 150 
basis points below 1984 l evels). Should t hese rate levels continue, l:he 
coadition of the S&L industry would be b.:tte r t·efl ect .:d by a~~suming 

intt:rest ra te dec reasC:s of betw8en 100 c.nd 200 basis point s . 

The 1r.odel was L 'm assuming an i nterest ra te d·~cn~ase of 100 b.::;sis 
~ •:lints over the avG rage 1984 level (old mort']:3ges ·..iere assumed to rol l 
·;·; .:- r to 13 percent 1-ather than 14 percent). 1'h.: 5e r?.su lts .ice list~d in 
~ib le 4. Total ca ~ital · increase s to $56.9 bil lion i f the special 
·,·;::.?ss;:-.ent i s d iscont inued or $ 53.4 b i llion oth.-: n,isP. , L·C!su H.i n g i n 
·· ..: ;..' lt:al-to -a~set rat ios of 4.43 und 4.1 6 p~L·c;;;.nt, r;?~u·~ r; tively. Inco:;ie , 
,_, -" ~·:rc<?n t of av~ rage c.~~se ts, wo uld be 47 l:asis r;.oi nts i n 1985, 71 bu. sis 
, ·..1 i :1ts in 1986 and 82 l:,as is [<Oint s in 1$87 if Lhe Sf11-:::ial -?. : •. >:::-:: :; ;:.-: nt is 



TABLE 3 : SIK ULATION RESULTS (YEAR-END 19 87 ) 
ASSUMING NO INTEREST RATE CHANGES 

Nu~her of Institutions CaEital ($Billions) 
Special Special Special Special 
As s ess ment As sessme nt As sessmen t As s essrr.e nt 
Discontinued Continued Discontinued Continued 

Less t han O % 270 297 $ -2 . 9 $- 3 . 3 

Between G i and 1 % 105 128 0.2 0.3 

Between 1 \ and 2 % 169 194 1.4 l. 7 

Between 2 % and 3 ~ 304 345 4 . 4 6.0 

&etween 3 % and 4 % 430 435 11. 7 10.9 

Between 4 i and 5 \ 396 410 6. 4 7 . 6 

Greater than 5 \ 139'< 1259 23.0 19.4 

'.i'Ota l 306 8 3068 $ 46 . l $4 2. 6 

NO'-"'E: I f the special assessment i s discontinued, then: 
1Y85 I ~co~e = $~ . 9 bil lion, 
1986 I nco~e = ~4. 0 bi l l ion, 
1987 Inco~e = 56 . 1 bi ~lion . 

If the special assessment is continued, then : 
19dS I ncome a $C.8 bi l l ion, 
j_9'Jf, Inco~e = $2 . 8 billion, 
19&7 Income = $4 . 9 bil lion. 

- .. . ··-~==----::!".'=--=----:-:'.'.'..'"':'.--::-""-1-~.-.. :--"':_:--._:,.--;,:=;;;- -···· ~ 

Assets ( $ Billions)· 
Special Special 
Assessme nt Asse ssmen t 
Discontinued Continued 

. . 
$ .12 6 . 3 $ 13 5. l 

41. 3 48.5 

84 .2 105 . 5 ~ 
~ 
([)(!) 

171.8 231 . 9 ~ 
I 

337.l 315 . 7 
t-"' 
w 

190. 4 '1 68. 4 

331. 8 277. B 

$128 2 . 9 $12 82 . 9 
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TABLE 4: SIMULA?ION RESULTS (YEAR-END 1987) 
ASSUMING A 100 BASIS POI NT INTEREST RATE DECREASE 

N~moer of Institutions CaEital ($ Billions) 
Special Special Spec ial 
Assessment Assessment Assessment 
Discontinued Continued Discontinued 

Less th an 0 % 18 5 207 $-1. 8 

Between 0 % and 1 % 79 89 0.4 

Between l % and 2 % 10 9 126 0.7 

Between 2 % ·and 3 % 190 236 2.4 

Between 3 % and 4 % 321 340 9 . 1 

Be tweer. 4 % and 5 % 417 432 13. 5 

Greater than 5 i · 1767 16 36 32 . 5 

Total J068 3068 $56.9 

NOTE : If the special assessment is ai scontinued, then : 
19 65 lncome = $4. 8 bi llion, 
198 6 Income a SS.0 bil lion, 
1987 Income = $1G . O billion . 

If the special assessment is continued, then : 
~985 ;nco~e = $3.7 bi llion, 
198 6 Incor.1e 
198 7 :i:ncome = 

$6. 8 bill ion, 
$8 . 7 billion. 

Special 
Assessmen t 
Continued 

$-2. 0 

0 . 4 

o.e 

3.1 

10.4 

12. 2 

28.4 

$5 3.4 

Asset s ($ Billions) 
. Special Special 

Assessment · Assessment 
Discontinued : Continued 

$64 . 4 .. $74. 5 

60. 0 63 . 2 

46 .4 53 .7 

98 . 2 123 . 4 

255.4 294.9 

304. 4· 277 . 2 

454. 2 395.9 

$1 202.9 $1282 .9 
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discont inued. Otherwise, return on assets i s es timated to be 37, 61, and 
71 bas is points, r esp2ctively. It is therefore poss i b l e that by 198 7 S&Ls 
as a whole wi l l equa l the i r 1978 income l evel of 82 basis poi nts. Withou t 
the speci al assessme:nt, 185 ins t itution s would have a ne:gat i ve capi tal 
pos iti on ( tota l assets of $64 .4 billion). Wi th the special assessment , 
this number jumps to 207 (total assets of $ 74.5 billion) . 

J>.ssuming an inter-est rate decrease of 200 b'3sis points over the 
average 1984 l evel (old mortgages are assumed to roll ove r to 12 percent) 
a nd no s pecial assessment the capital level o f the industry increases to 
$67 : 7 billion by year-end 1987 for a cap .i,..tal ratio of 5.27 · percent, 
otherwise capital is estimated at $64.l billion for a capital ratio of 
5.00 per-cent (Table 5). Without the special assessment income, as a 
percent of average assets, would be 76 bas i s points in 1985, 107 basis 
points in . 1986 and 113 basis points in 1987. The r espec tive numbers under 
the assumI?tion of a continuation of the specia l assessmt:nt are 65, 96, and 
103 basis poi nts . . Without the SJ;lecial assessme nt , 118 institutions would 
have a negative capital position in 1987 (total asse t s of $30.0 billion). 
Gr.ht!rwise , the number would be 135 (total assets of $34.3 billion). 

Should r-ates rEmain at average 1985 leve ls , or even go a bit lowe r, 
the 1987 condi ti on of the S&L industry would probably fall som~where 
between that p r esented i n Tables 4 and 5. Although, for t h e industi-y. as a 
whole, income and capital lev e ls improve signi ficantly, the n~er o f 
insolvent institutions actually increases. There appP.ar-s to be a thin l y 
capitali z ed, pooc-earning segment of the current indust ry 1-ihich will not 
be aided enough by the current low . intecest rates to bui 1 d up thei c 
capi tal P•)Si tions . 

On the l ess optimistic side, there is ;dso a rea:c:onable ch:.nce th..,t 
~ates wil~ increase above 1984 levels. Tabl e 6 lists the results of just 
a 100 b,:isis point interest rate inc.rease (old mortsag-:s 1-iere ?.Ssluned to 
roll oveC' to 15 percant). Under these ass1..:.mptions i ndustry c:.::pital '-'JOuld 
be $35.3 bil lion in 1987 resulting in a c"1pi.tal ra tio of 2. 75 pr:rcr:nt if 
the S.j?<:cia l ass2ss1:i·::nt is discontinued. (-lit h t he <3.S!>C:ssmc::nt, total 
r,,,pital would be $31.S billion for- a cc.pital ratio of 2.48 peccent. 
Without t he spec ial J.ssess;nent income, as. a l?t:rcen t of average assets, 
would be -1 0 basis points in 1985, 0 basis points in 1936 and 18 basis 
poi nts in 1987. In contrast, income ·,,ould be -21, - 11, c.nd 8 basis points 
with the special ,'\ssess;nent. The nu:nber of inso lvt:nt institutions 
i ncL·e.:ises t o 381 ($166. 0 bill ion in assets) without the a!lSP.~smc:n t ,1nd t o 
426 ($180.8 bill i o n in as:;2t s) with t he · a ssr:s5iiw:nt. Clr;:,dy t he 0vet"all 
health of t he i ndustry is depP.ndent on inte res t r;:it~s not going much 
beyond 1984 levels. 

The r esul ts uf th..:s e simul.~t ions, for the r;.ost ~:~;ct, do ;~ot include 
considarat i ons fo r asset quality pL-obleins. M3 r~1)t·?d ·!~1rl i.;r, th.;:re ac .: 
cu1::-- r ently a signi f ic,;nt m:11iber of S&Ls which s how si•ji~s of s·.ib~lant ial 
asset probl ems . To a certain extent asset yuality troubl.:! s aL·e a r12:;ult 
of r apid growth. Since these simulat ions do a llow far fairly r2pid 
•j(Owth, it is likely that some of this gn>wth will t ucn into prvbl··:in 
:·ssets. This fact cannot ~:.e mea:;ured and the e~:tent to -..ihit:h ·:ir::nL2r 
asset <~i..;a lity peobltrns will op}?e<'tr in the S&L i ndu!:;t ry over th~ n<::<t llH ·:e 



TAB~E 5: S IMuLAT ION RESU LTS (YEAR-END 1 9 8 7) 
ASSUMI NG A 20 0 BAS I S POI NT INTEREST RA~E DECR EAS E 

Numbe r of I~stitutions ca e i tal ( $ Bil l i o ns) Asset s ($ Bi llions) 
Spe cia 1 Spec i a l Spe cia l Special Special Speci a l 
Asses s men t As s essme nt As s e ssment As ses s ment Asse ssmen t As ses sment 
Discont i nued Corl tinu ed Disc ontinued Continued Dis.continued Cont i nued 

Les s tna n 0 i 118 13 5 $-1. 4 $-1. 5 S 3G;Q' $34 .3 

Between 0 % and .l % 63 7 2 0. 2 0 . 2 30.l 3 9. 4 

Between 1 \ a nd 2 % 7 9 85 o. s o. s 3 3 . 1 31. 0 

Betwe en 2 % and 3 % 1 2 9 14 5 2. 6 3.3 99 .4 129 . 3 

Between 3 % and 4 % 2 22 262 4. 3 5.7 1 24 .1 1 5 7.9 

Between 4 % and 5 % 331 3 4 7 15 . 5 15 . 4 340 .4 33 9 . 4 
~ 

Great er t ha n 5 % 21 26 202 2 4 6. 0 40. 6 6 25 .9 551. 5 

?ot a::. 30 68 3G 68 $ 67. 7 $64. 1 $12 8 2 . 9 S l282 . 9 

t\O'?E; If the s peci a l ass~ssment is d i scon t inu ed, then: 
1985 inc ome = $7 . 7 billion , 
196 6 Inco~e = Sl2 .0 b il l i on , 
1987 Income = $13. 9 billion . 

If the s peci a l a sse s s ment i s c ontinued, t hen: 
19t3~ :;: ncorn e = $6 . 6 billion , 
i ~G G ;ncome = ~ l0. 8 bil l ion , 
19&7 ~ ncorn e = $12. 6 b il l io n . 
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~ 

~ 
·~ ([)CD ,..... __,, 

"'=ti> 
I 

.. · . 

.,-··-
I •' "'I '"""' ... .._ .. .. -
! . :; ,, __ 
....,..,-< 
':'.··· · . -.. " 
,,,,-r~ 

(1:) 

. . ..... ,...,, ••• • : •.6 ....... ............. _ ..... _ 



TAB~E 6; SIMULA7ION RESULTS (YEAR-END 1987) 
ASSUMING A 100 BASIS POIN7 INTEREST RATE INCREASE 

Number of Institutions CaEital ($ Bi llions) Assets ($ Bil lions) 
Special Spec ial Spec ial Special Special Special 
Ass essment Assessment As sessment As s essmen t Assess men t .Assess ment 
Discontinue d Contir,ued Discontinued Continued Discontinued Continued 

Les s tha n 0 i 381 426 $ - 4 . 7 $-5 . 2 $ 166 •. o, $ 180.8 

Between 0 i and l % 173 193 0.4 o.s 63.1 81. 7 

Betwe en l % a nd 2 % 27 2 31 2 2. 6 2 . 7 169.4 182. 6 

Between 2 · i and 3 % 406 457 6 . 2 8 . 3 246 . 9 326 .4 

Between 3 % and 4 % 426 403 . 9.4 7 . 0 274 . 1 199 . 3 

Between 4 % and 5 % 378 338 6 . 5 5. 3 147.2 120.8 
, ~ 

Greater than 5 % 1 03 2 939 15 . 0 13 . 2 216. 3 191. 2 

·rotc.l 3068 30 68 $3 5. 3 $31. 8 $1282 . 9 $1282.9 

N07E : If the special assessment is discontint,;ed, then: 
1905 Income = $ - 1 . l b i llion , 
1986 Income = $ 0.0 billion, 
1987 Income = $ 2 . 3 bill i on. 

If th e special a s sessment is cont inued , t hen: 
19&5 Income= $-2.l bill ion, 
190 6 lncome = $-1 .2 bil lion, 
l~b7 :n come = $ 1 . 0 bil l ion. 
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years cannot be detenoin~d with any degree of accuracy. It would be sa fe 
to assume , however, that asse t quality will remain an issue foi- S&Ls for 
some t irne to come. Thus, the results presented in Ta bl es 3 through 6 
should be consi dered an underestimate of the total problems facing the 
industry. 

This section estimates the impact of thr i ft l osses on a joint 
FDIC/FSLIC in'sui-ance fund; that is, undei: various scenai-ios, what would a 
joint fund look like three years after a mergei-? To .a certain extent 
estimations are maqe difficult because expenditures are often made at the 
disci-etion of :the .insurance agency. This seems pacticularly to be the 
case with thrift failu res . Previous parts of this paper have noted tha t 
genera lly . i nso l vent S&Ls hol d asse t s of $33.6 bi l lion. In addi tion, 
significant credit qua-lity problems l ikely are present in instituti ons 
holdi ng an additional $61.. 3 billion. It would be um·ealistic to assume 
the FDIC would want to address the probl ems of all of these insti tutions 
irr~ediately, rathe r they woul d be handleq over time. For the purpo se s of 
this section, it is assumed that the FDIC elects to ha ndle twenty l_)ercent 
of the existing S&L problems pee year. Problem institutions are def i ned 
to include the curre.ntly insol vent S&Ls (assets of $33.6 billion), those 
with significant credit problems {$61. 3 bi l 1 ion) and those which a re 
projected to become insolvent in the future . The size of this later 
category is a functi on of the level of interest rates assumed and wil 1 
reflect the insolvency level s listed in Tab les 3 through 6 . 

Two scenarios will be calculated. The optimistic scenacio assumes 
that interest rates remain at current levels and, thcee yeai-s fcom now, 
the S&L industcy will be some 'fJhere between what is de&ict12d in Tables 4 
and 5 . The pessimistic scenario assumes cates at 1931 l t: v2ls, or sl i<;Jhtly 
higher, with the industcy looking something like thdt pre::;ented in T~ bl12s 
3 a nd 6. 

Fu1·ther as sumptions a re as follows: 

1. The FDI C starts with a fW1d of $18 billion and the }'SLIC with a 
fund of $4 billion. Over the next thcee y ea•s the FDIC wi 11 
spend as much as it did in 1984 to handle commerc ial bank and 
MSB failui-e s. Thus, revenues to handle S&L problems will 
consist of interest income and add itional premiums fro:n d r~l:,os it 

gi-owth. Bank rebates are calculated as if the f unds hdd be"=: n 
kept sepa1·ate (so that S&L expenses are not taken into 
account) . FSLIC . income amounts to pr(:roium income of $640 
million plus additiona l pcemium income on deJ?os it groHth. The 
result s of the simulations ace listed both with and without the 
imposit ion of the s pecial pr.?mium of one-eighth of one p2L·c,,nt. 
Inte1·es t incoille from the f und varies dep<!nding on the inte:c2 :;; t 
rate scc:na cio. For the op timistic sc<::nacio, the ;,verage r etut·n 
on the fund is asstun..:d to be 11.0 l_)•? rci;:nt in the year_ foll r"J· . .,in•J 
the menJe r, 10.5 pe rci::nt dudng Lhe second 'j~ac .~ nd 10.0 2·.: r c.:nt 
ducing the third i'ea r. Und.;.C' th.: t?.:::;:3imi ~tic sc,~nario, tb.::.; ~ 

respective catc-s ace 11.0, 11.S ,;.ud 12.0 i?t!rc•:nt. 
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2. Both the S&L and the c o mme rc ial bank indus try grow at roughly 
ten percent pe r year . 

3 . An S&L failure will cost roug hly t e n pe rcent of assets. 

The results of the s cenar ios as s uming a disconti nua tion of the 
specified assessment are listed i n Table 7 . Unde r t h e o~t imi stic scenario 
the number · of p roblem S&L a ssets handl ed in eac h s ucc es sive y ea r 
dec l ines . The insurance fund continues to grow . but at a ra te s lowe r tha n 
of the de po·si t growth of insured ins ti tu t ions. The f und- to-insured­
deposi ts ratio, which begi ns at 1.01 pe rcent immediate ly after the merge r 
( i t i s cur r ently 1. 23 p e rcent}, drops to 0.92 p erce nt after three yea rs. 

With the pessimi s tic s cena rio the quantity of problem S&L asse ts 
ha ndled inc reas .e s e ach s uccessive yea r. The insu rance f und would st.i 11 
grow in an absolut e sens e and would r~ach a fund-to-ins ured- depos its ra t io 
of 0. 88 percent afte r th cee yea r s. Even through t he join t f und 's income 
\./Ou l d be assisted by a higher level of inteL·est inc ome, t h e si ze o f t h e 
fund at the end of year t hree rt::ma ins lowe r t han in the opt i mis ti c 
scena rio, r e fl ec ting a la r ge r- number of insolvencies. It i s likely tha t 
the f und-to-ass et ratio would conti nue to de teriorate f or s e ver-al moce 
yea rs but eventua ll y rebound as the problem S&Ls dimi ni s h. 

Co ntinuation of the .~_£~~1 As s e s smen t 

Continuation o f the s pecial asse ssment would have a sign ifi can t 
bene fi cial impact o n a joint fund (Tab le 8) . Unde r the o~t i m.i~tic 

s cQ na r.i o the j oi nt f und ;;ould g row frnm $22. 0 billion a t t he b •?9 inn ir.g t o 
$30. 5 billion after three yea rs {a 39 percent inCL·e a s e}. Thi s gL·owt h rate 
exceeds de pos i t g r owth and wi l l· r esul t in a modes t i nc rease i n the 
fund·-to- t ota l-deposi t ratio beginning a t y e a r two. 

The pe s s i mi s tic scenario al so s how s si gnificant fund growth , f rom 
$22.0 b ill ion to $ 29.3 bi ll .ion (33 per~ent} . Thi s growth i s suffici e nt t o 
k er::p the fund -to-ins ured - de pos it rat io r oughl y cons tan t (a t l . 00 percen t ) 
over t he three years of the simula tion. 

The simu lat i ons which a s sume a c oni: inua t ion of the spc-ci al 
a ssessment do s how a si•.F ificantly health i er f und than wou l d b e the c .:i. :3 e 
without t he a ssessment. The cos t of the i n c: r-ea st:d asses ~irii?nt, how.~vo::c, 
c omes i n te r;ns of rE:duc ed income to the industry whi c h is ce f l.;;c t .::d i n 
l ower c apita l leve ls and an i nc r eased number of f ailure s . Und~ r the 
optimi s tic s c Qna rio the FDIC woul d ha nd l e S900 mi llion ;r,oL-e in fctil .: <i S&L 
ass •~ts over a t hree year pe ri od a nd wou ld be le f t with $5 bi ll ion !"c<:H·e in 
;: 11L· ,~~:.olved a sse ts th.;n if the s pecial p l·e:miwn hn d b.::,·,n d i s .:1.m t: i r,1:-·:c:l. 

Und·?C' the pE:ss imi s tic scenario the r e s p~ct ive nw:ib•~ i·s ~1 oul d be $ 2 . 3 
bi l lion and $9.0 b i llion. 
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TABLE 7: SI MULATION RESULTS OF J'HRIFT LOSSES 
ON A COMBINED FUND, SPECIAL J>.SSESSMENT . Dl SCONT I NUED 

. ··· ·- · -- - -- --· - -- --- - - - - --· - ··- - ·- · ·- - ·---·· -- ---- -- · ... ___ - -- --- ---...... .. _ 
Problem 

S~L Assets Cost of S&L Insur ance Insured Insured~ 
Handled Prob1 ems Fund Depos its Deposit · 

Total Fund-to -

_ __ 'fe_<? f ___ J$._!!_i_Ui.o~_s_._)_..._($_,___B_i_l __ l _i _on_s"'--}- ( ~ Bi 11 ion§_) _..{1__1l_i_l_lion_~)_3a t ia_· _· _ 

Optimist ic Scena ri o: 

Star-t -- $22.0 $2, 187 l. 0 1% 

1 $19.0 $1. 9 23.3 2 ,41 6 0. 96 

2 1i.2 l. 7 25.0 2,6 59 0. 94 
3 16. 0. 1. 6 26.9 2, 91 8 0 . 92 

Pessimisti c ---- Scenari o: 

S ta rt 22.0 $2,187 l. 01 % 

l $19.0 $1. 9. 23 . 3 2,416 0. 96 

2 2:3 . 8 2.4 24.5 2, 65 9 

3 27.6 2 . 8 2,918 0. 88 
·· --···· ·-···-- -·· ----· - · · -··-··-- -··-~------

·-- -·--·---·- - - --- ·- --··· . ·· ··· ·---
NOTE: Sin.; e only b :r,nty pe rcent o f existing S&L i n solv e:nc i e s .1 t·e 

ha ndled per year-, some of the p robl em S&L cases will st ill be unr2so l·1ed 
by t he end of year th r ee. Under the opt imistic scenario the FDIC i s left 
with $73 billion in f< rnblem S&L asset s ye t to ha ndle. after yea r t h ri=e. 
This m.unbe c und er t he pessimi st ic s cena rio is $ 154 billion. 
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TABLE 8: SIMUL.O.TION RESULTS OF 'fHRH'T LOSSES 
ON 'A COMBINED FUND, SPECIAL 'ASSESSMENT CONTI NUBD 

Probl em Total Fund- to-
S&L As~ets Cost of S&L Insurance I nsured Insured-
Handled Problems Fund Deposits Depos it 

·-- -· _1~_£ __ J..i_}~~-1J_ion~( $ Bi 11 ions} ($ Billions} _.il_!>j_!_l)£1""!.s_) __ Raq_o _ _ 

C?I?~ im_i_s_tic ... ~~~r.'~-r:-~ _g: 

Sta ct $22.0 $2,187 1. 01% 

1 $19.0 $1. 9 24.3 2,416 l. 01 

2 17.6 l.8 27. 2 2,659 l. 02 

3 16.5 l. 7 30 .5 2,918 1. 05 

Pessimistic Sce:nario: 

Start 22.0 $2,187 1.01% 

1 $19.0 $1.9 .24.3 2,416 1. 01 

2 24 •. 6 2.5 26.7 2,659 1. 00 

3 29.l 2.9 29.3 2,918 l. 00 

- - ··-~·--- ·-· .. -·- -·----- - -·· ·---··- ---·- ···-----:----·-·--·---· -------- .... -..... -- --···· - - ·· - ·- ___ .... _ 

NOTE: Since only twenty p~ccent of existing S&L ir.~olv;:nc iP.s ace 
h<'i ndl~d pee year, s ome of · the prob lem S&L cases will still be unc<>so lvad 
by the end of year three. Under the optimistic sr::enario the f'DI C is left 
with $78 bill ion i n problem S&L as:;ats yet to handle aftar year th n::e. 
Th is nwnber under the pessimis tic scenacio is $163 billion. 
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Conclusi on 
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The results of these simu] at ions y i eld several c onclusions. Fi r st, 
the future condition of the S&L industry ls heavily depr: ndent upon t he . 
l e vel of future interest rates. Even r ate increas~s to l evels only 
rnooestly highe r than 1984 levels will ~ause s eve re problems for the 
industry . Second, undar relatively favocable condi t ions (Tables 4 a nd 5} 
the number of insolvent institutions inc1·eases beyond the yeac- .rnd 1984 
number of 103. This would indicate that the S&L problem will not just "go 
a·..iay" and that temporary solutions that mt:rely mask the problem are not 
s ·uffi cient. If we· wait three years the as s ets held by insolvent S&Ls 
( excluding those S&Ls listed in Table 2} probably will be in the $30 to 
$75 bi~lion range a s swning interest rates remain at current l .:vels. 
Disposition of these S&Ls would likely cost be tween $3.0 and $11.0 
billion. This, of course, does not include po t ential costs as:;ociate-d 
with the disposal of the better cap italiz8d institutions which have cr~d it 
problems. 

It is a lso safe to conclude that the potential risk to the FDIC from 
acquiring the responsibilities of the FSLIC could be staggering . If, over 
the next 3 years, interest rates average 100 basis points higher than . in 
1984, the FDIC could be faced with· insolvent institutions with assets 

_tot al ing $165 to $180 b i llion {Table 6}. The potential cost here could be 
$16.S to $27 billion. Such large costs would have to be sp r ead over' a 
long period of time . But even then these losses would stunt the growth of 
the insurance fund over the next 10 to 20 yea rs diminishing our 
fund-to-ins~red-deposit r a tio and forcing commercial banks to pay for the 
ai least s ane of the S&L problem. 
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IMPLIC!>.T IONS FOR THE DIVIS ION OF BP.NI< SUP!-~RVISION 
- ··---·~ .... --··-- ·- --- -··---· ----· . . - --

Introduction -·-·--··--- -·--

This section identifies c;nd briefl y d i~cusses some of the major 
operational problems likely to confront the Division of Bank Supervi sion . 
This a nalysis is based on S&L indus try. financial data gathered from 
various public sources, and on our overall impr~ss ion of the FHLBB 
exa~iner's ability to support a combined supervisory program. 

Admifte'dly the information is somewhat sketchy. However, the 
available evidence 'overwhelmingly supports the conclusion that DBS could 
not undertake · the additional burden of monitoring 3,100 S&Ls without 
seriously. jeopardizing the integrity of our p resent examination program. 
Moreover, if the examinati_on burden we _ce assumed by DBS, an extraord i nary 
amount of stress a·nd strain · would be p laced on a fi eld staff that ah·e~dy 
is saddled with an un p receden ted ntm1ber of probl ~m and failing banks. 

The overall unstable condition of the S&L indus try ste~ning from a 
severe 
evidence 
problems 

. than can 

asset/liability mismatch has been well-pub licized. But new 
is beginning to surface that suggests that the indust ry's 

are far moC'e sedous than originally thought a nd fai- more serious 
be determined by i-eviewing available public information . 

Compounding the interest rate dsk pcoblern is an e me rging ass2t 
qual ity problem. Over t he past y ear several large S&Ls have failed 
primarily due to asset quality probl ems . This is a new phe nomenon for 
S&Ls. Undoubtedly the ocigins of this problem began with the df?c is.i o n by 
so,;ie S&Ls to b·y to gcow out of their inte rest rate c.isk p robli:::m . 
. l\ppacently that decision led to th~ extension o f a large volume of high 
yield.' high risk loC'lnS which are now beginni ng to go sour. .Although the 
,wailable information is incomplete, we have identified a mur.bt.?c- of S&Ls 
showing signs of r.~pid gi·owth while <mother gcoup ha s hi<]h delinque ncy 
ratios . Hi storically, i nsti tutions wi th these charactedstics have be.;:n 
found to have ·maj oc a s::>et qual i ty probl ems. 

The full e:<tent of the a sset quali ty problem cannot be det-211nined 
without fur-the r data. It is unlikely, hoHevE: r, tha t even the FliLBB is 
fully aware of the probl<:m because WJtil recentl y FHLBB e:·:2m i n~l·s did not 
peL·fo nn ;my c redit analysis dur ing an onsite e x,:,minat ion. C0rnbin.i11g this 
unknown credit cis k j,)L""Oblem with the we ll-ki10wn intel·est rate c isk p roblem· 
n!sults in a ve r:y bl t~ak pict ure indeed for the S&L i ndust ry. 

I f the i nsur2nc e fund s wece mt: rged, the FDIC ·...iould ~ udc,;nly be 
i:2 :-..pv:1s ible f o r an aJdi tional 3,100 institut i ons with ,ls :::ets to t aling 
L"Ot.il)hly $1 trillion :; 1.12pc)r t2d by nP. t ;.;octh of only $34 hi 1 l inn, ;;,ost of 
which is int.:;.ngible. AS insui-<:r,· the FD IC ..-ould .insis t on the right to 
examine any S&L at .1ny time. In. the p,1s t Hh F.n the FDIC pcovi d•?d insii r.• nc:e 
to a L=icge gnwp of institutions, it h.:>.s •::dde a con.-:ect ,;d · <::ffoct to 
e:-:amine them as qu i 'ckly as pos3ible to c;:, tt; cili ne the £:.Oi:f::it i-11 -~:·:?osure l o 
the fund. Pel' fo rming s uch ent r y e:-:.:mi:-.1tions :. oulc b~ ~·:·:·n :,.ore 1~i:- iti .. :.~ l 

in thi s situation bt:c;:;u.se of the obvious i?Otential risk to the fond. 
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ThP.re is no doubt that the 3,100 S&Ls would irr.mediately become the FDIC's 
numher one problem a nd that estimating the true potential exposure to the 
fond would be our f irst priority. 

The potential impact to the DBS examinat i on prog r~m wou l d be, in a 
word, ovarwhelming. The problem is compounded because . un like the Fed or 
the OCC, t he FHLBB examine rs genera 11 y do not have the experience to 
perform the type of exami nation needed to de'Jelop a r ea li s tic estimate of 
the credit quality exposure to the · ins ura nce fund. This is not to impugn 
the abilities of t he FHLBB; it is merely stating the reality of the 
situation. 

In the pa st, FHLBB examinations have emphasized proper 
documentation of mor-tgages and compliance with la·ws . and regulations. 
Until recently, most S&Ls invested primar ily in sing le f a mily re~ l estate 
mortgages. Now t hey have authority to invest in a rnuch . b 1.-0.=\ d e i:- range of 
i nves !'. rnents. Mri ny S&Ls have become ver:y agg r essive in seeking highe r 
yie lding jnvestments particularly i n the ·cor.!lTlercial rc<!l esti'lt e fi eld. 
Unfortunately, due to their inexperi ence in the credit qua lity area, it 
has been difficult for E.'.'!nk Board examiners to properly evaluate cr~dit 

risk. Although it is likely that training programs are under way to 
remedy this pr.oblein, the result is that prioc- exami na t ion reports are 
prob~bly of little value to the FDIC in evaluating asset qua lity risk oi:­
iri determining a prope c O.MEL r ating. Thus, even i f the assumption is 
made that the FHLBB will remain the pr i mary regulato r f o r t he indust r y, in 
rea lity t he burden of examining S&Ls to determine the potent i a 1 e xposure 
to the fund would l i kely fall on the FDIC. 

A~StLrning very little help from the FHLBB (over the shor-t run), DBS 
will have to p rovide the field staff to perform wha tever type of 
examination is necessar:y to estima te the extent of credit quality 
problems. Any s uch comm itment would come at a pac-ticuJa rly difficult time 
for the Divi sion. At the pr-esent t ime OBS barel y has enough field 
examiners to compl y with its own e:<amination requ irements as outlined in 
G~ 1. Our ent .i re fie ld s t aff encompass es 1,377 pe rson yea r s. Of tha t 
total, 464 person yea rs a re used to examine 4- and S~rat ed institutions. 
An additional 490 person years are being used to examine 3--rated 
institutions. Details to the Liquidat ion Division r equ ire 191 person 
years but projectio ns call for that numhe r to increase to appro:<irn.~tely 
290-person years ove .c the course of 1985. This leavP.s 232 ( 131 if the 
higher Liquidation projection is us ed ) person years cucrcn tly engag~d in 
the e:-:amination of 1- and 2·-rated inst itutions, the I:'DIC/CX:C Cooper<\tive 
Ezami nati.on Pcogcam (large banks), and a ll ot.hec fiE>ld t? :·: ,imina tion rf'!l<'lt ed 
activities. Eve n t his t otal is somewhat inflat ed b··,c."iuse it do~s not 
accoun t for anticipated sick or annua l lea,1e in a l l c ,'lt: <::gori e s . 

Given all unk!iowns, it is ~xtreme ly di ff icult to proj t?.c t the r.l..!.'1-.b~r 
Of S&T,s th.:3t would 1."P•]Uire e;c>mir.a.ti0ns "'erely to l?Sti;;..3te the true 
exnosure to the fund . It is likely th~t the FDIC :r •. 3y find i t di::siri3ble to 
lo~k at those SM,s with c2pit-3l r a tios of 1~ss t':a.n f ive pcrr;~nt (coine 
2,000 institutior.s ). The scope of such :-in i:.:·:.:::"!li; . .;ti 0n 01·o·F·:'m i~ ;~1:co 
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d i ff·icu lt to proj ect , but ·clearly a c i:edit examination would be a mi nimum 
r equi rement for t hose S&Ls wi th expanding co1runi:: rc)al real e state and 
comrnel:'ci a l loan poctfo lios. If the info r ma tion a vail abl e from the FHLBB 
is no t adequate to accurat ely p r o j e c t the potential i:)teres t rate r isk in 
~~n S&L, i t may be necessar y t o expand the scope of the e xa minat ion to 
ga t her this info r mation·. Furt hermore , the r ecent large l osses s uffere d by 
many S&Ls a s a re s ult of the f ailure of s everal Goverrnn~nt s ecuriti e s 
dealers is an indication t ha t the secur it i es pot·tfol io rr.ay need t o be 
r e viewed c losely as we ll. There als o may be othe r areas tha t need c lose 
sc ru tiny. 

Ga thering t he n i::ce ssary field staff t o e ven begin a c r e d it review 
of 2 ,000 i nst1tut ions would r equire a virtua l suspension of ma ny nonme mber 
bank examina t ions . Obvious ly, t he 232 pe cson ye ars used t o exami ne 1- and 
2·-rated inst .i tut ions would be s wi tched to t he S&Ls. It may even be 
poss ible t o shi f t some o r al 1 of the 490 pe rson years c u rrantly exami ning 
3·-rated inst itutions to the S&L e xaminat ion program . But e ven th i s total 
would be £ma l l in r el at ion to the examinat i on p rog ram. Fu1·the rmor-e, wi t h 
the suspension o f 3·- ra ted examinat ions, the FDIC wo uld ai:guably be 
e lim inati ng the most i mpor tan t e :~am inat .ion in te nns o f a tti:mpt ing to 
prevent banks wit h rela t ive ly small piob l ems f •om becoming banks wi t h very 
s erious problems. 

Li qu i dat i o n Detail s 

AS previously mentio ned, DBS is cur r ently supporting the 
Liquidat ion Divisi on with 191 person years . Tha t number i s expecte d to 
inci:ease in 1985 even though Liquidation has been hi r i ng a growing number 
of pe1·manent and t empora ry ::; taff. If the f unds are me1 ged, d emands on the 
Li r~ui dation Division wi 11 undoubtedly inc rea s e as S&Ls conti nue to fa i 1. 
;-ihile we cannot accura t e l y p C" edict the mu.1be r t ha t will fa il , it is safe 
t o zay that the nwnbe r will be significant . This would, of course, mean 
tha t DBS would be aske d to provide' e ven ino C"e s upport to the Liquida tion 
Di v i sio n . 

Merging t~e f und s and the subsesuent disruption of the e:{ami nat ion 
p rngram would pbc:e a burden on the FDIC' s o ffsi te moni toeing sys t em. 
That sys t F.m has b ·:::en e :.::t <:ns iv2 ly t·ede signed ove C" the pas t year .:;. nd the 
chang.:s are s t il l no t fully iml:'>le-m2n t ed. At least one to t wo years of 
operatio n ·,..ould he r •?qui i:·.:: d to te :; t t he overall effect iv~ness o f t he 
syst<>m. Ho·..;e::vec , if DBS is th 1·ust into the s ituation .,.here it :11ust d ive ct 
r esources to t he SSL i ndus t ry, v fr t ua lly all r espons ibility f o r det2cting 
2merging pi:obl ~ :ns in the bunking indus t ry ·,;oul d be p laced o n a n un tc- s t ed 
:r1oni t oeing :..yst e::m . 

the 
the 

In 
FHLBB 
FDIC, 

the lon<Jt-=L· t:.~r;n the i 1ri1?licntions ..1l"E:! a l s o s )']ni fica1)t. E·v·en if 
r etai ns pL· i;11:~ ry r.::9ulatory re~iponsi bil .ity fo(" t he SO:.L indust ry, 

,"< s ins uc ::r, '1vttld h.:ive t o de·;~l u['.> on offs it e 1;,0nit ocing sy ::> t<:in 
Infol-;:i.:d c.1iscu:-:s i o ns with F'l!Li38 ;, l dff indi c .1t e that the Eank 

Board does ;)ot h~'.ve a sc:·:;>hi~ti cr.t t-::d ::,yst .:m u lhe c t h;;n a s imp le mod~l 

d~si •j n~d to t.Jke into ·3 •:coun t interest r a t e ri :;!< 1Jr1ich (JL'Oj c-•.: t s ·..ih ~ n An 

foe S&Ls . 
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S&L will ha ve zero n e t worth. Thus, the FDIC would have to help design a 
sys tem and col lect t he necessary data for a n effective mon i to ring system . 

Wh i le we do no t present ly have accurate Qst imates on the nwnber of 
problem S&Ls, it is safe to say that by FDIC standards the total could 
easily reach 2 ,000. Here again, eve n with the FHLBB as the primary 
regulator, the · FDIC wou l d be required to maintai n a grnup of revi ew 
examiners to monitor the condit ion of these · inst itutions. This would 
require a fairly l arge increase in ~ taff at both the Regional and 
Washington Offi~e le~el. 

Tra i ni~ 

There can be no quest ion that an e ffective t raining program wil l be 
n ecessary to train examiners from both agencies conce rning the activities 
o f t he S&L industry. Most FDIC e:xaminers are not e:·:peri.:nced at thri ft 
e:<.:nninations (though m~ny a r e, due to our superv.ision of the savings bank 
industcy) , a nd it i s fel t that FHL8B e:.;c.miners need mo re expiH ience in the 
ci·edit gua lity area. A major resout'ce commitment will be necessary, but 
it is unclear when the bulk of the training could take place. In the 
sho~t cun examiners may not be ~vailable to act a s instructors and we may 
no t ha ve the time to conduct extensive training progr.:;ms fo r OU C" 

a x.;,.1ni ne r-s . Therefore, it is likely that mos t organi zed tra in ing will take 
place over the long te rm after the initial seri es of S&L examinations a re 
completed. 

The above d i scussion h-3s con<;entcated pr ima i·i ly on the shor t ·· te nn 
immediate problems faci ng DBS if the funds we re merged. Thera are, of 
course , numerous other lon9er tt!rm ,h];nin.istra tive .:>nd pol icy r.:oncerns that 
would have to be worked out. We have touchea on some longe r te:rm issues 
C L~·, o ffs ite monito L·ing and ti·ainin9) 'but there a re a few others tha t 
deserve mentioning. 

o E:~pandad informa t i on s yst .2ms will have to be deve loped to coll.act more 
de tailed structur al info r mat ion and S&L company informat ion for ana lysis 
pu1·poses. 

o Pl:'ocedures foL' cooi·dir~at ing cegulatory and super,1isocy a ct ion betwe en 
F'DlC .3.nd FiiLBB Washinyton and ~agional Offices will be neces sary. 

o Standa rdi z~d r -=.-yu leitocy .1nd supeL·visocy pol icie:s will ha·1e to be 
d~veloped .;; .id iiL1pl .:;1., ,~ n l:-: t.i 0ver a phase-i.n ··[?~t·iod. 

o Specialty e:<am i 1 ~,lt ion. pt·ograms will l':c::.ve to b e de!•Jelo1:>;2d i n are~s l i:.:.e 
i::DP wh.::r~ f HLBB 2:·::, ;n in·~ rs h.=ve l i1nit<?d ·~ :·::_:,~ri ::: nce . 

o The FD IC will h.w e _to 1:h>.3l wi th a p·:it:,ntially 
·~:·: .:·. <'ilin.;-rs ;-1il l be c,.;;·:d with cvnst.;nt hi.·.;1h 
.::::·:ti~1·:ded t ravel as s i<.:iru'""'nts. 

: ~.: L. io11s ;-,oc,·d ~ L' rob l =:m .Js 
j?l".: :o:;ur~ :;it;~,:;tiu1;s :::. 1d 
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Finally, outside forces must be taken i n to conside ration . We ha ve 
not mentioned the potential i;opact of an unfavora ble econi:,rny o r a new 
iDt e ~nat iona l c ri s is would have on the banking s ystem and the FDIC . I t is 
safe to s a y that if s uch a n event took place at a time when the l:'DIC is 
s t rnggling to eva lua t e dsk i n the S&L industry the r esu l t c ould be 
devast a ting . h"hile most ec onomists a r e projecting a relatively stable 
economy over the next sev e r al y ears, there are s e ve ral potential set'ious 
p r o ble ms l ooming in the horizon. Any one of those problems (~., rapi d 
fall irr the ~alue of t h e dollar, contipued high Federal de fi c its, 
c o n t inu i ng farm fndu~try p r obl ems} could sudden~y become much wors e. 

In :the 
0

f ina l ana l ysis, it appears that DBS would nee d a minimum of 
th r ee years to prepare adequate ly f o r the increased woL·kl oad . There is no 
q uest i on that a lacge numher o f fi eld e:<amine r s would have to b e hi red and 
tra ined. New DBS information syste:ms ;.io.uld have t o be d e ve lop8d while 
e:..: isting s ystems woul d n e ed t o be e:q?a nded. Unfot'tunately, if most 
a nalysts are cot"rect, t he l:'SLIC may not be a b l e to s u cvive long e nough, 
without some fo1·m of Goven1me nt r.issista nce, for DBS to make th~se 

prepara tions. 
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The Division of Liquidation (DOL) is presently managing $10. 3 
billion (book value ) of assets in liquidation, and DOL 's staff exceeds 
2,500, with employee staffing projections estimated to be in the 3,000 to 
4,000 range by year-end 1985. The Division has handled 33 bank failures 
t.hrouyh May 10·, 1985, and we are running about 11 bc.nk fa ilures ahead of 
the pace Experienced at this time las t year. DOL is preparing for as many 
as 70 more fa·ilures for the remail}der of 1985, and prognostications are 
that· there will not be a significant decline in the numb~ r of bank 
failures during 1986. 

The FDI C . was not prepared, in terms of staffing , for the prolonged 
increase in bank closing activity which has been experienced since 1981. 
""As a result DOL has b~en playing "catch-up" for the _last three years in 
tenns of staffing field·_ 1 iquidat ion positions . Inadequate staffing has 
resulted in an extremely o~erworked a nd inexperienced force of field Bank 
Li qu idation Specialists {BLS) which has caused ~mployee frustrat i on 
result i ng in heavy attrition wh ich has furt her e xace~bated staff ing 
proble:ms. DOL is in the l?roce ss of filling 355 vaca nt posi tions (80 
positions from the old staffing table and 275 new BLS positions). 

Since the Division is only able to assimilate 50 new employees per 
month, it is not expected that the staffing process will be completed 
until January 1986. While staffing will be concluded in early 1986, the 
training of these employees will take well into 1987 until we have a cadre 
of reasonably experienced and trained fie ld BLSs. 

The merger of FSLIC, coming on the heels of the afoL«::m•~ntion•·:d 

un.:ditic.ipated ba nk closing activity, will co11·1pound DOL's $taffi ng 
shortages. The FSLIC has reported~y increased its sta ffing levels ov -= c­
the last year, but it has only 16'0 e.mployees. The FSLIC• s major 
receivership ac t ivi ty is handl e d by outside consu ltants u11d2r the 
ove1·sight of FSLIC employees. 

In order to determi ne the i mpact of the FSLIC mergec proposal wi t h 
any reasonable accuracy the following issues raust be r esolved: 

1. The m<:i9n itude and timing of antici p3ted s.~L failuc:2 s; 

2. The .:;mount of a:;;:;e~s re t a int?d by the t'DIC; 

3. The depth and li:vel of e~:p.;:r tise of FSLiC ,.,~.pl cy·::l!s: 

4. The rlin::i:tion the FD I C l?L'vpos12::> in h.:.ndlir,g 1;.,th b2nk and thrif t 
fai l ui:es; 2nd 

5. The .;,vciilti.bilily of out :s icli:? liquidation consult.;,nt s. 
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A previous section of this paper indicates that t here are 
approximately 155 S&Ls wi th $ 94 .9 bill ion .in ass ets tha t would· be 
categorized as serious probl em inst itutions with a likely probabili ty of 
failure . In view of DOL's problems in digest ing its burgeoning workload. 
there is no way DOL can reali s tica lly ass~~e t he management of an increase 
in wo rkload of the magni t ude anticipated from the FSLIC merger i n the near 
term without s ubstantial assistance from FSLIC employees and/or outs ide' 
con£ultants. 

The FSLIC's nat ionwide s taff consi s ts of 160 employe es, and the 
major-ity of these individual s have repo r tedly been hired during the past 
ei<Jhteen months. In a recent meeting wi th I - - .. .... 1, .. .. .n.irec..tQ .. F. .. .. 9.t. 
Operations and Ma rketing for FSLIC, he remarked that his employees needed 
training, part ic~larly in the area of assessing the quality of r eal es tate 
l oans and in closing procedures. Give n the b rief tenure of most FSLIC 
employees· and the necessi ty for t•aining in the critical job el ement s of 
loc.n analys is and closing procedur es, it i s unlikely tha t these employees 
wil l be abl e to provide much support to t he FDIC in the event o f a merger 
J:1.ith ..... ESLJC .. ..... . ( .. . H............. .. . I also no ted in thi s meeting t hat the number of 
qualified outside liqu.idaUon consultants wa s modest, n1Jmbering in his 
opinion on l y five to six firms, negating c.ny sub~tantial support f or FDIC 
li quida ti on ac tiviti es fi:um the pr ivate sector . 

DOL' s J?i:esent gt-owing workloa d, coupled . with only min imal support 
anticipated from the FSLIC staff and outside consultants, dictat e s thdt 
the only viable altc 1·na ti ve for the FDIC to foll o w, if a me rge r .of the 
FSLIC and FDIC is to be pursued, would be to alter or modify significantly 
the fDIC' s philosophy on insolvency a_nd the prompt closing of an 
insti tuti~n when insolvency is ascertained. This can be accompl i s hed 
through any or all of the foll owing: 

1. Expansion of the net wo r th ce rt if i cate progrlm; 

2. Pursuit of a "phoenix" a pprnach to handling fa il ing 
institutions; 

3. Rel a xation of the FDIC 's capi tal ~ssistance standards; and/or 

4. Using out side consultan ts mor e fr equentl y to a ss ist the 
FDIC in liquidation activit i es. (This al t~rr.ati ve a s$umes 
tha t t he pr i vate sect o r ·..,ri l l r espond to t h .: new d,:,mand 
for:- this servic e and s pawn a host o f new consu l ting firms 
specializing i n liqu idations.) 

The FDIC' s DOL i s not in t he 1;,1osi tion dt t.h is juncture to a s ;.> ur.H? 
the ad<l i tio1~ .::!l t"t::; r.onsi b .i lit .:ies foe n:d l .. i •Ji ng t h ;~ l i•jui d.:iti .:ms of a n 
ant ic ipated lc1r<Je voh:me of closed SF.,.L 0 : ;~;oci -~1t i..:·1~ :3. V•~ ry lit tle ce.:ic 
t12 l·m assistance c .3 n b~ c. n ticii;.a ted f rom ~ithe r FSLIC of t he pci•1a te s ;.:-ctoc 
to help the FDIC cope ·.-1 i lh the volume o f 1i r:luid21t ~ •:.n s -:,ctivi ti es . It ;; ill 
be at leas t two :iC: .::ic s b:;:foce a C•Ja sona bl e l i: vel of r:<:.::o f ort can be provided 

{b){6) 
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to the FDIC's Boa rd 'of Directors tha t any addit i onal we>rkl o ad of the level 
prot>osed through the FDIC-FSLIC merger can be attempted by DOL's staff. 

The conclusion is that the FDIC ~}_ght be abl e to ha ndle the added 
workload if: 1) Ba nk clo sing activity peaks and decl ines withi n the next 
year to eighteen months; 2) DOL is alloHed t ime t o proj?C!rly t rain its 
growing staff; 3) The private s ector I."esponds to the demand fo r: new 
liqu ida t ion -consulting firms; and 4) The FDIC relaxes its ·standards on 
inst itut i on insolvency and providing assistance t o fa i ling ins titu ti o~s . 
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It i s ass umed t hat, although the two insurance funds would be 
merged for the purpos e of exter-nal reporting pucpos es, income and e xpe nses 
a nsi.ng fr-om . corrune rc ial banks a nd MSB;· operations will be calcu l ated 
sepa,c-ately fo r s ome interim period (five to sev en years} . Thus, f o r a 
time, asses sment credits would remain unchanged, a nece ssary ges ture to 
less~n b<l.Ok oppos ition. 

As pointed out in previous s ec tions, howevec, losses in the S&L 
indus try dr-e prob2bly so large that b<'inks will e nd up footing at least 
par-t of the S&L b i ll eve n if the phas e-in period were extended far beyond 
the five-to- s even yea r pe riod whi c h has been suggested. On the one hand, 
the FDIC would likely be forced into the pos ition of deferring S&L l oss es 
as f ar in t o the future a s possible. To the ex tent the FDIC will be 
successful at this, banks will pick up part of the tab when S&L ~~p~n~~s 

are included i n the ass essment credit calculations. On t he other- h .3 nd, 
the FDIC is currently ~equired to change the asse5sment credit from s ixty 
percent of net a ssess ment income to fifty percent in the event the FDIC' s 
fund- t .. :- insured-depos i ts ratio falls below 1. 10 l?erce:nt ( 12 U. S .C . Sec t i o n 
18 17 (d)). Even under- an op~imistic sce nario, it i s possible that this 
ratio wi ll be below the 1.10 peccent level five to s eve n years from now. 

There appears· to be a fundamenta l difference in accounting 
treatment between the FDIC and FSLIC in the handling o f c lose d-ins ti tution 
t r,,us ac ticms . Due t o the lack of records available from the FSLIC, this 
diffe: rence cannot be ascertained comp le tely; howi:::v e r, it is geneL·a lly 
believed that liabili ties to the FSLIC f Wld are not being acc u1·ately 
r e por ted, particular l y with respect to ongoing thrift a ssis tanc e and 
ma intena nce agreements. Th i s ma ke:s it imposs ible to de te cmine t he FSLIC's 
true l iabi li ties and, hence, the tota l amount of une ncwnbe red r esou rces 
available to them oc to us i n the event of a merger. 

Assess ments -- - - --
l\ ntlr.lbe t" of issues arise with re ::: pect to the differing a3s i::ssm8nt 

·:.yste ms of the two agenc i .::-s . 

Fi r st, S&Ls nnd ban ks are a s se s sed at dif f er,:,nt rat e s. Ba nks 
currently pay one- tw e lf t h of one percent o f de2osits with a n:bd t e of 
si;.,ty percent of the FD1C ' s ne t asses ::;ment income. S&Ls are cun·ently 
paying a rote of one--tw~lfth plus o ne - eighth o f one peecent with no 
r e bate. Under a in~rs~d insu rance f und we will n;?ed a plan fo r a sse ss ing 
a ll institutions equa lly. Thi~ ma y involve the i rni:_)os ition of s tanda rds 
( c<ipital a dequa cy, disclo:rni:e, etc) whi c h, if me t , the s.r .. L would b~cc,ine 

e l igibl e for the low.:: r b.:. nk ra t e . The r:-e is al s o the question of wh~ th~ r 

the FSLIC' s Sl?ec i al <i.ss essment should be c onti nued and, if s o for J·,c,w 

long ? Continuing th is as ::;ess ment would inccease the i nso l·;e nc y ll i.l..!T:f:..;:rs 
EJt· ?sented in Tables 3 t hro ugh 6 by roughly ten to f ift«-zn p ..: rc ::nt bu t 
·,. 0uld incL«:?,'! se p rt:mium income by about $3.5 billion ov-cr a l111~·2 e y .::.H 
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f!er.iod. Cleady the benefits of t he special a s sessment (in t et-ms of extra 
prem ium inc ome) outwe igh the costs of addi ti onal i n s o l venci e s ; however, 
·ma i nta i ning s uch a high premiwn l eve l may not be politic ally expedi ent. 

Diffet·ing a s sessment procedures ;r.us t als o be conside red. Curre ntly 
l?r•?miurns are pa id by S&Ls on their ann i ver-sacy dates rather tha n on a 
sr::miannual basis . The FSLIC also assesses S&Ls on a sl i ghtly different 
bo se tha n does the FDIC. 

A major portion of the FDIC asses5ment base is field audited 
_rett·oactive ly for its. integrity on a three to five yea r basis . A similar 
system or procadures would have to be d evised for dete r mi ning the 
integrity o f the S&L assessment base. In addition, the ~DIC offi ce 
assessment sys t em i s linked to a data base SUJ?l?lied by information on 
Re pot·ts o f Condition f i led by member ins titutions. The r eporting 
requirements of S&L would need to be a djus ted to conform to this s ys tem 
and a means of maintaining an accurate and cucTent r ecord of the S&Ls in 
ex ist enc e would have to be implt:mi=n t ed to ensure the cor r ect a s s e s s ment of 
all m~mber institutions. 

Ii 
ll 
l· ,. 
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'A pragmat i c p rnbl em of s ome rr .. ,gnitud e ari s e s from t he fact that, 
de s pite substan t ia l simi la r it i e s i n statuto ry authority and professed 
"cc .t'1petitive e •1ua l i t y" in in:;ur.,nce cove rage , the cove1«1ge p r ovided i n 
p r a ct i c e by the FSLIC is significant ly more generous them tha t pcovided by 
the FDIC . T~is expansive c ove r age has , evolved pr i nc i r a lly, but no t 
exc lus ively, through sta ff inte rpre t at i ons. 

For e:;.;ample, .the ins u rance r egul ation admini ster;;!d b y the FSLI C 
s t a tes (12 C.F . R . Sect ion 564.3(b}(2)) Lhat, "A 102n servicer ;_,ho i:- ece i ve s 
loan payments and _places or ma intai ns s uch p<o yment s in an i n su r ed 
i nstitution p r ior t o r emitta nce t o the lender o r othe r pa rties entitled to 
the f und s s ha ll, f o r insur a nce - of- a ccoun ts ~urposes, be consider ed an 
a g r:nt o f each bot r owe r. •r . The result i s t ha t mortgage pa:yinents o f 
p L· inci l?a l and interest which a re d P.posited by a mortgage se r v i ce r i n a n 
FSLIC-insur ed i nstitution are, for all pi:.:;ct i c a l J?Urpo ses, fully i nsm·ed 
b~cause such paym.:nt s se l dom e xcee d $100,000 per borrower per mon t h. This 
r e s ult i s re::1c h ed d -= spi t e t he fact that the bo rrowe rs have no ownershi p 
i n tc r i:::st in s uch de posi t s , but are dischc.rged from their o bliga tio n f o r 
t he papnE:<nt of principal or interest r epL·es ented by t he i r mo rtg a g e 
payn.011ts . The a mount so i nsu r e d by the l:'SL! C at a ny givr.m t ime i s 
p robabl y se.v e r a l billion do lla r s . The FDIC loo ks to the ownec!ihip of 
d eposi t s a nd would r eco•;1n i ze e ither the secondary purchaser- o f a mo1·tgage, 
o r subsequ~nt inve sto r s in pass-t hrough secur i ties, depending o n owne~ship 
a s evide nced by the agreemen ts .:mong the pact i e s . 1 .. ::1e re a s ec0n da1·y 
l?Urchase r i s f ound to be the own e r of the depo si t ( as w;:s de t e rmi n~d i n a 
l~~w:rnit invol ving ~-'l-ILMC ) the i nsur 2 nce would be li111 il:ed to ~100,000. 

Whece i nves t ors i n pas s -thro ugh s ecur i tie s are detennined i:o be b .;;nG fic irt l 
.owners of .a deposit, ea c h investor's inter-est in the account •1ould be 
i nsured to t he maximu'll of $100,000. Because the i n t ere s t of sci.ne large, 
institutional investor-s could reas ona bly exc e ed $100 , 000, d~gosits of 
p ri ncipal and inte res t pay-rnents by a mort gage $ervic er would be insuc~d in 
a n amount i n exc e s s of $ 100 , 000, but for l ess than the ful 1 uii.Ount . If 
t he i n sur a nce funds a re .r.ierged, it is obv.i ously likely that t he FHLMC, the 
E'HL~8 a nd the S&L industry wi ll lobby for a c hange i n t he t'DI Act 
requiri ng the FDIC to pt·ovide a t the outset this a nd othe r e :.:pans ive 
insur a nce cove rage now provi d~d by the FSLIC. 

i\no t he r s iinila C" <: :.; .: :.1I? l e of ~:·:f.:; ,;si ·1e insur.onc e ccvce.1ge by r'SL TC i s 
the viclu.:il full c0ve 1·c:9c of c.;-ctain ·"d.:f·2rri=d co;,,p..;,1:.;c:'ltion 1?l c1 ns " (·.-1h.ich 
at·e tn:-a led a s trusts ( B ~e 12 C.F.R. Sec t ion 561.4}). This is t~one 

aH.hou•)h the f und s in :?. \ h: h pl t;11s a n! 0 •1112d by I.he r:-·~:!fGi;tive .::-1q_)J. 01~rs, 
~, nd !~<.:i t the \:s t•p l o yr::es . In a ddition, t he 1:·sLrc (unlik8 tr.e FDIC) ha s r,c)t 
}':?t r0 ni:1•..1n ·~ ';d the llSe of '.:. h:dn .. cus tv•.Li .:.ns " by public un i ts, ;;hj1:h <i. l l r.J:·1 s 

s tatP. and 101:.al ':,iOV~c;..;1·~nta l uni ts 9_~ .f.~~;l2 100 J:J G.n..: ~n t \k i_:·OSi t i1 ~ :.; u :· .: nc ~, 
;_;.•;it .~n ti ally. 

Tn s J...:.rt. 1·1•: t·<:J i1113 d ie f DIC in::. ura1ce f und into t h e r L> i C \'1. 1d : .; i :;.:s 
, · l'J. ~u i t y i~;sut2 b··•:·=.•.:sa •.>f ti>G r '?l ~l: i ·.-~ly H11j re <j2n i? r1>1.:s r .·.::: r ·)": i:J l"<..i v io.~·.:d 

L j t;1e = ·~r.JC, .,., )1i·: h ·:::-... :· . :•.'.,..j <.:·.J' ... .:r;;-;;.:? h~- s br; •,n prry.;id ·.:d l. .-. , Ji Lt •. :<_, ;.d a t\ •)n 
.· .id ,t:d f f i11l •.:ItH".: L.l: i<>1lS. It .i :; i:,•J:;:.:; i b le t hdt :st .. :1: idl .i 1. f>~ L·~:.,t <;; t· ·'' ' ~:·s 



, 
I 

- ·34 - ...... •, 

would lobby Congress for legislation requiring expand e d coverage th2ceby 
increasing the FDIC' s o;:xpo::.uce. The best result tha t tne FDIC could 
exp~ct, fol lowing a merger. is tha t the FDIC would be permitted to 
phase-out the more generous FSLIC ru l es over some period of time . 
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The FDIC data b<'lse cur i-c:ntly conta ins r:iuartedy Call · Repo1· t 
information for all FSLIC-insured institutions only for the year of 1984. 
In the event of a merge r of the insul·ance f unds the FDIC likel y would want 
to expand the S&L da ta base to that compa r-able to our. c urrent commercial 
bcnk files. This would involve the acqui ~ iti on and storage of five years 
of C'3ll Report. data and the five mos t recent examination r e};)ort s foC' each 
S&L. The Bank Board also col lec ts a monthly report f rom each S&L 
(containi ng a 'limi ted amount of Call data). It is not clear, however, 
whetheL we would need t his on our system. 

The storage of this data · would require the purchase of. add itional 
disk s tocage capacity . In addition , the processing of th is new 
infocmat ion may requiC'e an ext r-a compute r. Di scussions wi th I ..... .............. ! .......... ~~)<~>. 
indicates that an expansi on in our capacity would not be tha t difficult . 
Plans to purchase a ne w co1;1puter are apparently already being discuss8d 
and the acquisition of new disk stor age should not be a problem. 

zm 
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In inheriting t he responsibi lities of the FSLTC, the FDIC will be 
faced with a new and s i zeable set -of problem inst itutions. In the event 
of failure, it is likely that the bulk of these insti tutions will be 
handled through some t ype of assisted meL·ge r o r throu•Jh a s tand-alone 
assistance agr~ement rather than by a tradit i ona l P&A or payout. 
Generally the cons t cuction of these agreement s in the case of mutual 
savings banks has take n a considerable amount of resource.s both from the 
standpoint of making the ''deals" and drawing up t he legal documents. The 
Bowery Savi ngs Bank (New York City) ·agreement i s a good example. 

The r espons ibil i ty of S&L failu r es <1ill helve important i mplications 
for the t'DIC in the !SE:: ns e that we will have less time to ponder assi s tance 
~greements but we will also need to devote cons ide rable resources to the se 
deals. It is not d ea C" to what e xtent we will inherit FSLIC personnel 
with enough e:-:12erie:r1ce in this area and the numbe r of FDIC J?eople with 
this type of e:·:per ienc e .is limited. This seems to be an area wo1·thy of 

further cons i deration. 
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CONCLUSION 

It is cl ea r- tha t a 1;.e:1·y12 r be: twei::n the fSLIC al1d the FDIC would put 
a sig n i ficant drain on cor pora te r esouL·ces at a tirne ....,hen the f'DIC can 
leas t afford it. Dut· ing the past so;:v~1·a l years !:'DIC e:<p •: !)Ses h,we b een at 
hi stor-ically high levels, .:ind c.dding the entire thrift problem to our 
bur den would be subs tantial. Although it i s like ly t hat a joint fund 
woul~ su r vive financially, the strength of the f und would be damaged a nd 
the t cansmission of some cos ts to the commet·cial banki ng indust cy s eems 
unavoidable. 

The resources of the Divis ion o f Bank Supervi sion and t he 
Liquidat ion Division ai:e already s ever-ely strained. An additional drain 
on the i r r~sources ~t this time would impose a direc t cos t to the FDIC . A 
r educe:d e xamination e ffor t would result i n fewer bank probl e:ms detected 
a nd r esolved. Giving Liquidation more bus iness would mean a sl ower 
collection rate, at least over the short run. 

As promised in the Introduction, this paper dwells· pr imarily on the 
neqa tive a s pects of an FDIC-FSLIC mergec and, to a certa in extent, the 
ceader may be left with an overly pessimis tic impression . of t he 
conseque nces for the FDIC. 

It can be argued that in examining a merge r, we mus t cons ider a 
greote r public inte rest. Me rg ing the insuran-::e agencies may be the only 
viable 3olution to the S&L problem. The· Trea sury could infuse cash into 
the r'SLI C. This alte rnati ve, however, would be detr i menta l to the banking 
systt:'.m in t ha t it would contcibute to the impression that banking is a 
publ ic utility a nd it would not s olve one o f the major- p roblems of the 
industcy: regulatoL·y standat·ds t hat ace driven more by t he necessi ty of 
pn~secving what pt·oba bly i s a n ina dequate fund, r ather than by a di cect 
att~rnpt to solve tl1e underlying p1·oblems of the ·indus try. This may be 
s olved only by the int~rve ntion of a t hi rd- party regulator . 

Si nce the cost to the FDIC of a merger could be h igh, we ~ould 
to dema nd authority to regula te a nd s upervise the S&L indu$ tL·y. The 
must ins ist that compar:able r:egulatocy standacds apply to thrifts and 
some foolproof m8chani sm to enforc e t hese s tanda rds be pu t in place. 
would be a necessity from the standpoint of both the . s urvi ·.:a 1 of the 
and the security of the financial s yst em . 

ha ve 
FDIC 
that 
Thi s 
FDIC 

. h.t .:.ny l"a t e, should a merge r be conside red a likely ou tcome, the 
i rnplicdtions for the FDIC a r e too s erious not to b~gin conting ency 
plan ning immedia tely. We may want to e :·:pand the ;;ize . of DBS and 
~cce l·:? l'ate the hi i:ing of Liquida tion pe1·sonne l. I/le s hould also th ink 
abo ut a stand-by ar rangement to ·bocrow e:<aminat ion res0urces from both the 
OCC .::;.nd th~ Fede 1·al Reserve. It ma y also be desi ra b le to bo;g in or 
.;;cc0 l erat e t raining programs pacticularly in the area of r ea l esta te and 
i·,o ldi ng co11ipa11y af f i 1 ia t es. 

• ...z. ~ . ' ; 
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