








percent of banking assets) outside the FDIC's supervisory 
jurisdiction.4? \Vhatever effectiveness the government 
currently has in overseeing the 24 percent of assets held 
by FDIC-supervised banks would arguably increase if the 
agency taking over the FDIC's supervisory role could 
oversee allthe institutions receiving insurance.so 

The FBC proposed by the Clinton administration would 
be such an agency. By providing a single source of infor-
mation to the FDIC about all the depository institutions 
receiving insurance, as the Banking Commission would 
be required to do by law, then the government as a 
whole might more skillfully keep banks and thrifts 
healthy while simultaneously insuring deposits.sl The 
PDIC would also have an easier time coordinating activi-
ties with other agencies because there would be fewer 
federal agencies with which to cooperate. Despite all 
these assurances, if the FDIC were still dissatisfied with 
the quality of examinations or the flow of information 
provided by the Pede,ral Banking Commission, the FDIC's 
current examination and enforcement power would be 
retained as "back-up authority" under the Clinton plan. 52 

Notes 
t I wish to thank my editor, Mark Taylor, for his helpful sug-
gestions and sound advice. I also wlsh to thank Dr. Susan J. 
ToJchln whose assignment inspired this article. Finally, I wlsh to 
thank Deborah Bransford, Alan Adolphson, and Kristin Teigen 
for their unfailing support. 

1 Lawrence White, The S&L Debacle (New York: Oxford Univer-
sity Press, 1991), pp. 53-56. 

2 Undersecretary Frank Newman, Consoltdating the Federal 
Bank Regulatory Agencies (Washington, D.C.: Department of 
the Treasury, November 23, 1993), pp. 7-8. 

3 To promote better understanding of the regulatory structure for 
banks and lhrifts, the Federal �R�~�e� Bank of New York published 
a chart depicting how state and federal agencies perform twelve . 
basic regulatory functions. Excluding deposit insurance and central 
banking activities, these functions include chartering and licensing; 
intra-state and inter-state branching; intra-state and inter-state merg-
ers, acquisitions, and consolidations; supervision and examination; 
safety, soundness, and prudential limits; and, finally, consumer 
protection rule making and enforcement See Federal Reserve Bank 
of New York, Depository Institutions and Their Regulators (New 
York: Federal Reserve Bank of New York, April 1990). 

4 William Greider, Secrets oj the Temple (New York: Simon and 
Schuster, 1987), pp. 104-123. 

5 Greider, p. 133; White, p. 62. 

GW Policy Perspectives 1994 

Conclusion 
Despite many strong arguments supporting a more ration-
al structure for regulating depository institutions, history 
suggests that no such' reform will be enacted until the 
depository system is in crisis. As has been described, the 
deposit insurance system was created to calm panicked 
depositors during a period of unprecedented economic 
stress. All of the major refonns since then were spurred 
by the threat of disaster as well. The thrift deregulation of 
the early 19805 was enacted in order to save the industry 
from the damaging effects of inflation. The re-regulation 
and agency consolidation of the late 1980s was instituted 
in order to protect the industry from its own impropri-
eties. Neither the inflation nor the same level of reckless 
abuse of the 1980s exists now. Nevertheless, if we as a 
nation can learn from the past and leave behind our ten-
dency to react to crises, the relatively secure environment 
of the present may well be the best time to reshape the 
regulatory structure for banks and thrifts. * 

6 House of Representatives Report No. 540), 101st Cong., 1st 
Sess., reprinted in United States Code Congressional and Ad­
ministrative News, 1989, Public Law 101-73 Legislative History 
(St. Paul, Minn.: West Publishing Company, 1990), pp. 294-298. 

7 Stephen Pizzo, Mary Fricker, and Paul MuoIo, Insfde]ob (New 
York: Halper Perennial, 1991), pp. 350, 400-403, and 411-412. 

8 White, p. 117. 

9 House Report No. 54(1), p. 303. 

10 White, p. 135. 

11 Some observers have suggested that the recapitalization of 
the FSUC would only have cost $20 billion if Congress demon-
strated the courage to intervene at the ftrst signs of crisis. As 
early as 1985, the Bank Board itself estimated the cost of re-
solving failed savings and loans would only have been between 
$45 and $50 billion, according to R. Dan Brumbaugh, Jr., a for-
mer Bank Board economist See Robert Sherrill, "The Looting 
Decade," The Nation, November 19, 1990, p. 608, and R. Dan 
Brumbaugh, Jr., in written testimony before the Senate Banking 
Committee, March 4, 1994, p. 12. 

12 Pizzo, Fricker, and Muoio, pp. 106 and 352. 

13 Seven months later an appellate court upheld the district court's 
ruling in FAlC Securities Inc. v. U.S. 595 F. Supp. 73 (1984), 753 F. 
2nd 166 (1985), 762 F. 2nd. 352 (1985). See White, p. 127. 

15 



14 Pizzo, Fricker, and Muoio, pp. 353-355. 

15 White, pp. 136-137. 

16 PiZZo, Fricker, and Muoio, p. 352. 

17 Brooks Jackson, Honest Graft (Washington, D.C.: Farragut 
Publishing Co., 1990), p. 281-286. Jackson quotes Wright in a 
cryptic admission that his bullying of regulatory agencies "is the 
kind of thing most congressmen do almost every day for some 
private citizen or another." 

18 The .five seoatOIS were Alan Cranston (D.CA), Dennis DeCondni (D-AZ'J, 
John Glenn (».OH),John Mc£ain (IMZ), and Donald Riegle (D.MI). 
Although Keating oould vote for only one of these senatoIS, the holding; 
and nJaPr investrnenl.s ofIlnroln were scattered throughout the jurisdlaions 
of all five. See Pizzo, Fricker, and Muoio, pp. 410 and 513-525; Ricbrud 
Stevenson, "Keating Convicted cf Securities Fraud in S&L's Collapse," !\w 
Yom Ttmes, Deoernber 5, 19)1, p. Al; James GmneIIi, 'Keating, Son Guilty 
of Federal O:larges," laS'An,gdc5 T1117ei; January7. 199.3, p. Dl. 

19 White, pp. 139-140. 

20 Perhaps the Reagan administration needed a victory, no 
matter how small, to use as political cover against criticisms 
about the savings and loan mess during the upcoming presi-
dential election campaign of 1988 in which then-Vice-President 
George Bush was the Republi~n candidate. 

21 Congress defined a thinly capitalized thrift as having a capi-
tal-to-assets ratio of 3 percent or less, using generally accepted 
accounting principles. See House Report No. 54(1), p. 303. 

22 Sherrill, p. 610. 

23 Pizzo, Fricker, and Muoio, pp. 420-421. 

24 The House Banking Committee Report accompanying the 
Bush savings and loan reform plan includes this scathing criti-
cism: "Under M. Danny Wall, the Federal Home Loan Bank 
Board continually underestimated the fmancial difficulty facing 
the FSUC and the thrift industry. One of the major factors un-
dennining this Committee's confidence in the Bank Board has 
been Mr. Wall's dismal record of measuring the magnitude of 
the FSUC problem." See House Report No. 54(1), p. 305. 

25 Financial Institutions Reform, Recovery, and Enforcement Act 
of 1989, Pub. L. No. 101-73, 103 Stat. 183 (codified in scattered 
sections of 12 and 15 U.S.C.); White, pp. 176-180, 183-184, 195. 

26 Financial Institutions Reform, Recovery, and Enforcement 
Act, Sections 201-226,103 Stat. at 187-277; White, pp. 176-180. 

27 U.S. congr~s, House, various representatives debating H.R. 
1278, 101st. Cong., 1st Sess., Congressional Record (June 14-15, 
1989), pp. llm-11804 and 11957-12167; u.s. Congress, Senate, 
various senators debating S. 413, 101st. Cong., 1st Sess., Con-
gressional Record (April 17-19, 1989), pp. 6682-6703, 6887-6900, 
and 7110-7254. 

16 

28 Charles A. Bowsher, Document No. GAO/T-AFMD-90~15, 
Resolving the Savings and Loan Crisis (\Vashington, D.C.: U.S. 
GAO, April 6, 1990), pp. 2-5. 

29 "S&L Bailout Funding Dries Up," Congressional Quarterly 
Almanac, 1992 ed., Vol. 48 (Washington, D.C.: Congressional 
Quarterly, Inc., 1992.), p. 115-116. 

30 Jerry Knight, "House Approves Funds to Finish Thrift 
Cleanup," Washington Post, November 23, 1993. 

31 James Barth and Dan Brumbaugh, Jr., "Merging Regulators 
Will Help Banks Compete," American Banker, December 2, 
1993, p. 3. 

32 L. William Seidman, "A New Way to Govern Banks," 
Wall Street Journal, February 3, 1994. 

33 This combination of state and federal regulatory structures is 
often referred to as the "dual banking system." 

34 Newman, p. 14. The Federal Reserve paints a less duplicative 
picture of the industry, arguing that only 26 percent of deposito-
ry institutions have two or more primary regulators. Nevertheless, 
the Fed's own data shows that a clear majority of the industry's 
assets (63 percent) falls under the jurisdiction of two or more su-
pervisory agencies. In fact, the Federal Reserve suggests that the 
Clinton administration has understated (by one percent) the ex-
tent of regulatory overlap for those institutions with four regula-
tors. The Fed suggests that nearly three percent of all institutions 
are overseen by four federal regulators while the Treasury holds 
that only two percent of all institutions have four regulators. See 
Board of Governors of the Federal Reserve System, !be Views of 
the Board of Governors of the Federal Reserve System on the Con­
solidation oj Bank Supervision and Regulation (Washington, 
D.C.: Federal Reserve System, March 1994), p. A-13. 

35 Resolution Trust Corporation, Record No. 6901, FIRREA 
Functional Interrelationships (Washington, D.C.: U.S. RTC, Au-
gust 8, 1989), pp. 1-2; White, pp. 189-192. 

36 During the Nixon administration, the Hunt Commission recom-
mended taking supervisory powers away from the Federal Re-
serve, the FDIC, and the OCC. During the Ford administration, 
the Financial Institutions, SupervisIon, Regulation, and Insurance 
Subcommittee of the House Banking, Currency, and Housing 
Committee conducted hearings on regulatory reform. Their report, 
entitled Financial Institutions and the Nation:S Economy (FINE), 

recommended the consolidation of all federal bank regulatory 
agencies-including the National Credit Union Administration -
into one Federal Depository Institutions Commission. During the 
Reagan administration, then-Vice-President George Bush led the 
Task Group on Regulation of Financial Services. The Task Group's 
report, entitled Blueprintfor Refonn, recommended the creation of 
the Federal Banking Agency which would assume all the FDIC's 
supervisory functions and some of the Federal Reserve's. See 
Andrew Carron, Reforming the Bank Regulatory Structure 

GW Policy Perspectives 1994 



(Washington, D.C.: The Brookings Institution, 1984) pp. 43-44, 46-
48, 51-52; U.S. Department of the Treasury, Modernizing the Fi­
nancial System (Washington, D.C.: GPO, Februruy 1991), p. XIX-8. 

37 Representative Henry B. Gonzalez (D-TIO, the ch.ainnan of the 
House Banking Committee, has introduced H.R. 1214 and Senators 
Donald Riegle (D-MI) and Alfonse D'Amato (R-NY), the chairman 
and ranking minority member, respectively, of the Senate Banking 
Committee, have introduced S. 1633. See R.R 1214, 103rd Cong., 
1st Sess. (1993), and S. 1633, 103rd Cong., 1st Sess. (1993). 

38 Newman, p. 7. 

39 Ibid., p. 8; S. 1895, The Regulatory Consolidation Act of 
1994, 103rd Cong., 2nd Sess., reprinted in the Congressional 
Record, (March 8, 1994), Sec. 102. 

40 For more on the Federal Reserve's position, see Alan 
Greenspan, "No Single Regulator for Banks," Wall Streetjour­
nal, November 15, 1993, p. A16. 

41 Barth and Brumbaugh, p. 3; Robert Pasley, "Consolidation of 
the Federal Banking Regulatory Agencies," Annual Review of 
Banking law, IX 1990 (Boston: Butterworth Legal Publishers, 
1990), 274-276. Pasley argues that a separate regulator for home 
lending is not needed to encourage the continued flow of credit 
to home buyers, as originally sought by the Federal Home Loan 
Bank Act of 1933. Instead, the tax benefits and subsidies currently 
granted to the entire home loan industry could simply be autho-
rized for any lender making a significant number of home loans. 

42 Carron, p. 11; Newman, p. 10; Pasley, pp. 291 and 306. 

43 S. 1895, Sec. 104 (a) and (b). The consolidation plan au-
thored by Senators Riegle and D'Amato would give commission-
ers Six-year terms. See S. 1633 Sec. 103 (b)(I), (b)(2), and (c)(1). 

44 Brumbaugh, p. 12. 

45 Newman, p. 11. 

Bibliography 
Bacon, Kenneth, "Administration Proposes Combining Four U.S. 

Agencies' Banking Functions," Wall StreetJournal, Novem-
ber 24, 1993. 

Bacon, Kenneth, "Lawmakers Question Agencies' Ability to Reg-
ulate the Derivatives Market," Wall Street journal, October 
29,1993. 

Barth, James R, and R. Dan Brumbaugh, Jr., "Merging Regula-
tors Will Help Banks Compete," American Banker, Decem-
ber 2, 1993. . 

Board of Governors of the Federal Reserve System, Tbe Views 
of the Board of Governors of the Federal Reseroe System on 
the Consolidation of Bank Supervision and Regulation 
(Washington, D.C.: Federal Reserve System, March 1994). 

GW Policy Perspectives 1994 

46 Some policy makers have argued that, should the stock mar-
ket plunge as it did in October 1987, many of the biggest banks 
in the country could rupture due to their extensive derivative 
activities. Few of these banks would have to fail before the fed-
eral government's responsibility for replacing deposits would 
render the insurance fund insolvent. See Kenneth Bacon, "law-
makers Question Agencies' Ability to Regulate the Derivatives 
Market," Wall Street journal, October 29,1993, p. A4, and 
Steven Lipin, "Regulators Seek More Bank Data On Deriva-
tives," Wall Streetjournal, March 11, 1994, p. A2. 

47 Newman, p. 11. 

48 Ibid., p. 11. 

49 Nationally chartered banks, state member banks, federal sav-
ings associations, and state savings associations all carrying 
FDIC insurance are nonetheless supervised by agencies other 
than the FDIC. See Federal Reserve Bank of New York and 
Board of Governors of the Federal Reserve System, p. A-ll. 

50 The percentages used here have been rounded and do not 
include thrifts or thrift assets. See Board of Governors of the 
Federal Reserve System, p. A-ll. 

51 S. 1895, Sec. 307. 

52 Ne'Yman, p. 8; Ricki Tigert, nominee to head the FDIC, testify-
ing before the Senate Banking Committee, Februruy 1, 1994. De-
spite the assurances of Undersecretruy Newman and Ms. Tigert, 
the Regulatory Consolidation Act of 1994 provides the FDIC 
nowhere near the latitude granted to the Federal Reserve with re-
gard to back-up examination authority. In order to balance the in-
dependence of the proposed Federal Banking COmmission with 
the legitimate need for back-up authority on the part of the Fed 
and the FDIC, Congress should distribute this balance of power 
with greater equity and clarity than the administration has in RCA. 
See S. 1895, Sec. 201 (c), Cd), Sec. 308, and Sec. 309. 

Bowsher, Charles A., Document No. GAO/f-AFMD-90-15, Resolv­
ing the Savings and Loan Crisis: Billions More and Additional 
Refonns Needed (Washington, D.C.: U.S. GAO, April 6, 1990). 

Brumbaugh, Jr., R Dan, former Deputy Chief Economist of the 
Federal Home Loan Bank Board, testifying before the Senate 
Banking Committee, March 4, 1994. 

Carron, Andrew S., Refonning the Bank Regulatory Structure 
(Washington, D.C.: The Brookings Institution, 1984). 

Federal Reserve Bank of New York, Depository Institutions and 
Tbeir Regulators (New York: Federal 'Reserve Bank of New 
York, April 1990). 

Financial Insititutions Reform, Recovery, and Enforcement Act 
of 1989, Pub. L. No. 101-73, 103 Statute 183 (codified 
in scattered sections of 12 and 15 U.S. C.). 

17 



GraneUi, James S., "Keating, Son Guilty of Federal Charges," Los 
Angeles Times, JanualY 7, 1993. 

Greenspan, Alan, "No Single Regulator for Banks," Wall Street 
Journal, November 15, 1993. 

Greider, Wtlliam, Secrets of the Temple: How the Federal Reserve 
Runs the Country (New York: Simon and Schuster, 1987). 

H.R. 1214, 103rd Cong., 1st Sess. (1993). 

Jackson, Brooks Honest Graft: Big Mo1U!)l and the American Po/ft- . 
ical Process (Washington, D.C.: Farragut Publishing Co., 1990). 

KnIght, JeClY, "House Approves Funds to Finish Thrift Cleanup," 
Washington Post, November 23, 1993. 

Lipin, Steve, "Regulators Seek More Data On Derivatives," Wall 
Street Journal, March 11, 1994. 

Newman, Frank, UndersecretalY of the Treasury, Consolidating 
the Federal Bank Regulatory Agencies (Washington, D.C.: 
U.S. Department of the TreasuIY, November 23, 1993). 

Pasley, Robert, "Consolidation of the Federal Banking Regulato-
ry Agencies," Annual Review ofBanmng Law, IX 1990. 
(Boston: Butterworth Legal Publishers, 1990). 

PiZZO, Stephen, Mary Fricker, and Paul Muoio, InsideJob: 
The Looting of America:S Savings and Loans (New York: 
Harper Perennial, 1991). 

. Resolution Trust Corporation, Record No. 6901, FIRREA FUnc­
tional Inter-relationships (\Vashington, D.C.: U.S. RTC, 
August 8, 1989). 

"S&L Bailout Funding Dries Up," Congressional Quarterly AI-
. manac, 1992 ed., Vol. 48 (Washington, D.C.: Congressional 
Quarterly, Inc., 1992). 

S. 1633, 103rd Cong., 1st Sess. (1993). 

18 

S. 1895, 103rd Cong., 2nd Sess., reprinted in the Congressional 
Record (March 8, 1994). 

Schlesinger, Tom, Director of the Southern Finance Project of 
Charlotte, N.C., interviewed on December 10, 1993. 

Seidman, William L., "A New Way to Govern Banks," Wall 
Street Journal, February 3, 1994. 

Sherrill, Robert, "The Looting Decade," The Nation, November 
19,1990. 

Stevenson, Richard W., "Keating Convicted of Securities Fraud 
in S&L's Collapse," New York Times, December 5,1991. 

Tigert, RiOO Rhodarmer, nominee to head the Federal Deposit 
Insurance Corporation, testifying before the U.S. Senate 
Committee on Banking, Housing,and Urban Affairs, February 
1,1994. 

. u.s. Congress, House of Representatives Report No. 54(0, 101st 
Cong., 1st Sess.,reprinted in United States Code Congressional 
and Administratfve News, 1989, Public Law 101-73 Legislative 
History (St. Paul, Minn.: West Publishing Company, 1990). 

U.S. Congress, House, various representatives debating H.R. 
1278, 101st. Cong., 1st Sess., Congressional Record (June 14-
15,1989). 

U.S. Congress, Senate, various senators debating S. 413, 101st. 
Cong., 1st Sess., Congressional Record (Aprll17-19, 1989). 

u.s. Department of the Treasury, Modernizing the Financial 
System: Recommendations for Safer, More CompeUtive Banks 
(Washington, D.C.: GPO, FebrualY 1991). 

White, Lawrence J., The S&L Debacle: Policy Lessons for Bank 
and Thrift Regulation (New York: Oxford University Press, 
1991). '* 

GW Policy Perspectives 1994 



Appendix A 
Presented is a graphic overview of the numerous agencies and requirements imposed by enactment of the Financial In~ 
stitutions Reform, Recovery, and Enforcement Act (FIRREA) of 1989. The acronyms and abbreviations used refer to the 
following agencies and organizations: 

APPRAISAL SUBCOMMITIEE - Appraisal Subcommittee of 
the Federal Institution Examination Council 

ATIY GEN - Attorney General 
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FHLMC - Federal Home Loan Mortgage Corporation 
FHFB - Federal Housing Finance Board 
FNMA - Federal National Mortgage Association 
FRS - Federal Reserve System 

GAO - General Accounting Office 
HUD - Department of Housing and Urban Development 
NCUA - National Credit Union Administration 
OCC - Office of the Comptroller of the Currency 
OTS - Office of Thrift Supervision 
RFC - Resolution Funding Corporation 
RTC - Resolution Trust Corporation 
TREAS - Treasury Department 
SAIF COMMITTEE - Savings Association Insurance Fund 
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