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BANK FAILURES: RECENT TRENDS AND POLICY OPTIONS 

Dur ing  t h e  1980s t h e  U.S. banking i n d u s t r y  h a s  e x p e r i e n c e d  a  r a p i d l y  
growing number o f  f a i l u r e s .  Many f a c t o r s  have  c o n t r i b u t e d  t o  t h i s  t r e n d  
i n c l u d i n g  d e r e g u l a t i o n ,  t e chno logy ,  i n d i v i d u a l  bank management, and 
economic c o n d i t i o n s .  The F e d e r a l  Depos i t  I n s u r a n c e  C o r p o r a t i o n  (FDIC) 
h a n d l e s  i n s u r e d  bank f a i l u r e s .  Congress  h a s  been m o n i t o r i n g  t h e  r e c e n t  
t r e n d  and i s  concerned  w i t h  t h e  FDIC's a b i l i t y  t o  c o n t i n u e  t o  pe r fo rm i t s  
s u p e r v i s o r y  and i n s u r a n c e  o p e r a t i o n s .  The p r e s e n t  s i t u a t i o n ,  i n f o r m a t i o n  
on key  f a c t o r s  a f f e c t i n g  t h e  banking i n d u s t r y ,  and t h e  FDIC's  r o l e  when a  
bank f a i l s  a r e  d i s c u s s e d  i n  t h i s  i s s u e  b r i e f .  The r e f e r e n c e  s e c t i o n  of  
t h i s  i s s u e  b r i e f  c o n t a i n s  a  l i s t  o f  CRS p r o d u c t s  p r o v i d i n g  background on 
t h e  FDIC and l e g i s l a t i v e  i s s u e s  r e l e v a n t  t o  t h e  agency.  



ISSUE DEFIMTIOH 

During  t h e  1980s t h e  U.S. banking i n d u s t r y  h a s  e x p e r i e n c e d  a  r a p i d l y  
growing number o f  f a i l u r e s .  Many f a c t o r s  have  c o n t r i b u t e d  t o  t h i s  t r e n d  
i n c l u d i n g  d e r e g u l a t i o n ,  t e chno logy ,  i n d i v i d u a l  bank management, and 
economic c o n d i t i o n s .  The F e d e r a l  Depos i t  I n s u r a n c e  C o r p o r a t i o n  (FDIC) 
h a n d l e s  i n s u r e d  bank f a i l u r e s .  Congress  has  been mon i to r ing  t h e  r e c e n t  
t r e n d  and i s  concerned  w i t h  t h e  FDIC'S  a b i l i t y  t o  c o n t i n u e  t o  pe r fo rm i t s  
s u p e r v i s o r y  and i n s u r a n c e  o p e r a t i o n s .  The p r e s e n t  s i t u a t i o n ,  i n f o r m a t i o n  
on key f a c t o r s  a f f e c t i n g  t h e  banking i n d u s t r y ,  and t h e  FDIC's r o l e  when a  
bank f a i l s  a r e  d i s c u s s e d  i n  t h i s  i s s u e  b r i e f .  The r e f e r e n c e  s e c t i o n  o f  
t h i s  i s s u e  b r i e f  c o n t a i n s  a  l i s t  o f  CRS p r o d u c t s  p r o v i d i n g  background on 
t h e  FDIC and from 9 9 t h  l e g i s l a t i o n  a f f e c t i n g  t h e  agency.  

BACKGBOUND AND ANALYSIS 

The Record of Bank Failures 

From 1980 t o  1986,  447 FDIC-insured U.S. banks (commercial  banks and 
mutua l  s a v i n g s  banks )  f a i l e d .  The banks t h a t  f a i l e d  d u r i n g  t h i s  seven- 
y e a r  p e r i o d  accoun t  f o r  ove r  one - th i rd  of  t h e  t o t a l  number o f  i n s u r e d  
banks t h a t  have  f a i l e d  s i n c e  1934, t h e  y e a r  i n  which t h e  FDIC began 
o p e r a t i o n s .  I n  1986, t h e  l a r g e s t  number of  banks (138)  f a i l e d  i n  any  
c a l e n d a r  y e a r  s i n c e  t h e  Grea t  Depress ion .  FDIC spokesmen e x p e c t  t h e  t r e n d  
t o  c o n t i n u e  i n  1987; by J u l y  1, 1987, 100 banks had f a i l e d .  

While t h e  number of f a i l e d  i n s t i t u t i o n s  i s  sma l l  when compared t o  t h e  
t o t a l  number o f  i n s u r e d  U.S.,banks -- 14,487 commercial banks and 292 
mutual  s a v i n g s  banks -- t h e  e s c a l a t i n g  t r e n d  may be s i g n i f i c a n t .  Also  
i n c r e a s i n g  i s  t h e  number o f  banks on t h e  FDIC's problem i n s t i t u t i o n  l i s t .  
The banks on t h e  l i s t  c a r r y  a  4 o r  5 r a t i n g  a c c o r d i n g  t o  t h e  s t a n d a r d s  o f  
t h e  Uniform F i n a n c i a l  I n s t i t u t i o n s  Ra t ing  System. Under t h e  System, a n  
i n s t i t u t i o n  i s  g i v e n  a  numer i ca l  r a t i n g  ( f rom 1 t o  5 )  which r e f l e c t s  t h e  
i n s t i t u t i o n ' s  f i n a n c i a l  c o n d i t i o n ,  o v e r a l l  o p e r a t i n g  soundness ,  
and compl iance  w i t h  laws and r e g u l a t i o n s .  I n s t i t u t i o n s  w i t h  a  r a t i n g  of 4  
o r  5 a r e  g e n e r a l l y  c h a r a c t e r i z e d  by u n s a f e ,  unsound o r  o t h e r  s e r i o u s l y  
u n s a t i s f a c t o r y  c o n d i t i o n s  and a r e  c o n s i d e r e d  t o  have a  r e l a t i v e l y  h i g h  
p r o b a b i l i t y  of f a i l u r e  o r  i n so lvency .  

Almost i n v a r i a b l y ,  t h e  f a i l e d  i n s t i t u t i o n s  have been on t h e  problem 
l i s t .  E x c e p t i o n s  u s u a l l y  i n v o l v e  mass ive  f r a u d .  C u r r e n t l y ,  t h e  FDIC 
e x p e c t s  a b o u t  10 p e r c e n t  o f  t h e  banks on t h e  l i s t  t o  f a i l .  

T a b l e  1 l i s t s  t h e  number of banks t h a t  f a i l e d  from 1970 th rough  1986. 
For  each  y e a r ,  t h e  t a b l e  d i s p l a y s  t h e  t o t a l  d e p o s i t s  h e l d  by f a i l e d  banks 
and t h e  number of  banks on t h e  FDIC problem l i s t .  I n  a d d i t i o n ,  t h e  t a b l e  
p r o v i d e s  monthly d a t a  f o r  1987. 

Reasons Behind Recent Failures 

Many f a c t o r s  have c o n t r i b u t e d  t o  t h e  r e c e n t  t r e n d  of i n c r e a s e d  
f a i l u r e s .  Few f a i l u r e s  a r e  a  r e s u l t  of a  s i n g l e  c a u s e .  The U.S. banking  



sys tem h a s  been a d j u s t i n g  t o  d r a m a t i c  changes r e s u l t i n g  from f i n a n c i a l  
d e r e g u l a t i o n .  A broad  g o a l  o f  d e r e g u l a t i o n  was t o  e n a b l e  d e p o s i t o r y  
f i n a n c i a l  i n s t i t u t i o n s  ( comnerc i a l  banks,  s a v i n g s  and l o a n  a s s o c i a t i o n s ,  
mutual  s a v i n g s  banks ,  and c r e d i t  un ions )  t o  compete more e f f e c t i v e l y  w i t h  
e a c h  o t h e r  and w i t h  non-depos i tory  f i n a n c i a l  i n s t i t u t i o n s .  The i n c r e a s e d  
l e v e l  of  c o m p e t i t i o n  h a s  p l aced  new p r e s s u r e s  on bank management. Some 
banking  i n d u s t r y  o b s e r v e r s  f e e l  d e r e g u l a t i o n  has  f o s t e r e d  i n c r e a s e d  r i s k -  
t a k i n g  by banks. 

TABLE 1. Number and D e p o s i t s  of I n s u r e d  F a i l e d  Banks and 
Banks on FDIC Problem L i s t  

Year 

Depos i t s  No. of banks on 
No. o f  f a i l e d  ( i n  thousands  of FDIC problem l i s t  

banks d o l l a r s )  ( y e a r  end)** 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 J a n .  

Feb. 
Mar. 
Apr . 
May 
J u n e  

** Monthly i n f o r m a t i o n  on problem banks i s  n o t  pub l i shed  

Source:  F e d e r a l  Depos i t  In su rance  Corpora t ion .  

Techno log ica l  change has  provided  many advances  i n  s t a t e - o f - t h e - a r t  
banking  bu t  t hey  have a l s o  added p r e s s u r e s  t o  t h e  banking i n d u s t r y .  
Advances i n  t h e  d e l i v e r y  o f  s e r v i c e s  have i n c r e a s e d  compe t i t i on .  Using 
new t echno logy ,  i n d i v i d u a l  banks have extended t h e i r  a r e a s  of o p e r a t i o n  
and i n c r e a s e d  t h e  v a r i e t y  of f i n a n c i a l  p roduc t s  t hey  o f f e r .  The s t a r t  up 
and maintenance  c o s t s  a s s o c i a t e d  w i t h  new equipment can be s u b s t a n t i a l .  



The management of a n  i n d i v i d u a l  bank must d e c i d e  what i s  f e a s i b l e  f o r  
t h e i r  i n s t i t u t i o n .  T h i s  d e c i s i o n  i n v o l v e s  c o n s i d e r a t i o n  o f  t h e  bank ' s  
marke t .  I t  can  i n v o l v e  j o i n t  v e n t u r e s  w i t h  o t h e r  i n s t i t u t i o n s  o r  
c o r r e s p o n d e n t  r e l a t i o n s h i p s .  The more s o p h i s t i c a t e d  and c o m p l i c a t e d  t h e  
d e c i s i o n s  become, t h e  e a s i e r  may b e  f o r  wrong c h o i c e  t o  a f f e c t  t h e  s a f e t y  
and soundness  of a  bank. 

Economic f a c t o r s  have c o n t r i b u t e d  t o  bank f a i l u r e s .  The f a c t  t h a t  
i n f l a t i o n  and i n t e r e s t  r a t e s  a r e  r e l a t i v e l y  s t a b l e  now i s  a  change from 
t h e  a c c e l e r a t i n g  i n f l a t i o n  of  t h e  1970s,  a  p e r i o d  of  h i g h  and v o l a t i l e  
i n t e r e s t  r a t e s .  F i n a n c i a l  d e c i s i o n s  based on t h e  b e l i e f  t h a t  t h e  economic 
c o n d i t i o n s  of t h e  1970s would c o n t i n u e  cou ld  have n e g a t i v e l y  a f f e c t e d  a  
bank ' s  o p e r a t i o n s .  

The a g r i c u l t u r e  and e n e r g y  i n d u s t r i e s  have  bo th  encoun te red  s e v e r e  
problems r e c e n t l y .  Banks w i t h  l o a n s  c o n c e n t r a t e d  i n  e i t h e r  of t h e s e  a r e a s  
have e x p e r i e n c e d  d i f f i c u l t i e s .  I n  1986, f a rm bank f a i l u r e s  accoun ted  f o r  
59 o f  t h e  t o t a l  138 bank f a i l u r e s .  A farm bank i s  d e f i n e d  a s  hav ing  more 
t h a n  25% o f  i t s  l o a n s  i n  a g r i c u l t u r a l  c r e d i t .  I n  a d d i t i o n ,  a  number of 
banks w i t h  s i g n i f i c a n t  funds  i n  l o a n s  t o  l e s s -deve loped  c o u n t r i e s  have 
e x p e r i e n c e d  problems.  

FDIC Procedures f o r  Failed Banks 

The Banking Act of  1933 c r e a t e d  t h e  F e d e r a l  Depos i t  I n s u r a n c e  
C o r p o r a t i o n  (FDIC) a s  a n  independent  agency t o  i n s u r e  d e p o s i t s  a t  
commercial banks and mutual s a v i n g s  banks.  Membership i s  mandatory f o r  
comnerc i a l  banks be long ing  t o  t h e  F e d e r a l  Reserve  System (FRS). A l l  
n a t i o n a l  ( f e d e r a l l y  c h a r t e r e d )  banks be long  t o  t h e  FRS. S t a t e - c h a r t e r e d  
banks which a r e  n o t  members of t h e  FRS have  t h e  o p t i o n  o f  be ing  i n s u r e d  by 
t h e  FDIC. Membership f o r  mutual s a v i n g s  banks i s  a l s o  o p t i o n a l .  E l i g i b l e  
a c c o u n t s  a r e  i n s u r e d  by t h e  FDIC f o r  up t o  $100,000. 

The FDIC h a s  e s t a b l i s h e d  p rocedures  t o  d e a l  w i t h  problem and f a i l i n g  
i n s t i t u t i o n s .  A law e n a c t e d  on October  15 ,  1982, P.L. 97-320, broadened 
t h e  c i r c u m s t a n c e s  under  which t h e  FDIC can  p rov ide  f i n a n c i a l  a s s i s t a n c e  t o  
t r o u b l e d  i n s t i t u t i o n s .  P.L. 97-320 expanded t h e  FDIC's a u t h o r i t y  t o  
a r r a n g e  mergers .  The law s e t s  p r i o r i t i e s  f o r  mergers  and i n c l u d e s  merge r s  
between d i f f e r e n t  t y p e s  o f  d e p o s i t o r y  f i n a n c i a l  i n s t i t u t i o n s  and merge r s  
t h a t  i n v o l v e  c r o s s i n g  S t a t e  l i n e s .  The p r o v i s i o n s  of P.L. 97-320 d e a l i n g  
w i t h  f a i l e d  banks e x p i r e d  i n  October  1985. The p r o v i s i o n s  were e x t e n d e d  
s e v e r a l  t i m e s  on a  temporary  b a s i s .  The l a s t  e x t e n s i o n  e x p i r e d  on Oc t .  
13 ,  1986. The 100 th  Congress  i s  expec ted  t o  c o n s i d e r  l e g i s l a t i o n  which 
would expand t h e  FDIC's a u t h o r i t y  t o  d e a l  w i th  f a i l e d  and f a i l i n g  banks.  

T h e  FDIC h a s  two a l t e r n a t i v e  s o l u t i o n s  t o  merging a  f a i l e d  
i n s t i t u t i o n ,  a  pu rchase  and assumpt ion  o r  a  d i r e c t  payof f .  I n  a  p u r c h a s e  
and a s sumpt ion  t r a n s a c t i o n  t h e  i n s t i t u t i o n  i s  c l o s e d  and i t s  l i a b i l i t i e s  
a r e  assumed by a n o t h e r  i n s t i t u t i o n  w i t h  o r  w i thou t  FDIC a s s i s t a n c e .  

I n  t h e  c a s e  of a  d i r e c t  p a y o f f ,  t h e  FDIC i s  named r e c e i v e r  and pays  
o f f  t h e  i n s u r e d  d e p o s i t o r s .  The FDIC l i q u i d a t e s  t h e  a s s e t s  of t h e  f a i l e d  



bank and f rom t h e  p roceeds  pays t h e  un insu red  d e p o s i t o r s  on a  p r o  r a t a  
b a s i s ,  The FDIC i n t r o d u c e d  a v a r i a t i o n  of t h e  payoff  p r o c e d u r e  i n  1983 
c a l l e d  t h e  d e p o s i t  t r a n s f e r  method. The FDIC makes i n s u r e d  d e p o s i t s  i n  a  
f a i l e d  bank a v a i l a b l e  t o  t h e i r  owners by t r a n s f e r r i n g  t h e i r  a c c o u n t s  t o  
a n o t h e r  i n s u r e d  bank. T h i s  approach  minimizes d i s r u p t i o n  t o  b o t h  t h e  
a c c o u n t  h o l d e r s  and t h e  a f f e c t e d  c o m u n i t i e s .  T h i s  method a l s o  r e d u c e s  
t h e  FDIC's c o s t .  

I n  1984,  t h e  FDIC t e s t e d  a  new f e a t u r e  of t h e  d e p o s i t  t r a n s f e r  
a p p r o a c h ,  t h e  mod i f i ed  payout  p l an .  Under t h i s  p l a n ,  t h e  u n i n s u r e d  
d e p o s i t o r s  i n m e d i a t e l y  r e c e i v e  p ro  r a t a  s h a r e s  of  what t h e  FDIC t h i n k s  i t  
c a n  r e c o v e r  from t h e  l i q u i d a t i o n  of  t h e  f a i l e d  bank ' s  a s s e t s .  Then i f  t h e  
a c t u a l  c o l l e c t i o n s  on t h e  a s s e t s  of  t h e  f a i l e d  bank exceed  t h e  advance  
payments and a d m i n i s t r a t i v e  expenses ,  t h e  u n i n s u r e d  c r e d i t o r s  r e c e i v e  
a d d i t i o n a l  payments. I f  t h e  o p p o s i t e  happens,  t h e  FDIC i n s u r a n c e  fund  
a b s o r b s  t h e  s h o r t f a l l .  The t e s t  was used  i n  e i g h t  f a i l u r e s  and t h e n  
suspended.  

T a b l e  2 shows t h e  t y p e s  of  a c t i o n s  t a k e n  by t h e  FDIC i n  h a n d l i n g  
f a i l u r e s  d u r i n g  1980-1986. 

P o l i c y  C o n s i d e r a t i o n s  

The r e c e n t  t r e n d  i n  bank f a i l u r e s  has  r a i s e d  p o l i c y  q u e s t i o n s  f o r  t h e  
f i n a n c i a l  s e r v i c e s  i n d u s t r y .  The FDIC i s  r ev i ewing  i t s  c u r r e n t  
s u p e r v i s o r y  and i n s u r a n c e  p rocedures .  The i n d u s t r y  i s  d e v e l o p i n g  measures  
t o  p r e v e n t  bank f a i l u r e s  a s  we l l  a s  c o n s i d e r i n g  new o p t i o n s  f o r  f a i l e d  
banks.  T h i s  s e c t i o n  of  t h e  i s s u e  b r i e f  o u t l i n e s  some of t h e  major  p o l i c y  
i s s u e s  r a i s e d  a s  a  r e s u l t  of t h e  i n c r e a s e  i n  bank f a i l u r e s .  

I n  December, 1986,  t h e  FDIC i s s u e d  a  r e v i s e d  p o l i c y  s t a t e m e n t  
c o n c e r n i n g  a s s i s t a n c e  t o  i n s u r e d  banks i n  danger  of f a i l i n g .  Under 
S e c t i o n  1 3  ( c ) ( l )  o f  t h e  F e d e r a l  Depos i t  I n s u r a n c e  Ac t ,  t h e  FDIC h a s  t h e  
a u t h o r i t y  t o  g r a n t  a i d  t o  a  bank i n  danger  of  f a i l i n g ,  under  c e r t a i n  
c o n d i t i o n s .  The most impor t an t  g u i d e l i n e  f o r  open-bank a s s i s t a n c e  i s  t h a t  
t h e  FDIC'S c o s t  i n  p r o v i d i n g  a s s i s t a n c e  i s  l e s s  t h a n  i f  i t  took  
a l t e r n a t i v e  a c t i o n .  The FDIC r e v i s e d  i t s  p o l i c y  i n  r e s p o n s e  t o  i n c r e a s e d  
r e q u e s t s  f o r  a s s i s t a n c e  and because  of t h e  number, s i z e  and complex i ty  o f  
r e c e n t  bank f a i l u r e s .  The s t a t e m e n t  p r o v i d e s  i n f o r m a t i o n  on t h e  
c o n d i t i o n s  and terms t h e  FDIC b e l i e v e s  a p p r o p r i a t e  i f  i t  i s  t o  p r o v i d e  
open-bank a s s i s t a n c e  t o  FDIC i n s u r e d  banks o r  t h r i f t s  t o  p r e v e n t  c l o s i n g  
t h e  i n s t i t u t i o n .  The FDIC g r a n t e d  open-bank a i d  t o  seven  i n s t i t u t i o n s  i n  
1986. 

One s u b j e c t  under  c o n s i d e r a t i o n  i s  t h e  c a p i t a l  l e v e l s  f o r  i n s u r e d  
i n s t i t u t i o n s .  I n  March 1985, t h e  FDIC adopted  a  r e g u l a t i o n  c o n c e r n i n g  
c a p i t a l  main tenance .  The r e g u l a t i o n  e s t a b l i s h e s  a  minimum t o t a l  c a p i t a l  
t o  t o t a l  a s s e t s  of 6 p e r c e n t .  I n  a d d i t i o n ,  s t a n d a r d s  were e s t a b l i s h e d  t o  
d e t e r m i n e  when a n  i n s u r e d  bank i s  o p e r a t i n g  i n  an  u n s a f e  and unsound 
c o n d i t i o n  by r e a s o n  o f  t h e  amount of i t s  c a p i t a l .  A d d i t i o n a l  p r o p o s a l s  
would b a s e  a n  i n d i v i d u a l  bank ' s  c a p i t a l  l e v e l  i n  p a r t  on t h e  r i s k i n e s s  o f  
t h a t  b a n k ' s  p o r t f o l i o .  



C u r r e n t l y  e a c h  FDIC member bank pays an annual  i n s u r a n c e  premium of 
1 / 1 2  of 1 p e r c e n t  of t o t a l  d e p o s i t s .  Th i s  sys tem i s  under  rev iew.  
P r o p o s a l s  t o  a l t e r  t h e  p r i c i n g  a r r angemen t s  i n c l u d e  r a i s i n g  t h e  premium 
a c r o s s  t h e  b o a r d ,  hav ing  a  v a r i a b l e  r a t e  premium based on an i n s t i t u t i o n ' s  
r i s k - t a k i n g  a c t i v i t i e s ,  o r  some combina t ion .  The i s s u e  o f  non-government 
d e p o s i t  i n s u r a n c e  a s  an  a l t e r n a t i v e  o r  supplement  t o  cove rage  by t h e  FDIC 
h a s  been r a i s e d .  P r i v a t e  i n s u r a n c e  cou ld  e a s e  t h e  FDIC's burden and o f f e r  
a d d i t i o n a l  cove rage .  P r i v a t e  s e c t o r  involvement  might r e s u l t  i n  t o u g h e r  
s t a n d a r d s  f o r  i n s u r e d  banks. On t h e  o t h e r  hand,  p r i v a t e  i n s u r a n c e  may n o t  
be p r a c t i c a l  and i t  cou ld  have  a  d e s t a b i l i z i n g  e f f e c t  on t h e  banking  
i n d u s t r y .  

Q u e s t i o n s  have  been r a i s e d  conce rn ing  t h e  h a n d l i n g  of s m a l l  v e r s u s  
l a r g e  i n s t i t u t i o n s  t h a t  a r e  i n  t r o u b l e .  The FDIC h a s  been c r i t i c i z e d  f o r  
g i v i n g  p r e f e r e n t i a l  t r e a t m e n t  t o  t h e  l a r g e r  banks. N a t u r a l l y ,  the.  l a r g e r  
t h e  i n s t i t u t i o n ,  t h e  g r e a t e r  t h e  p o t e n t i a l  c o s t s  t o  t h e  FDIC i f  t h e  
i n s t i t u t i o n  i s  l i q u i d a t e d  o r  merged wi th  a s s i s t a n c e .  I n  a d d i t i o n ,  t h e  
s p i l l o v e r  economic e f f e c t s  o f  c l o s i n g  a  v e r y  l a r g e  bank a r e  g r e a t e r .  Any 
bank f a i l u r e  can  c a u s e  f e a r s  abou t  t h e  so lvency  o f  o t h e r  l o c a l  banks.  A 
l a r g e  bank f a i l u r e  cou ld  r e s u l t  i n  p a n i c  w i thd rawa l s  on a  n a t i o n a l  l e v e l .  
Banks a s s i s t  i n  a l l o c a t i n g  c r e d i t  i n  t h e i r  conmunity and c l o s i n g  a  l a r g e  
i n s t i t u t i o n  cou ld  s i g n i f i c a n t l y  d i s r u p t  t h i s  f l o w  of c a p i t a l .  Large  banks 
have a  g r e a t e r  p r o p o r t i o n  of t h e i r  l i a b i l i t i e s  i n  un insu red  d e p o s i t s .  The 
p o t e n t i a l  l o s s  o f  u n i n s u r e d  funds  cou ld  n e g a t i v e l y  impact  t h e  i n d i v i d u a l  
and b u s i n e s s  accoun t  h o l d e r s .  

F i n a n c i a l l y  t r o u b l e d  banks t h a t  t h r e a t e n  t h e  h e a l t h  of t h e i r  p a r e n t  
h o l d i n g  company have  r a i s e d  new p o l i c y  c o n s i d e r a t i o n s .  A h o l d i n g  company 
r e s c u e  i n c r e a s e s  t h e  p o t e n t i a l  c o s t s  t o  t h e  FDIC. I n  a d d i t i o n ,  t h e  r e s c u e  
may c u t  t h e  l o s s e s  of  c r e d i t o r s  o r  s h a r e h o l d e r s  a t  F e d e r a l  expense .  
Allowing t h e  h o l d i n g  company t o  go  under  cou ld  have  s e v e r e  economic 
consequences .  

TABLE 2. FDIC Trea tment  of I n s u r e d  Bank F a i l u r e s ,  1980-1986 

Year 1980 1981 1982 1983 1984 1985 1986 

Purchase  and 7 5  2  7 3  7 6 2 8  7 9  8  
a s sumpt ion  

A s s i s t e d  mergers  

D i r e c t  payoff  

Depos i t  t r a n s f  e r  N / A  N/A N/A 2 12* 7 19 

T o t a l  number o f  
f a i l e d  banks 10  10  4  2 48 7 9  120 138 

*In 8  of  t h e  12 ,  t h e  modi f ied  payout  p l an  was used.  
Source :  F e d e r a l  Depos i t  I n s u r a n c e  Corpo ra t ion .  
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