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Chapter 5

Ensuring the Safe and Sound Evolution of the
U.S. Financial System: Updating Holding
Company Structure and Regulation

should be extremely limited due to the nature of narrow banking. Fur-
thermore, it is unlikely that the combination of narrow banking and
commercial enterprises would raise economic concentration concerns
since narrow banks are limited in their investment options and conse-
quently cannot grow beyond those available options, such as short-term
Treasury bills. Finally, we believe that recent Federal Reserve Board
efforts to limit daylight overdrafts, in which banks exceed their bal-
ances with the Federal Reserve over the course of a day, should alle-
viate concerns about allowing such firms access to the payments system.
Potential changes include charging banks for such overdrafts.

Financial Industry
Concentration Should Be
Prohibited

It is often argued that bigger financial firms create efficiencies of pro-
duction. Experience has shown, however, that this is not necessarily the
case, and many large financial services conglomerates have been spin-
ning off significant subsidiaries, presumably because they did not con-
tribute to such economies of scale or scope. American Express, for
example, sold its major insurance company venture, Fireman’s Fund, in
1986 and its 50 percent share of Warner Amex Cable Communication,
Inc. subsidiary in 1985 presumably because they were not profitable
and because expected synergies did not materialize. Other examples
include the sale of Coldwell Banker Real Estate Group’s commercial real
estate division in 1989 and the discontinuation of Allstate’s group life/
health insurance business (a Sears subsidiary) in 1987 and 1988.

While there appears to be no evidence that substantial economies of
scale or scope in banking exist, there is also no significant evidence that
concentration in the U.S. financial industry is a problem. In fact, the U.S.
banking system is the least concentrated among all industrial countries.
The top five banks in the U.S. control only 7 percent of total banking
system deposits compared to 16 percent in Japan, 31 percent in Ger-
many, 64 percent in Canada, and 84 percent in Australia. Furthermore,
there are approximately 13,200 commercial and BIF-insured savings
banks; 2,900 salF-insured savings and loans; 13,000 credit unions; 8,900
securities firms; and 6,000 insurance companies in the United States
that compete with each other,

Nevertheless, although it may appear unlikely, the possibility exists
that, over the long term, several large conglomerates might emerge and
potentially gain control over significant percentages of U.S. financial
services and markets. Current antitrust laws might not prove sufficient
to control potentially detrimental mergers. Thus, since mega-mergers
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could in the long run be damaging, we believe that certain additional
merger limits should be applied.

Merger limits might be imposed for two other reasons. First, when a new
market opens, market entrants often have a tendency to try to immedi-
ately establish a significant market presence. This tendency to jump
first and think later proved detrimental to several U.S. banks in the
post-*‘Big Bang”’ market in London, which accompanied the deregulation
of the United Kingdom’s financial markets. U.S. banks incorrectly esti-
mated costs and effects of cultural differences, and the cost of learning
the equities business proved very expensive, even for strong institu-
tions.! Limits on the allowable sizes of mergers would force financial
institutions to gradually establish themselves and gain from smaller
scale experiences in new lines of business. Second, diversification effects
are more likely to be positive if additional lines of business are less sig-
nificant than the main holding company activities.

Thus, until a certain level of experience has been established in this
area, we believe that well-capitalized, well-managed bank holding com-
panies should be limited to either de novo securities or insurance activi-
ties, approved on a case-by-case basis, or acquisitions of established
firms that would add less than some relatively low limit, such as 10 per-
cent, to the bank holding company in 1 year. Furthermore, any merger
associated with a bank should be approved by the bank’s regulator and
the regulator of the holding company. Such limits would not block the
benefits that might be associated with interindustry mergers but would
inhibit the creation of conglomerates that might have a negative impact
on financial markets in the United States.

Initial Restrictions May Be
Modified Once
Adjustments to New
Structures and Activities
Have Been Made

As financial institution regulators and institutions associated with
banking become more experienced with the new structures and activi-
ties, we believe that it should be possible to modify limitations that we
currently support as necessary to ensure safety and soundness during
the initial phases of financial modernization should such modernization
be approved. One such modification might allow banks to perform cer-
tain expanded activities with risk characteristics similar to those associ-
ated with banking either in a bank or a bank subsidiary. Numerous
nontraditional activities and products such as debt underwriting or life
insurance annuities accomplish the same traditional intermediation

19Gee International Finance: Update on U.S. Commercial Banks’ Securities Activities in London
(GAO/NSTAD-90-98, May 7, 1990).
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Conclusions

function as do banking products. Another modification could allow ser-
vice firms (such as American Express) or even commercial firms to
become affiliated with banks in ways that do not endanger the safety
and soundness of the banking system or the federal safety net. However,
such modifications should be delayed until experience with the plan out-
lined above dictates that they can be safely implemented.

Numerous regulatory gaps characterize the current system for
restricting banking activities and for accommodating the need for banks
to adapt to changes in world financial markets. These gaps—the
absence of a clear set of safety and soundness standards for use in
approving interstate banking arrangements, allowing holding companies
to avoid responsibility for their bank subsidiaries, the potential for con-
sumer confusion and conflicts of interest, and the built-in inequities of
the regulatory structure-—all add up to the possibility of serious
problems in the future. These problems must be addressed before fur-
ther changes are made to banking powers.

Once these regulatory gaps have been addressed, issues associated with
expanded bank powers could be addressed. If a judgment is made by
Congress that bank powers should be expanded, then a system must be
established that protects banks associated with holding companies. Con-
sumer interests must also be protected, particularly as financial prod-
ucts become more complex. The potential for conflict-of-interest abuses
must be seriously addressed. Furthermore, competition among financial
institutions must be on a level playing field and must maintain the
unconcentrated nature of today’s financial system.

In order to ensure that further evolution of the nation’s financial ser-
vices system enhances service to the public, promotes fair competition
and does not place the deposit insurance system at risk, a number of
steps must be taken.

The McFadden Act and sections of the Douglas Amendment to the Bank
Holding Company Act should be phased out in order to further allow
banks to meet customer needs and diversify their activities in less costly
ways, but only well-capitalized, well-managed banking organizations
should be allowed to take advantage of the change.

Bank safety and soundness should be protected through a source of
strength policy for all holding companies affiliated with banks. The suc-
cess of that policy will depend on a system of consolidated holding com-
pany capital and regulation.
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Recommendations

A package of consumer protection measures that adequately addresses
the complexity of insured and uninsured financial products must also be
implemented.

Most potential conflict-of-interest abuses can be addressed through the
enforcement of both the source of strength provision and measures that
control financial and information flows between banks and their affili-
ates. But there must be assurances that the regulators can enforce such
provisions before relaxing current restrictions on activities.

To guarantee equity of competition, financial firms must be allowed to
acquire banks if banks are allowed to compete in their products and ser-
vices. Equity of regulation would be ensured through the creation of a
regulatory board responsible for promulgating holding company
regulations.

Furthermore, provisions that control mergers of financial institutions
that have the potential of concentrating the U.S. financial markets must
be adopted.

If these steps are taken, we believe that the ability of financial service
firms, including banks, to adjust to changing competitive conditions
through liberalization of restrictions on their powers can be imple-
mented safely. Banking and financial services organizations could also
be given the opportunity to avoid certain restrictions through the crea-
tion of narrow banks, which pose minimal risks to the deposit insurance
fund.

It should be clear from these conditions that we do not believe that com-
mercial banking organizations should be granted new powers in the hope
that they will be able to grow out of their current financial problems.
Such a strategy was tried and failed in response to financial problems in
the thrift industry in the early 1980s. Instead, once the regulatory
system has been updated, if Congress decides that bank powers should
be expanded, only well-managed and well-capitalized banking organiza-
tions should be given the opportunity, on a case-by-case basis, to
mobilize their capital in ways that allow them to adapt to changing mar-
kets and competitive conditions, providing them with the potential to
better serve their customers.

To resolve the regulatory gaps that currently characterize the regulation
and structure of bank holding companies in a way that will protect the
safety and soundness of the U.S. banking system, we recommend that
Congress take the following steps before expanding bank powers:
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' Phase out the McFadden Act and sections of the Douglas Amendment to
the Bank Holding Company Act that restrict interstate banking, but only
afper controls are adapted to be certain that only well-capitalized, well-
managed banking organizations can take advantage of the new opportu-
nities for interstate expansion.

Enact a source of strength doctrine that will require holding companies
to take responsibility for the financial health of their bank subsidiaries
and the potential losses incurred by FDIC in resolving bank failures.
Require that holding companies associated with banks be regulated in a
consolidated manner, with functional regulation of regulated subsidi-
aries, and that they be subject to consolidated capital requirements.
Legislate improvements to sections 23 A and 23 B of the Federal
Reserve Act that will enhance regulators’ abilities to protect insured
banks from risks undertaken by their nonbank affiliates.

Require uniform disclosure of federally insured and uninsured products,
comparable cost and yield information on similar types of financial
products, and information regarding brokers’ commissions and fees.

These recommendations are necessary to protect the banking system
now, but they are also imperative if a decision is made to expand bank
powers. If Congress decides to enact legislation to allow banks access to
expanded powers, we recommend that expanded powers be phased in by
taking the following steps:

Require that only well-capitalized, well-managed bank holding compa-
nies be given access to expanded bank powers on a case-by-case basis.

. Restrict expanded powers to nondepository subsidiaries of bank holding
companies and restrict transactions between those subsidiaries and
affiliated banks to ensure that insured deposits are not used to finance
expanded powers.

Allow nondepository financial institutions to acquire banks but require
such institutions to act as sources of financial strength to their bank and
other regulated subsidiaries. All financial institutions affiliated with
commercial banks should be subject to consolidated capital requirements
and regulations.

: Require controls on the sharing of confidential customer information
among holding company entities.

Create an interindustry regulatory board to promuigate regulations that
ensure consistent and safe financial services holding company regula-
tion. The Board should consist of the Chairman of the Board of Gover-
nors of the Federal Reserve System, the Chairman of the SEC, and the
Secretary of the Treasury.
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Restrict the ability of financial institutions to merge in ways that will
allow the creation of a concentrated financial industry.
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Nature of Insured
Deposits

Definition of an
Insured Deposit

The Financial Institutions Reform, Recovery, and Enforcement Act
(FIRREA) of 1989 required GAO to address the effects of proposed
changes to the definition of a ‘‘deposit’”’ on market discipline and on
the ability of other participants in capital markets to raise funds.
This appendix supplements the discussion of these topics contained
in chapter 4 and provides background information on how a deposit
is defined and data on the amount and type of funds on deposit with
banks. We also discuss the relationship between the definition of a
deposit and the government’s potential liability in the case of bank
failures. In keeping with the scope of this report, the discussion
focuses on deposits in Federal Deposit Insurance Corporation (FDIC)
insured banks.

The definition of a deposit covered by federal deposit insurance and the
level of insurance coverage for deposits are two separate but closely
related issues that are important in considering deposit insurance
reform. Together they determine the nature and extent of the federal
deposit insurance program. Generally speaking, deposits are funds
placed in banks for various purposes. These include transaction and
payroll accounts, demand (checking) deposits, savings deposits, time
deposits, and retirement accounts. These deposits come from many
sources, including individuals, corporations, all levels of government
(including foreign governments), other banks, and charitable organiza-
tions. In some cases the deposits are placed in banks by professional
money managers, investment firms, managers of pension funds, or bro-
kers acting as agent for, or on behalf of, their clients. Subject to certain
restrictions discussed below, these deposits, except those in foreign
branches of U.S. banks, are all currently insured up to $100,000.

Banks also manage a significant number of trust fund accounts on
behalf of their customers. These do not constitute bank liabilities,
although many of these accounts are covered by federal deposit
insurance.

While the present federal deposit insurance program came into force in
1934, it was not until the Banking Act of 1935 that Congress enacted a
statutory definition of what was meant by a deposit. Subsequently
incorporated into the Federal Deposit Insurance Act (FDIA) of 1950, the
act defines deposits as:

Page 146 GAO/GGD-91-26 Deposit Insurance Reform



Appendix I

Information on Deposits and the Effects of
Changing the Definition of an

Insured Deposit

the unpaid balance of money or its equivalent received by a bank in the usual course
of business and for which it has given or is obligated to give credit to a commercial,
checking, savings time or thrift account, or which is evidenced by its certificate of
deposit, and trust funds held by such bank whether retained or deposited in any
department of such bank or deposited in another bank, together with such other
obligations of a bank as the board of directors shall find and shall prescribe by its
regulations to be deposit liabilities by general usage.!

Congress has also passed other legislation affecting the scope of deposit
insurance, including the National Housing Act of 1934 which established
the Federal Savings and Loan Insurance Corporation. The Federal
Deposit Insurance Act further codified deposit insurance and specifi-
cally provided for what has become known as “pass through” deposit
insurance, wherein deposit insurance passes through the principal
account to each individual beneficiary of a trust fund, pension, and Indi-
vidual Retirement Account (1IRA)/Keogh Plan retirement account. Each
beneficiary’s interest is separately insured up to $100,000. This insur-
ance protection is additional to any other insured accounts maintained
by the individual in the same bank. This is an important provision of the
deposit insurance program because deposit insurance protection for eli-
gible retirement and pension fund accounts is not limited to $100,000
but rather to $100,000 times the number of pension or retirement plan
participants or beneficiaries provided for by the account.?

Through the years, federal banking legislation has also specifically
excluded certain deposits from deposit insurance, including bank obliga-
tions located in offices outside of the United States and its territories
and deposits located in international banking facilities. These deposits
are not federally insured and are excluded from the deposit insurance
assessment base.

Congress, in enacting the Federal Deposit Insurance Act, anticipated
that changes in the banking industry would result in the creation of new
depository instruments. Accordingly, Congress empowered FDIC, in con-
sultation with the Comptroller of the Currency and the Board of Gover-
nors of the Federal Reserve System, to determine whether new financial
products constituted insured deposits for the purpose of deposit insur-
ance protection. FDIC exercises this authority by issuing regulatory and
advisory opinions. FDIC Advisory Opinions are issued in response to peti-
tions filed by interested parties seeking clarification as to whether a

ISee Banking Act of 1935 and Federal Deposit Insurance Act, section 3(1)(1), et seq.

2For example, should a retirement account have 20 beneficiaries, the interests of each one would be
insured up to $100,000.
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particular financial instrument is entitled to deposit insurance protec-
tion. Advisory Opinions are published in the Federal Register as they
are issued and establish precedent (i.e., they apply to all such products
and not just the ones issued by the petitioner). FpIC also publishes
deposit insurance regulations in the Federal Register. Subject to public
comment and judicial review, these regulations provide guidance as to
how the deposit insurance program operates and what is and is not
insured.

In recent years, federal deposit insurance has been extended to a
number of new depository instruments that have been developed. These
included Negotiable Order of Withdrawal (Now) accounts, Money Market
Deposit Accounts (MMDA), brokered deposits, and Bank Investment Con-
tracts (BIC).? The innovation that has given rise to these new products
reflects changes in technology, competition from nonbanking firms, and
relaxation of the Federal Reserve’s Regulation Q* and other restrictions
on demand and savings deposits.

Insurance Coverage

Federal law and FDIC regulations provide that the amount of deposit
insurance coverage be based on ownership rights. Subject to certain
exceptions noted below, all accounts owned by an individual in a single
bank are aggregated for deposit insurance purposes and covered up to
$100,000 per depositor per insured institution. For example, if a depos-
itor has both checking and savings accounts in the same institution, both
accounts taken together would be insured up to $100,000. However,
should an individual also hold a joint account with another person in the
same bank, this joint account would be separately insured up to
$100,000.5 An individual can thus significantly increase his or her insur-
ance coverage in a single bank by establishing multiple accounts with
different family members. One bank advertisement that we have seen
shows how a family of three can take advantage of deposit insurance

SNOW accounts are interest-bearing checking accounts; MMDAs are interest-bearing savings accounts
permitting a limited number of transfers, and BICs, discussed in appendix II, are investments used to
finance pension funds and placed with banks by pension fund managers.

“4Regulation Q, among other things, prohibited the payment of interest on demand deposits and set
ceilings for the amount of interest that could be paid by banks on savings accounts. Today, its only
impact is prohibiting the payment of interest on demand accounts.

5The regulations governing these situations are complicated. FDIC has held that joint accounts are
only eligible for separate deposit insurance protection when the “joint tenant” is an immediate rela-
tive. FDIC regulations also provide that accounts held by an individual acting in a custodial or exec-
utor capacity are separately insured from other accounts held by the individual in the same
institution.
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regulations to increase their insurance coverage to $1.2 million by
holding various types of accounts in a single institution.s

It is also important to note that there is no limit to the number of
insured accounts an individual may have in different banks. Additional
federally insured accounts can therefore be obtained by establishing
accounts in other insured institutions. Some securities firms or invest-
ment companies advertise organized arrangements that automatically
transfer funds in excess of $100,000 to an insured account in another
institution.

In 1967, FpIC adopted regulations specifying the various capacities in
which funds may be owned and separately insured for deposit insurance
purposes. This represented the first time FDIC published specific regula-
tions. Previously, the deposit insurance program operated on the basis
of staff opinions. Following enactment of FIRREA, the FSLIC was abolished
and its activities assumed by FDIC. As required by FIRREA, FDIC issued
uniform regulations governing both banks and thrift associations. Previ-
ously, separate regulations had governed deposits insured by FDIC and
those insured by FSLIC, and in certain instances similar deposits had been
treated differently by the two insurers. FDIC’s regulations, summarized
in table 1.1, came into effect on July 29, 1990, and were mailed to all

SThis can be done as follows:

Insurance

Type of account amount
Individual

Husband $100,000

Wife 100,000

Child 100,000
Joint

Husband and wife 100,000

Husband and child 100,000

Wife and child 100,000
IRA/Keogh

Husband 100,000

Wife 100,000
Revocable trust

Husband as trustee for wife 100,000

Husband as trustee for child 100,000

Wife as trustee for husband 100,000

Wife as trustee for child 100,000
Total insurance coverage $1,200,000
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bank customers with their statements and are displayed in all FpIC-

insured institutions.

Table 1.1: FDIC Uniform Deposit Rules
Governing Insured Deposits

Type of account

Insurance coverage

Commercial accounts

Business, corporate, and
partnership accounts

All accounts in same institution are aggregated and insured
up to $100,000.

Personal accounts

Single ownership accounts

Joint ownership accounts

Insured up to $100,000.

Each owner insured up to $100,000 ($200,000 aggregate
coverage).

Testamentary accounts

When payable to a spouse, child, or grandchild, the account
is insured up to $100,000 separate from the insurance
granted to individual or joint accounts. (However, when a
couple together establishes a single revocable trust naming
each other as sole beneficiary, the account is treated as a
joint account.)

Retirement accounts

IRA and Keogh plan accounts

Trusteed pension plans

BICs

"'457 plan accounts”

A person's deposits in either of these accounts is insured up
to $100,000 separate from any interests that person may
have in other accounts at the same institution.

Insured up to $100,000 for the interest of each individual
pension plan participant, regardless of source of funds.

Insured up to $100,000 for the interest of each individual
pension plan participant.

457 plan" accounts established by state and local
governments are insured up to $100,000 in aggregate, not
per employee or participant. Deposits of 457 plans now in
existence will continue to be insured up to $100,000 per
participant/employee until January 29, 1992. These differ
from BICs In that for tax purposes the account is in the name
of the governmental jurisdiction, not the individual
beneficiary.

Other types of accounts

Public unit accounts

Page 150

Time deposits, savings deposits, and NOW accounts of a
public unit in an institution in the same state will be insured
up to $100,000 in aggregate separate from the $100,000
coverage for the public unit's demand deposits in the same
institution.

A public unit’s funds in an out-of-state institution will have a
single $100,000 limit for aliifs time, savings, and demand
deposits. (n.b.. Some stafes require or permit such accounts
to be collateralized; collateralization is prohibited in other
states).

(continued)
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Type of account Insurance coverage

Mortgage servicing accounts: Deposits representing principal and interest at any one
deposits representing institution are insured up to $100,000 per account owner.

principal and interest

Mortgage servicing accounts: Deposits representing tax and insurance will be added

deposits representing tax and together with any single ownership accounts that the person

insurance holds at the same institution (and the total insured up to
$100,000).

Unit investment trust deposits A unit investment trust's CDs will be treated as a
corporation’s deposits and will be insured up to $100,000 in
aggregate, not per investor, in the trust.

CDs used to fund life The interest accruing on these accounts is used to finance

insurance and annuity annuity or insurance contracts. Such accounts will be

contracts insured up to $100,000 per individual, provided (1) the life
insurance company establishes a separaie account for the

funds, (2) the account cannot be used for any other
business of the company, and (3) the account cannot be
accessed by other creditors if the life insurance company
becomes insolvent and its assets are liquidated.

Accounts held by depository  Such accounts will be insured for up to $100,000 for each

institutions acting in fiduciary owner or beneficiary and will be insured separately from any

capacities other deposits of the owners or beneficiaries at the same
institution.

Funds held as executor or administrator for a deceased
person's estate will be insured up to $100,000 per estate.

Note: in off-setting account baiances, instances in which a depositor has an outstanding loan in the
same institution where he maintains a deposit, the outstanding balance due on the loan is deducted
from the deposit balance in calculating the reimbursement due the depositor. The same applies in the
case of trusts, business, and retirement accounts.

For treasury tax payments, deposits in a bank representing federal tax payments (withholding, FICA,
etc.) are separately insured up to $100,000.

Source: FDIC.

Market Innovation

Changes in financial markets that affect deposits are, however, by no
means limited to the development of new types of insured deposits. For
example, the development of electronic funds transfer arrangements
and the use of computers have enabled a given amount of deposits to be
used much more efficiently in executing transactions throughout the
economy. Thus, for the banking system as a whole, Federal Reserve sta-
tistics show that from 1970 to 1990 the balances in demand deposits
approximately doubled, an increase far less than the increase in the
gross national product (GNP) (which increased five-fold). However, the
number of times the average deposit turned over during the year
increased 10-fold (see fig. I.1).

Page 151 GAO/GGD-91-26 Deposit Insurance Reform



Appendix I

Information on Deposits and the Effects of
Changing the Definition of an

Insured Deposit

Figure 1.1: Average Yearly Turnover of Demand Deposits, 1972 to 1989
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Source: Board of Governors of the Federal Reserve.

The increase in deposit turnover was even greater for major banks in
New York City, where it increased by more than 15-fold. Part of this
increase in efficiency in the use of deposits has been accomplished by
cash management services that allow customers to maintain zero bal-
ances in their draft (checking) accounts until checks are actually
presented for payment, when the funds are transferred from companion
investment accounts to cover checks. These companion accounts pay
higher interest than ordinary savings or NOW accounts.

Other developments have allowed nonbanking financial services firms to
offer services to the public that have many of the features traditionally
associated with bank deposits. A prime example of this is the money
market mutual fund (MMMF). Funds deposited in such accounts are typi-
cally invested in very short term, high-quality assets, such as Treasury
bills, certificates of deposit (CD), or commercial paper; and can often be
transferred by check, (usually subject to certain restrictions on the min-
imum size or number of checks per month) through arrangements with a
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Quantitative
Information on
Deposits

participating bank. Although uninsured, these highly successful deposit
substitutes are perceived by the public to have little risk, but they often
have higher yields than checkable deposits. These high yields are pos-
sible in part because these accounts are not subject to deposit insurance
premiurus, reserve requirements, bank capital requirements, or corpo-
rate income taxes, and the operating expenses associated with such
accounts are also lower than for most bank transaction accounts.

This section provides detailed information about deposits. Specifically,
it includes data on trends in deposit insurance coverage and in the role
of insured deposits, types of deposits, insured and uninsured deposits by
bank size, sources of deposits, and sizes of accounts.

Trends in Deposit
Insurance Coverage and in
the Role of Insured
Deposits

Since 1934, when deposit insurance coverage was set at $5,000, Con-
gress has increased the deposit insurance ceiling five times, the latest
being in 1980 when the ceiling was increased from $40,000 to $100,000
with passage of the Depository Institutions Deregulation and Monetary
Control Act.” However, as shown in figure 1.2, the value of the insurance
limits that has been set has also varied in terms of constant purchasing
power. The $5,000 deposit insurance ceiling established by Congress in
1934 would be equivalent to $36,000 in today’s dollars.® Thus, as mea-
sured in dollars of constant purchasing power, the insurance limit in
1990 was about 2.8 times greater than it was in 1934. The real value of
the insurance limit has, however, fallen by about one-third since it was
last raised to $100,000 in 1980. The $100,000 limit was, in 1980, worth
the equivalent of $155,000 in 1990 dollars. (See fig. 1.2.)

"The limits were increased as follows: in 1950 to $10,000; in 1960 to $15,000; in 1969 to $20,000; in
1974 to $40,000; and in 1980 to $100,000.

8Calculation of real dollar equivalents is based upon the GNP deflator as of June 30, 1990, as deter-

mined by the President’s Council of Economic Advisers and published in the Budget of the United
States Government.
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Figure 1.2: Deposit Insurance Coverage in Constant (1990) and Nominal Dollars, 1934 to 1990
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Overall, as a result of increases in the insurance limit and innovation
and changes in the nature of insured deposits, the proportion of deposits
that is insured has steadily increased through the years. In 1934 when
deposit insurance was first instituted, approximately 45 percent of all
domestic bank deposits were insured. By 1989, this percentage had
increased to 76 percent. Figure 1.3 illustrates this trend.
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Figure 1.3: Percentage of Domestic Bank
Deposits Covered by FDIC Deposit
Insurance, 1934 to 1990
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Source: FDIC.

Insured deposits have also increased as a percentage of the funding for
total bank assets. In 1934, insured deposits funded an estimated 36 per-
cent of bank assets. In 1989, this percentage had increased to about 52
percent. Thus, over the life of federal deposit insurance, the portion of
bank assets funded by insured deposits has increased by about 45 per-
cent. (See fig. 1.4.)
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Figure 1.4: FDIC-insured Deposits as a
Percentage of Bank Assets, 1934 to 1990
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Source: U.S. Department of Commerce; FDIC.

Since 1980, the percentage of insured domestic bank deposits increased
from 71.6 percent to 77.0 percent of all deposits in 1990. However, there
has actually been a slight decline in the role of insured deposits in
funding bank assets. Whereas insured deposits equalled an estimated 56
percent of bank assets in 1980, that percentage had declined to approxi-
mately 52.5 percent as of June, 1990. (See table 1.2.)
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Table I.2: Insured Deposits as a
Percentage of Total Deposits and Total
Assets for FDIC-insured Institutions,
1980 to 1990

|
Dollars in billions

Insured as percent

Insured of total domestic  Insured as percent
Year deposits deposits of total assets
1980 948.7 716 56.0
1981 988.9 70.2 53.6
1982 1,134.2 734 55.8
1983 1,268.3 75.0 57.7
1984 1,389.9 76.9 51.7
1985 1,503.4 76.1 51.2
1986 1,634.3 75.4 51.4
1987 1,658.8 76.9 50.8
198 - 1,750.3 75.1 51.2
1989 1,873.8 76.0 52.4
19902 1,003.0 77.0 52.5
2As of June 30.
Source: FDIC.

The reason that insured deposits have increased as a percentage of all
deposits but decreased as a percentage of bank assets is that nondeposit
liabilities have grown over this same period. The growth of repurchase
agreements has been particularly significant. Though technically unin-
sured, the liability is legally secured by collateral and hence virtually
immune from loss if the bank were to fail. Loans to banks from the
holding company with which they are affiliated, which are counted as
nondeposit liabilities on the books of banks, have also increased during
this period.

Types of Deposits

As of June 30, 1990, a total of $2.8 trillion was on deposit in FpIC-
insured banks. About 12 percent of this total was foreign deposits, with
the remaining 88 percent divided among 6 domestic account categories.
FDIC estimates that about $1.9 trillion, or 77 percent, of domestic
deposits are insured by BIF. Uninsured domestic deposits involve the
portion of time deposits that exceeds $100,000, demand deposits over
$100,000, and accounts in other account categories that, when aggre-
gated with other accounts, exceed the $100,000 limit.® Table 1.3 details
the most recently available data on total bank deposits in U.S. banks.

?However, some accounts over $100,000 are protected because they are collateralized (as in the case
of certain government accounts). Loans to a borrower are subtracted from deposits of that borrower
in determining deposit balances for insurance purposes.
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Table 1.3: FDIC-insured Bank Deposits,
as of June 30, 1990

Dollars in billions

Percent
Amount of of total
Type of deposit deposits deposits
Domestic deposits
Demand deposits $430 155
NOW accounts 209 7.5
MMDA deposits 386 139
Savings accounts 232 8.4
Time deposits < $100,000 775 279
Time deposits > $100,000 409 14.7
Subtotal domestic deposits $2,447 88.1
Foreign deposits $330 119
Total funds on deposit® $2,771 100.0
Memorandum:®?
Brokered deposits 78 28
IRA/Keogh accounts 143 52
Interbank deposits 51 1.8

aTotals may not add due to rounding and presence of miscellaneous items.
BMemorandum items are included in deposit categories listed above.

Source: FDIC Call Report Data, June 1990.

Insured and Uninsured
Deposits by Bank Size

Total insured and uninsured deposits by bank size can be estimated
from FDIC call report information. As of June 30, 1990, the 46 BiF-insured
commercial and savings banks with assets over $10 billion held 22 per-
cent of total insured deposits and 59 percent of uninsured deposits.
Banks with less than $1 billion in assets held 44 percent of insured
deposits and 14 percent of uninsured deposits. (See table 1.4.)

Table 1.4: Amount and Percentage of
insured and Uninsured Deposits by Bank
Size, as of June 30, 1990

Dollars in billions

Number of Insured deposits Uninsured deposits
Bank size banks Amount Percent  Amount Percent
Greater than $10 bilfion 46 $414.7 221 $531.4 59.2
$1-10 biltion 377 637.3 339 2449 273
Less than $1 billion 12,540 828.0 44,0 1211 14.0
Total 12,963  $1,880.0 100.0 $897.4 100.0

Note: Numbers may not add due to rounding. Table includes BiF-insured commercial and savings
banks.

Source: GAQ analysis of call report data.
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Sources of Deposits

Information on the sources of deposits is contained in the Flow of Funds
tables published by the Board of Governors of the Federal Reserve
System. These tables analyze the financial assets and liabilities of both
the financial sector of the economy and several broadly defined nonfi-
nancial sectors. While these analyses provide valuable insights into the
origin of deposits, they are not without their limitations because Flow of
Funds tables combine currency and checkable deposits, in some
instances, and deposits held in banks by nonfinancial sectors of the
economy with those held in savings institutions. Furthermore, these
analyses net out interbank deposits and bank floats so that the deposit
base differs from that derived from call report information.

According to Flow of Funds tables, the overwhelming source of deposits
in the economy comes from ‘“‘Households, Personal Trusts and Non-
Profit Organizations.” This sector alone accounts for approximately 78
percent of all deposits and currency. (See table 1.5.) Federal Reserve
household survey data suggest that approximately half of this amount
(38 percent of all deposits) is from households.! By contrast, corpora-
tions and other nonfinancial businesses hold just 11 percent of all funds
on deposit.!!

10The information is from the 1983 Survey of Consumer Finances. The survey consists of interviews
with 4,103 U.S. households drawn from two sampling frames: a randomized geographic sample and a
special sample of wealthy households. The information we have used is from the appendix to the
September 13, 1990, testimony by Alan Greenspan, Chairman, Board of Governors of the Federal
Reserve System, before the Committee on Banking, Finance and Urban Affairs, U.S. House of Repre-
sentatives. On page 4 of the appendix, the Federal Reserve estimates that 37.6 percent of total
deposits was held by households in 1983.

'0ne factor that possibly contributes to the relatively small share of deposits held by nonfinancial
businesses is that under Regulation Q banks cannot pay interest on demand deposits.
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Table 1.5: Deposits in All Depository
Ingtitutions and Currency Held by
Difterent Sectors of the Economy, as ot

December 31, 1989

Dollars in billions

Percent
Type of account Amount of total
Households, personal trusts and non-profit :
organizations
Checkable deposits and currency $492.9 117
Small time and savings deposits 2,227.8 60.8
Large time deposits 2221 6.0
Nonfinancial businesses o
Checkable deposits and currency 220.7 60
Time deposits 186.9 5.1
State and local governments, general funds -
Checkable deposits and currency 20.6 06
Time deposits 576 16
U.S. government and federally-sponsored credit -
agencies and mortgage pools
Checkable deposits and currency 28.4 07
Time deposits 13 00
Foreign sector -
U.S. checkable deposits and currency 216 05
U.S. time deposits 31 2
Commercial banking - )
Checkable deposits and currency 32 00
Private nonbank financial institutions -
Checkable deposits and currency 686 19
Time and savings deposits 1420 3.9
Total $3,735.9 100.0

Notes: The Flow of Funds statistics exclude interbank deposits. Currency outside of banks amounts to
$231.8 biition.

Source: Flow of Funds, Board of Governors of the Federal Reserve.

Although determining the precise sources of uninsured deposits is not
possible given current reporting procedures, detailed information from
the Flow of Funds statements is available about a major component of
uninsured deposits—time deposits over $100,000. As shown in table 1.6,
about one-third of these deposits are business deposits, and about 28
percent are deposits by the financial sector.
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Tabie i.6: Origin of Time Deposits Over
$100,000, as of December 31, 1989

_
Dollars in hillions

Percent
Source of funds Amount of total
Private domestic nonfinancial sectors -
Households ) $140.1 234
Businesses 205.6 345
State and local governments - 391 65
Subtotal - $384.8 64.4
Foreign deposits 45.0 76
Financial sectors B
Savings and loan associations 7412
Credit unions 123 21
Private pension funds 92.1 155
State and local government retirement funds B 224 37
Mdﬁey-'rﬁé;fkét funds 32.8 55
Subtotal 7T 81610 280
Total assets $596.8 100.0

Note: Numbers may not add due to rounding.

Source: Flow of Funds, Board of Governors of the Federal Reserve.

Size of Accounts

The only information available on the size of individual insured and
uninsured accounts is contained in the Federal Reserve’s 1983 Survey of
Consumer Finances.'2 According to this publication, between 85 and 91
percent of the $950 billion invested in household deposit accounts was
insured in 1983. About 85 percent of all insured deposits was estimated
to be below $50,000, and the average household account was valued at
between $4,000 and $9,000.13

Using the synthetic account definition adopted by the Federal Reserve,
the survey also estimated that 2.6 percent (2.2 million) of all households
had an account of $75,000 or more at an insured institution. This group
is estimated to account for 28 percent of all insured household deposits
and 38.6 percent of total household deposits. Compared to the general

1286 footnote 10. The Federal Reserve is currently updating information on deposits in its 1989
Survey of Consumer Finances. The results are expected to be available in early 1991.

13The survey reported two sets of results because two different assumptions were used for evalu-
ating the distribution of deposits: (1) the “synthetic account” definition assumed all accounts held by
a given household at a given type of institution are actually accounts owned by the same person and
that the accounts are held at the same institution, and (2) the “individual account” definition
assumed all accounts are either owned by different household members or are held at different finan-
cial institutions.
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Issues Associated
With Changing the
Definition of a Deposit

population, households with accounts of $75,000 or .more tended to have
higher income and were older, more likely to be retired, and more likely
to own corporate stocks, a business, or investment real estate. About
half of this group had insured deposits over $100,000.

Changing the definition of an insured deposit is significant only if a
meaningful distinction is made between insured and uninsured accounts.
The question of how depositors would react to a change in the definition
of an insured deposit is, therefore, clouded by the de facto insurance
protection accorded the overwhelming majority of uninsured deposits.
For example, if depositors feel that they are covered by de facto protec-
tion, a change in the definition of a deposit that reduces coverage may
have little or no effect on depositor behavior.

Changes in the definition of an insured deposit to cut back coverage,
coupled with an increased likelihood that uninsured depositors will
experience losses in the case of a bank failure, will provide an incentive
for depositors to reconsider their investment decisions and place their
money in what they perceive to be the best alternative with respect to
yield and risk. This may be in the form of a deposit in another bank
(perhaps one that is considered protected by de facto insurance) or may
involve investment in financial instruments such as cash management
accounts or money market accounts offered by securities firms.

Another consideration that affects depositor behavior is the relative
cost and trouble of determining how sound a given bank is versus the
cost and trouble involved in moving the deposit to another bank or
financial institution thought to be safer. If it is less costly and easier to
move the deposit than it is to determine if the bank in which it is placed
is sound, depositors who feel their funds are at risk will tend to move
their funds at the first sign of any problems. This can be done quickly
by large depositors and, given the advent of electronic banking, makes
even the largest banks susceptible to bank runs.

Market Discipline

If depositors’ funds are at risk, they will have an incentive to take their
funds out of a bank that is known to have problems. Cutting back
deposit insurance coverage, therefore, may make bank owners and man-
agers more concerned with operating their banks in a safe and sound
manner to retain the confidence of depositors. Unfortunately, the
market discipline that would result from actually imposing losses on
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depositors also carries with it the potential for introducing greater insta-
bility into the banking system because depositor reactions can result in
bank runs. However, the near-term reforms recommended in this report,
which would make it harder for problem banks to attract funds, would
not increase the potential for destabilizing bank runs.

There is no information on exactly how effective more depositor disci-
pline would be in influencing the behavior of bank owners and man-
agers. Many of the decisions that bank officials can make to improve
banks’ financial conditions are constrained by the consequences of past
decisions. For example, once long-term loan or investment decisions are
made, there are limits to what a bank can do to resolve the problems
that result. Therefore, during the transition period, if bank managers
are already trying to work their way out of a problem situation,
increased depositor discipline may have little positive effect. Also, for
managers inclined to take risks, depositor discipline may have little
effect on the amount of risk taken, although it should make risk-taking
more expensive.

Changing the definition of an insured deposit is not essential to the near-
term reforms we have recommended. We view the decision of whether
or not to change the scope of insurance coverage as primarily a judg-
ment call but one that should be considered after other reforms are
implemented and the industry is stronger.

The Effect of Changing the
Definition of an Insured
Deposit on the Cost of
Raising Funds to Banks
and Other Players in
Capital Markets

Without question, deposit insurance makes it easier for banks to attract
deposits. In the absence of this protection, banks that make commercial
loans and engage in other types of risky activities would likely have to
hold more capital and/or pay higher rates on deposits. Furthermore, the
funds of some risk-averse depositors would probably be moved to banks
considered to be more sound or to institutions outside the banking
system.

Even without deposit insurance, nonbanking organizations can compete
successfully for funds by convincing market participants that the rates
offered are favorable compared to the risks involved. Examples include
the sharp increases in funds attracted by money market funds and by
finance companies.

An increase in money invested in products outside of the banking

system does not, however, necessarily imply an immediate decrease in
deposits in the banking system as a whole. When a depositor moves
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funds to a financial institution that is not a bank, the money would gen-
erally be deposited in that institution’s bank account. The ultimate net
effect on the volume, location, composition (e.g., insurance status or
maturity) and ownership of deposits depends on the nature of the deci-
sions made by depositors and other financial intermediaries and on the
monetary policy actions taken by the Federal Reserve.!4

Although cutting back the definition of an insured deposit may not
affect the volume of deposits in the banking system as a whole, bank
loans would tend to become more expensive for at least some classes of
borrowers in some banks. To pay higher rates to retain deposits, banks
are likely to seek more revenue by raising the price of services,
including loan rates. A bank operating in competitive markets, however,
is constrained in how high it can raise its loan rates because borrowers
will turn to competitors. Furthermore, if a bank loses deposits, it may
have less money to lend, reducing the supply of credit for some of the
bank’s customers.

The Effect on Taxpayer
Liability of Changing the
Definition of an Insured
Deposit

Since federal deposit insurance is backed by the full faith and credit of
the U.S. government, the contingent liabilities of the deposit insurance
fund can be viewed as potential claims against taxpayers. Cutting back
on the definition of an insured deposit would potentially increase the
amount of uninsured deposits, and thereby reduce the contingent lia-
bility of the federal government. However, as described in the next
paragraph, creating more uninsured deposits would not necessarily
reduce the magnitude of the costs that may actually be incurred by the
deposit insurance funds or, ultimately, taxpayers.

To illustrate the relationship between the amount of uninsured deposits
and insurance fund losses, consider two situations. In the first, a com-
mercial bank entirely funded by insured deposits fails and is liquidated.
The loss to FDIC in this situation (apart from administrative expenses) is
the difference between the market value of assets and the amount of
insured deposits. Compare this with a second situation in which the def-
inition of an insured deposit is cut back and the same set of assets is
now funded by a combination of insured and uninsured deposits. If this
bank fails and is liquidated, whether or not FpIC’s losses are less in the
second situation than in the first depends entirely on the amount of
uninsured deposits remaining in the bank when it fails. If uninsured

4By open market operations and other actions, the Federal Reserve can greatly influence the overall
volume of deposits in the economy.
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depositors were not able to withdraw their money, the uninsured depos-
itors will share a portion of the loss that in the first situation fell
entirely on FpIC. However, if the uninsured depositors were able to with-
draw their money before the bank fails, all remaining deposits will be
insured and the bank will have fewer and lower quality assets available
to absorb FDIC losses.

When the bank fails after the uninsured deposits are withdrawn, FDIC's
losses will still be the difference between the value of the remaining
assets and the value of the insured deposits. This difference shouid be
virtually the same as in the first situation because all of the problem
assets are still in the bank.!® This example shows that cutting the defini-
tion of an insured deposit will be certain to reduce FDIC's losses in the
case of bank failures only if the cutback induces bank management to
acquire fewer risky assets or to hold more capital.

An associated issue concerns the effect of potential reforms on the
deposit insurance assessment base. Should changes to federal deposit
insurance result in a reduction in the assessment base, then the possi-
bility exists that taxpayer liability could actually increase. This would
occur should the assessment base erode to such an extent that the
deposit insurance fund'’s reserves are inadequate to cover bank losses.

15 Another way to look at the same result is that with the withdrawal of uninsured deposits, the cost
of the bank failure expressed as a percentage of assets in the failed banks will be higher.
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Pursuant to the study mandate contained in FIRREA, this appendix evalu-
ates the risks associated with Bank Investment Contracts (BICS) to both
issuing institutions and BIF. We also discuss BICs in relation to the general
concept of “pass-through” deposit insurance.

The Nature of BICS BICs are medium-term investment instruments! offered by banks to insti-
tutional investors who manage pension funds. Generally speaking, BICs
are purchased by pension fund sponsors of defined contribution plans?
and bear a fixed rate of interest and maturity. They are analogous to,
and compete with, the insurance industry’s guaranteed investment con-
tracts (GIC).

Operating much like fixed-rate Certificates of Deposit (cD),? BiCs differ
from traditional CDs in three important respects:

(1) A “deposit window”’ feature permits pension plan sponsors or par-
ticipants to make deposits into a Bic-financed pension plan account
during a specified “open season” period.

(2) A “‘benefit response’”” feature permits participants to make with-
drawals prior to maturity without penalty, under certain conditions.
Typically, these conditions include termination of employment, hard-
ship, illness, or disability.

(3) BICs have “‘pass-through” insurance protection, wherein the interest
of each beneficiary of a Bic-financed pension plan or retirement account
is separately insured up to $100,000.4 This contrasts with ordinary cbs
where the cD is insured up to $100,000.

IThis adopts the common nomenclature of classifying investments of 1 to 3 years’ duration as
medium-term.

2Retirement income received under defined contribution plans depends on how much a participant
(and the employer) contributes to the plan during the participant’s working career, and the earnings
on these contributions. This differs from defined benefit plans wherein retirement income is fixed and
is not dependent on the amount of contributions.

3A CD is a bank receipt for a cash deposit, bearing a fixed date of maturity before which withdrawal
generally may not be made unless an “early withdrawal” penalty is paid. Certificates of Deposit bear
interest related to the length of maturity, and can be offered for as little as 3 months or as long as 10
years or more.

4For example, a pension plan may invest in a $1 million BIC for its 10 employees, each of whom
receives $100,000 of deposit insurance. Thus, the entire $1 million is insured.
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Current Call Report requirements do not require banks to separately
report Bank Investment Contracts, and instead they are aggregated with
other time deposits for reporting purposes. In an attempt to elicit infor-
mation on the size of the BIC market, the Federal Reserve conducted a
“Senior Financial Officer Survey” in March-April 1990, and this survey
represents the most complete data currently available.® In conducting
the survey, the Federal Reserve sought to capture all institutions that
were major participants in the BIC market, and counted a total of 51
banks.

Size of BICs

Estimates are that at the end of 1989, the BIC and GIC market totaled
approximately $172 billion, with approximately $30 billion in new con-
tracts having been written in 1988 alone, and slightly less in 1989.
Research by the Federal Reserve indicates that at year-end 1989, BICs
accounted for about $7.5 billion, or 5 percent, of the guaranteed contract
market. The Federal Reserve projects that the volume of BICs continued
to grow in 1990, with the total amount of BICs outstanding expected to
exceed $10.4 billion at year-end, and with BICs accounting for about 10
percent of new contracts written (BICs and GICS).

In general, the Federal Reserve found a wide disparity of contract sizes,
both across and within banks. Surveyed institutions reported BICs
ranging in size from $4 million to $59 million, with the most common
size being $13 million. There also appears to be a positive relationship
between a bank’s average contract size and its total value of BICs out-
standing, this being attributed to the tendency of big players in the BIC
market to get the largest contracts.

Although contract length varied from 1 month to 30 years, nearly all
respondents reported their most common contract length as less than 3
years, with no discernible relationship existing between contract length
and the volume of BICs outstanding. According to an FDIC study,® bank
involvement in the guaranteed contract market is concentrated in the
shorter maturity end of the market, i.e., maturities ranging from one to
three years. This is in keeping with an overall trend in the BIC/GIC
industry towards shorter maturities.

58ee Results of Senior Financial Officer Survey on Bank Investment Contracts, Division of Monetary
Affairs and Division of Research and Statistics, Board of Governors of the Federal Reserve System.

“PFindings and Recommendations Concerning *Pass- Through” Deposit Insurance, FDIC, February
1990.
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Risk to Banks

Pursuant to a December 15, 1988, Fpic Advisory Opinion, BICS are
treated as insured deposits when placed in insured financial institutions
(FDIC Advisory Opinion 88-79). According to this Opinion, BICs are held
by federal regulators to be equivalent to cDs and are therefore accorded
deposit insurance protection under section 1813(1) of the Federal
Deposit Insurance Act. In keeping with the FDIC’s *“‘pass-through’ regula-
tions, deposit insurance protection of BICS accrues to individual partici-
pants, with each participant/potential beneficiary separately insured up
to $100,000.” Such “pass-through” protection has been in existence for
many years and was formally codified in the Federal Deposit Insurance
Act (see app. D).

From the standpoint of risk and the deposit insurance fund’s contingent
liability, BICs are somewhat riskier than traditional certificates of
deposit as a result of the deposit “windows” and early withdrawal fea-
tures of many BICs. With BICs, the issuing bank has no way of knowing in
advance precisely how much will be invested; thus ‘“hedging,” or other-
wise provisioning for interest payments, is more difficult. Contributions
to a BIC-financed plan can also vary depending on a number of variables
beyond the control of the bank, and therefore very difficult to forecast,
including layoffs, early retirements, and new hiring. Marked variations
in predicted participation rates—with either many more or many fewer
employees participating than originally forecasted—can significantly
affect the relative cost (and thereby riskiness) of BICs as compared to
CDs.

In the case of early withdrawals, the easier (and less costly) it is for
depositors to withdraw their deposits, the greater the risk to the issuing
institution, particularly under volatile interest rate conditions. Since
many BICS permit early withdrawals for stipulated reasons (though
these are becoming increasingly restricted), issuing banks are exposed to
“outflow’ risks that are difficult to forecast and hedge. Unlike CDs
where depositors usually directly sustain some loss in the case of early
withdrawals, many Bics allow depositors to withdraw their accumulated
claims at par value, significantly reducing any disincentive to break an
investment.?

"This pass-through interpretation is consistent with FDIC’s general pass-through insurance policy,
which has been in effect for many years and was formally codified in the FDIA.

8The extent to which this is true, however, is diminishing with an increasing number of banks
imposing penalties for early withdrawals.
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In the case of BICs, both the “deposit window’” and *‘benefit response”
features have been significantly restricted in recent years, and the
average duration of a BIC has been reduced from the 5- to 10-year
maturity originally offered, to the more common 1- to 3-year maturity
that now prevails. This tightening in the investment provisions associ-
ated with BICs is a reflection of the interest-rate risks associated with
fixed-term deposits and intensified by the previously generous deposit
and withdrawal features.

While these factors do increase the relative riskiness of BICs as opposed
to other financial instruments offered by banks, it must be acknowl-
edged that all time deposits entail interest rate risks, which increase
with the maturity period. Similarly, there is always the danger of
unforeseen or precipitous early withdrawal of funds, just as in the case
of mortgages where there is the risk of early repayment. To a large
extent, this accounts for the progressive shortening of the “window”
periods in BICs and GICs as issuers seek to limit their exposure to interest
rate risks.

Another significant factor affecting BICs is the “‘rollover” risk inherent
to all time deposits: banks are exposed to the possibility that depositors
will elect to withdraw their deposits and not roll them over upon
maturity. To the extent that banks have based their lending on the
expectation that such funds would continue to be available, any marked
departure from forecasted rollover projections would substantially
affect bank operations.?

Of potential consequence to the deposit insurance funds is the use of
BICs by poorly capitalized banks as a means for attracting additional
funding. In much the same fashion as these institutions have offered
high-yield certificates of deposit to attract funds, they can be expected
to do so in the case of Bics. Actual data on the extent to which this is a
problem is unavailable as bank regulators do not have information on
the extent to which failed banks have held BICs or on the extent to
which BICs are held by weak or poorly managed institutions.

Given the size, deposit flow, and interest rate risks discussed earlier,
BICs represent a riskier form of deposit for banks than ordinary ¢ps. For

9To the extent that BICs are issued with progressively shorter maturities, the risk of money leaving
to find a higher return is increased, although depositors can always withdraw funds on deposit if
they are willing to accept the penalties incurred in doing so.
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Insurance

poorly capitalized banks, these conditions, combined with the tempta-
tion to offer very high yields in order to attract deposits, are particu-
larly dangerous and increase the likelihood for losses to the deposit
insurance fund in the event of a bank failure. For these reasons, poorly
capitalized banks should be prohibited from offering BICs, just as we rec-
ommend that they be barred from offering any other long-term high-
yield depository instrument (i.e., “‘jumbo Cbs’).

Another issue involving BICs concerns ‘‘pass-through” insurance for pen-
sion fund accounts. FpIC has ruled that, as in the case of other testamen-
tary and pension fund accounts, each pension plan participant’s interest
in a BIC is separately insured up to $100,000.% This has the effect of
increasing the exposure of the deposit insurance fund in the event of the
failure of a BIC-issuing institution. Given the attractiveness of such
depository instruments to poorly capitalized institutions in search of
funds, the existence of pass-through insurance is another tool they can
use to solicit deposits by reassuring depositors that their pension plan
contributions are fully protected by the U.S. government. Such risks
strengthen calls for prohibiting poorly capitalized institutions from
offering BICS.

Deciding how to treat BiCcs has implications for how we handle and fund
pensions. In doing so, it is important to bear in mind that the Social
Security system is not intended to be a complete pension system and
that government policies have tended to encourage private sector sup-
plements to Social Security. These supplemental arrangements need safe
and sound investment options. However, given the existence of other
safe and secure investment options, such as government securities,
changing the federal insurance of Bics is unlikely in the long run to
affect either the ability of individuals or companies to finance pensions
or find safe investments for their pension plan accounts.

10gee previous discussion of ““pass-through” insurance in appendix 1.
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Foreign Deposits

Definition and Current
Treatment of Foreign
Deposits

This appendix discusses the relationship of foreign deposits to the
deposit insurance system. The discussion presents information on for-
eign deposits and issues associated with whether foreign deposits,
which are not legally insured, should nonetheless be included in the
assessment base for FDIC premiums.

Foreign deposits are deposits made at foreign branches of U.S. banks
overseas as well as deposits in International Banking Facilities (1BF) and
Edge Corporations in the United States. 1BFs and Edges are located in the
United States, but are engaged primarily in international banking trans-
actions. Foreign branches are legal extensions of the parent bank and
are therefore subject to the laws governing their parents. For purposes
of this discussion, deposits at foreign subsidiaries of U.S. banks are not
considered foreign deposits, since such deposits are made into legal enti-
ties incorporated under and subject to the laws of the country in which
they are located (i.e., the “host” country). Foreign subsidiaries can be
set up either by a bank or a bank holding company. Foreign deposits are
usually, though not necessarily, denominated in dollars.

Foreign deposits are neither assessed for deposit insurance nor explic-
itly covered under the system. This practice was established in 1935 as a
matter of public policy that sought to encourage the foreign trade and
commerce of the United States. The Banking Act of 1935 expanded the
assessment base for deposit insurance to include all domestic deposits,
not just insured deposits. Foreign deposits were excluded in part
because of the detrimental effect such an assessment could have upon
the international competitiveness of U.S. banks. Subsequent Congres-
sional debates and actions have reaffirmed that foreign deposits should
not be assessed. In 1981, the International Banking Facility Deposit
Insurance Act expressly excluded deposits at international banking
facilities from FDIC assessments.

Although not insured, foreign deposits, like uninsured deposits over
$100,000, have generally been protected when a bank fails. As discussed
elsewhere in this report, when the case of a failing bank is resolved by a
purchase and assumption (P&A) arrangement, assisted merger, or open
bank assistance, foreign deposits are transferred to the books of the
purchasing bank in the same manner as are all other liabilities.

Under FIRREA, FDIC can make distinctions among different classes of

depositors when deciding how to resolve a failed bank. In theory, there-
fore, FDIC could decide to treat foreign depositors differently from
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domestic ones. To date, the most noteworthy post-FIRREA bank failure
that raised the issue of possible differential treatment of domestic and
foreign depositors was the National Bank of Washington case. Although

~ FDIC considered a resolution to protect all domestic deposits but not for-
eign ones, in the end all deposits were fully protected.

The following section details the amount, concentration, location and

Infor mation on composition of foreign deposits.

Deposits

Amount Table III.1 shows the size of foreign deposits relative to the banking
industry. Foreign deposits have remained relatively stable at around
$300 billion since 1980. Since the assets of the industry have grown in
the past 10 years, foreign deposits represent a declining percentage of a
source of funding for the industry.

Table I1i.1: Foreign Deposits Compared |

to Industry Assets, December 1980 to Dollars in billions

June 1990 Foreign
deposits as
Total industry Total foreign a percent
Year® assets deposits? of assets
1980 $1,538 $294 191%
1981 2,029 318 15.7
1982 2,193 306 14.0
1983 2,341 308 13.2
1984 2,498 317 12.7
1985 2,716 321 11.8
1986 2,915 313 10.7
1987 2,998 341 114
1988 3,130 315 10.1
1989 3,298 311 9.4
1990 3,360 330 9.8

8As of December 31 for 1980 through 1989. As of June 30 for 1990.

bCall report data include deposits in foreign subsidiaries of U.S. banks. According to unpublished data
from the Federal Reserve, such deposits amounted to approximately $50 billion at year-end 1989.
Deposits in foreign branches of U.S. banks (and in IBFs and Edges) therefore amounted to approxi-
mately $260 billion at the end of 1989.

Source: FDIC and call reports.
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Concentration

Most foreign deposits are deposited with banks which have over $10
billion in assets. Table I11.2 shows the amount of foreign deposits in
banks, grouped according to size. The 45 banks in the U.S. that had
assets over $10 billion in 1990 held 88.4 percent of all foreign deposits;
banks with less than $1 billion held about 1 percent of such deposits.

Table lil.2: Concentration ot Foreign
Deposits According to Bank Size, as of
June 30, 1990

Percent of foreign

Bank size (assets) deposits
Greater than $10 billion 88.4%
$1 billion to $10 billion 106
$100 million to $1 billion 1.0
Less than $100 million 0.0
Total 100.00%

Source: Call reports.

Figure II1.1 shows that the ownership concentration of foreign deposits
by large banks has not changed much over time. Since at least 1984,
banks with assets over $10 billion have held at least 85 percent of all
foreign deposits.
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Figure 111.1: Ownership of Foreign
Deposits by Bank Size, 1984 to June
1990

—
Percent
100

AN, )\ )\ |

1984 1985 1986 1987 1988 1989 June
1990

Year

[:l Assets $100M - $1B

Assets $1B - $10B
- Assets >$10B

Note: In all cases banks with assets <<$100M held less than 0.05 percent of total foreign deposits.
Source: Call reports.

Table II1.3 further details the percentage of foreign deposits found in the
45 largest U.S. banks (according to assets). Over half of such banks used
foreign deposits for less than 10 percent of their funding. Factors such
as bank strategy and history, as well as international events, determine
whether banks focus overseas.

Table 111.3: Foreign Deposits as a
Percentage of Bank Assets for Banks
With Assets Greater Than $10 Billion, as
of June 30, 1990

Percent of foreign deposits Number of banks
Less than 10 26
10 to 20 7
20 to 30 4
30to 40 3
40 to 50 5

Source: GAQ analysis of call report data.
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Figure II1.2 shows the use of foreign deposits as a funding source
according to bank size. The reliance upon foreign deposits by large
banks as a group has been steadily declining in the past 6 years. Use of
foreign deposits dropped from a high of approximately 30 percent in
1984 to approximately 20 percent by 1990. Medium-sized banks (those
with assets between $1 billion and $10 billion) also experienced a drop
in the use of foreign deposits, but the drop was less severe since such
banks never relied heavily on foreign deposits. Between 1984 and 1990,
foreign deposits fell from about 6 percent of all deposits at medium-
sized banks to about 3 percent. (See fig. I11.2.)

Figure 111.2: Percent of Foreign Deposits I .
by Bank Size, 1984 to June 1990

g

Percent

8 8 8 8 8 3 8 8

-
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0 -
19“ 1985 1986 1967 1988 | 1989 June 1990
Year

w——  Assets >$108

wmmm  Assets $1B - $10B
wmmn  Assets $100M - $1B

Note: In all cases banks with assets <$100M had fewer than 0.05 percent foreign deposits.
Source: Call reports,

Location of Foreign Foreign deposits are booked in many countries around the world as well
Deposits as in the 1Brs and Edges located in the United States. Table I11.4 shows
where foreign deposits were booked in 1989. These percentages reflect
only foreign deposits outside the United States since, according to the
Federal Reserve, deposits in IBFs are not reported separately from the
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institutions’ other foreign deposits, and information about Edges is
neither readily available nor of a significant amount.

Table 111.4: Location of Foreign Deposits
in 1989

Percent of

total foreign

Area deposits
Europe 48.7%

Far East 20.8

Middle East 1.1

Caribbean 274

Latin America 16

Africa 0.4
Total 100.0%

Source: Federal Reserve.

Historical data on the location of foreign deposits are not available, but
the Federal Reserve has data on the location of assets in foreign
branches. Table II1.5 shows these data and a shift in the assets of for-
eign branches of U.S. banks between 1975 and 1989 from Europe to the
Caribbean and Asia. These data also reflect that the offshore banking
centers (the Bahamas and Cayman Islands) in the Caribbean and eco-
nomic opportunities in Asia are increasingly attractive to U.S. banks.

Table lI.5: Percent of Assets of Foreign
Branches of U.S. Member Banks, 1975
and 1989

Area 1975 1989
Europe 56.5% 43.3%
Far East 129 201
Middle East 1.3 1.0
Caribbean 23.2 30.4
Latin America 41 25
Africa 0.1 03
U.S. Territories 19 24
Total 100.0% 100.0%

Source: Federal Reserve.

Composition of Foreign
Deposits

Five types of deposits exist in U.S. branches overseas—interbank, for-
eign government, transaction, consumer, and investment. According to
call report data from June 30, 1990, interbank deposits account for
approximately one-third of foreign deposits and consist of deposits of
banks into other banks. Foreign governments are sometimes required by
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The Assessment of
Foreign Deposits

their respective laws to purchase U.S. financial instruments. The previ-
ously mentioned call report data show that such accounts represent
about 7 percent of all foreign deposits in U.S. banks. The remaining 60
percent of deposits are divided among transaction, consumer, and
investment accounts, but no determination of the amounts of these sepa-
rate categories can be made since such data are not reported. Transac-
tion accounts include firms that engage in international trade. These
firms rely on banks for payments to overseas suppliers and receipts
from their international purchasers. The firms also rely on banks for the
safety and liquidity of their funds. Investors, both domestic and foreign,
are attracted to the overseas branches of U.S. banks in order to receive
higher yields on their deposits. According to one industry economist,
American banks with Aa ratings paid 1.1 percent more on their foreign
deposits than on their domestic large cDs of comparable maturity during
the first half of 1990. Consumer accounts are relatively unimportant for
most foreign branches of U.S. banks.

At the present time, domestic deposits over $100,000, also not insured,
are included in the assessment base for deposit insurance so that an
assessment of de jure uninsured deposits would not be unprecedented.
This section addresses the impact of assessing foreign deposits on
market stability, equity, the competitiveness of U.S. banking institu-
tions, and BIF revenues.

Market Stability

Foreign deposits have an important bearing on the stability of the U.S.
banking system. Foreign deposits constitute about one-third of all unin-
sured deposits in U.S. commercial banks and are particularly more
important for larger banks where these deposits are concentrated. The
withdrawal of foreign deposits from Continental Illinois Bank in 1984
was reported to have been one of the events that triggered the rescue of
what was one of the largest banks in the country at that time.

Because of stability concerns, our recommendations for near-term
reforms to make it harder for risky banks to attract deposits does not
depend on placing all uninsured deposits—including foreign deposits—
at greater risk than they are now. Under the reforms we recommend,
foreign depositors would be offered the same opportunity as domestic
ones for making provision to safeguard deposits over $100,000 in return
for reduced yield. In the future, when reforms have been implemented
and the banking industry is healthier, large banks with the largest
amounts of foreign deposits are still likely to pose serious systemic
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problems. The Federal Reserve, working with other bank regulators,
therefore needs to retain the ability to deal with problems in those insti-
tutions on a case-by-case basis in ways that preserve market stability.

Equity

On the grounds of equity it can be questioned why foreign deposits, but
not uninsured domestic ones, should benefit from de facto insurance
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protection without contributing to the financial needs of the deposit
insurance system. Furthermore, now that the insurance premiums on
domestic deposits have been raised, the issue of whether the treatment
of domestic and foreign uninsured deposits is fair takes on more signifi-
cance. The existing arrangement provides an incentive for banks to find
ways to channel funds through foreign branches, giving potential com-
petitive advantages to banks whose scale of operation is large enough to
include foreign branches.

The question of equity does not, however, concern foreign deposits
alone. Other nondeposit liabilities such as Federal Reserve Funds are not
included in the assessment base for purposes of deposit insurance calcu-
lations, however, they are also covered if a troubled bank is resolved
through a p&a arrangement, assisted merger, or open bank assistance.
We therefore believe that the question of assessing foreign deposits
should be looked at as part of a general effort to broaden the deposit
insurance assessment base to eliminate distortions that are exacerbated
by the deposit insurance rate increases.

Competitiveness of U.S.
Banks

The competitiveness of U.S. banks overseas depends on many factors in
addition to the assessment of foreign deposits. Even without assessing
such deposits, their overall level has remained relatively static over the
decade, and the share of U.S. banks in worldwide markets has fallen. In
recent years, many U.S. banks have reduced their presence overseas due
to low profitability.

Deposit insurance costs borne by banks in other countries are generally
much lower than in the U.S.—even Germany, where the deposit insur-
ance coverage in large banks can far exceed that in the United States.

The degree to which the competitiveness of U.S. banks would be nega-
tively affected by a change in the assessments of foreign deposits
depends on how the premiums are levied and on banks’ ability to absorb
cost increases. The effect on American banks operating in the interna-
tional banking community could be ameliorated if assessments were
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introduced gradually, if the rates paid were not as high as assessments
rade on domestic deposits, and if changes were introduced in connec-
tion with risk-based premium adjustments.

Because U.S. banks do not have a large market share in any of the major
industrial countries, it would be much harder to pass the cost of assess-
ments on to customers than it would be in domestic markets where all
banks pay the same premium.

Industry representatives say that since foreign markets are so competi-
tive, deposit insurance premiums on foreign depositors could have a sig-
nificant influence on the decisions of bank managers and depositors in
the international market. Faced with the added cost of deposit insur-
ance, bank managers could decide to convert their overseas branches
into subsidiaries, where deposits would not be assessed by U.S. officials,
or to close their branches altogether. If premiums charged on foreign
deposits resulted in lower interest payments to foreign depositors,
interest rate sensitive depositors would also have an incentive to move
their funds to more lucrative accounts in foreign banks not subject to
the higher premium assessment. Among those most likely to move would
be those U.S. depositors who place their money in offshore banks to
obtain higher yields.

Some disruptions in the ability of U.S. banks to meet the demands of
their customers could result if branches were closed. While well-estab-
lished companies could, and indeed already do, obtain funds from indig-
enous banks overseas, companies just beginning to expand
internationally could experience difficuity raising funds from bankers
who do not know them. U.S. firms could borrow from U.S. banks located
in the United States for overseas projects. Lenders, however, usually
prefer to be close to where their borrowers’ projects are, to make certain
that funds are being used properly. Other services, such as identifying
merger and acquisition possibilities and introducing clients to the local
community, could be affected.

U.S. banks could continue to offer overseas financial services if they
converted their foreign branches to foreign subsidiaries; however, a sub-
sidiary is usually not able to provide the same level of service as a
branch. In most countries, branches enjoy the powers of their parent
including, for example, lending limits based upon the parent’s world-
wide capital. A subsidiary does not enjoy these privileges and could be
forced to reduce its activities if lending limits are based upon its indi-
vidual level of capital.
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BIF Premiums If the current rate of 19.5 basis points were applied to the level of for-
eign deposits at the end of 1989-—$260 billion—the potential addition to
BIF revenues would be about $500 million per year. However, the types
of competitive reactions mentioned above would reduce the assessment
of premiums FDIC would collect from foreign branches. The potential
closing of branches, the converting of branches to subsidiaries, and the
movement of deposits to accounts in non-U.S. banks would mean FpIC
would not raise the theoretic $500 million, but a smaller sum. The Con-
gressional Budget Office estimates that about $300 million would be
raised from the assessment of foreign deposits in fiscal year 1990 and
$320 million in the four fiscal years thereafter. An industry study sug-
gests that the revenue actually collected by BIF would be even less.!

Y“The Sensitivity of Foreign Deposits to FDIC Assessments,” Gendreau, Brian C., J.P. Morgan, April
26, 1990.
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Characteristics of the U.S. Financial Services
Industry and the Top Firms in Each Component

The financial services industry can be defined as those firms in the busi-
ness of lending money, accepting deposits, providing insurance, man-
aging money, creating markets, selling securities, and transferring
funds. The major financial intermediaries that make up the financial
services industry include commercial banks, savings and loan associa-
tions, finance companies, insurance companies, and securities firms.

While there is a history of federal and state law that established and
maintains distinctions among financial intermediaries, technological
advances and market innovations have significantly erodéd and blurred
these distinctions. Thus, it has become more difficult to distinguish dif-
ferences between the financial services offered to the consumers by the
various financial intermediaries.

The following tables identify the top firms in major industry groups.
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Table IV.1: Top 25 U.S. Bank Holding
Companies Ranked by Total Assets, as
of December 31, 1989

"

Dollars in millions

Stockholders’
Firm Assets equity
Citicorp, NY $230,643.0 $10,076.0
Chase Manhattan, Corp., NY 107,369.0 49940
BankAmerica Corp., San Francisco 98,764.0 55340
J.P. Morgan & Co,, Inc., NY 88,964.0 4,4950
Security Pacific Corp., Los Angeles 83,943.0 46370
Chemical Banking Corp., NY 71,5130 3,705.0
NCNB Corp., Charlotte, NC 66,190.8 29615
Manufacturers Hanover Corp., NY 60,479.0 3,381.0
First Interstate Bancorp., Los Angeles 59,051.4 2,339.3
Bankers Trust New York Corp., 55,658.4 23857
Bank of New York Co. Inc., 48,856.5 2,764.3
Wells Fargo & Co., San Francisco 48,736.6 2,860.9
First Chicago Corp., 47,907.0 2,692.0
PNC Financial Corp., Pittsburgh 45,660.7 28296
Bank of Boston Corp., 39,1779 2,096.6
Fleet/Norstar Financial Group, Inc., Providence, Rl 33,440.8 2,288.7
First Union Corp., Charlotte, NC 32,130.6 2.076.1
Mellon Bank Corp., Pittsburgh 31,467.0 1,549.0
SunTrust Banks, Inc. Atlanta 31,043.6 2,0889
First Fidelity Bancorporation, Lawrenceville, NJ 30,727.8 1,565.0
Bank of New England Corp., Boston 297727 4577
Continental Bank Corp., Chicago 29,549.0 1,680.0
Barnett Banks, Inc., Jacksonville, FL 29,006.7 1,690.7
Shawmut National Corp., Hartford, CT 27,855.0 1,397.7
Marine Midland Banks, Inc., Buffalo, NY 27,066.5 1,178.5

Source: American Banker, (Top Numbers, 1990 Update, p. 59).
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Table IV.2: Top 25 U.S. Savings
Institutions Ranked by Total Assets, as
of December 31, 1989

Dollars in millions

Stockholders’
Firm Assets equity
H.F. Ahmanson & Co., Los Angeles, CA $44,651.5 $2,000.8
Great Western Financial Corp., Beverly Hills, CA 37,176.4 1,988.3
CalFed, Inc., Los Angeles, CA 26,1908 1,424.9
GlenFed, inc., Glendale, CA? 25,626.1 1,146.7
Golden West Financial Corp., Oakland, CA 19,520.6 1,046.3
Homefed Corp. San Diego, CA 17,766.7 1,042.3
Great American Bank, San Diego, CA 15,898.6 3735
Crossland Savings FSB, Brooklyn, NY 14,1024 647.2
Goldome, Buffalo, NY 12,999.1 101.7
Meritor Savings Bank, Philadelphia, PA 12,639.8 303.7
Dime Savings Bank of New York, NY 11,652.2 631.9
FirstFed Michigan Corp., 11,4904 437 .4
Franklin Savings Association, Ottawa, KS 11,353.3 391.9
Coast Savings Financial, Los Angeles, CA 11,243.7 2257
Iimperial Corp. of America, San Diego, CA 10,960.8 140.4
Empire of America Federal Savings, Buffalo, NY 10,272.5 (53.5)
Standard Federal Bank, Troy, M| 96384 440.8
Columbia Savings & Loan Assn., Beverly Hills, CA 9,253.2 776
Centrust Bank, Miami FL° 89757 2348
Anchor Savings Bank, Hewlett, NY# 8,968.8 4376
Northeast Savings, Hartford, CT¢ 7.842.7 283.3
Atlantic Financial Federal, Bala Cynwyd, PAP 7,583.3 61.4
People's Bank, Bridgeport, CT 7,054.4 480.7
Washington Mutual Savings Bank, Seattle, WA 6,594.2 4247
Perpetual Financial Corp., Vienna, VA 6,170.6 315.3

3Figures are for fiscal year ended June 30, 1989.
PFigures are for fiscal year ended September 30, 1989.
Figures are for fiscal year ended March 31, 1989.
dFigures are for fiscal year ended October 31, 1989.

Source: Fortune, June 4, 1990, p. 318.

Page 183

GAO/GGD-91-26 Deposit Insurance Reform



Appendix IV

Characteristics of the U.S. Financial Services
Industry and the Top Firms in

Each Component

Table IV.3: Top 25 U.S. Securities Firms |
Ranked by Total Consolidated Capital, Dollars in millions

as of December 31, 1989

Total

consolidated Excess net
Firm capital capital®
Merrill Lynch & Co.? $10,048.4 $1,052.8
Shearson Lehman Hutton 8,996.0 1,140.0
Salomon Brothers Holding Co. 5,757.0 878.7
Goldman, Sachs & Co.° 4,018.0 684.0
Morgan Stanley & Co. 2,648.0 382.7
Prudential-Bache Securities 1,840.4 2751
First Boston Corp. 1,783.0 508.0
PaineWebber Group 1,623.1 386.6
Bear, Stearns & Co. 1,444.0 277.0
Dean Witter Reynolds® 1,429.0 604.0
Smith Barney, Harris Upham & Co. 927.0 184.0
Donaldson, Lufkin & Jenrette 900.0 189.0
Kidder, Peabody & Co.® 728.0 161.0
Shelby Culiom Davis & Co. 550.7 3971
BT Securities Corp. 479.0 380.0
J.P. Morgan Securities 469.0 264.0
Nomura Securities International 376.0 153.0
Charles Schwab & Co. 3440 77.0
A.G. Edwards & Sons 304.0 135.0
UBS Securities 293.0 185.5
Dillon, Read & Co. 251.0 440
Deutsche Bank Capital Corp. 249.0 52.0
Oppenheimer & Co. 247.9 78.2
Aubrey G. Lanston & Co. 247 1 106.1
Spear, Leeds & Kellogg 243.0 125.0

3Excess net capital shows by how much the institutions' broker-dealer subsidiaries exceed SEC
minimums.

bAg of December 29, 1989.
CAs of November 24, 1989,
9Represents U.S. broker-dealer only.
®As of December 25, 1989.

Source: Institutional Investor, Aprit 1990.
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Table IV.4: Top 25 U.S. Insurance A

Companies Ranked by Totai Assets, as Dollars in millions
of December 31, 1989

Firm Assets
Prudential of America, NJ $129,1 18.1
Metropolitan Life, NY 98,740.3
Equitable Life Assurance, NY 52,5119
Aetna Life, CT2 52,022.6
Teachers Insurance & Annuity, NY 44,3"7'&7
New York Life, NY 37,3024
Connecticut General Life, MDP 33,9912
Travelers, CT - 32,087 5
John Hancock Mutual Life, MA 30,924.8
Northwestern Mutual Life, Wi 28,500.0
Massachusetts Mutual Life 288423
Principal Mutual Life, 1A 248255
Mutual of New York, NY - 17,1813
New England Mutual Life, MA 16,6667
Lincoln National Life® 16,1619
Executive Life, CA 13,168.2
IDS Life, MNd 13,1502
Mutual Benefit Life, N 11,6013
Connecticut Mutual Life, CT 11,1337
Allstate Life, IL® ©10,994.1
Variable Annuity Life, TX' 108577
State Farm Life, IL o 10,839.0
Nationwide Life, OH o ' 10,4517
Aetna Life & Annuity, CT9 9,731.9
New York Life & Annuity, DL 9,567.9

aWholly owned by Aetna Life & Casuity.
SWholly owned by Cigna.

“Wholly owned by Lincoin National.
9Wholly owned by American Express.
“Wholly owned by Sears, Roebuck.
'Wholly owned by American General.
SWholly owned by Aetna Life & Casulty.
Source: Fortune, June 4, 1990, p. 322.
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Table 1V.5: Top U.S. Finance Companies, |
as of December 31, 1989 Dollars in millions

Equity
Firm Total assets capital
General Motors Acceptance Corp. $103,562.4 $7,782.0
General Electric Capital Corp. 58,696.0 5,571.0
Chrysler Financial Corp. 30,909.0 2,758.0
Ford Motor Credit Corp. 54,931.3 4,4335
Xerox Credit Corp. 5,486.8 7168
Sears Roebuck Acceptance Corp. 14,381.0 2,705.3
Associates Corp. of North America 14,786.2 1,717.3
Household Financial Corp. 15,116.4 1,279.8
Transamerica Finance Group, Inc. 8,896.4 1,493.1
ITT Financial Corp. 10,5689.2 1,183.0
§ecurity Pacific Financial Services, Inc. 13,815.0 1,646.0
CIT Group Holdings, Inc. 10,1454 1,377.6
Heller Financial, Inc. 6,906.3 1,021.5
American Express Credit Corp. 12,610.0 1,422.0
American General Finance Corp. 5,821.8 1,173.9
Westinghouse Credit Corp. 9,300.1 1,169.5
John Deere Capital Corp. 3,187.3 649.6
Commercial Credit Corp. 5,198.3 858.0
Avco Financial Services, Inc. 448386 656.8
Beneficial Corp. 79475 9111
J.C. Penney Funding Corp. 25240 895.0
Barclays American Corp. 5,770.6 524.1
IBM Credit Corp. 9,747.3 820.5
Phillip Morris Capital Corp. 35313 683.2
Norwest Financial Services, Inc. 3,181.3 369.1

Source: American Banker, November 8, 1990.
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