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Dear Community Ba n k e r s :

As you know, the FDIC released its Options Paper on Deposit Insurance last August.  It is my pleasure to
p rovide you AC B ’s compre h e n s i ve response on this issue.  The options paper addressed issues raised by insure d
institutions and their re p re s e n t a t i ves – proposals to set a ceiling on the fund, provide rebates, and incre a s e
c overage – it also asked for comments on a full range of deposit insurance issues.  In addition to AC B ’s
c o m p re h e n s i ve views, this booklet includes the FDIC’s introduction to its Options Pa p e r, my cover letter to
FDIC Chairman Tanoue, a brief history of deposit insurance, and a roster of AC B ’s Deposit Insurance Te a m .

On December 14, 2000, I led an ACB delegation which included our Second Vice Chairman Russ Ta y l o r,
Deposit Insurance Team Co-Chair Ha r ry Do h e rt y, ACB President and CEO Diane Casey and AC B
L e g i s l a t i ve Counsel Stephen Ve rd i e r, to meet with FDIC Vice Chairman Andrew Hove and FDIC staff to
brief them on our letter. 

While we discussed each major issue, each of us emphasized AC B ’s strong recommendation that the FDIC
take immediate action to deal with the issue of exc e s s i ve deposit growth.  Our concern, expressed in the formal
l e t t e r, is that unusually rapid growth in insured deposits could cause either the BIF or SAIF to fall below the
s t a t u t o ry minimum of 1.25 percent of insured deposits, triggering a 23 basis point premium.  Gi ven the
unease expressed by our members about this possibility, we urged the FDIC to also quickly seek more
flexibility in any future fund recapitalization schedule.

We urged the FDIC to ask Congress to take quick action on these issues, as well as the long-standing FDIC
and ACB priority of merging the two funds.  That would allow longer-term deposit insurance reforms to take
place in an orderly atmosphere .

Another issue we highlighted for the FDIC was our strong support for a substantial increase in deposit
insurance coverage for re t i rement accounts.  Americans are being asked to personally manage more and more
of their re t i rement funds, so we believe it is essential that they be provided with far more than $100,000
c overage currently available.  ACB also supports a modest increase of the non-re t i rement account cove r a g e ,
indexing coverage from the 1974 level of $40,000.  In today’s dollars, that would provide coverage betwe e n
$115,000 and $130,000.  ACB believes that a more substantial increase, e.g., doubling coverage to $200,000,
would trigger unacceptable premium incre a s e s .

AC B ’s positions are summarized on pages 2 and 3 of our comment letter to the FDIC.
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AC B ’s Compre h e n s i ve Response to FDIC Re f o rm Options, continued.  

The concept of doubling deposit insurance has garnered a good deal of attention.  ACB did not jump on that
bandwagon. Instead we asked community bankers what they thought and as a result crafted a position that we
h a ve consistently been able to maintain. We asked to know whether the financial and re g u l a t o ry costs to
community banks would outweigh the benefits.

Our officers held discussions with hundreds of you in meetings throughout the ye a r.  We surve yed our members
on the key issues.  A 32-member Deposit Insurance Team – drawn from a number of ACB vo l u n t e e r
committees – held five meetings.  (A roster of the team is included in this booklet.)

Former FDIC Chairman Ricki Helfer advised the team, which found her insights invaluable.  Ms. Helfer re t a i n s
the ability to take positions independent of ACB as the debate develops.  ACB and former Chairman Helfer – as
well as current Chairman Donna Tanoue – agree on one thing:  the Bank Insurance Fund and the Sa v i n g s
Association Insurance Fund should be merged without delay or prior condition.

The team had to wrestle with a number of difficult questions, most prominent was the matter of incre a s e d
c overage levels and how to pay for them.  We concluded that the financial and re g u l a t o ry costs of a doubling in
c overage would likely be unacceptable.  AC B ’s comment goes far beyond these issues, howe ve r.  We agreed to
some increase in the FDIC’s authority to impose risk-based premiums on a broader range of institutions than is
n ow permitted. Howe ve r, we have two cave a t s :

1 . The highest rated institutions should continue to be exempt from premiums while the deposit
insurance fund remains above the 1.25 percent statutory minimum.

2 . ACB supports this additional authority provided the other important reforms we recommend are
included in the final package.

These are the essential elements of this package:

• C o n g ress should set a ceiling on the deposit insurance fund (giving the FDIC the ability to adjust it).
• Re s e rves that exceed the ceiling should be returned to insured institutions on a risk-based basis.
• Institutions that grow at a rate significantly above the industry average should be re q u i red to

compensate the fund by paying a special premium on excess grow t h .
• If the fund falls below 1.25 percent, the FDIC should have the authority to spread the re c a p i t a l i z a t i o n

over a reasonable period.
• C o n g ress should index coverage levels and provide substantial increases in coverage levels for

re t i rement savings.

No one can predict the future of deposit insurance reform in the new Congress.  While these issues generally do
not cause partisan divisions, there are widely va rying views within the industry and among policy makers in
Wa s h i n g t o n .

Re g a rdless of how this issue develops, I am confident that AC B ’s comments will provide a firm basis for
testimony before the Congress and for comments to other interested parties.  Read these comments and let the
FDIC and your Members of Congress know what you think.  Also, let ACB staff know what you think.

Fi n a l l y, thank you for your support .

Si n c e re l y,

David A. Bochnow s k i
C h a i r m a n
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December 13, 2000

The Honorable Donna Ta n o u e
C h a i r m a n
Federal Deposit Insurance Corporation
550 17th St reet, N.W.
Washington, DC 20429

Dear Chairman Ta n o u e :

Enclosed with this letter are the formal comments of America’s Community Bankers in response to the
Deposit Insurance Options Pa p e r, which the FDIC issued in August. 

We developed our positions by holding discussions with hundreds of our members in multiple foru m s ,
as well as seeking their views via surve y. AC B ’s 32-member Deposit Insurance Team held 5 meetings, 4
by conference call and a final in-person session on December 4, 2000. In addition, AC B ’s Community
Institutions Committee examined these matters during our recent national convention. T h roughout the
ye a r, AC B ’s officers discussed deposit insurance issues with our members at ACB management
c o n f e rences, seminars, and state association meetings. We also met with the board of the American
League of Financial Institutions, which re p resents minority thrifts, during their annual meeting to solicit
their views. 

ACB strongly endorses the FDIC’s position that the Bank Insurance Fund and the Savings Association
Insurance fund should be merged immediately, without delay or prior condition. As you have re p e a t e d l y
pointed out, this will result in a fund that is stronger than either is today.

In addition, AC B ’s comment covers the full range of issues raised in the Options Pa p e r. This letter
s u m m a r i zes our major positions.

ACB would accept some broadening of the FDIC’s authority to impose risk-based premiums on a
b roader range of institutions than is now permitted. Howe ve r, we have two cave a t s :

1 . The highest rated institutions should continue to be exempt from premiums while the deposit
insurance fund remains above the 1.25 percent statutory minimum.

2 . ACB supports this additional authority provided the other important reforms we re c o m m e n d
a re included in the final package.

continued on next page
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These are the essential elements of this package:

• C o n g ress should set a ceiling on the deposit insurance fund (giving the FDIC the ability to
adjust it).

• Re s e rves that exceed the ceiling should be returned to insured institutions on a risk-based basis.

• Institutions that grow at a rate significantly above the industry average should be re q u i red to
compensate the fund by paying a special premium on excess growth. 

• If the fund falls below 1.25 percent, the FDIC should have the authority to spread the re c a p i-
talization over a reasonable period. 

• C o n g ress should index coverage levels starting with the 1974 limit of $40,000. If unacceptable
p remium increases are a condition for an immediate increase in coverage, Congress should at
least index coverage from the current $100,000 level. 

• C o n g ress should also provide substantial increases in coverage levels for re t i rement savings.

ACB believes that these changes would substantially strengthen the deposit insurance system by
p roviding additional risk-based incentives; pre venting an undue accumulation of re s e rves and re t u r n i n g
funds to communities; pre venting an unsafe dilution of the fund through exc e s s i ve growth; providing for
an orderly recapitalization of the fund when necessary; and maintaining the role of deposit insurance in
our nation’s savings and re t i rement systems.

ACB appreciates this opportunity to present our views. We look forw a rd to working with the FDIC and
the Congress on this important matter.

Si n c e re l y,

David A. Bochnow s k i
ACB Chairman
Chairman, President & CEO
Peoples Bank, SB

Letter to the Honorable Donna Tanoue, Chairman, FDIC, continued.
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1A Comprehensive Response to FDIC Deposit Reform Options

1 FDIC Deposit Insurance Options Pa p e r, August 2000 (“FDIC Options Pa p e r” ) .

December 13, 2000

M r. Ro b e rt E. Fe l d m a n
Exe c u t i ve Se c re t a ry
Attention:  Comments/OES
Federal Deposit Insurance Corporation
550 17th St reet, N.W.
Washington, DC 20429

Re : Deposit Insurance Options Pa p e r
August 2000

Dear Mr. Fe l d m a n :

A m e r i c a’s Community Bankers (ACB) is pleased to comment on the issues presented in the FDIC’s
Deposit Insurance Options Pa p e r.1 ACB commends the FDIC for reaching beyond a few narrow deposit
insurance issues and seeking comment on a wide range of concerns. ACB re p resents the nation’s
community banks of all charter types and sizes. ACB members pursue pro g re s s i ve, entre p reneurial and
s e rvice-oriented strategies in providing financial services to benefit their customers and communities.

M e rge BIF and SAIF
We also commend the FDIC for its continued strong advocacy of merging the Bank Insurance Fu n d
and the Savings Association Insurance Fund. Simply stated, a combined fund would be stronger than
either one standing alone. If Congress does nothing else re g a rding deposit insurance issues, it should
merge the funds without delay. T h e re is no reason to postpone this reform if broader issues cannot be
re s o l ved pro m p t l y. This is a particularly good time to merge the funds, since both are substantially above
the statutory re s e rve ratio. The SAIF ratio is actually higher than BIF’s, but each would benefit from the
geographic and business diversity that the other would bring to a combined fund.

The Reform Pro c e s s
Many of the options that the FDIC has raised would also re q u i re Congressional action, while some –
p a rticularly some changes to the risk-based premium system – could be implemented by the FDIC
without further legislation. This letter provides AC B ’s views on the full range of issues raised in the
Options Paper — pricing deposit insurance for individual banks, the FDIC stru c t u re most appro p r i a t e
to fund any losses, and coverage leve l s .
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We developed our positions by holding discussions with hundreds of our members in multiple foru m s ,
as well as seeking their views via surve y. AC B ’s 32-member Deposit Insurance Team held 5 meetings, 4
by conference call and a final in-person session on December 4, 2000.2 In addition, AC B ’s Community
Institutions Committee, Mutual Institution Committee, and our Board of Di rectors examined these
matters during our recent national convention. T h roughout the ye a r, AC B ’s officers discussed deposit
insurance issues with our members at ACB management conferences, seminars, and state association
meetings. We also met with the board of the American League of Financial Institutions, which
re p resents minority thrifts, during their annual meeting to solicit their view s .

How a Reformed System Would Wo r k
AC B ’s ideal scenario for the deposit insurance system includes creation of a single, stronger De p o s i t
Insurance Fund through a merger of BIF and SAIF. The fund would continue to grow through a
combination of earnings and risk-based premiums. The highest rated institutions would not be assessed
as long as the fund remained above the statutory minimum of 1.25 percent of insured deposits. On c e
the fund reaches a new ceiling that would be set by Congress (after close consultation with the FDIC),
the FDIC would provide risk-based rebates of any excess funds. The FDIC would have the discretion to
adjust this ceiling under strict standards and pro c e d u re s .

If the fund fell below the statutory 1.25 percent re s e rve ratio, the FDIC should be allowed to spread the
recapitalization over a reasonable period. (Cu r rent law re q u i res the FDIC to impose a 23 basis point
p remium to make up a shortfall that it expects will persist for a ye a r.) This would allow the FDIC to
balance the goals of replenishing the fund and maintaining a healthy banking system.

To maintain the integrity of the deposit insurance fund, institutions that grow at rates significantly above
the industry average should pay a special premium on their excess growth. This should not apply to
re l a t i vely small, de novo banks or to institutions that acquire existing insured deposits. It would not
discourage regular competitive growth by established institutions or the formation of new competitors.
Howe ve r, it would deal with institutions that dilute the deposit insurance fund’s re s e rve ratio by
p recipitately moving large amounts of funds under their effective control from uninsured to insure d
status. 

ACB also recommends indexing the coverage levels to help maintain the role of deposit insurance in the
n a t i o n’s financial system. Congress should use as a base the last time it adjusted coverage primarily for
inflation, which was in 1974. At that time, it increased coverage to $40,000. If adjusted for inflation
since that time, the current coverage limit would be between $115,000 and $130,000.3

To re c o g n i ze the increasingly important role that individual re t i rement savings plays in the economy and
in our pension system, ACB recommends that Congress substantially increase the separate deposit
insurance coverage for IRA, 401(k), and similar re t i rement accounts.

Su m m a ry of ACB Po s i t i o n s
1 . ACB recommends that Congress set a ceiling on the deposit insurance fund’s re s e rve ratio, giving

the FDIC the ability to adjust that ceiling using strict standards after following full notice and
comment pro c e d u re s .

2 . Re s e rves in the fund that exceed the ceiling should be returned to insured institutions based on
their average assessment base measured over a reasonable period and based on premiums paid in
the past. Rebatable premiums would include the SAIF special assessment, but not the high-
g rowth special assessments.

2 See Appendix for ro s t e r.
3 Raising the De p o s i t - Insurance Limit: A Bad Idea Whose Time Has Come? James B. Thomson; Federal Re s e rve Bank of Cleveland Re s e a rch De p a rt m e n t ;

April 15, 2000 ($115,000 in 1999 dollars); FDIC Options Pa p e r, p. 45 ($130,000 in today’s dollars).
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3 . When the fund is above its statutory minimum level the highest rated institutions would
continue to be exempt from premiums, but the FDIC should have authority to impose a small
risk-based premium on other institutions. ACB supports this additional authority provided the
other important reforms we recommend are included in the final package.

4 . Institutions that pose substantial risk to the fund would have their rebates reduced or eliminated.
5 . In measuring risk for rebate or premium purposes, the FDIC should rely on additional objective

information and not increase its current reliance on subjective examiner judgment.
6 . Institutions that grow at a rate significantly above the industry average should be re q u i red to

compensate the fund by paying a special premium on excess growth. This would avoid dilution
of the fund by making the fund whole with respect to any excess growth, pre venting the
imposition of unnecessary premium costs on other institutions.

7 . The special growth premium will not apply to smaller institutions for a reasonable period after
they are chart e red. It would also not apply to growth through merger or acquisition.

8 . If the fund falls below the 1.25 percent designated re s e rve ratio (DRR), the FDIC should have
the authority to spread the recapitalization over a reasonable period. This would be more
responsible than the current law that re q u i res the FDIC to impose a 23 basis point annual
p remium if the fund is expected to remain below 1.25 percent for a ye a r. 

9 . ACB strongly supports the current FDIC role as a provider of deposit insurance and stro n g l y
opposes proposals to priva t i ze deposit insurance cove r a g e .

1 0 . ACB supports indexing coverage levels to maintain purchasing powe r. Congress should index
c overage levels starting with the 1974 limit of $40,000. That would result in a coverage level of
b e t ween $115,000 and $130,000 in today’s dollars.

1 1 . So long as the fund is above its statutory minimum of 1.25 percent of insured deposits, this
modest increase in coverage should not re q u i re any more than a ve ry minimal risk-based
p remium. If unacceptable premium increases are a condition for an immediate increase in
c overage, Congress should at least index coverage from the current $100,000 level. 

1 2 . C o n g ress should also provide substantial increases in coverage levels for re t i rement savings in
conjunction with its work on social security or pension reform or as part of deposit insurance
reform, provided this can be accomplished without an unacceptable premium incre a s e .

Our complete comments are organized below in accordance with the FDIC Options Pa p e r.

Pricing Deposit Insura n c e

Should all banks pay some pre m i u m ?
The Options Paper states that, “If deposit insurance we re priced according to risk, it is likely that eve ry
bank…would pay something for deposit insurance.”4 This statement fails to take into account the fact
that most insured institutions paid substantial premiums in the 1990s to capitalize the FDIC funds.
Both BIF- and SAIF-insured institutions paid approximately 24 basis points annually for several ye a r s ,
and SAIF-insured institutions made an additional one-time, 66 basis point payment in 1996. Si n c e
those institutions have never caused insurance losses, ACB believes that they have a l re a d y made adva n c e
payment to compensate the fund for risk that they pose. 

4 FDIC Options Pa p e r, p. 3.
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Ne ve rtheless, there may be some benefit to imposing risk-based premiums on a wider range of
institutions than is now permitted. Under current law, the FDIC may not charge premiums if the fund
is above the 1.25 percent re s e rve ratio, except on “institutions that exhibit financial, operational, or
compliance weaknesses ranging from moderately seve re to unsatisfactory, or are not well capitalize d … . ”5

ACB believes that giving the FDIC the authority to impose a ve ry modest risk-based premium eve n
when the fund is above the statutory minimum could discourage riskier behavior and pave the way for
other reforms. Such a premium should n o t extend to the highest rated institutions. Not only have they
a l ready paid substantial premiums, they – by definition – impose an extremely slight risk to the fund.

This broadened premium authority should not, howe ve r, be granted in isolation. ACB believes that a
m o re reasonable recapitalization pro c e d u re, rebate authority, an exc e s s - g rowth premium, indexe d
c overage levels, and greater coverage for re t i rement accounts are essential elements of a balanced plan.

Should there be a premium on exc e s s i ve grow t h ?
A special premium on exc e s s i ve growth is essential to help pre vent the fund from falling below 1.25
p e rcent. As long as the fund remains above 1.25 percent, insured institutions can add an unlimited
amount of insured deposits to the system without paying any premiums. This may lower the re s e rve
ratio even if the absolute amount of money in the fund stays the same or if it grows modestly thro u g h
earnings. It could even trigger an acro s s - t h e - b o a rd premium if the fund we re to fall below the 1.25
minimum. T h e re f o re, ACB believes Congress should re q u i re the FDIC to assess grow t h - re l a t e d
p remiums on institutions that grow at a rate significantly over the industry average. A grow t h - re l a t e d
p remium would do two things. First, it would help the fund maintain its capitalization so that these
institutions would not be “f ree riders” on premiums paid by long-standing members. Second, it would
re c o g n i ze that unusual growth is an important risk factor.

ACB believes this is an issue of great urgency. T h e re f o re, we urge the FDIC to announce quickly that it
will recommend that any premium be imposed as of the date it recommends that Congress impose such
a premium. This pro c e d u re would be consistent with actions by Congress that have made new ru l e s
e f f e c t i ve as of the date of a bill’s introduction or the date of the first formal committee action.

Assessing a special premium only on significant growth would allow pre m i u m - f ree growth by an
institution that had developed a particularly successful business plan. But, it would address the case of,
for example, a diversified financial firm that was simply transferring significant amounts of uninsure d
funds under its effective control into its insured bank. 

ACB believes that the special premium should compensate the fund at the then-current re s e rve ratio to
a void dilution of the fund. The FDIC should have the flexibility to collect this premium over a
reasonable period to avoid imposing an undue shock on the affected institutions. While the pre m i u m
might be collected over time, it should be booked immediately as a re c e i vable in the fund to maintain its
c overage ratio.

Iro n i c a l l y, Congress pre s e rved the FDIC’s ability to impose special assessments on de novo i n s t i t u t i o n s .6

C o n g ress re c o g n i zed that these institutions can be expected to grow at rates that exceed the industry
a verage and impose other risks. Howe ve r, because of their re l a t i vely small size, they cannot be expected
to dilute a multi-billion dollar deposit insurance fund. The same thing cannot be said about an existing
institution – now effectively exempt from premiums – that embarks on a new business plan that could

5 12 U.S.C. 1817(7)(b)(2)(A)(v).
6 12 U.S.C. 1815(d)(1)(A).
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add tens of billions to the insured deposit base. So, while the law correctly re c o g n i zes the risk that a d e
n ovo institution may impose, it forces the FDIC to ignore the risk posed by an e x i s t i n g institution that
begins growing at a rate significantly above the industry ave r a g e .

Since the FDIC already has authority to impose a risk-based premium on de novo institutions, it is not
n e c e s s a ry to impose special growth premiums on them. As indicated, they add little in absolute dollar
terms to the insured deposit base, even if their rate of growth is ve ry rapid. In addition, public policy
should encourage the establishment of de novo institutions to increase credit availability to all segments
of the economy. Fi n a l l y, when the FDIC imposes a risk-based premium on these institutions where their
l e vel of growth or other factors impose significant risk, they already provide income to the fund. 

As indicated above, the special excess growth premium should not apply to institutions that grow by
acquiring existing deposits from other insured institutions. By definition, these deposits are alre a d y
included in the insured deposit base, so shifting them from one institution to another does not dilute
the fund.

Should the recapitalization schedule be modified?
ACB strongly supports changing the assessment system to address the case where the fund falls below
1.25 percent. The current system re q u i res the FDIC to re-impose a minimum 23-basis-point pre m i u m
if a fund falls below 1.25 percent and is expected to remain there for a year or more. As the Op t i o n s
Paper notes, the current system “amounts essentially to charging nothing in times of pro s p e r i t y, and a lot
in times of adve r s i t y, there by potentially magnifying swings in the banking cyc l e . ”7 C o n g ress should
c o r rect this by giving the FDIC authority to spread any recapitalization over a reasonable period. T h e
FDIC should impose these premiums on a risk-based basis. 

The system we have outlined above introduces substantial risk-based incentives, while avoiding imposing
p remiums on the highest rated institutions when they are not needed. Howe ve r, institutions would
k n ow that they could face premiums if the fund falls below 1.25 percent and could be rew a rded with
risk-based rebates once the fund exceeds the new ceiling. In between, institutions that impose some risk
would pay modest premiums, while those that undermine the health of the fund by growing at
e x t r a o rd i n a ry rates would pay a special premium. 

Should the FDIC change the way it measures risk?
The Options Paper asks whether the FDIC should “rely on superv i s o ry judgment, … other
information,” or “hybrid appro a c h e s . ”8 ACB believes that the FDIC should base its judgments of risk on
c u r rently available, objective information. It should not increase its reliance on superv i s o ry eva l u a t i o n s .
ACB believes that the current CAMELS rating system already includes a sufficient amount of examiner
judgment. The FDIC currently gathers a substantial amount of objective information via Call Re p o rt s .
This information is far more consistent across the range of institutions than examiner judgments. W h i l e
we re c o g n i ze that there is no complete substitute for direct observation by trained examiners, no amount
of training can completely eliminate inconsistencies from one examiner team to the next. If call re p o rt
data are not adequate, then the re p o rting re q u i rement should be refined — unneeded re p o rt i n g
re m oved, worthwhile additional re q u i rements added.

7 FDIC Options Pa p e r, p. 5.
8 Ib i d . p. 11.
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Should deposit insurance be priced from the bottom up or the top dow n ?
In its options paper, the FDIC states “a ‘bottom-up’ view would set pricing at the individual bank leve l
and let overall re venue result from the sum of payments across banks. A ‘t o p - d ow n’ view would instead
attempt to estimate appropriate aggregate funding needs and then allocate prices across banks based on
r i s k . ”9 ACB recommends against adopting either approach exc l u s i ve l y. 

A bottom-up approach with no cap could lead to an eve r - g rowing fund that would withdraw too much
funding from the private market. Such a fund could also tempt policy makers to dive rt excess funding to
non-insurance purposes. 

El s ew h e re in this letter, we recommend that Congress set a ceiling on the fund (while giving the FDIC
some flexibility to adjust it under strict standards after following notice and comment pro c e d u res). To
reach that ceiling the FDIC should rely on earnings and risk-based premiums. Though it would set a
ceiling, a pure top-down approach also has drawbacks. It would limit the FDIC’s ability to impose
assessments and provide rebates in amounts that differ according to the re l a t i ve risks posed by individual
i n s t i t u t i o n s .

Thus, we recommend a combination of the two approaches. From the top-down approach, we
recommend imposing a cap on the fund (which the FDIC could adjust). From the bottom-up appro a c h ,
we recommend a combination of risk-based premiums (where appropriate and needed), excess grow t h
p remiums, and risk-based re b a t e s .

Should the FDIC use peer comparisons or absolute ratios?
ACB believes there is some value in measuring an institution’s risk by comparing it with other, similar
institutions. Comparisons would be useful in re l a t i vely good and stable times and outliers would tend to
stand out. Howe ve r, in times of general economic difficulty a peer comparison approach could be
misleading. If most institutions we re doing equally poorly and presenting serious risk, a pure peer
analysis would fail to set off alarm bells. We also note that as each institution pursues incre a s i n g l y
d i versified strategies, it is becoming harder to find true peers. As in the debate over bottom-up ve r s u s
t o p - d own premium stru c t u res, the answer has to be a careful combination of the two appro a c h e s .

Should the FDIC use market information to determine pre m i u m s ?
The Gr a m m - L e a c h - Bliley Act re q u i res a test of whether market mechanisms might help re g u l a t o r s
m e a s u re and reduce risk among the largest institutions. Section 108 of the GLB Act directs the Fe d e r a l
Re s e rve and the Tre a s u ry to study the implications of requiring large insured depository institutions and
d e p o s i t o ry institution holding companies to maintain a portion of their capital in the form of
s u b o rdinated debt.1 0

This approach may be useful in comparisons among large institutions that pose a systemic risk and
which may benefit from perc e i ved too-big-to-fail protection unavailable to community banks.
Ne ve rtheless, ACB opposes using similar mark e t - related tests for deposit insurance pricing. We share the
concerns expressed in the Options Pa p e r. First, the markets would likely take the too-big-to-fail implicit
guarantee into account, giving higher ratings to larger institutions. 

9 FDIC Options Pa p e r, p. 11.
1 0 Public Law 106-102, Nov. 12, 1999.



Second, the FDIC has more information about all banks than anyone in the private market. Unless the
examination process is poorly conceived and implemented, it surely generates insights that are not
a vailable to the market. Ma rket signals may be used to confirm or re d i rect examination re s o u rc e s ,
though any banking concern big enough to be the object of intense market scrutiny probably has a
permanent examiner on site anyway.

T h i rd, market pricing is a combination of a judgment about the particular institution invo l ved and
general conditions. During some periods, institutions may not be able to issue debt at all. Fi n a l l y, AC B
does not believe that it is appropriate for the FDIC to rely on private firms’ judgment when making an
i m p o rtant public policy decision, e.g., the amount of premium to charge for federal deposit insurance
and the level of rebates to prov i d e .

Smaller institutions would be particularly disadvantaged by increased reliance on market judgment to
assess premiums. It is rarely efficient for smaller institutions to issue debt of any type, and what may be
issued is thinly traded. While the law permits the FDIC to establish separate pricing mechanisms for
large banks,1 1 we believe that widespread use of that authority is unnecessary and potentially divisive .
ACB is concerned that such a system may discriminate against smaller institutions in certain geographic
m a rkets and those with concentrations in particular assets, e.g., home mortgage loans.

Should the FDIC enter into private reinsurance contracts to obtain market judgment about risk?
ACB understands that the FDIC has begun the process of studying this question with a priva t e - s e c t o r
firm. The issue is whether the FDIC could draw on information from the reinsurance markets for
deposit insurance pricing. ACB believes the FDIC should look carefully to determine whether the
p r i vate reinsurance market has the capacity to re i n s u re any substantial portion of depository institutions.
It should also examine whether private reinsurance activities might impose an unwarranted insurance
p remium differential between large and small institutions. Fi n a l l y, private reinsurance firms might seek
access to examination data generally not made available to private parties. 

While not included as a possibility in its Options Pa p e r, ACB wishes to reiterate at this point that we
s t rongly oppose proposals by others to priva t i ze deposit insurance. The nation’s economy has depended
for decades on the FDIC and the ultimate backstop of the Federal Government. The private insurance
m a rket would be unable to engender the kind of public confidence made possible by the FDIC.

S t r u c t u re of the Deposit Insurance Fund

Should Deposit Insurance be Based on a Us e r - Fee or Mutual Mo d e l ?
The Options Paper raises the question of whether the deposit insurance system should be re c o n f i g u re d
on a user-fee or mutual model. ACB believes it would not be useful to adopt a pure version of either.
The terms themselves conjure up specific approaches from the past that may be misleading models for
the future and could confuse more than clarify the debate. Instead, policy makers should decide the
specific characteristics that they want today’s system to have. It may be that the final product will look
m o re like one than the other. We expect that it will have many elements more characteristic of a mutual
arrangement. That is certainly how it has worked in the past. Congress has asked insured depository
institutions to pay whatever it would take to pay the costs of running the system. And, for much of the
h i s t o ry of the system, from 1950 until the 1980s, the law provided for rebates to insured institutions.
Those certainly are characteristics of a mutual model. 

1 1 12 U.S.C. 1817(b)(1)(D).
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Of course, when it became impossible for institutions insured by the Federal Savings and Loan
Insurance Corporation to cover the losses of its fund, the government did step in. And, the Tre a s u ry
a d vanced funding to the BIF when it became necessary. These actions we re characteristic of the user-fee
model. Even here, howe ve r, SAIF- and BIF- insured institutions had to pay substantial premiums to
re c a p i t a l i ze their funds. In addition, Congress insisted that insured institutions – first SAIF-insure d
institutions and then all FDIC-insured institutions – pay the interest on Financing Corporation (FICO)
bonds that we re issued to pay depositors. This “m u t u a l” feature will be with us for years to come.

It is ve ry clear that under the current statutory scheme, insured institutions are members of an assessable
mutual system, with only a reimbursable financing line of credit from the Tre a s u ry. The only effective
constraint on assessments is when they are causing more new failures than they are paying to re s o l ve .

Former FDIC Chairman Ricki Helfer recently answe red the question of mutual versus user-fee model
this way: 

Those kinds of categorizations can be useful for analytical purposes perhaps, but sometimes they can also
o b s c u re rather than clarify the re l e vant issues. Neither categorization best re p resents the way the system
o p e rates now nor the way that it can best serve American depositors in the future. The short answer to the
F D I C ’s questions is that there are elements of both in a system that has risk-based deposit insurance and
p e rmits rebates from an ove r - c a p i t a l i zed fund. Buried in the term i n o l o gy is the real issue: is there a
maximum re s e rve ratio for each deposit insurance fund that can be identified at any particular time based
on then existing circumstances? If there is, should banks enjoy rebates of re s e rves above that level, and can
we design a rebate system that meets our second goal by maintaining a risk-based deposit insurance system
and still provide rebates to banks from re s e rves above the ceiling? 1 2

The approach we suggest – pick the characteristics of the fund first and avoid artificial labels – also
enables policy makers to avoid awkward proposals that would unnecessarily complicate their decision-
making. For example, a pure mutual model might resemble the National Credit Union Sh a re In s u r a n c e
Fund (NCUSIF). Under that system, institutions maintain deposits in the fund and simultaneously
c a r ry them as assets on their books.1 3 The General Accounting Office criticized this accounting
t reatment in 1991 and suggested that credit unions write off these assets over time.1 4 Since credit unions
a re not publicly traded, this accounting issue is not heavily debated and does not affect investors. In
contrast, stockholder-owned banks and savings institutions must be re s p o n s i ve to investor concerns. As a
result, a pure mutual-model similar to NCUSIF might have to include a number of artificial constru c t s
to conform to accounting rules. T h e re does not seem to be any substantial public policy benefit to the
e xe rc i s e .

Many of the policies we recommend elsew h e re in this comment – a cap on the fund, rebates, incre a s e d
risk-based premium authority, and exc e s s - g rowth premiums – tend to re i n f o rce the mutual aspects of the
system. But, we recommend them because we believe they will strengthen and improve the system, not
to add new mutual feature s .

1 2 The Deposit Insurance System: What Reforms Make Sense?; Ricki He l f e r, December 4, 2000; Ad d ress to America’s Community Bankers, pp. 8-9 
( He l f e r, Dec. 4, 2000)

1 3 FDIC Options Pa p e r, p. 31.
1 4 Credit Unions – Reforms for Ensuring Fu t u re Soundness; GAO/GGD-91-85, July 1991, pp. 171-174
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Should a Rebate System be Re i n s t a t e d ?
As indicated elsew h e re in this comment, ACB strongly believes that Congress should set a ceiling on the
fund and rebate excess payments on a risk-based basis. During the 106th Congress, ACB support e d
legislation introduced by Senator Rick Sa n t o rum (R-Penn.) and Frank Lucas (R-Okla.) that would have
set a 1.35 percent ceiling and used the excess to pay interest on FICO bonds.1 5 Once the FICO bonds
we re repaid, excess funds would be used to pay rebates. The bill would have given the FDIC authority
change the ceiling. 

ACB continues to believe that this is a constru c t i ve approach to a serious potential problem that could
be caused by a substantially ove rc a p i t a l i zed insurance fund. Howe ve r, the broader approach we outline
in this letter could lead to full rebates more promptly than provided for in the Sa n t o ru m / Lucas bill.
W h a t e ver the mechanism Congress provides, re s o u rces not needed for reasonably foreseeable deposit
insurance purposes should not remain in Washington. 

ACB agrees with former Chairman He l f e r’s recent comment: 

I believe it is possible for the FDIC to develop analytical tools that will permit it to identify a ceiling on
the funding needs of the deposit insurance system at any particular time — a DRR that would change as
c i rcumstances change….The purpose of establishing a ceiling DRR is so that insurance funds will not grow
b e yond a size that can be justified on the basis of the needs of the deposit insurance system, there by
w i t h d rawing capital from banks who could have contributed to economic growth by leve raging those funds
to meet the economic needs of their communities. Amounts accumulated in the system over and above the
DRR ceiling should be rebated to banks to facilitate economic activity, which benefits eve ry one.1 6

What Level Should the Fund Reach Before the FDIC Pays Re b a t e s ?
ACB believes that Congress should adopt the approach taken in the Sa n t o ru m / Lucas legislation and
determine an appropriate ceiling for the fund. In deciding the actual ceiling amount, ACB re c o m m e n d s
that Congress consult closely with the FDIC. The agency has already done considerable historical
analysis on the level of the funds and income needed to maintain them.1 7 C l e a r l y, the agency could adapt
that analysis to determining a reasonable ceiling to recommend to Congress. As provided in the
Sa n t o ru m / Lucas bill, Congress should give the FDIC flexibility to adjust the ceiling. Howe ve r, the
agency should have to meet clearly stated standards before adopting a change. The FDIC should be
re q u i red to find that there is a higher level needed to meet a substantial and identifiable risk to the fund
or the financial system.

In addition, Congress should re q u i re the FDIC to follow a full notice and comment process under the
Ad m i n i s t r a t i ve Pro c e d u re Act before making any change to the ceiling. Any delay associated with this
p rocess should not cause undue concern, since the FDIC would, in all likelihood, be making a change
when the fund was near its ceiling, substantially above the 1.25 percent minimum. 

1 5 S. 2293 
1 6 He l f e r, Dec. 4, 2000, pp. 9-10
1 7 60 Fed. Reg. 42680 (Aug. 16, 1995).



How Should Rebates be Al l o c a t e d ?
The Sa n t o ru m / Lucas legislation would provide rebates to all insured institutions once the FICO
obligation is met. Until that time, excess funds in BIF and SAIF, or a new DIF, would be used to offset
all insured institutions’ FICO obligation or would remain in the fund. ACB continues to believe that
this approach has merit and would support the Sa n t o ru m / Lucas bill as a stand-alone proposal. Howe ve r,
we also believe that there is considerable merit to providing for a risk-based rebate system that could
p rovide rebates before the FICO obligation ends. Under the system we favo r, the riskiest institutions
would get no rebates, while the safest institutions would get higher than average rebates. Those in
b e t ween could expect average rebates. These differential rebates would provide the same risk-re d u c t i o n
i n c e n t i ve as variations in premiums when the fund needs them to impose them on the bulk of insure d
institutions. All institutions would know that as the fund approached the ceiling, they could expect to
benefit by operating in a less risky manner. 

Should the Systemic Risk/To o - Bi g - t o - Fail Mechanism be Changed?
In FDICIA, Congress substantially limited the FDIC’s ability to provide unlimited protection to
depositors in too-big-to-fail institutions. The FDIC may not protect uninsured depositors and cre d i t o r s
if that would increase costs above simply covering insured deposits. As the Options Paper notes, this
least-cost test can be ove rcome only if “the Se c re t a ry of the Tre a s u ry, upon the recommendation of two-
t h i rds of the Boards of the FDIC and the Federal Re s e rve, and after consultation with the Pre s i d e n t ,
determines that a threatened bank failure would pose serious adverse effects on economic conditions or
financial stability, the least-cost re q u i rements can be avo i d e d … .1 8 This pro c e d u re has never been
implemented, but it certainly appears to impose substantial procedural hurdles to further FDIC
i n vo l vement in the too-big-to-fail process. 

Ne ve rtheless, it is still possible that at some point the FDIC will step in under the systemic-risk
e xception to the least-cost re q u i rement. The law re q u i res that the FDIC impose a special assessment on
all fund members to defray the excess cost of a systemic-risk resolution. Unlike normal assessments, this
special assessment is based on total assets (minus equity capital and subordinated debt). When adopted
in 1991, it was thought that this would tend to shift costs to larger banks that relied less on deposits to
fund their assets. This did not exempt banks that could never expect to benefit from a systemic-risk
rescue, but it was hoped that it would rebalance the scales to some extent. 

This analysis is becoming dated because community banks themselves rely more on funding from the
Federal Home Loan Banks as the competition for deposits becomes more seve re. The balance sheets of
large and small banks – in terms of their reliance on deposits as compared to borrowed funds – are likely
to become more similar over time. T h e re f o re, Congress may wish to consider doing directly what they
attempted to do indirectly in 1991 and exempt banks under a certain size from any systemic-risk special
a s s e s s m e n t .

Though the FDIC’s role in the too-big-to-fail process may be reduced, the Federal gove r n m e n t ,
p a rticularly the Federal Re s e rve, continues to have a major role in dealing with financial crises. Un d e r
the new financial stru c t u re provided under the Gr a m m - L e a c h - Bliley Act, this implicit shift of much of
the too-big-to-fail responsibility from the FDIC to the Federal Re s e rve has merit. The fact remains, that
i n voking this protection for larger financial firms provides benefits to a just a few firms. Policy makers
should continue to explore ways to impose some cost for this benefit, recognizing it is difficult to
explicitly price an implicit benefit.

10 A m e r i ca’s Community Banke r s ,J a n u a ry 2001

1 8 FDIC Options Pa p e r, p. 33.



11A Comprehensive Response to FDIC Deposit Reform Options

C ove rage Leve l s

Should Co n g ress In c rease General Coverage Li m i t s ?
ACB supports indexing coverage to maintain purchasing powe r. We also strongly support substantially
i n c reasing coverage for re t i rement savings, such as IRA and 401(k) accounts. In either case, we support
i n c reases provided they are not accompanied by substantial additional premiums. Most ACB members
a re skeptical that increases in general deposit insurance coverage levels would significantly incre a s e
funding. Former FDIC Chairman Helfer is even more skeptical. She recently said that “t h e re is ve ry little
evidence that doubling the coverage limits will expand the deposit base of smaller banks. Community
bankers that I have talked to think that ve ry little benefit will result from a significant increase in
c overage limits.”1 9

Howe ve r, it could improve community bank funding in some markets. In addition, increased cove r a g e
can be a helpful accommodation to some customers who wish to deposit re l a t i vely large, one-time
receipts from, for example, the sale of a home or an inheritance. This would be valuable to a consumer
who values safety, but is unlikely to fuel substantial sustained deposit growth throughout the banking
system. Residual concerns that excess growth could result can be dealt with by ensuring that rapidly
g rowing institutions pay a deposit insurance premium that reflects the greater risk they pose to the
system and maintains the capitalization level of the fund.

Most ACB members believe that they can more effectively increase funding by offering increased intere s t
rates, not through increased deposit insurance coverage. Howe ve r, they re c o g n i ze that these deposits are
not as “loy a l” as core deposits. Si m i l a r l y, ACB members are concerned that increasing coverage leve l s
could increase the size of ve ry large deposits, complicating banks’ liquidity management. Large deposits
attracted simply by re l a t i vely high rates of interest often leave just as quickly as they are attracted. T h i s
could be the case with larger deposits attracted by increased deposit insurance coverage. 

Though ACB recommends that a premium be imposed on institutions that experience unusually high
g rowth, we do not believe that even doubling nominal insurance coverage would justify a substantial
p remium increase on all institutions. Even if coverage is increased to $200,000, the average account
balance is certain to remain ve ry substantially below that level. Small depositors with say, $1500, in
checking and savings accounts are not going to increase their total deposits just because the upper
insurance limit is increased. And, competitive factors suggest that substantially increased nominal
c overage will not increase the overall deposit base by a large amount. Depositors with large sums may
shift insured deposits from one bank to another to consolidate balances or take advantage of higher
i n t e rest rates. But, one bank’s gain may well be another bank’s loss. ACB members who responded to our
s u rvey estimated only a net gain of 3 percent as a result of increasing insurance coverage to $200,000.
Thus, doubling coverage levels is not the same as doubling the FDIC’s risk.

Should Coverage Limits be In d exe d ?
If a substantial increase in coverage is not feasible, ACB supports indexing of the $100,000 level to
maintain its purchasing powe r. This would not completely address the loss of coverage to inflation
experienced since coverage was increased to $40,000 in 1974 and $100,000 in 1980. If coverage had
been indexed using 1974/$40,000 as a base, the current level would be between $115,000 and
$130,000; if indexed using 1980/$100,000 as a base, the current level would be approx i m a t e l y
$200,000. Clearly, an adjustment accounting for inflation since 1974 is reasonable but such an incre a s e
would not justify an unacceptable premium increase. Former FDIC Chairman Helfer believes this is a
“better appro a c h” than increasing coverage to $200,000. Howe ve r, she indicated that, “W h a t e ver the
c o r rect number, it is the principle of indexing that is import a n t . ”2 0

1 9 He l f e r, Dec. 4, 2000, p. 12
2 0 He l f e r, p. 14
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Indexing on a going-forw a rd basis would certainly not justify any premium increase and would have the
clear advantage that the FDIC identified in its Options Paper – insulation from political cross curre n t s
and maintaining “the same re l a t i ve importance of deposit insurance in the economy over time….”2 1

Indexing using the current level also avoids the debate over what year and level should be the basis for
indexing. For better or worse, depository institutions and the economy have adjusted to the current leve l
of coverage. Indexing would maintain that balance rather than seeking to recalibrate it based on a leve l
that had been appropriate in the past. 

To simplify and reduce the cost of implementation, as well as to promote consumer understanding, we
recommend that any increases be provided only in $10,000 increments. Some ACB members are
especially concerned that frequent small adjustments would be more costly than any benefit they might
re a l i ze from increased deposit funding.

Should Coverage for Re t i rement Accounts be In c re a s e d ?
C o n g ress has provided substantial tax incentives to encourage individuals to accumulate re t i re m e n t
savings. These individual savings are replacing re s o u rces that employers previously provided thro u g h
defined benefit pension plans. This shift in re t i rement funding has increased the burden on individuals
to manage their own assets. As individuals respond to tax incentives, their re t i rement assets often exc e e d
the current $100,000 coverage limit by substantial amounts. Since planners generally recommend that
individuals shift these savings into more secure and stable investments as they approach re t i rement, AC B
b e l i e ves that Congress should substantially increase deposit insurance for re t i rement savings that meet the
tax re q u i rements established under the Internal Re venue Code. Congress could provide incre a s e d
c overage as part of deposit insurance reform, or in conjunction with enhancements to re t i rement savings
i n c e n t i ves or social security re f o r m .

Should Coverage for Municipal Deposits be In c re a s e d ?
ACB members hold differing views on increased coverage for municipal deposits. This generally re f l e c t s
d i f f e rences in state and local practices. For example, in Minnesota local governments have joined
together to form mutual funds for their liquidity needs, effectively bypassing insured depository
institutions. New Jersey has a centralized and re l a t i vely straightforw a rd system for collateralizing public
deposits that makes it unnecessary for banks to match specific collateral with specific deposits. In other
states banks are still able to compete for these deposits, but must follow complicated collateralization
re q u i rements. Bankers in those states believe they would benefit from increased deposit insurance for
municipal deposits. Si m i l a r l y, minority institutions also believe they would benefit from increased deposit
insurance for these deposits. Howe ve r, policy makers must avoid imposing an acro s s - t h e - b o a rd pre m i u m
for increased coverage that would not benefit all institutions.

Should the FDIC Make Excess or Co - Insurance Available as an Option?
ACB does not support optional deposit insurance or co-insurance for amounts over the general cove r a g e
limit (whether the current $100,000 limit or some higher amount). ACB members believe that this
could lead to confusion among depositors, with some banks offering more FDIC insurance than others.
It would add an unnecessary complication to a system that the public understands fairly well, at least in
b road outline. Other ACB members have commented that competitive pre s s u re would eventually re s u l t
in all institutions offering “o p t i o n a l” coverage. Fi n a l l y, institutions that wish to provide additional
p rotection for special cases can collateralize individual deposits or seek privately funded ove r l i n e
insurance. While private insurance could never substitute for basic FDIC coverage – no conceiva b l e
p r i vate firm could have the capacity – carefully targeted overline insurance is feasible and curre n t l y
a va i l a b l e .
2 1 FDIC Options Pa p e r, p. 44.



Should The Rules for De t e rmining Coverage be Fu rther Si m p l i f i e d ?
In recent years, the FDIC has taken careful steps to simplify rules for coverage. ACB generally support e d
these changes, but we do not support further substantial changes in coverage rules. The Options Pa p e r
suggests that, “The most straightforw a rd option would be to…eliminate the separate insurance cove r a g e
that is currently provided for accounts held in separate rights and capacities….”2 2 ( Note our view
e x p ressed above about the separate coverage of re t i rement accounts.) Any changes might simplify
c overage computations, but would also tend to reduce the amount of coverage available. This would
make it more difficult for institutions to attract deposits. In addition, further changes could actually
complicate the work of new-accounts re p re s e n t a t i ves in community banks. To o - f requent rounds of
“s i m p l i f i c a t i o n” would be costly to implement and provide too many opportunities for mistakes and
m i s u n d e r s t a n d i n g s .

C o n c l u s i o n
ACB appreciates the opportunity to comment on this important matter. We believe that it could lead to
substantial improvements in the deposit insurance system. 

These are AC B’s key re c o m m e n d a t i o n s :
• BIF and SAIF should be merged without delay;
• C o n g ress should set a ceiling on the merged fund and provide for re b a t e s ;
• If other important reforms are provided, the FDIC should have expanded authority to impose

modest risk-based pre m i u m s ;
• Highly rated institutions should continue to be exempt from premiums so long as the fund is

a b ove its statutory minimum leve l ;
• If the fund falls below that level, the FDIC should have the flexibility to re c a p i t a l i ze it over a

reasonable period;
• Institutions that grow at exc e s s i ve rates should pay a special premium to maintain the integrity of

the fund;
• The FDIC’s current role should be maintained; deposit insurance must not be priva t i ze d ;
• C o n g ress should provide increased coverage by indexing coverage from the 1974 level of

$40,000, without imposing significant additional pre m i u m s ;
• C o n g ress should substantially increase coverage levels for re t i rement savings.

If you have any questions, please contact St e ve Ve rdier at (202) 857-3132.

Si n c e re l y,

Diane M. Casey

13A Comprehensive Response to FDIC Deposit Reform Options

2 2 FDIC Option Pa p e r, p 46.
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This options paper is part of a compre h e n s i ve
re v i ew of the U.S. deposit insurance system by the
Federal Deposit Insurance Corporation (FDIC).
We are undertaking this re v i ew to assure the
ability of the system to meet its re s p o n s i b i l i t i e s
over the next decade. In d u s t ry consolidation,
expanded activities, global-ization and the use of
technology have advanced the business of banking
and the products and services offered to American
depositors. The FDIC wants to ensure that the
deposit insurance system continues to pro t e c t
depositors and contributes to its full extent to the
stability of the banking system.

The United States has the oldest federal deposit
insurance system in the world, established in 1934
to put an end to the devastating bank runs that
shut down businesses and contributed to the
Great De p ression. The system proved to be a
success; following its introduction, deposit
insurance re s t o red public confidence in the
banking system. For the next three generations,
the system served its purpose by helping pre ve n t
banking problems from becoming banking panics.
In the 1980s, when hundreds of banks and thrifts
failed, deposit insurance acted as the anchor for
public confidence in the banking system.

In good times and bad times, deposit insurance
p rovides a safe and certain place for people to put
their money. By eliminating the disruption caused
by bank runs, deposit insurance contributes to the
foundation necessary for a robust banking system
and by extension, a dynamic financial system. In
turn the general economy benefits from the
stabilizing influence of deposit insurance.

The success of the U.S. system of federal deposit
insurance is particularly evident in contrasting the
U.S. experience during the 1980s crisis with
recent crises in Asian and Latin American
countries that lacked explicit deposit insurance
systems. During the U.S. crisis, there we re no
depositor runs on banks, and bank failures we re
re s o l ved through a well-established, ord e r l y
p rocess. This was not the case for countries

without explicit deposit insurance, and it is
perhaps sufficient to note that more than 30
countries chose to implement new, explicit deposit
insurance systems during the 1990s. The benefits
of deposit insurance are appreciated worldwide,
and the U.S. system has become a model for the
rest of the world.

Ne ve rtheless, the 1980s crisis in the U.S. also
p rovides a sobering reminder that a flawed deposit
insurance system can be extremely costly. U.S.
t a x p a yers we re billed for more than $130 billion
to clean up the savings and loan crisis follow i n g
the demise of the Federal Savings and Loan
Insurance Corporation (FSLIC). T h i s
demonstrates that deposit insurance raises
complicated issues and re q u i res a careful balancing
of competing public policy concerns.

To d a y, the bank and thrift industries have neve r
been healthier. Bank capital levels are at an all
time high, profitability has climbed for the ninth
year in a row, and the insurance funds have
substantial combined re s e rves of $42 billion.
T h e re will never be a better time to address the
latent flaws in the system. Reforms now will also
help us maintain the proper incentives for risk and
rew a rd to insured institutions, as well as fairness
among institutions that present different levels of
risk to the system.

The FDIC has identified three fundamental are a s
for re v i ew: the processes for pricing risks, funding
insurance losses, and setting coverage limits. T h i s
options paper describes various ways in which we
might make improvements to the deposit
insurance system. The options are intended to
p rompt analysis and comment from individuals
and organizations that have an interest in the issue

The Need for Reform
With the Federal Deposit Insurance Corporation
Im p rovement Act of 1991 (FDICIA), Congre s s
passed a number of significant reforms to shore up
the deposit insurance system. These included
p rompt corre c t i ve action, least-cost re s o l u t i o n s ,

FDIC Deposit Insurance Options Pa p e r
In t ro d u c t i o n
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scaling back of too-big-to-fail, the introduction of
risk-based premiums, and a mandate to maintain
adequate insurance funds. With the De p o s i t
Insurance Funds Act of 1996 (DIFA), Congre s s
e n s u red that members of the Bank In s u r a n c e
Fund (BIF) and the Savings Association In s u r a n c e
Fund (SAIF) would not face significant and
a r b i t r a ry differences in deposit insurance pricing.

Despite these significant improvements, the
c u r rent deposit insurance system has seve r a l
f e a t u res that work against the effective and
equitable functioning of the system:

• The continued existence of two separate
insurance funds based on an anachro n i s t i c
d i s t i n c t i o n ;

• The current pricing system that cre a t e s
i n a p p ropriate incentives and raises fairness
i s s u e s ;

• The re q u i rement that banks are re q u i red to
fund insurance losses when they can least
a f f o rd it; and

• Un c e rtainty for depositors as to the future re a l
value of FDIC cove r a g e .

O ver the past decade the FDIC has stated its view
that the two insurance funds the FDIC
administers should be merged. The distinction
b e t ween the funds is increasingly arbitrary; a
combined fund would be stronger and more
efficient; and the time to merge them is when
they are both healthy. These arguments are laid
out in detail in Attachment A. This options paper
will not address this flaw, other than to state the
F D I C ’s position that a merger of the funds is
good public policy either on a stand-alone basis or
as the pre requisite for any other changes to the
deposit insurance system.

The second and third of these problems re s u l t
f rom the conflicting mandates of the FDICIA: to
price deposit insurance premiums according to the
risk posed by individual institutions, and to
maintain a target level of re s e rves within the
insurance funds. The tension between the dual
mandates of risk-based pricing and a fixed fund
l e vel became far more explicit in 1996 as DIFA
s e ve rely limited the FDIC’s ability to price
a c c o rding to risk.

Because of current restrictions on pricing deposit
insurance, most banks and thrifts pay no
insurance premiums when they are doing we l l ,
but pay high premiums when the industry is we a k
and banks are failing. This does not make sense
for the banks or for the communities they serve. It
is possible that, in difficult times, deposit
insurance premiums could reduce the pre-tax net
income of insured institutions by almost $9
billion. Based on current average capital and loan-
to-assets ratios for all insured institutions, this
reduction in income could lead to a contraction in
lending of more than $65 billion at the pre c i s e
time in the business cycle when loans are most
n e e d e d .

The current process for setting deposit insurance
c overage limits has brought the issue before
C o n g ress on a somewhat arbitrary and ad hoc
basis. This has resulted in significant fluctuation
in the real value of insurance for depositors. T h e
c u r rent coverage limit of $100,000 has declined in
real value by half since it was established in 1980.
This raises the question of whether Congre s s
wishes to continue providing the same level of
insurance protection for consumers in real terms,
or to allow the coverage level to erode in value by
maintaining the status quo. The current deposit
insurance arrangements lead to several questions:

How Should the FDIC Price Risk?
T h rough a combination of legislative changes,
re g u l a t o ry choices and economic events, the
pricing and funding of deposit insurance evo l ve d
during the 1980s and 1990s into something
fundamentally different from what existed during
the first 50 years of the FDIC’s history. Banks that
a re paying for deposit insurance at the end of the
1990s are those that have run afoul of capital
regulations or the superv i s o ry process. This is a
significant depart u re from past practice. Pricing of
deposit insurance has evo l ved into a penalty
system for the few, rather than a priced service for
a l l .

Thus, a decade that began with a legislative
mandate for risk-based insurance premiums ended
with the FDIC providing a free guarantee of
almost three trillion dollars in bank and thrift
liabilities. As a result, the moral hazard pro b l e m s
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FDICIA intended to address with risk-based
deposit insurance may have become more firmly
e n t renched than eve r. (Moral hazard problems are
discussed in more detail in Section IV, “Cove r a g e
Limits.”) A striking feature of a ze ro premium is
that not only may the rate paid by vastly disparate
banks be identical, but the dollar amount as we l l :
a bank with $100 billion in deposits and a
complex risk profile can be billed the same
amount for its insurance as the smallest and most
c o n s e rva t i vely run community bank. Pre s u m a b l y,
the rationale behind a statutory ze ro premium is
that, as long as a fund is above its target level, it
does not need additional funds. Howe ve r, aside
f rom raising money for the insurance funds,
p remiums also serve to align economic incentive s .
When a valuable product is offered at ze ro cost, it
leads to that product being ove rused, causing
d i s t o rtions throughout the marketplace and, in
the case of deposit insurance, potentially
exacerbating moral hazard .

If deposit insurance we re priced according to risk,
it is likely that eve ry bank in the U.S. with insure d
deposits would pay something for deposit
insurance, for the same reason that eve ry bank
pays at least some spread over Treasuries for
u n s e c u red debt. Howe ve r, since shortly after the
BIF was re c a p i t a l i zed in May 1995, its members
that are in the best-rated, 1A-assessment category
h a ve not been re q u i red to pay deposit insurance
p remiums. Members of the SAIF that are rated 1A
h a ve paid no premiums since Ja n u a ry 1997.1

At year-end 1999, only 7 percent of all banks and
thrifts paid premiums into the deposit insurance
funds. Ni n e t y - t h ree percent, or more than 9,500
institutions, do not pay premiums. This stands in
s t a rk contrast to the first 50 years of the federal
deposit insurance program, when eve ry insure d
institution paid an annual rate of 3.3 to 8.3 cents
for eve ry $100 of insured deposits.

Despite the uniform assessment ratings given to
these 1A institutions, they do not all pre s e n t
uniform risks to the deposit insurance funds. T h e
c u r rent premium matrix does not re c o g n i ze
institutions that, by objective measures and
historical experience, have a higher risk pro f i l e ,
unless the institution fails to maintain the
minimum level of capitalization to be considere d
“we l l - c a p i t a l i ze d” as defined for prompt corre c t i ve
action purposes or is subject to heightened
s u p e rv i s i o n .2 In a less favorable economic
e n v i ronment, many of these 1A-rated institutions
would deteriorate faster than others, yet that
higher degree of risk is not built into the curre n t
assessment scheme.

How Should New Deposits be Tre a t e d ?
Most banks and thrifts established since the
recapitalization of the insurance funds have neve r
paid for deposit insurance. T h rough Ma rch 2000
this included 844 new banks and thrifts whose
i n s u red deposits totaled more than $44 billion.
The responsibility for maintaining the $550
million needed to capitalize these deposits at a
1.25 percent DRR falls on the other members of
the deposit insurance system.

Si m i l a r l y, institutions that are rated 1A can grow
their insured deposits without paying assessments.
This ze ro marginal cost of insurance clearly differs
f rom the private insurance industry, in which
higher coverage amounts entail higher charges.
With the marginal cost of deposit insurance at
ze ro, the same issues of fairness arise that occur
under the new bank scenario: all insure d
institutions eventually are assessed to cover deposit
g rowth at the fastest-growing, 1A-rated
institutions. In a deteriorating financial
e n v i ronment, it will be necessary to raise
assessment rates earlier or by a greater amount to
make up for the dilution of the re s e rve ratio
attributable to unfunded insured-deposit grow t h .
Under some circumstances, insure d - d e p o s i t

1 Mo re details on the risk categories in the current premium system are presented in Attachment C.
2 Federal supervisors rate insured institutions on six factors: Capital; Asset Quality; Management; Earnings; Liquidity; and Sensitivity to market risk

(CAMELS). Institutions re c e i ve an overall rating ranging from 1 to 5, with 1 being the best rating.

The original decision by the FDIC to lump CAMELS 1- and 2-rated institutions into the same risk category for premium purposes was largely codified
into law in 1996 by the DIFA. Federal Deposit Insurance Funds Act, Pu b. L. No. 104-208, §§ 2708(b) and 2708(c) (1996) (codified at 12 U.S.C. §§
1817(b)(2)(A)(iii) and (v)). As a result, the FDIC is largely prohibited from distinguishing between CAMELS 1- and 2-rated institutions for determining
p re m i u m s .
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g rowth could occur rapidly, accelerating the need
to raise assessment rates for all insure d
institutions. This could happen even in a
f a vorable economic environment in which
deposit-insurance losses remain low. In early
2000, an investment company announced plans
to conve rt some of its customers’ funds into
F D I C - i n s u red accounts. Re p o rts in the media
suggested that as much as $100 billion could be
c o n ve rted in this manner in a re l a t i vely short
period of time. Sudden growth of this magnitude
at 1A-rated banks, with no corresponding grow t h
in the fund balance, would dilute the fund’s
re s e rve ratio. In this example, the BIF re s e rve ratio
would fall by 5 basis points. With a re s e rve ratio
of 1.35 percent as of Ma rch 31, 2000, such a
decline would leave the fund’s re s e rve ratio above
the statutory minimum of 1.25 percent, but the
i n d u s t ry would be closer to mandatory rate
i n c reases for all insured institutions, depending on
i n s u red-deposit growth and insurance losses. Fro m
Ma rch 31, 2000, through June 30, 2000, insure d
deposits at the banks affiliated with the
i n vestment company grew by $12 billion.

T h e re is also the possibility of a large shift of
household assets into insured deposit accounts in
the event of financial market vo l a t i l i t y. T h e re is
c u r rently more than $11 trillion outstanding in
U.S. equity holdings (including mutual fund
s h a res) alone. In a protracted bear market, some
of these funds could be transferred to insure d
deposits. And it is still too early to gauge the
p robable impact of electronic banking on insure d
deposit growth. Obv i o u s l y, the likelihood of
deposit inflows from these examples, as from a
myriad of other possibilities in an era of financial
modern-ization, cannot be known. The question
is whether the current deposit insurance system is
capable of addressing the issues raised by these
p o s s i b i l i t i e s .

C o n ve r s e l y, institutions that shrink their deposits
a re not compensated for the indirect benefit they
confer on other members of the system. Most BIF
members have paid no premiums since 1995, and
most SAIF members have paid none since 1996,

but all insured institutions paid ve ry high rates in
the earlier 1990s. The issue of deposit growth and
shrinkage becomes important in any discussion of
rebates (other than the refunding of curre n t
assessment income). Any such program would
re q u i re legislation, but the question of who is
entitled to how much is complicated by the
existence of institutions whose deposit growth or
shrinkage was atypical. For example, aggre g a t e
B I F - i n s u red deposits grew by 10.5 percent fro m
year-end 1995 to year-end 1999, during which
time one bank grew its insured deposits (without
any acquisitions) from $19 million to $1.2 billion
(up 6,140 percent), and another bank reduced its
i n s u red deposits from $763 million to $423
million (down 45 percent). Of these two banks
t o d a y, the one with a lower level of insure d
deposits paid considerably higher total assessments
in the 1990s.

How Should Losses be Fu n d e d ?
In reaching a point where the FDIC does not
collect assessment re venue from most institutions
during good times, we have clearly departed fro m
any concept of spreading insurance losses ove r
time by collecting re venue on an ex ante or long-
run expected loss basis. In contrast, prior to 1989
it could be argued that Congress intended the
FDIC to operate under a form of long-term
expected loss pricing. During the period 1933-
1989, when premiums we re set by statute and
n e ver departed from a range of between 3 and 8.3
basis points per annum, accumulated pre m i u m s
and the investment income on those balances
enabled the system to roughly pay for itself. T h e
system in place today, in contrast, amounts
essentially to charging nothing in times of
p ro s p e r i t y, and a lot in times of adve r s i t y, there by
potentially magnifying swings in the banking
c yc l e .

The current “c u s h i o n” in the BIF, the amount by
which the fund exceeds 1.25 percent, is $2.3
b i l l i o n .3 If insurance losses not cove red by the
systemic risk exception we re to exceed this
amount—as they did in each year from 1988

3 Despite growth of the fund during the first quarter of 2000, this cushion fell from $2.5 billion at year-end 1999 because of insured-deposit growth in the
first quart e r.
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t h rough 19924—and the fund fell below 1.25
p e rcent and was expected to remain there for a
year or more, the FDIC would be forced to raise
a verage assessment rates to a minimum of 23 basis
points. T h e re f o re, all banks would be forced to
pay substantially higher premiums at a time when
many banks we re under stress. On a strict pay-as-
you-go basis, banks would have had to pay
a p p roximately 62 basis points in 1991.

If the FDIC had more latitude in setting rates
when the re s e rve ratio falls short of the DRR, the
recapitalization period could be extended with
rates less than 23 basis points. This would help to
a void a credit crunch and to moderate the
n e g a t i ve impact of deposit insurance premiums on
real economic activity.

How Should the Coverage Levels be De t e rm i n e d ?
The current process for setting deposit insurance
c overage limits has brought the issue before
C o n g ress on a somewhat arbitrary and ad hoc
basis. This has resulted in significant fluctuation
in the real value of insurance for depositors.
Deposit insurance has a simple, but import a n t
purpose: to provide a safe place for depositors to
keep their money, as a way to pre vent bank ru n s
and maintain the stability of the banking and
financial system.

Since 1934, the basic coverage amount has
i n c reased five times, from $5,000 to $100,000.
Most of the increases more or less reflected cost-
of-living adjustments, but the most recent incre a s e
is an exception. The 1980 jump from $40,000 to
$100,000 had more to do with attracting deposits
to insured institutions in a competitive market of
ve ry high interest rates. To d a y, 20 years later,
$100,000 of deposit insurance has lost about half
its value, based on the Consumer Price In d e x .

The next several decades will be a time in which
the population is aging, re t i rement costs are
i n c reasing, and the supply of federally-backed
i n vestment vehicles, such as Tre a s u ry notes and
bonds, may decline. Thus, a long-term perspective

may argue for allowing for the coverage limit to
keep up with changes in the price level, household
wealth, or other measures re l e vant to households.

Howe ve r, there are trade-offs to consider. Hi g h e r
c overage limits can increase moral hazard. T h e
1980 increase is widely viewed as contributing to
the high cost of the savings and loan crisis. Also,
the impact of higher coverage limits on insure d
deposit growth is difficult to predict, and the
likely distribution of benefits is subject to debate.

O verview of Options Pa p e r
This remainder of this paper organizes the
discussion into three major areas: pricing risk,
funding insurance losses, and coverage leve l s .

Section II of this paper discusses the pricing of
deposit insurance for individual banks. If deposit
insurance is viewed as a service that banks use, the
question is how this service should be priced. On e
a n s wer is that the price should reflect the risk that
the bank presents to the deposit insurance system.
This expected loss approach to pricing is
consistent with the best practices that have
d e veloped in the banking industry in recent ye a r s .

The next question is what information should
s e rve as the basis for pricing. Su p e rv i s o ry ratings
a re appealing because they are based on quality
information and reflect the judgment of
experienced supervisors; howe ve r, too great a
reliance on ratings raises concerns about
consistency and subjectivity. This suggests the
appeal of more objective information, which
could include non-public information (such as
c redit exposures), Call Re p o rt information, and
m a rket information. Fi n a l l y, the FDIC could
generate pricing information through risk-sharing
contracts with market part i c i p a n t s .

Section III deals with how deposit insurance
losses are funded from an aggregate perspective .
The funding of FDIC losses has evo l ved over the
years from a system that featured steady pre m i u m s
with a fluctuating re s e rve ratio to a system that

4 Annual losses ranged from $2.7 billion to $6.9 billion during this five - year period. These are actual losses and not loss provisions, which we re even higher
but we re partially re c ove red when many projected failures did not occur.
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targets a specific re s e rve ratio and results in
volatile premiums. The mandate to maintain a
p a rticular ratio can lead to steep premiums during
bad times and calls for rebates during good times.

One general approach is a user fee system in
which banks have no claim on past pre m i u m s .
Under such an approach, the question is whether
p remiums will be re l a t i vely stable and consistent
with expected loss pricing, or whether pre m i u m s
will be more closely tied to current losses or the
re s e rve ratio in order to guard against pre m i u m s
that are too high or too low.

A mutual approach would differ from the user fee
system in that banks would have some claim on
past premiums. This could take the form of
rebates when the insurance fund is viewed as too
large; this raises the question of how to allocate
these rebates. Alternative l y, banks could hold
claims on the insurance fund, similar to mutual
fund shares. This could address concerns about
f ree rider and pricing problems. Under mutual
arrangements, the cash flow between a bank and
the insurance fund could have two components:
one to price risk at the margin and the other to
reflect the bank’s claim on the fund.

Section IV discusses the appro p riate extent of
deposit insurance cove r a g e . The section begins
with a re v i ew of the history of coverage levels in
nominal and real terms. This is followed by

p re l i m i n a ry estimates of how an increase in the
c overage limit would be expected to increase the
amount of insured deposits. This depends on the
behavior of households and businesses, and
f u rther study would allow more confidence in
these estimates.

It is widely re c o g n i zed that there is a tradeoff
b e t ween the stability that deposit insurance brings
and the potential for distortion of the mark e t
p rocess. Coverage levels speak directly to that
tradeoff: higher coverage may provide gre a t e r
stability during difficult times, while lowe r
c overage may enhance market discipline and
m i n i m i ze distortion. The section addresses this
tradeoff with a discussion of moral hazard ,
implicit protection, and industry stru c t u re .

The options in the coverage section include
continuing the existing system of ad hoc statutory
adjustments; indexing for inflationary
adjustments; or simplifying the current system to
limit a particular level of coverage to one account
per person. Other ideas for changes to cove r a g e
include extending higher coverage to municipal
and other public deposits; this raises issues similar
to those posed by bro k e red deposits. The section
ends with excess coverage options including
i n c reased use of private coverage, new exc e s s
c overage through the FDIC, FDIC-backed priva t e
insurance, or coinsurance systems.

So u rc e : FDIC Deposit Insurance Options Pa p e r, August 2000, In t roduction, pages 1-7.
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The states we re the first to establish state deposit
insurance programs. The first was proposed in
New Yo rk in 1829 by Governor Ma rtin Va n
Bu re n .1 From 1829 to 1917, 14 states had
established deposit insurance programs for their
s t a t e - c h a rt e red banks. These programs had two
purposes: to protect communities from the
economic disruptions caused by bank failures and
to protect depositors against losses.

While the states had taken the lead, a number of
members of Congress we re interested in
establishing a federal deposit insurance system.
The first bill was introduced in 1866.2 Be t we e n
1886 and the establishment of the FDIC in 1933,
150 proposals for deposit insurance or guaranty
we re introduced in the Congre s s .3

The stock market crash of 1929 and the ensuing
banking crisis in the early 1930s provided the
n e c e s s a ry impetus for Congress to create a system
of federal deposit insurance. In the four years after
the crash about 9,000 banks closed, resulting in
losses to depositors of over $1.3 billion.4

Conditions deteriorated further during the winter
of 1932-33. By Ma rch 4, 1933, the date of
President Ro o s e ve l t’s inauguration, eve ry state in
the union had declared a bank holiday. One of
Ro o s e ve l t’s first official acts was to declare a
nationwide bank holiday to begin on Ma rch 6th.5

C o n g ress then passed the Emergency Ba n k i n g
Act, which legalized the national bank holiday and
set standards for reopening banks.6

Having passed the emergency legislation, Congre s s
turned its attention to the issue of deposit
insurance. The House had passed a deposit
insurance bill in 1932, but the Senate had
adjourned without acting on it.7 The chief

p roponent of federal deposit insurance was Ho u s e
Banking Committee Chairman He n ry St e a g a l l
who faced strong opposition from the Ro o s e ve l t
Administration, most of the banking industry, and
Chairman of the Senate Banking Committee,
C a rter Gl a s s .8

Opponents of federal deposit insurance pointed to
the failure of the state deposit insurance pro g r a m s
and argued that a federal program would not
w o rk. They said it would re m ove penalties for bad
management, that it would be too expensive, and
would be an unwise intrusion by the federal
g overnment into the private sector.

In May of 1933, both Senator Glass and
Re p re s e n t a t i ve Steagall introduced bills including
deposit insurance provisions. Senator Gl a s s
a p p a rently yielded to public opinion indicating
that voters wanted deposit insurance. After a
heated but short conference, a compromise was
reached with the House conferees agreeing to
accept the two controversial provisions of the
Senate bill. They re q u i red Federal Re s e rve Sy s t e m
membership for insured banks and made deposit
insurance a temporary pro g r a m .9 Both houses
passed the conference re p o rt on June 13, 1933
and the President signed the bill on June 16,
1 9 3 3 .1 0

The 1933 Act created the Federal De p o s i t
Insurance Corporation by amending the Fe d e r a l
Re s e rve Ac t .1 1 Capital to establish the FDIC was
to come from the Tre a s u ry and the 12 Fe d e r a l
Re s e rve Banks. Tre a s u ry contributed $150 million
and each of the Re s e rve Banks was re q u i red to
buy stock in an amount equal to half of its surplus
as of Ja n u a ry 1, 1933.1 2

1 Political Science Qu a rt e rl y, June 1960, p. 182.
2 Ib i d. p. 186.
3 FDIC, The First 50 Years, 1984 – p. 31.
4 Ib i d. p. 36.
5 Ib i d. p. 38. 
6 Ib i d.

7 Ib i d. p. 40.
8 Ib i d.
9 Ib i d. p. 43.
1 0 Ib i d.
1 1 Ib i d.
1 2 Ib i d. p. 4 4

Origins and Purposes of Deposit Insurance Fu n d s :
A Brief Hi s t o ry
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The temporary plan limited deposit insurance
p rotection to $2,500 for each depositor.1 3 Ba n k s
admitted to the plan we re to be assessed an
amount equal to one-half of one percent of
insurable deposits.1 4

The permanent plan set forth by the 1933 Ac t
was replaced by the Banking Act of 1935 which
made several major changes in the deposit
insurance program. The 1935 Act adjusted the
annual assessment rate to a one-twelfth of one
p e rcent annual assessment rate on total deposits.1 5

The Act also continued the coverage of $5,000
per account, rather than the increased sliding scale
version of the “o r i g i n a l” permanent plan.1 6

The $5,000 per account limit remained until
1950, when it was raised to $10,000. It was
i n c reased to $15,000 in 1966, to $20,000 in
1969, to $40,000 in 1974, and to $100,000 in
1 9 8 0 .1 7

Re p re s e n t a t i ve Steagall outlined the purposes of
the deposit insurance program as follows: . . . the
purpose of this legislation is to protect the people
of the United States in the right to have banks in
which their deposits will be safe. They have a
right to expect of Congress the establishment and
maintenance of a system of banks in the Un i t e d
States where citizens may place their hard earnings
with reasonable expectation of being able to get
them out again upon demand . . . . This bill seeks
to establish a mutual insurance system support e d
and maintained by the banks themselves, in their
own interests as well as for the benefit of their
depositors . . . . We cannot have a normal use of
bank credit in the United States until people are
willing to put their deposits in banks. De p o s i t s

constitute the basis for bank credit, and bankers
can never be free to extend cre d i t
accommodations for the support of trade and
c o m m e rce until they are permitted to re t i re at
night without fear of mobs at their doors the next
morning demanding cash for their deposits.1 8

As indicated, President Ro o s e velt and Se n a t e
Banking Committee Chairman Carter Glass both
initially opposed federal deposit insurance.
Ro o s e velt felt that the use of tax re venues to
finance such a system was unacceptable. Howe ve r,
because of the weakened condition of the banking
i n d u s t ry, policy makers re c o g n i zed that at least
some of the initial capitalization would have to
come from government sourc e s .

During Senate debate, Senator Glass re p e a t e d l y
e m p h a s i zed that this was to be an insurance fund,
but not a government guarantee. He stated: “I am
not standing here as an advocate. For 35 years in
the other House, and up to this time in the
Senate, I have opposed guaranteeing deposits, but
this is not a Government guaranty of deposits . . .
. The Government is only invo l ved in an initial
subscription to the capital of a corporation that
we think will pay a dividend to the Gove r n m e n t
on its investment. It is not a Gove r n m e n t
g u a r a n t y. ”1 9

The financial crisis of the 1920s and the 1930s
also led to the current re g u l a t o ry system for
thrifts. The National Housing Act of 1934
established the Federal Savings and Loan
Insurance Corporation (FSLIC) as a permanent
g overnment corporation and placed it under the
s u p e rvision and authority of the Federal Ho m e
Loan Bank Board .2 0

1 3 Ib i d.
1 4 Ib i d.
1 5 Banking Act of 1925, Conference Re p o rt No. 742
1 6 Ib i d.
1 7 FDIC, First Fifty Years, p. 69.
1 8 C o n g ressional Re c o rd, 1933; Conference Re p o rt No. 742, p. 3037.
1 9 Ib i d. p. 3727.
2 0 “A Guide to The Federal Home Loan Bank Sy s t e m” p. 47.
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The differences between a bank and thrift chart e r
a l l owed the Ac t’s supporters to argue that the
c reation of FSLIC was more related to housing
policy than monetary or economic policy. T h e
t h reat to thrifts was not deposit losses, but rather
that a lack of public confidence might pre vent an
adequate inflow of new funds to maintain home
l e n d i n g .

In a statement to the Senate Banking Committee
on May 16, 1934, Bank Board Chairman Jo h n
Fahey argued that FSLIC was a matter of equity
for thrifts: “The advent of deposit insurance for
banks has resulted in substantial deflection of
wage earners’ savings from investment in building
and loan associations to deposit in banks where
they will be insured. Not only principles of fair
t reatment, but the economic necessity of keeping
funds from flowing out of institutions where they
a re needed and into institutions where they will
p resently be unused calls for the erection of a
system of insurance for building and loan
associations comparable to that presently in
operation for the proteciton of bank depositors.2 1

Despite this concern, the thrift industry initially
resisted the new deposit insurance. Fe d e r a l l y
c h a rt e red thrifts we re re q u i red to carry it, but
c overage was optional for state-chart e red thrifts,
most of which refused to sign up.2 2 It was not
until 1951 that FSLIC-insured thrifts
o u t n u m b e red non-FSLIC-insured thrifts.

Under the 1934 Act, savings accounts in FSLIC-
i n s u red thrifts we re guaranteed up to $5,000. Du e
to the different nature of the account, in event of
a failure, a depositor was entitled to re c e i ve 10
p e rcent of his or her account in cash immediately,
50 percent of the remainder within one year and
the balance within three years of the default.2 3

The 1934 Act established the FSLIC pre m i u m
rate at one-fourth of one percent of total
d e p o s i t s .2 4 That Act also permitted a special
assessment, also at the one-fourth of one perc e n t
rate. Both assessments we re reduced to one-eighth
of one percent in 1935.2 5

In 1950, the regular premium was reduced to
1/12 of one perc e n t .2 6 Although on the books
since 1934, the special assessment was not
imposed by FSLIC until 1985. The one-eighth of
one percent was levied quarterly from 1985
t h rough 1988.

The limits of FSLIC insurance coverage incre a s e d
c o n c u r rently with FDIC insurance, from $5,000
in 1934 to $100,000 in 1980.2 7

2 1 C o n g ressional Re c o rd, May 16, 1934, p. 33.
2 2 Ib i d. p. 4 7 .
2 3 Ib i d.
2 4 Ib i d. p. 4 8
2 5 Ib i d.
2 6 Ib i d.
2 7 Ib i d.



23A Comprehensive Response to FDIC Deposit Reform Options

M e m b e r s
L a w rence L. Boudreaux, III
President & CEO
Fidelity Homestead Association
222 Ba ronne St re e t
New Orleans, LA 70112
Ph o n e : (504) 569-3400
Fa x : (504) 558-3969

James H. Cousins 
Pre s i d e n t
Indiana Bankers Association
3135 No rth Meridian St re e t
Indianapolis, IN 46708
Ph o n e : (317) 921-3135
Fa x : (317) 921-3131

Michael T. Crow l e y, Jr.
President & CEO
Mutual Savings Ba n k
4949 West Brown Deer Ro a d
Milwaukee, WI 53223
Ph o n e : (414) 354-1500
Fa x : (414) 362-6195

Dina Cu rtis 
Pre s i d e n t
American League of Financial In s t i t u t i o n s
900 19th St reet, NW
Suite 400
Washington, DC 20006
Ph o n e : (202) 857-3176
Fa x : (202) 296-8716

Samuel J. Damiano 
Pre s i d e n t
NJ League of Community & Savings Ba n k e r s
4111 No rth Avenue East
Cr a n f o rd, NJ 07015
Ph o n e : (908) 272-8500
Fa x : (908) 272-6626

Daniel J. Devine 
President & CEO
Rondout Savings Ba n k
300 Bro a d w a y
Kingston, NY 12401
Ph o n e : (914)331-0073, X225
Fa x : (914) 331-1525

Co-Chair/Pricing of Cove ra g e
D. Russell Taylor 
President & CEO
Rahway Savings In s t i t u t i o n
1500 Irving St re e t
R a h w a y, NJ 07065
Ph o n e : (732) 388-1800
Fa x : (732) 381-6557

C o - C h a i r / C ove rage Limits
Allen Koranda 
Chairman & CEO
MidAmerica Bank FSB
55th & Ho l m e s
C l a rendon Hills, IL 60514
Ph o n e : (630) 887-5800
Fa x : (630) 325-0407

C o - C h a i r / S t r u c t u re of the Fund
Ha r ry P. Do h e rty 
Chairman & CEO
Staten Island Bank & Tru s t
15 Beach St re e t
Staten Island, NY 10301
Ph o n e : (718) 556-6501
Fa x : (718) 448-9380

America’s Community Bankers
Deposit Insurance Team
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Mariel Donath 
President & CEO
Community Bankers of New Yo rk St a t e
200 Pa rk Ave n u e
45th Fl o o r
New Yo rk, NY 10166
Ph o n e : (212) 573-5507
Fa x : (212) 573-5509

Tanya M. Duncan 
Di rector Federal Re g u l a t o ry & Legislative Po l i c y
Massachusetts Bankers Association
73 Tremont St re e t
Suite 306
Boston, MA 02108
Ph o n e : (617) 523-7595
Fa x : (617) 523-6373

David Elliott 
Pre s i d e n t
Depositors Insurance Fund (DIF)
One Linscott Ro a d
Woburn, MA 01801
Ph o n e : (781) 938-1095
Fa x : (781) 938-1095

George L. Engelke, Jr.
Chairman, President & CEO
Astoria Federal Savings & Loan Assocaition
One Astoria Federal Pl a z a
Lake Success, NY 11042
Ph o n e : (516) 327-7888
Fa x : (516) 327-7860

Joe Ferguson 
President & CEO
Stephens Federal Ba n k
6500 South Big A Ro a d
Toccoa, GA 30577
Ph o n e : (606) 886-2111
Fa x : (706) 886-0107

Daniel J. Fo rte 
President & CEO
Massachusetts Bankers Association
73 Tremont St re e t
Boston, MA 01778
Ph o n e : (617) 523-7595
Fa x : (617) 523-6373

John D. Garrison 
Chairman & CEO
Walden Savings Ba n k
2 Bank St re e t
P.O. Box 152
Walden, NY 12586
Ph o n e : (845) 778-7505
Fa x : (845) 778-7155

Donald A. Glas 
C E O
First Federal fsb
201 Main St reet So u t h
Hutchinson, MN 55350
Ph o n e : (320) 234-4501
Fa x : (320) 587-2072

David F. Holland 
Chairman & CEO
Boston Federal Savings Ba n k
17 New England Exe c u t i ve Pa rk
Burlington, MA 01803
Ph o n e : (781) 221-6310
Fa x : (781) 221-7594

Bill Johnson 
Pre s i d e n t
Pee Dee Federal Savings Ba n k
P.O. Box 1140
Marion, SC 29571
Ph o n e : (843) 423-2150
Fa x : (843) 423-7190

R i c h a rd A. Knisbeck 
Senior Vice Pre s i d e n t
No rth Sh o re Ba n k / Ma rquette Savings Ba n k
10533 West National Ave n u e
West Allis, WI 53227
Ph o n e : (414) 327-3700
Fa x : (414) 327-6202

Jon W. Letzkus 
President & CEO
Ohio State Financial Se rv i c e s
435 Main St re e t
Br i d g e p o rt, OH 43912
Ph o n e : (740) 635-0764
Fa x : (740) 635-0768

ACB’s  Deposit Insurance Team, continued.
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Nicholas Lorusso 
C h a i r m a n
Spencer Savings Bank, SLA
34 Outwater Lane
Ga rfield, NJ 07026
Ph o n e : (973) 772-6700
Fa x : (973) 772-0864

Edwin R. Maus 
President & CEO
L a u rel Savings Ba n k
2724 harts Run Ro a d
Allison Pa rk, PA 15101
Ph o n e : (412) 487-7404, X303
Fa x : (412) 487-1259

F. Weller Me yer 
President & CEO
Acacia FSB
7600 Leesburg Pi k e
Falls Church, VA 22043
Ph o n e : (703) 506-8100
Fa x : (703) 506-8161

Dennis Mullin 
Vice President/Chief Compliance Of f i c e r
Principal Ba n k
711 High St re e t
Des Moines, IA 50392
Ph o n e : (515) 247-0994
Fa x : (515) 235-5757

Ma rtin Neat 
President & CEO
First Sh o re Federal Savings & Loan Association
106-108 South Division St re e t
Sa l i s b u ry, MD 21801
Ph o n e : (410) 546-1101
Fa x : (410) 546-9590

Lou Nevins 
Pre s i d e n t
Western League of Savings In s t i t u t i o n s
1301 Pe n n s y l vania Avenue, NW
Suite 500
Washington, DC 20004
Ph o n e : (202) 737-5113
Fa x : (202) 737-6017

Don Ro b e rts 
President & CEO
Mutual Federal Savings Ba n k
110 East Charles St re e t
Muncie, IN 47305
Ph o n e : (765) 747-2884
Fa x : (765) 747-2906

Go rdon C. (Bud) Smith, Jr.
President & CEO
L i b e rty Federal Savings Ba n k
P.O. Box 1028
Enid, OK 73702
Ph o n e : (580) 234-5313
Fa x : (580) 234-0762

William R. White 
Chairman, President & CEO
Deaborn Federal Savings Ba n k
22315 Michigan Ave n u e
Dearborn, MI 48124
Ph o n e : (313) 565-3100
Fa x : (313) 565-9275

Ba r ry J. Zadworny 
Senior Vice Pre s i d e n t
Roma Federal Savings Ba n k
1155 Whitehorse Me rc e rville Ro a d
Hamilton, NJ 08619
Ph o n e : (609) 585-6300, X127
Fa x : (609) 585-6604

E x - O f f i c i o :
David A. Bochnowski 
Chief Exe c u t i ve Of f i c e r
Peoples Ba n k
9204 Columbia Ave n u e
Mu n s t e r, IN 46321
Ph o n e : (219) 836-9690
Fa x : (219) 836-2396

Staff Contact:
St e ve Ve rdier 
Ph o n e : (202) 857-3132
Fa x : (202) 296-8716 

ACB’s Deposit Insurance Team, continued.


