CHAPTER 16

REGULATION OF FINANCIAL INSTITUTIONS


CHAPTER OVERVIEW AND LEARNING OBJECTIVES

· This chapter explains how and why financial institutions are regulated. 

· Regulators significantly influence the structure of a regulated industry.  Regulation affects size and number of firms, flexibility in responding to changing needs of customers, competition, and performance.  Agendas such as "state vs. federal," “Main Street vs. Wall Street”, and "market efficiency vs. social justice" arise repeatedly.  All regulations flow from laws passed by politicians. Thus most regulations reflect a blend of ideology, influence, compromise, and expediency.

· The structure of the regulators themselves is unique in the U.S. financial system. Most industries have one or two primary regulators. U.S. commercial banks answer to at least three. Moreover, their responsibilities divide, recombine, and overlap in ways that take a “scorecard” to understand. This structure is unlikely to change in the near future, so devote some effort to learning it. 

· As you study regulation of financial institutions, consider the likely social or political motive for a particular regulation, the intended and unintended effects of the regulation on risks assumed by institutions, and any "avoidance" methods (“regulatory dialectic”) devised by institutions.


CAREER PLANNING NOTE: WORKING AS A REGULATOR

Regulation is a time-honored route into a career field, and can itself be a rewarding career.  Many bankers once worked for a regulatory agency.  Many lawyers once worked at the SEC.  Agencies encourage this—it fosters a compliance culture (and good relationships) in the institutions they regulate.  Salaries in government are lower than in the private sector, but benefits are comparable and often superior. Regulators receive extensive training in their field and, in many cases, support for graduate work. The Career Planning Note for Chapter 2 listed “Careers” links at the Fed. Here are links for other important agencies:

Federal Deposit Insurance Corporation		http://www.fdic.gov/about/jobs/index.html
National Credit Union Administration	       	http://www.ncua.gov/AboutNCUA/vacancies/vacancies.html
Office of the Comptroller of the Currency		http://www.occ.treas.gov/jobs/careers.htm
Office of Thrift Supervision 			http://www.ots.treas.gov/
Securities and Exchange Commission		http://www.sec.gov/jobs.shtml
California Department of Financial Institutions	http://www.dfi.ca.gov/careers/
State of New York Banking Department		http://www.banking.state.ny.us/eo.htm
Texas Department of Banking			http://www.banking.state.tx.us/hr/jobs.htm


READING THE WALL STREET JOURNAL: REGULATORY ACTIONS

[bookmark: _GoBack]Major regulatory actions are big news, usually noted “above the fold” on the front page.  Major stories of the last 15 years include reform of deposit insurance, repeal of the “Glass-Steagall” regime segregating commercial banking and investment banking, advent of the “Sarbanes-Oxley” regime of corporate accountability, regulatory action on money laundering by terrorist groups, and increased concern about financial privacy.
TOPIC OUTLINE AND KEY TERMS

I. 	Financial institutions are heavily regulated because society heavily depends on them.

A.	Financial intermediation necessarily involves “asymmetric information”.

1. 	Most SSUs cannot expertly gauge a financial institution’s safety or soundness.
2. 	Regulation is a mechanism for trust without personal verification.
a. 	Regulators impose uniform standards of safety and soundness
b. 	Reliance on regulatory standards replaces individual trust in institutions.
c.	Benefits of financial intermediation are institutionalized into society.

B.	Failures of financial institutions involve high social and economic costs.

1. 	“Fallout” is worse than that of other business failures.
 			a.	Abrupt shrinkage of credit disrupts commerce.
 			b. 	Economic uncertainty inhibits saving, investing, and social progress.
 			c. 	Total costs to society typically exceed the market value of the institution.
 		
2. 	Regulation is a mechanism for preventing failures, or confining their effects.
 			a. 	Regulators monitor safety and soundness proactively.
			b.	Deposit insurance protects most of the monetary base from popular panic.
 			c. 	Central banks maintain liquidity in the system as “lenders of last resort.” 

C.	The power to allocate credit is a significant and valuable social and economic power.
 
1.	So significant that government naturally seeks to share it.
 
a. 	Economically, government cannot ignore credit conditions.
	(1)	Monetary policy affects prosperity by affecting—
			i.	business investment.
			ii.	consumer spending.
			iii.	net exports.
(2) 	Inflation and deflation cause unintended wealth redistribution.
				(3)	Credit allocation involves unregulated wealth redistribution.

b. 	Politically, government compels financial institutions to—
(1)	finance deficits by investing in government securities;
(2)	lend to classes of borrowers from favored political constituencies; 
(3)	lend for favored social purposes at below-market rates.

2. 	So valuable that financial institutions accept regulation as a condition of it.

 			a. 	Public confidence promoted by regulation helps keep cost of funds low.
(1)	The public willingly leaves most of the monetary base in 	depository institutions, supplying loanable funds steadily. 
				(2)	Institutions can price credit competitively and still earn profits.
				
 			b.	The regulatory dialectic is an ongoing 2-part process—
(1)	While accepting regulation, institutions “innovate around” it.
(2)	Regulators respond to the innovation. Responses include-- 
i. 	Deregulation (e.g. repeal of the Glass-Steagall Act).
ii.	New regulation (e.g. “Check 21”).

II. 	Much bank regulation is aimed at preventing bank failures.

A.	Generally, banks fail for either of 2 reasons—Illiquidity or Insolvency:

	1.	Illiquidity—inability to make promised cash disbursements.
 			a.	An institution may be profitable, but can still become illiquid.
 				(1)	Too many depositors may withdraw at once.
				(2)	Loan demand may exceed funding ability. 
 				(3)	Long-term assets may be funded with short-term liabilities.
 			b.	Failures caused by illiquidity are preventable.  Regulators—
 				(1)	proactively monitor funding practices.
 				(2)	can arrange for emergency funding (e.g. Discount Window).

		2.	Insolvency—general insufficiency of assets to cover liabilities.
			a.	If investments lose value or if loans default, a bank’s capital can erode.
			b.	Because banks are highly leveraged, insolvency can easily happen when 					asset values fall by a relatively small amount.
			c.	Regulators emphasize adequate capitalization.
				(1)	Minimum capital standards in terms of risk-weighted assets.
				(2)	Severe sanctions for undercapitalization.
						
	B.	The Fed’s role in preventing bank faiures.
 		1.	Lender of last resort at the discount window.
		2.	Powerful regulator of the financial system.

	C.	The role of deposit insurance (FDIC; NCUA) in preventing bank failures.	

		1.	Founding the FDIC: Banking Act of 1933 (the “Glass-Steagall Act”).
			a.	Created FDIC to indemnify most depositors against bank failures.
			b.	Limited types of investment securities available to banks.
			c.	Established other regulations since repealed—
				(1)	Capped deposit interest rates (repealed 1980)
				(2)	Separatied commercial and investment banking (repealed 1999)

		2.	The bank and thrift crisis of the 1980s and early 1990s.
			a.	Causes: industry unprepared for either competition or interest rate risk.
				(1) 	increasing interest rates
				(2) 	increasing competition from nonbank institutions
				(3)	excessive “GAP” or interest rate risk on the part of thrifts 
			b.	Effects: many failures, new laws.
				(1)	sharp increase in depository institution failures 
				(2)	a number of laws were passed in the 1980s and 1990s to—
					i.	strengthen financial institutions
					ii.	strengthen deposit insurance
					iii.	break down traditional barriers between institutions

	D.	Major financial institutions legislation of the 1980s and 1990s.

 		1.	Depository Institutions Deregulation & Monetary Control Act of 1980 				(DIDMCA)
			a.	Tried to “level the playing field” for all depository institutions—
				(1)	empowered all to offer interest-bearing transaction deposits
				(2)	required all to back transactions deposits with reserves 						(3)	required Fed to charge all equally for Fed services
				(4)	gave all equal access to discount window 							(5)	phased out rate ceilings
			b.	Aim was to 
				(1)	enhance profitability
				(2)	reduce their interest rate risk
			c.	DIDMCA did not do enough to help thrifts.

		2.	Depository Institutions Act of 1982 (DIA or Garn–St. Germain Act) 
			a.	Immediately deregulated interest rate ceilings--
				(1) 	Allowed all depository institutions to offer checkable money 						market deposit accounts—
					i.	 could pay any interest rate
					ii.	 had no reserve requirements as long as
					iii.	depositor wrote only three checks per month
				(2)	Allowed thrift institutions to offer commercial bank services--						i.	limited demand deposits
					ii.	commercial loans
			b. 	Was supposed to help thrifts become more—
				(1)	 competitive with banks 
				(2)	attractive as merger candidates for banks
			c,	Limited success; decline in oil prices and real estate values led to—
				(1)	many thrift failures and 
				(2)	insolvency of FSLIC

		3.	Competitive Equality in Banking Act of 1987 (CEBA) 
			a.	Regulated “nonbank banks” (used by holding companies to evade 					regulatory restrictions)
			b.	Funded attempted bailout of FSLIC

		4.	Financial Institutions Reform, Recovery & Enforcement Act of 1989 					(FIRREA) 
			a.	Restructured deposit insurance.  No more FSLIC.
				FDIC reorganized with 2 subsidiaries—
					i.	Bank Insurance Fund
					ii.	Savings Association Insurance Fund
			b.	Codified risk-based capital standards (Chapter 14).
			c.	Increased deposit insurance premiums.

		5.	Federal Deposit Insurance Corporation Improvement Act of 1991 (FDICIA)
			a.	increased FDIC’s line of credit at U.S. Treasury
			b.	FDIC to increase deposit insurance premiums as necessary
			c.	FDIC to charge risk-based deposit insurance premiums
			d.	 “Undercapitalized banks” must submit capital restoration plans
			e.	FDIC monitors and, if necessary, closes undercapitalized 	institutions
			f.	allowed early closure of “critically undercapitalized” institutions

		6.	Federal Deposit Insurance Reform Act of 2005.
a. consolidated BIF and SAIF
b. increased authority of FDIC’s Board to set risk-based premiums
c. modernized deposit insurance limits.
	E.	Lessons of Past Bank Failures.

		1.	By guaranteeing depositors’ funds, FDIC effectively prevents runs.

		2.	Regional or industrywide depressions are a major cause of bank failures.

		3.	Fraud, embezzlement, malfeasance, and poor management are the most 					notable causes of bank failures.

III.	Safety and Soundness Regulation: Deposit Insurance

	A.	Two deposit insurance authorities: FDIC and NCUA
		1.	Federal Deposit Insurance Corporation:  FDIC insurance is mandatory for all—
			a.	commercial banks
			b.	savings banks
			c.	savings & loan associations
		2.	National Credit Union Administration insures and regulates credit unions.

	B.	Two ways to handle failures: payoff and liquidation; purchase and assumption.

		1.	Payoff and liquidation—pay off insured depositors and succeed to their claims
			a.	take over institution
			b.	sell off institution’s assets
			c.	pay claimants against institution in order of their priority—
				(1)	expenses of receiver
				(2)	depositors
					i.	FDIC as successor to insured depositors already paid 
					ii.	partial settlement with uninsured depositors depending 							on proceeds of liquidation
				(3)	general creditors
				(4)	subordinated creditors
				(5)	shareholders

		2.	Purchase and assumption—take over and operate institution as going concern
			a.	find new ownership for institution and/or selected assets
			b.	guarantee deposits but don’t pay off depositors
			c.	two forms of purchase and assumption—
				(1)	“Clean Bank”: FDIC either—
					i.	retains some of failed bank’s assets and gives buyer 							promissory note covering value of retained assets, or
					ii.	grants buyer option to “put” some assets back to 								FDIC in exchange for promissory note at later point.
				(2)	“Whole Bank”: buyer assumes all assets and liabilities; FDIC
					pays value of liabilities less value of assets less amount of bid.

	C.	Deposit Insurance in the 21st Century: A new “playing field” of financial services. 

 	1.	More direct competition among traditional bankers, investment firms, and insurers
		2.	More consumer choice (e.g. defined contribution retirement planning).
		3.	“Commoditized” financial services through many outlets.
		4.	Modernized FDIC response—
			a.	inflation indexing of deposit insurance
			b.	increased coverage on retirement accounts ($250,000 as of 2005).
IV.	Deposit Insurance Issues.

	A.	Moral Hazard. Deposit insurance—
		1.	Reduces the incentive of depositors to be careful.
		2.	Increases the temptation of depository institutions to “gamble” on higher risks.
		3.	Is limited or “capped” for this reason. Uninsured depositors may take losses.

	B.	“Too Big to Fail”. To protect the economy, the government implicitly promises full 			bailout of the largest institutions (without necessarily specifying which ones).
		1.	Creates a “two-tiered” banking industry.
		2.	Tempts largest institutions to “gamble”.

	C.	Insurance Agencies as “Police”: Depositors aren’t worried.
		1.	Depositors have no incentive to withdraw funds from a risky institution. 
		2.	Deposit insurance funds must thus have a “police” mentality—try to protect 				the public who no longer protect themselves.
		3.	This is a major reason institutions must be regularly examined.

	D.	Stockholders and Creditors as “Police”: No insurance for them.
		1.	If a bank is very risky, buyers of its securities will demand a very high return.
		2.	Investors monitor risk-taking and bid bank’s securities up or down as appropriate. 
					
	E.	Are Premiums Appropriate?
		1.	For many years all banks paid the same premium rate.
		2.	Now premiums increase or decrease depending on—
			a.	capitalization
			b.	examiner ratings


VI.	Bank Examination: All U.S. depository institutions are regularly examined by at least one 	regulator. For National Banks, it is the OCC—the Office of the Comptroller of the Currency.

	A.	Safety and Soundness Examinations ferret out poor management or dishonesty.
		1.	Two ways of gathering information:
			a.	Quarterly required “call reports”.
			b.	On-site examination of bank’s records.
		2.	Three main areas of investigation:
			a.	Evidence of fraud or embezzlement.
			b.	Compliance of investment portfolio with regulatory standards.
			c.	Credit quality of loan portfolio.
				(1)	Compliance with laws and regulations.
				(2)	Appropriate classification in terms of loan loss provision—
					i.	Satisfactory
					ii.	Substandard
					iii.	Doubtful
					iv.	Loss
		4.	CAMELS: How examiners rate banks—1 (Best) to 5 (Worst) in each of 6 areas:
			a.	Capital Adequacy	
			b.	Asset quality
			c.	Management
			d.	Earnings
			e.	Liquidity
			f.	Sensitivity to Market Risk
	B.	Other Examinations
		1.	Community Reinvestment Act compliance.
		2.	Consumer compliance.
		3.	Trust Department examinations as applicable.


VII.	Structure and Competition Regulations

	A.	Branching.
		1.	For years branching was tightly controlled and subject to conflicting state 					regulations as well as ambiguous federal regulations.
		2.	Interstate branching required approval of all states involved.
		3.	Bank holding companies evolved as a regulatory avoidance technique.
		4.	Today, after the Interstate Banking and Branching Efficiency Act of 1994—
a.	banks can freely branch across state lines by acquiring another bank or branch. 
			b.	If allowed by state law, a bank can create a new branch (“de novo” 					branching) across state lines.

	B.	Deposit Rate Ceilings.
		1.	Until 1980 “Reg Q” rate ceilings kept institutions from competing directly.
		2.	Ceilings are gone now, but “innovation around” them left us with—
			a.	MMDAs
			b.	MMMFs
			c.	NOW Accounts

	C.	Segregation of Commercial and Investment Banking.
		1.	Glass-Steagall restrictions were gradually relaxed in the 1980s and 1990s.
		2.	Financial Services Modernization Act of 1999 repealed most restrictions, 					allowing U.S. commercial banks affiliated subsidiaries for—
			a.	investment banking
			b.	insurance
			c.	other financial activities

	D.	Financial Services Modernization Act of 1999.
		1.	Banks can have securities and insurance subsidiaries.
		2.	A new organizational form, financial holding companies (FHCs), can have 				many different kinds of financial institutions as subsidiaries.
		3.	Insurance companies and securities firms can acquire commercial banks and 				form FHCs with Federal Reserve approval.
		4.	Institutions must obey new privacy rules about sharing customer information.
		5.	Federal Reserve is “umbrella” supervisor over FHCs while bank and 					nonbank subsidiaries fall under of other regulators (“functional regulation”).

	E.	Balance Sheet Restrictions. 
		1.	Banks cannot hold equity securities.
		2.	Banks cannot lend more than 15% of capital to one borrower.
		3.	Most banks cannot hold securities rated below “investment grade”.
		4.	Regulators impose minimum liquidity requirements.




VIII.	Consumer Protection Regulations.

	A.	Loan Rate Ceilings.
		1.	No federal rate ceilings.
		2.	Loan rate ceilings or “usury limits” vary widely among states.
		3.	State ceilings usually apply to mortgage or consumer credit.
		
	B.	Truth-in-Lending Act of 1969 (Reg Z). Lending institution must accurately detail—
		1.	Effective annual percentage rate interest on unpaid balance and
		2.	Total cost of financing.
		
	C.	Fair Credit Billing Act of 1974. Lending institution must fully detail—
		1.	Method of computing finance charges.
		2.	Customer’s rights and remendies.
		3.	Procedures for disputing bills.

	D.	Equal Credit Opportunity Act of 1974; 1976. No discrimination in lending based on
		1.	gender
		2.	marital status
		3.	race
		4.	age
		5.	national origin
		6.	receipt of public assistance
		
	E.	Community Reinvestment Act of 1977. Depository institutions must make and publicly 			document efforts to serve all potential customers in their geographical area.
		1.	No “redlining”—no refusing to make loans in certain zones or neighborhoods.
		2.	Permission to merge or branch often depends on satisfactory CRA rating.
		3.	“CRA File” always available to public and regulators.

	F.	Fair Credit Reporting Act of 1970/Fair &Accurate Credit Transactions Act of 2003
		1.	Consumers entitled to 1 free credit report per year.
		2.	Consumers must be told when adverse credit information is reported about them.
		3.	Consumers must be told when terms of credit are less favorable.
		4.	Consumers have rights and remedies concerning error correction and security.	

	
IX.	Regulatory Agencies

	A.	State regulators charter and regulate state-chartered institutions.
		1.	However, most state-charted institutions are also regulated in some way by
			a.	The FDIC (deposit insurance) and
			b.	The Federal Reserve (reserve requirements, holding companies, letter-					series Regs)
		2.	State regulators may also regulate in-state branches of out-of-state institutions.
		3.	Any state bank also has at least one Federal agency examining it—
			a.	the FDIC if it is not a member of the Federal Reserve;
			b.	the Federal Reserve if it is.

	B.	Federal regulators: FDIC, Federal Reserve, OCC, OTS	
		1.	Three federal regulators concurrently regulate a federally chartered institution—
			a.	The FDIC
			b.	The Federal Reserve
			c.	The OCC or the OTS, depending on source of institution’s charter
				(1)	OCC = Office of the Comptroller of the Currency
					i.	charters National Banks
					ii.	examines National Banks
				(2)	OTS = Office of Thrift Supervision
					i.	charters federal savings banks and S&Ls
					ii.	examines federal and some state thrifts
		2.	Federal regulators have divided their examination jurisdictions as follows:
			a.	OCC exclusively examines National Banks; others rely on its reports.
			b.	FDIC examines state banks not members of Federal Reserve System.
			c.	Fed examines state banks that are members.
		3.	The Fed is the principal regulator of bank and financial holding companies.
		4.	Subsidiaries of holding companies are “functionally” regulated—
			a.	The Fed supervises the holding company
			b.	The bank regulators supervise the bank subsidiaries
			c.	Securities regulators supervise the securities subsidiaries
			d.	Insurance regulators supervise the insurance subsidiaries


COMPLETION QUESTIONS

 1.	Bank regulation is intended to provide a trade-off between bank _________ and bank ________.

 2.	Historically, when banks have failed, government has responded with increased _________.

 3.	Banks are regulated to protect the _____________ and maintain a ________ economy.

 4.	Many banks that failed in the 1930s did so because the central bank did not supply sufficient 	________ and did not prevent bank ________.

 5.	Bank failures of the 1980s stemmed more from regional economic distress in the areas of 	________ and ________.

 6.	The two sources of bank chartering authority are: ________ and ________ bank agencies.

 7.	List three federal bank regulatory agencies: ___________________________________________ 						    ___________________________________________						    ___________________________________________

 8.	The FDIC is primarily funded from ________________________________________________.

 9.	In case of failure the FDIC usually pays off depositors or helps another bank _____ deposits of the failed bank.

10.	Bank regulations promote bank ________, affect the _________ of banking, and protect the 	interest of _______________.


TRUE/FALSE QUESTIONS

T	F	 1.	The OCC charters national banks.

T	F	 2.	Federal deposit insurance has prevented banking "panics," but not bank failures.

T	F	 3.	Bank examinations are similar to external audits by a CPA.

T	F	 4.	The Fed does not examine any state banks.

T	F	 5.	Branching is traditionally one of the least-regulated aspects of banking.

T	F	 6.	Capital markets naturally “police” bank risk-taking.

T	F	 7.	Banks are regulated to protect the nation's money supply, two-thirds of which is 				an asset of the banking industry.

T	F	 8.	A regulatory role of the central bank is to provide liquidity and prevent panic.

T	F	 9.	Risk-based deposit insurance premiums benefit large banks.

T	F	10.	Bank regulations historically promote competition.


MULTIPLE-CHOICE QUESTIONS

 1.	U.S. bank failures have mostly been caused by
a.	widespread bank runs
b.	excessive loan losses
c.	embezzlement, fraud, malfeasance, or mismanagement
d.	excessive interest rate risk

 2.	In a "purchase and assumption" of a failed bank, a depositor with $110,000 would
a.	lose $10,000 in the assumption.
b.	lose nothing -- all deposits are assumed by the buying bank.
c.	be protected by insurance for the entire $110,000.
d.	include none of the above.

 3.	All of the following are types of FDIC dispositions of failed banks except
a.	“clean bank”
b.	“non-recourse”
c.	“whole bank”
d.	“payoff and liquidation”

4.	Government deposit insurance has consistently proven effective to prevent 
a.	bank runs
b.	bank failures
c.	moral hazard
d.	all of the above






5.	The Glass-Steagall Act 
a.	prohibited commercial banks from all investment banking activity and repealed the 	Financial Services Modernization Act
b.	created the FDIC
c.	was repealed by the Competitive Equality in Banking Act of 1987.
d.	none of the above

 6.	“Too big to fail" creates the possibility of moral hazard among large banks, related to
a.	incentive to assume high risk without responsibility for the implications
b.	the presence of deposit insurance guarantees from the federal government.
c.	the lack of market discipline of bank stocks for high-risk taking.
d.	all of the above.

 7.	The resolution of problem or failed banks
a.	has not been a problem for bank and thrift regulators.
b.	has created a double standard between small and large banks.
c.	is usually a payoff of insured depositors.
d.	requires that regulators assume control and manage the problem bank or thrift.

 8.	If the cost of paying off depositors is $20 million and the cost of assistance for a purchase and 	 	assumption is $15 million, the FDIC is likely to
a.	pay off depositors of the failed bank.
b.	establish a Deposit Insurance National Bank.
c.	ask Congress for assistance.
d.	encourage the assumption and merger of the failed bank by a healthy bank.

 9.	All of the following are bank safety regulations except:
a.	Regulation Q
b.	banks cannot own equity securities
c.	FDIC insurance
d.	branch office restrictions

10.	CAMELS includes all the following except 
a.	capital adequacy
b.	asset quality
c.	management competency
d.	equity securities


SOLUTIONS TO COMPLETION QUESTIONS

 1.	safety; competitiveness or performance

 2.	regulation

 3.	money supply; stable

 4.	liquidity; panics

 5.	energy; agriculture

 6.	federal and state banking agencies

 7.	FDIC; Federal Reserve System; Office of the Controller of the Currency (OCC)

 8.	deposit insurance premiums paid by banks

 9.	assume

10.	safety; structure; consumers


SOLUTIONS TO TRUE/FALSE QUESTIONS

 1.	T	Individual states charter state banks.

 2.	T	Individual failures have been handled without deposit "runs" on other banks.

 3.	F	Examinations are more oriented to financial review and appraisal of management.

 4.	F	The Fed examines state banks that are members of the Federal Reserve System.

 5.	F	Branching until recently was one of the most tightly regulated aspects of banking.

 6.	T	Investors in risky banks will bid required return upward.

 7.	F	Two-thirds of M1 are demand deposits, a major liability of banks.

 8.	T	To keep the public's confidence in the banking system.

 9.	F	The opposite is probably true.

10.	F	Historically, many regulations inhibited competition.


SOLUTIONS TO MULTIPLE CHOICE QUESTIONS

 1.	c	Fraud, embezzlement, malfeasance, and poor management are the most notable causes of 			bank failures.

 2.	b	In a deposit assumption all deposits are assumed by the assuming bank.

 3.	b	“Clean bank” and “whole bank” are types of purchase and assumption; payoff and 			liquidate is the alternative.
 
 4.	a	The FDIC has effectively prevented bank runs during its history.

 5.	b	The Financial Services Modernization Act of 1999 repealed the Glass Steagall limitations			on bank activities, but of course left the FDIC in place.

 6.	d	Likelihood of a full bailout distorts normal market discipline. 

 7.	b	Large banks deemed "too big to fail" represent another “tier” of the system.

 8.	d	To minimize the cost to FDIC, it would encourage an assumption of deposits.

 9.	d	Branch office restrictions are geographical constraints. Such restrictions over time may 			increase bank risk if they prevent diversification.

10.	d	Capital adequacy; asset quality; management competence; earnings; liquidity; sensitivity
		to market risk.




