
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

SHADOW 
FINANCIAL 
REGULATORY 
COMMITTEE 
 
COMMITTEE MEMBERS 
 
GEORGE G. KAUFMAN 
Co-Chair 
Loyola University Chicago 
 
RICHARD J. HERRING 
Co-Chair 
University of Pennsylvania 
 
GEORGE J. BENSTON 
Emory University 
 
MARSHALL E. BLUME 
University of Pennsylvania 
 
CHARLES CALOMIRIS 
Columbia University 
 
KENNETH W. DAM 
University of Chicago Law School 
 
PAUL M. HORVITZ 
University of Houston 
 
EDWARD J. KANE 
Boston College 
 
KENNETH LEHN 
University of Pittsburgh 
 
ROBERT E. LITAN 
Brookings Institute and 
Kauffman Foundation 
 
KENNETH E. SCOTT 
Stanford Law School 
 
PETER J. WALLISON 
American Enterprise Institute 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
An independent committee 
sponsored by the 
American Enterprise Institute 
 
http://www.aei.org 
 

Administrative Office 
c/o  Professor George Kaufman 
Loyola University Chicago 
820 North Michigan Avenue 
Chicago, Illinois 60611 
Tel:  (312) 915-7075 
Fax: (312) 915-8508 
E-mail: gkaufma@luc.edu 

Statement No. 239 
 

For Information Contact: 
 

Charles Calomiris
212-854-8748 

 
Paul Horvitz 

713-780-3771 
 

George Kaufman 
312-915-7075 

 
Statement of the Shadow Financial Regulatory Committee on 

 
Facilitating Bank Failure Resolution 

 
February 12, 2007 

When banks fail it is important that depositors have prompt access to as 
much of their funds as the deposit insurance of their accounts or the assets of 
the failed bank would provide. In the absence of an acquisition by a healthy 
bank that protects all deposits, the FDIC makes at least some funds available to 
depositors within a very short time—usually on the Monday following a 
Friday bank closing. Depositors gain almost immediate access to funds up to 
the insurance limits on their accounts and, at times, some portion of the 
uninsured deposits that the FDIC expects to recover from liquidation of the 
failed bank’s assets. The largest bank closing handled in this way had about 
90,000 accounts. The largest banks have over 10 million accounts. With 
existing information and data processing capabilities of the banks and the 
FDIC, it is not certain that the FDIC could manage a least-cost resolution of a 
large bank failure as rapidly as it has handled smaller failures in the past. 

 
In order to prepare the largest banks, and the FDIC itself, for the 

possibility of a very large bank failure, the FDIC recently released for 
comment a proposed rule that would require those banks to establish and 
maintain the capability to provide the information necessary for the FDIC to 
determine the insurance status of all accounts, and the ability to place 
provisional holds on all accounts above a minimal amount. Ideally, this will 
allow depositor access to most of the funds to which they are entitled almost 
immediately, and for additional funds to be released as soon as their insurance 
status can be resolved. 

 
 

                                                                 
 



 The Shadow Financial Regulatory Committee believes that it is very important that 
the FDIC has the capability to handle a large bank failure with a prompt payout to 
depositors or a transfer of funds to a bridge bank. When the FDIC issued a similar rule-
making proposal in 2005, a number of banks acknowledged the importance of maintaining 
the liquidity of bank accounts at failed banks, but expressed concern that the FDIC 
proposal involved excessive and unnecessary costs. Following meetings with several banks 
and service bureaus, the FDIC issued a revised proposal. 

 
The Committee is not able to comment on the specifics of the FDIC proposal, but 

believes that adherence to the prompt correction action and least cost resolution policies 
embodied in FDICIA requires that the FDIC have the capability that the proposal intends.  
In particular, the Committee is concerned that in the absence of the capability to make 
deposits available promptly, and in recognition of the danger to the economy if millions of 
depositors are denied use of their funds, the FDIC will abandon the least cost resolution 
and adopt a policy that would protect all depositors in full. Bailing out all depositors does 
not require information on deposit insurance status by account, and will look like an 
attractive solution as compared with long delays if data on insurance status are not readily 
available. In the case of a large bank failure, it would become more likely that fears of 
access to deposits being frozen for some time would generate concern about cascading 
failures and systemic risk. We would return to the world of “Too Big To Fail” that we 
thought had been eliminated by FDICIA.  

 
 

  

 


