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ment and Portfolio Management Division of Freddie Mac.
The comments and suggestions of James Marino and Lynn Shibut are grate-
fully acknowledged.  Sarah Bohn, Melissa King, and Justin Combs provided
excellent research assistance.  The views expressed are those of the author
and not necessarily those of the Federal Deposit Insurance Corporation or
Freddie Mac.

1 See Froot (1997).  
2 See Cummins, Doherty, and Lo (2002).  
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3 To see this, consider a risk-averse individual whose wealth, W, is subject to
a random loss, L.  Risk aversion can be represented by a concave utility
function, U().  Given the concavity of U(), one can show that 
EU (W – L) < U (W – L), where E is an expectation operator and L
is the expected value of losses.  This result lends itself to the interpretation
that follows.  First note that the expression EU (W – L) defines the
expected utility of random wealth while the expression U (W – L) defines
the utility for a specific amount of certain wealth.  Certain wealth can be
obtained by purchasing complete insurance, and the amount of this wealth
equals the initial wealth less an insurance payment.  Now, if a risk-averse
individual acquires complete insurance by paying a premium equal to the
expected value of losses, the utility from insured (i.e., certain) wealth, 
U (W – L), is greater than the expected utility from uninsured (i.e., ran-
dom) wealth, EU (W – L).  Such an individual is therefore better off pur-
chasing insurance, and this would be true even if the premium were slightly
larger than L.
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4 Even so, an insurance fund is necessary to cover unexpected losses.  How-
ever, little capital is needed when insurance losses are relatively constant
through time. 
5 In theory this capital should be readily available.  Modern portfolio theory
tells us that a security should be priced in terms of its correlation with the
market portfolio.  The return on Treasury securities is not correlated with the
returns on stocks and bonds.  Given that catastrophe exposures are not corre-
lated with the returns on a market portfolio, an insurance company could
attract capital by promising to pay an expected return equal to the return on
Treasury securities.  To generate this required return, holders of these zero-
beta assets would receive the interest earnings from the insurer’s portfolio of
liquid securities as well as additional compensation for expected insurance
losses.  The insurance company would fund this risk premium by charging
policyholders an amount equal to the expected value of the losses.  However,
since risk-averse individuals are willing to pay amounts greater than the
expected value of losses, the insurer could fund an even larger premium and
offer investors excess returns for the use of this risk-taking capital.  Of
course, capital constraints may exist, and possible sources of this market fric-
tion are identified below. 

6 Geographical diversification is another important objective of reinsurance.
See Cummins and Weiss (2000) for a general discussion of reinsurance.  
7 This article argues that such limited coverage can be explained to some
degree by the presence of moral-hazard and adverse-selection problems.
Again, see Froot (1997) for additional explanations for the limited use of
catastrophe reinsurance coverage.
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8 Froot (1999), 12.  
9 Ibid., 6. 10 Cummins and Weiss (2000), 181.
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11 Doherty (1997), 87.

12 Ibid.
13 Catastrophe reinsurance contracts are typically issued with insurance limits
that preclude coverage for the very highest layers of losses.  A possible expla-
nation for this lack of coverage is that ex post moral-hazard problems are
most severe for the very highest layers of losses.  According to this explana-
tion, insurance limits are in place because the presence of such severe moral-
hazard problems precludes the provision of reinsurance coverage.
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Securitization of Property Catastrophe Risk  
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14 Greenberg (2001) reports that just before the September 11, 2001, terrorist
attacks, the U.S. commercial property/casualty insurance industry had
between $100 billion and $125 billion in aggregate capital.
15 Cummins and Weiss (2000), 207.

16 On the CBOT, the level of industry-wide losses was converted to an index,
and the catastrophe option contracts were written in terms of the index.
Since an index point represented $10 million insurance losses, the long posi-
tion described above, for example, was an option with a strike price of 3
index points.  
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17 A call option provides the holder with the right to buy an underlying asset
at a fixed price, called the strike price.  The holder exercises a call option
only if the value of the underlying asset is greater than the strike price.  A
catastrophe option is a call option in which insurance losses determine the
value of the underlying asset.  In the example above, the holder exercises the
option because the level of industry-wide insurance losses sets the value of
the underlying asset to an amount that is greater than the strike price.
18 Doherty (1997), 87. 19 Niehaus (2002), 590.  
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20 Harrington and Niehaus (1999), 50.
21 Doherty (1997), 87.  
22 Cummins, Lalonde, and Phillips (2000), 2.  However, a few studies have
concluded that the basis risk associated with derivative contracts based on
state-specific indices is not large.  See, for example, Harrington and Niehaus
(1999) and Cummins, Lalonde, and Phillips (2000).  

23 The bonds were actually sold by a special purpose reinsurer called Residen-
tial Re.  For tax and regulatory purposes, this company had to be run inde-
pendently of USAA.  USAA paid Residential Re a monthly premium, and
Residential Re used this payment plus the earnings on a portfolio of liquid
securities to pay interest to bondholders.  If USAA were to incur insurance
losses greater than $1 billion, Residential Re would provide insurance cover-
age by liquidating its portfolio.
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24 Notice the similarity between catastrophe bonds and the historical marine
insurance described by Jaffee and Russell (1997, p. 207): “[A] market for
marine insurance operated among ancient Greeks and Phoenicians and flour-
ished in London from as early as the seventeenth century.  [The insurance
took the form of a loan that offered the ship owner some degree of debt for-
giveness.]  In . . . the so-called contract of bottomry, a lender advanced the
ship-owning merchant the full cost of the voyage as a loan.  If the voyage
was successful, the ship owner repaid the bank at an interest rate which
included a premium to reflect the risk of loss.  If the ship was lost, the loan
was forgiven.”

25 See Froot et al. (1995) for a discussion of the lack of correlation between
catastrophic risk and traditional asset classes.
26 USAA paid a total premium of 576 basis points for this layer of coverage.
The premium for essentially identical coverage fell to 412 basis points in
1998 and to 366 basis points in 1999.  These bonds provided no principal
protection and the reduction in costs can be attributed to lower estimates of
expected losses.
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27 Borden and Sarkar (1996), 5.

28 Even though potential insurance losses have increased, consolidation may
be responsible for a decline in the likelihood of losses.  That is, consolidated
banks hold portfolios that are more diversified, so the probability of bank fail-
ure may be lower.
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29 See Marsh & McLennan Companies (2001), 5 and 21. 30 Cummins, Lalonde, and Phillips (2000), 32.  
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31 The FDIC could issue catastrophe bonds on individual banks, but such secu-
rities would introduce problems of adverse selection.  Adverse selection arises
when one side of a transaction has more reliable information than the other
side.  Disclosure is a common solution to this problem, and in an insurance
market for catastrophic bank losses, the disclosure of information would
address any such problems.  However, it is highly unlikely that the FDIC or
other federal regulators would provide investors with proprietary information
on large banks.  Still, the FDIC could address this problem by issuing a secu-
rity with payments linked to deposit insurance losses across all large banks.
The risk of adverse selection would then be minimized inasmuch as such a
security would prevent the FDIC from (adversely) selecting only high-risk banks
for securitization.

32 Cummins and Weiss (2000), 165–66.
33 Froot (1997), 13.  
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* Jane F. Coburn is a senior financial analyst, and John P. O’Keefe is the
Chief of the Financial Risk Measurement Section in the FDIC’s Division of
Insurance and Research.  The authors thank Christine Brickman and Angela
Lengyel for research assistance and James Marino for helpful comments.
1 The financial safety net may be broadly defined as government support of
private sector borrowers through explicit and implicit guarantees and other
means (Walter and Weinberg (2002)).  Defined in this way, the financial safe-
ty net extends to both financial and nonfinancial businesses.  This article,
however, defines the financial safety net more narrowly as the deposit insur-
ance system for banks and thrift institutions.

2 Austria, Germany, and Italy have multiple deposit insurers.  Not every ques-
tion was answered by every respondent, so for each question there may have
been fewer than 37 responses.
3 Bennett (2001).
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4 Table 1 lists the survey respondents in their respective categories.
5 Should a bank fail, insured depositors typically receive full compensation for
their insured deposits from the FDIC within one to two business days.  How-
ever, they still face the risk of having to re-deposit their funds in banks that
offer lower interest rates or charge higher service costs or do both.
6 To the extent that the deposit insurer (or another government authority) has
other “safety-net” duties aside from meeting insured depositors’ claims, it
might have additional needs for information.  The additional duties that entail
additional needs for information include selecting failure-resolution methods,
acting as receiver and liquidator of failed banks, supervising banks for safety

and soundness, pricing deposit insurance, and managing the insurance fund.
Those and other additional duties are not discussed in this article.

Countering these demands for financial disclosure is banks’ need to shield
their proprietary information from competitors and to protect any proprietary
information that they require their customers to disclose.  In addition, the
costs and burdens of providing information limit the extent to which it is fea-
sible to disclose information to financial markets and government authorities.
7 Research on U.S. banks suggests that bank safety-and-soundness examina-
tions (discussed below) provide some important auditing functions that private
sector auditors do not seem to provide; see Dahl, Hanweck, and O’Keefe (1998).
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Table 1

Survey Respondents, Summary Statistics, 1999
Population GDP Banking Industry

Share of
Share of Share of World

Total World World Number Banking Banking 
Population Population Total GDP GDP of Assets Assets

Deposit Insurer (millions) (percent) (US$ millions) (percent) Banks (US$ billions) (percent)
Advanced Economies
Austria 8.18 0.14% $ 208,949 0.69% 844 $ 608.3 1.32%
Belgium 10.15 0.17 245,706 0.81 84 938.1 2.03
Canada 30.49 0.52 612,049 2.03 112 584.6 1.27
France 59.10 1.01 1,410,262 4.67 328 3,506.3 7.59
Germany 82.09 1.40 2,081,202 6.89 2,517 6,877.7 14.89
Greece 10.63 0.18 123,934 0.41 28 82.1 0.18
Isle of Mana 0.08 0.00 985 0.00 49 n.a. n.a.
Italy 57.34 0.98 1,149,958 3.81 363 2,263.2 4.90
Japan 126.51 2.15 4,395,083 14.55 177 7,620.0 16.50
Netherlands 15.81 0.27 384,766 1.27 80 1,328.5 2.88
Portugal 9.96 0.17 107,716 0.36 50 334.2 0.72
Spain 39.42 0.67 562,245 1.86 154 1,470.1 3.18
Sweden 8.86 0.15 226,338 0.75 40 260.1 0.56
Taiwan Province of China 22.00 0.37 362,000 1.20 49 n.a. n.a.
United Kingdom 58.74 1.00 1,373,612 4.55 302 3,628.3 7.86
Subtotal 539.36 9.18% $13,244,805 43.85% 5,177 >$29,501.5 >63.88%

Developing Economies and Economies in Transition
Africa

Nigeria 108.95 1.85 43,286 0.14 81 9.5 0.02
Tanzania 32.79 0.56 8,777 0.03 10 1.3 0.00
Uganda 21.62 0.37 6,349 0.02 21 0.9 0.00

Europe
Czech Republic 10.28 0.17 56,379 0.19 36 84.5 0.18
Hungary 10.07 0.17 48,355 0.16 46 26.7 0.06
Latvia 2.43 0.04 6,664 0.02 25 3.2 0.01
Lithuania 3.66 0.06 10,454 0.03 11 2.7 0.01
Poland 38.65 0.66 154,146 0.51 87 76.2 0.17
Romania 22.46 0.38 33,750 0.11 18 8.0 0.02
Slovak Republic 5.40 0.09 19,307 0.06 25 15.6 0.03
Turkey 64.39 1.10 188,374 0.62 67 96.2 0.21

Middle East
Bahrain 0.67 0.01 5,350 0.02 36 8.1 0.02
Oman 2.46 0.04 14,962 0.05 18 9.4 0.02

Western Hemisphere
Brazil 163.95 2.79 760,345 2.52 208 286.5 0.62
El Salvador 6.15 0.10 12,229 0.04 18 7.6 0.02
Jamaica 2.56 0.04 6,134 0.02 16 4.1 0.01
Mexico 97.37 1.66 474,951 1.57 63 202.7 0.44
Peru 25.23 0.43 57,318 0.19 20 20.4 0.04
Trinidad and Tobago 1.29 0.02 6,998 0.02 17 3.7 0.01

Subtotal 620.38 10.54% $ 1,914,128 6.34% 823 $ 867.3 1.88%
Total 1,159.74 19.72 15,158,933 50.18 6,000 >30,368.8 >65.77
United States 273.13 4.65 8,708,870 28.83 8,907 7,956.9 17.23
World 5,879.00 100.00% $30,211,993 100.00% n.a. $46,177.5 100.00%

Note:

Population—1999 midyear estimates. Source: International Monetary Fund (June 2000), International Financial Statistics. Taiwan Province of China and Isle of Man statistics from CIA (1999), World
Factbook.
GDP—1999. Source: World Bank, 2000, Development Indicators. Taiwan Province of China and Isle of Man statistics are 1998 estimates from CIA (1999), World Factbook.
Banking Industry—Number of banks. Source: Thomson Bank Directory (2000), Thomson Financial Publishing. Banking assets as of 1999: International Monetary Fund (June 2000), International
Financial Statistics (bank assets are summations of lines 20 through 22 in the International Financial Statistics, converted to December 1999 U.S. dollars). World total does not include Afghanistan,
Dem. Rep. of Congo, People’s Dem. Rep. of Yemen, St. Pierre & Miquelon, and Vietnam. December 1999 data were not available for Djibouti, Greece, Guinea, Republic of Yemen, so data from second-
quarter 1998 were used.
aBritish Crown Dependency.



2003, VOLUME 15, NO. 1 20

FDIC Banking Review

�����
������5�����������
��	����
����	�
�����
�����

���������
�����������������������
����
������

������������	������

�
��������
���
����
������	

���"#$%8����
�
����

Information on Banks’ Condition and Riskiness

$��
���6��
���5


������	���

��������
���8�������

����
�������������������	����
����������? �����
�
��
���

�����
����		���
��
�
�������	��
���8�	��
��
��
���


����
��&
�����
������	���

���'�

�����������	
��

���
��
����
���


�������������	���
��������
�������
���6��
��
5


������
��
������
�����
�
�
���8������
���	��
���
�
�����
�������������
�
�����
���
�
�����
��������
����������
���
�����������
���
�������
���
��
�����

���������������
���
�����
�������
����������

�	���������
�����������	�
��������������
����������
"#$%8���
	�
��
���������������
���

�����������

�	�
������
�
�? ������
���

������
������������
�
��
���

�����
���������
�����	�
��������
��	
��
���

������@�����
���

������
������

���
��
����		���
��

�
���	������		�����������
�����
����
��������
����������
���
��
�
������
�����������	

������
�
�
��������

�
��
������
�
�
����	���	��
��
��
�����������
������������
����
���

��������
��
����#������
�����

����
�����
�����������
���
�����������
��
��
�

�����������
��


��
����
��
���
��������
�

��������������	���
=�
��������������
������
���	���
���		�����
�
�������������
���

����
������
�����������
����
������
�	����
������
�
��

�����	�
����

�������
�����
���

����
�
������
�������
����
����
����
����
������
����
������
�
��
���������������
���
��
������
������
�
�
����������

����
����������
��
���������
���

������/���
�
	�����	���

����

A����
�����
���

����
�
����
����
������
�
�
����

�����
�������������
�

�����
������
�
�
���8�

���
�/�
��
���	��
���
�������
�����
�������

�����
������
���

����
�
��
������
��

���
������
�
��

���8��
���������
���
�������
���
��������

�����

���
��/�
����	�
������
�
�
���8����
���
�����
����

���������������
���
����
�
����
���	��
�
�����


�����
�������
����
��������������
����
���
����

�
�


�

$�� !!���
���"#$%������������.!!��
	�
��
���
������������
�������
����
����� �+,!��
�������

����������
��

������
���"����
��#�����
�$�����

����-�
? ��
�
������
������
�
�
�����&
�������
��

�������
����
���

�����

�����	������ �
�������

�
��B .!������������
���
�'����
������
�����
�������9����
����
���
����
��������
�
�
������
�
�����
��
�������
������
�
�
������������������
�
��
���

�����

�������)��,�����.�����
������
�����
������� ����
���9 ����"#$%�������
����
���
�

������	�
���
����
����	����������
����
�������
��
�����

����
�

�����"#$%����������


����
�
����
�
����
�

�
�����
����������	�
���"����
�
>�������5��
�����$�����
��
�������������������
�
�
�������
�
�
���������������
���"#$%�
�
���
�

�����
���

�������
��
���������
�����


�

�
����
����
����
����
�������
��
�������
����
�

����


���
���������
�
���
������������
����
��
���������������
���

����������������
����
��
��
����

"������
�
�
������	�������
���"#$%����
�������
��
�����

����
����	�����
���"#$%���
��������	���
�
�
����	�
����
������
���;�������<��

��������"��
���
�
�
���������������
��������

������
��
���

�����1
�

�����	����

���
���
������


����
��

������
����
�

�
������������	�
���"����
�
>�������5��
����
����
������
�����

����1
��
"#$%�����������
�����
���

�����������
�����
�
���������

����
����
�������
��
��8������
�������
��
����
���
���������������
��
���������
������
���
	����C ����"#$%����������������

�
���
��
��
�
���������

����
��������
����������

�
���
�
��

8 All federal and state bank examiners use a rating system that focuses on
six components of the on-site examination findings: capital adequacy, asset
quality, management, earnings, liquidity, and sensitivity to market risk.  Each
of those components is rated.  At the end of the examination, the overall con-
dition of the institution is evaluated and a composite rating from 1 to 5 is
determined.  An institution performing well above average receives a compos-
ite rating of 1 (the best rating), and an institution in severe financial difficul-
ties with a strong probability of failure within 12 months receives a composite
rating of 5 (the worst rating).
9 Garcia ((2001), 51) states that a deposit insurance agency “should be able
to request the [relevant] supervisor to undertake a special examination of any
insured financial institution that [the deposit insurance agency] feels may be
in financial difficulties.  Whether [the deposit insurance agency] staff should
be able to participate in onsite inspections would vary from country to coun-
try.”
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10 Demirg��-Kunt and Kane (2001), 25.
11 Some reported information is made available only to bank regulators and is
not publicly disclosed.
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Table 2

Report of Examination
���������	���
����
����������		�����������
���������������������������������������� ���������������	���������������		
���������	��������������������������������� ����������������������

Deposit Insurer Yes No Yes No

Advanced Economies
Austria (AAR) X X
Austria (AABB) X X
Belguim X X
Canada X X
France X
Germany (EdB) X X
Germany (E) X X
Greece X
Isle of Mana X X
Italy (IDPF) X X
Italy (DPFCB) X X
Japan X X
Netherlands X X
Portugal X
Spain X X
Sweden X X
Taiwan Province of China X X
United Kingdom X
Subtotal 10 8 2 12

Developing Economies and Economies in Transition
Africa
Nigeria X
Tanzania X X
Uganda X X

Europe
Czech Republic X X
Hungary X X
Latvia X X
Lithuania X X
Poland X X
Romania X X
Slovak Republic X X
Turkey X

Middle East
Bahrain X X
Oman X X

Western Hempishere
Brazil X X
El Salvador X X
Jamaica X X
Mexico X X
Peru X X
Trinidad and Tobago X
Subtotal 19 10 4 12

Total 19 18 6 24
Note: Classification of economies into "Advanced," "Developing,” or "Economies in Transition" is from International Monetary Fund (2000).  Deposit insurers without an "X" in either the Yes or No col-
umn did not answer the question on the survey or did not provide an answer that was easily categorized as yes or no.
a British Crown Dependency.
AAR = Association of Austrian Raiffesenbanks
AABB = Association of Austrian Banks and Bankers
EdB = Entschadigungseinrichtung deutscher Banken
E = Einlagensicherungs
IDPF = Interbank Deposit Protection Fund
DPFCB = Deposit Protection Fund for Co-operative Banks
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12 Garcia (2001), 19.
13 Significant differences exist between U.S. generally accepted accounting
standards and internationally accepted accounting standards.  The U.S. Securi-
ties and Exchange Commission requires financial statements that were pre-
pared in accordance with international accounting standards to be reconciled
with the U.S. GAAP.



2003, VOLUME 15, NO. 1 24

FDIC Banking Review

Table 3

Accounting Information
���������	���
����
����������		��������������������������	��	�����������
�	����������

������������������������
�������������	��������������������������

Deposit Insurer Yes No Frequency

Advanced Economies
Austria (AAR) X Four per year
Austria (AABB) X Monthly or quarterly plus annual report
Belguim X Annually
Canada X Varies
France X
Germany (EdB) X
Germany (E) X
Greece X
Isle of Mana X Quarterly Banking Returns
Italy (IDPF) X Semiannually for banks in Order; quarterly for banks in ”watch”
Italy (DPFCB) X Semiannually for Cooperative Banks; quarterly for banks in “watch”
Japan X
Netherlands X Monthly balance-sheet data; yearly income data
Portugal X Average amount of monthly credit balances is reported annually
Spain X
Sweden X
Taiwan Province of China X Quarterly
United Kingdom X Annual Report and Accounts
Subtotal 13 5

Developing Economies and Economies in Transition
Africa
Nigeria X Varies
Tanzania X Monthly
Uganda X Monthly balance sheets, quarterly statements, annual final accounts

Europe
Czech Republic X
Hungary X Quarterly
Latvia X
Lithuania X Quarterly
Poland X Monthly, quarterly
Romania X
Slovak Republic X
Turkey X Quarterly

Middle East
Bahrain X
Oman X Quarterly

Western Hempishere
Brazil X Monthly
El Salvador X Monthly
Jamaica X Monthly balance-sheet data; quarterly income data
Mexico X Quarterly
Peru X Monthly
Trinidad and Tobago X Published Annual Reports
Subtotal 14 5

Total 27 10
Note: Classification of economies into "Advanced," "Developing,” or "Economies in Transition" is from International Monetary Fund (2000).  Deposit insurers without an "X" in either the Yes or No col-
umn did not answer the question on the survey or did not provide an answer that was easily categorized as yes or no.
a British Crown Dependency.
AAR = Association of Austrian Raiffesenbanks
AABB = Association of Austrian Banks and Bankers
EdB = Entschadigungseinrichtung deutscher Banken
E = Einlagensicherungs
IDPF = Interbank Deposit Protection Fund
DPFCB = Deposit Protection Fund for Co-operative Banks
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Table 5

Net Income
���������������		������������������	�

��������������������������������
�������������������������

Deposit Insurer Yes No

Advanced Economies
Austria (AAR) X
Austria (AABB) X
Belguim X
Canada X
France
Germany (EdB) X
Germany (E) X
Greece
Isle of Mana X
Italy (IDPF) X
Italy (DPFCB) X
Japan
Netherlands X
Portugal X
Spain
Sweden
Taiwan Province of China X
United Kingdom
Subtotal 10 2

Developing Economies and Economies in Transition
Africa
Nigeria X
Tanzania X
Uganda X

Europe
Czech Republic
Hungary X
Latvia
Lithuania X
Poland X
Romania
Slovak Republic
Turkey X

Middle East
Bahrain
Oman X

Western Hempishere
Brazil X
El Salvador X
Jamaica X
Mexico X
Peru X
Trinidad and Tobago X
Subtotal 13 1

Total 23 3
Note: Classification of economies into "Advanced," "Developing,” or "Economies in Transition" is
from International Monetary Fund (2000).  Deposit insurers without an "X" in either the Yes or
No column did not answer the question on the survey or did not provide an answer that was
easily categorized as yes or no.
a British Crown Dependency.
AAR = Association of Austrian Raiffesenbanks
AABB = Association of Austrian Banks and Bankers
EdB = Entschadigungseinrichtung deutscher Banken
E = Einlagensicherungs
IDPF = Interbank Deposit Protection Fund
DPFCB = Deposit Protection Fund for Co-operative Banks

Table 4

Accounting Standards
�������������� 
�	����������
����!"

�����������������		����������
���������������������

Deposit Insurer Yes No

Advanced Economies
Austria (AAR) X
Austria (AABB) X
Belguim X
Canada X
France
Germany (EdB) X
Germany (E) X
Greece
Isle of Mana X
Italy (IDPF) X
Italy (DPFCB) X
Japan
Netherlands X
Portugal X
Spain
Sweden
Taiwan Province of China X
United Kingdom
Subtotal 10 2

Developing Economies and Economies in Transition
Africa
Nigeria X
Tanzania X
Uganda X

Europe
Czech Republic
Hungary X
Latvia
Lithuania X
Poland X
Romania
Slovak Republic
Turkey X

Middle East
Bahrain
Oman X

Western Hempishere
Brazil X
El Salvador X
Jamaica X
Mexico X
Peru X
Trinidad and Tobago X
Subtotal 11 3

Total 21 5
Note: Classification of economies into "Advanced," "Developing,” or "Economies in Transition" is
from International Monetary Fund (2000).  Deposit insurers without an "X" in either the Yes or
No column did not answer the question on the survey or did not provide an answer that was
easily categorized as yes or no.
a British Crown Dependency.
AAR = Association of Austrian Raiffesenbanks
AABB = Association of Austrian Banks and Bankers
EdB = Entschadigungseinrichtung deutscher Banken
E = Einlagensicherungs
IDPF = Interbank Deposit Protection Fund
DPFCB = Deposit Protection Fund for Co-operative Banks
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Table 6

Equity Capital or Surplus
���������������		������������	��	������
���������	���	��������������������������
���������������������������	��������	���

Deposit Insurer Yes No

Advanced Economies
Austria (AAR) X
Austria (AABB) X
Belguim X
Canada X
France
Germany (EdB) X
Germany (E) X
Greece
Isle of Mana X
Italy (IDPF) X
Italy (DPFCB) X
Japan
Netherlands X
Portugal X
Spain
Sweden
Taiwan Province of China X
United Kingdom
Subtotal 10 2

Developing Economies and Economies in Transition
Africa
Nigeria X
Tanzania X
Uganda X

Europe
Czech Republic
Hungary X
Latvia
Lithuania X
Poland X
Romania
Slovak Republic
Turkey X

Middle East
Bahrain
Oman X

Western Hempishere
Brazil X
El Salvador X
Jamaica X
Mexico X
Peru X
Trinidad and Tobago X
Subtotal 14 0

Total 24 2
Note: Classification of economies into "Advanced," "Developing,” or "Economies in Transition" is
from International Monetary Fund (2000).  Deposit insurers without an "X" in either the Yes or
No column did not answer the question on the survey or did not provide an answer that was
easily categorized as yes or no.
a British Crown Dependency.
AAR = Association of Austrian Raiffesenbanks
AABB = Association of Austrian Banks and Bankers
EdB = Entschadigungseinrichtung deutscher Banken
E = Einlagensicherungs
IDPF = Interbank Deposit Protection Fund
DPFCB = Deposit Protection Fund for Co-operative Banks

Table 7

Troubled or Past-Due Loans
�����������������	�����������������
������������������������������������

����
	���������������	�����
Deposit Insurer Yes No

Advanced Economies
Austria (AAR) X
Austria (AABB) X
Belguim X
Canada X
France
Germany (EdB) X
Germany (E) X
Greece
Isle of Mana X
Italy (IDPF) X
Italy (DPFCB) X
Japan
Netherlands X
Portugal X
Spain
Sweden
Taiwan Province of China X
United Kingdom
Subtotal 8 4

Developing Economies and Economies in Transition
Africa
Nigeria X
Tanzania X
Uganda X

Europe
Czech Republic
Hungary X
Latvia
Lithuania X
Poland X
Romania
Slovak Republic
Turkey X

Middle East
Bahrain
Oman

Western Hempishere
Brazil X
El Salvador X
Jamaica X
Mexico X
Peru X
Trinidad and Tobago X
Subtotal 10 3

Total 18 7
Note: Classification of economies into "Advanced," "Developing,” or "Economies in Transition" is
from International Monetary Fund (2000).  Deposit insurers without an "X" in either the Yes or
No column did not answer the question on the survey or did not provide an answer that was
easily categorized as yes or no.
a British Crown Dependency.
AAR = Association of Austrian Raiffesenbanks
AABB = Association of Austrian Banks and Bankers
EdB = Entschadigungseinrichtung deutscher Banken
E = Einlagensicherungs
IDPF = Interbank Deposit Protection Fund
DPFCB = Deposit Protection Fund for Co-operative Banks
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14 FDIC (1995), 31. 15 FDIC (1997), 1:140–41.
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Table 8

Economic Trends
�����������	��	���������	���	
��������	

����������������	�������������������

�������������������	������������
��������������������������������

Deposit Insurer Yes No

Advanced Economies
Austria (AAR) X
Austria (AABB) X
Belguim X
Canada X
France X
Germany (EdB) X
Germany (E) X
Greece X
Isle of Mana X
Italy (IDPF) X
Italy (DPFCB) X
Japan X
Netherlands X
Portugal X
Spain X
Sweden X
Taiwan Province of China X
United Kingdom X
Subtotal 6 12

Developing Economies and Economies in Transition
Africa
Nigeria X
Tanzania X
Uganda X

Europe
Czech Republic X
Hungary X 
Latvia X
Lithuania X
Poland X 
Romania X
Slovak Republic X
Turkey X

Middle East
Bahrain X
Oman X

Western Hempishere
Brazil X
El Salvador X
Jamaica X
Mexico X
Peru X
Trinidad and Tobago X
Subtotal 8 11

Total 14 23
Note: Classification of economies into "Advanced," "Developing,” or "Economies in Transition" is
from International Monetary Fund (2000).  Deposit insurers without an "X" in either the Yes or
No column did not answer the question on the survey or did not provide an answer that was
easily categorized as yes or no.
a British Crown Dependency.
AAR = Association of Austrian Raiffesenbanks
AABB = Association of Austrian Banks and Bankers
EdB = Entschadigungseinrichtung deutscher Banken
E = Einlagensicherungs
IDPF = Interbank Deposit Protection Fund
DPFCB = Deposit Protection Fund for Co-operative Banks

16 Many of the survey respondents are able to assess the health of insured
depository institutions.  Of the 35 respondents to the following survey ques-
tion, 20 answered “Yes”:  Do you use the data available to you to regularly
assess the health of insured depository institutions? (See Table 10.)  Eleven
of the “Yes” respondents operate in advanced economies and 9 in developing
economies and economies in transition.
17 FDIC (1997), 15.
18 FDIC (2000a), 109.
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Table 9

Legislative and Other Political
Developments

��������������	����������	����	��������
��������	�����	�����	����������������

��������	��������������������
�����������������������

Deposit Insurer Yes No

Advanced Economies
Austria (AAR) X
Austria (AABB) X
Belguim X
Canada X
France X
Germany (EdB) X
Germany (E) X
Greece X
Isle of Mana X
Italy (IDPF) X
Italy (DPFCB) X
Japan X
Netherlands X
Portugal X
Spain X
Sweden X
Taiwan Province of China X
United Kingdom X
Subtotal 15 3

Developing Economies and Economies in Transition
Africa
Nigeria X
Tanzania X
Uganda X

Europe
Czech Republic X
Hungary X
Latvia X
Lithuania X
Poland X
Romania X
Slovak Republic X
Turkey X

Middle East
Bahrain X
Oman X

Western Hempishere
Brazil X
El Salvador X
Jamaica X
Mexico X
Peru X
Trinidad and Tobago X

Subtotal 18 1
Total 33 4
Note: Classification of economies into "Advanced," "Developing,” or "Economies in Transition" is
from International Monetary Fund (2000).  Deposit insurers without an "X" in either the Yes or
No column did not answer the question on the survey or did not provide an answer that was
easily categorized as yes or no.
a British Crown Dependency.
AAR = Association of Austrian Raiffesenbanks
AABB = Association of Austrian Banks and Bankers
EdB = Entschadigungseinrichtung deutscher Banken
E = Einlagensicherungs
IDPF = Interbank Deposit Protection Fund
DPFCB = Deposit Protection Fund for Co-operative Banks

Table 10

Assessment of Health of
Institutions

������������������������	�
	���������
�������	��	����������������	�����
��������������������������������

Deposit Insurer Yes No

Advanced Economies
Austria (AAR) X
Austria (AABB) X
Belguim X
Canada X
France X
Germany (EdB) X
Germany (E) X
Greece X
Isle of Mana X
Italy (IDPF) X
Italy (DPFCB) X
Japan X
Netherlands X
Portugal X
Spain X
Sweden X
Taiwan Province of China X
United Kingdom X

Subtotal 11 7
Developing Economies and Economies in Transition
Africa
Nigeria X
Tanzania X
Uganda X

Europe
Czech Republic
Hungary X
Latvia X
Lithuania X
Poland X
Romania X
Slovak Republic X
Turkey X

Middle East
Bahrain
Oman X

Western Hempishere
Brazil X
El Salvador X
Jamaica X
Mexico X
Peru X
Trinidad and Tobago X

Subtotal 9 8
Total 20 15
Note: Classification of economies into "Advanced," "Developing,” or "Economies in Transition" is
from International Monetary Fund (2000).  Deposit insurers without an "X" in either the Yes or
No column did not answer the question on the survey or did not provide an answer that was
easily categorized as yes or no.
a British Crown Dependency.
AAR = Association of Austrian Raiffesenbanks
AABB = Association of Austrian Banks and Bankers
EdB = Entschadigungseinrichtung deutscher Banken
E = Einlagensicherungs
IDPF = Interbank Deposit Protection Fund
DPFCB = Deposit Protection Fund for Co-operative Banks
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19 If deposit insurance is funded after failure losses are incurred, the insurer
might still need to predict bank failures.  If insurance losses are fully funded
by the government, forecasts might be needed for government budget plan-
ning; and if insurance losses are fully funded by banks, banks might also
need forecasts for budgetary reasons.  
20 The Federal Deposit Insurance Act has provisions to ensure that failure res-
olutions do not seriously disrupt financial markets and the economy.  If writ-
ten recommendations from the FDIC Board of Directors, the Board of
Governors of the Federal Reserve System, and the secretary of the U.S.
Department of the Treasury (in consultation with the president) indicate that
the use of regular statutory (least-cost) failure-resolution procedures might
have serious adverse effects on economic conditions or financial stability, a
less-disruptive procedure must be used even if it increases the costs of reso-
lution. 

Table 11

Forecasting Failures
��������������������������������
���������������	��	���������������

�����������������������	��������
��������������������������	�����

Deposit Insurer Yes No

Advanced Economies
Austria (AAR) X
Austria (AABB) X
Belguim X
Canada X
France X
Germany (EdB) X
Germany (E) X
Greece X
Isle of Mana X
Italy (IDPF) X
Italy (DPFCB) X
Japan X
Netherlands X
Portugal X
Spain X
Sweden X
Taiwan Province of China X 
United Kingdom X
Subtotal 6 12

Developing Economies and Economies in Transition
Africa
Nigeria X
Tanzania X
Uganda X

Europe
Czech Republic X
Hungary X
Latvia X
Lithuania X
Poland X
Romania X
Slovak Republic X
Turkey X

Middle East
Bahrain X
Oman X

Western Hempishere
Brazil X
El Salvador X
Jamaica X
Mexico X
Peru X
Trinidad and Tobago X
Subtotal 6 13

Total 12 25
Note: Classification of economies into "Advanced," "Developing,” or "Economies in Transition" is
from International Monetary Fund (2000).  Deposit insurers without an "X" in either the Yes or
No column did not answer the question on the survey or did not provide an answer that was
easily categorized as yes or no.
a British Crown Dependency.
AAR = Association of Austrian Raiffesenbanks
AABB = Association of Austrian Banks and Bankers
EdB = Entschadigungseinrichtung deutscher Banken
E = Einlagensicherungs
IDPF = Interbank Deposit Protection Fund
DPFCB = Deposit Protection Fund for Co-operative Banks
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Procedures to Limit the Insurer’s Risk Exposure:
Terminating Deposit Insurance
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22 Garcia (2001), 53.  “Haircuts” is generally defined as full or partial losses
on uninsured deposits when a bank fails. 
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Table 12

Termination of Deposit Insurance
���������������������������������������������������#� ������
���������

������������������������������������������������������ ���������������
���
�������������������������������������������������������� �����

Deposit Insurer Yes No Yes No

Advanced Economies
Austria (AAR) X
Austria (AABB) X
Belguim X
Canada X X
France X
Germany (EdB) X
Germany (E) X X
Greece X X
Isle of Mana X
Italy (IDPF) X X
Italy (DPFCB) X X
Japan X
Netherlands X
Portugal X
Spain X
Sweden X
Taiwan Province of China X
United Kingdom X X
Subtotal 7 11 2 4

Developing Economies and Economies in Transition
Africa
Nigeria X X
Tanzania X X
Uganda X

Europe
Czech Republic X
Hungary
Latvia X
Lithuania X X
Poland X
Romania X
Slovak Republic X
Turkey X

Middle East
Bahrain X
Oman X X

Western Hempishere
Brazil X
El Salvador X
Jamaica X
Mexico X
Peru X
Trinidad and Tobago X
Subtotal 4 14 0 4

Total 11 25 2 8
Note: Classification of economies into "Advanced," "Developing,” or "Economies in Transition" is from International Monetary Fund (2000).  Deposit insurers without an "X" in either the Yes or No
column did not answer the question on the survey or did not provide an answer that was easily categorized as yes or no.
a British Crown Dependency.
AAR = Association of Austrian Raiffesenbanks
AABB = Association of Austrian Banks and Bankers
EdB = Entschadigungseinrichtung deutscher Banken
E = Einlagensicherungs
IDPF = Interbank Deposit Protection Fund
DPFCB = Deposit Protection Fund for Co-operative Banks
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*Lynne Montgomery is a senior financial analyst in the FDIC’s Division of
Insurance and Research.
Reference sources:  American Banker (AB), BNA’s Banking Report (BBR), and
Federal Register (FR).
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