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Courage

| Of Her - |

C . to .
A hundred years ago, judges were

- locking up cattle rustlers. Now leaf rus-

tlers are criminals, . . :
. Heidi Prescott, ndtional outreach di-
. rector for the Fund for Animals, served a
- maximum 15-day sentence in a Maryland
- jail (with two days off for good behavior)
for rustling leaves with her-feet in a
public' wildlife management .area. She -
"was in the woodland on Nov. 25,1989,
the opening of the deer-slaughtering sea~
. son, when some: of Maryland’s*toughest

| hombres were displaying their. bravery

.- by pumping bullets.into the b; ins and

- {7 hearts of does and bircks, >

Prescott, an ide:

ist who believes in the

* | sacrednéss of all fife~fourfootéd as well

- "as two-footed—was arrested with a group

: -forbids harassing-hunters. For the harass- °
ment of rustling leaves, as well as talking

.to_the gunners as they hied into the

- woods to risk life and limb—the deer’s—

|- “Prescott was fined-$500."She refused to

* pay. The judge, aiming his judicial_gun at

.| -this menacing target, sent her. off in

handcuffs for contempt of court, =
Having never met a criminal leaf rus-
-tler, I went to the ‘cotnty jail—a maxi-
mum-security operation—to talk ' with
Prescott. She is 28, a graduate of Penn-
sylvania’s Edinboro State College and
the daughter of a Methodist minister
who is now a counselor. She smiled
broadly when mentioning that after sev-
en months with the Fund for Animals,
and a fair number of 80-hour weeks, she
won a raise from $12,000 to $14,000.
She believes that the simple. life is the
good life is the humane life, and if we
can't end the war against animals
. chances aré slim that we can stop the
wars against each other.
- Although terrified the first night in jail
Prescott was calmed by the warmtl
shown her by fellow prisoners. She was :
curiosity—a jailbird who chose -deliber
ately to fly into the coop. “This is an od¢
place to have my faith in human nature
restored,” she said, “but that’s what has
happened. Not one person has criticized
me for what I did on behalf of the animals
that day. No one has said, why don’t you
fight for a more important cause, which is

what I hear all the time on the outside,”

.. of others for breaking a-state law that - _ “2 1.y Trmest-paiotinges> 30 feet

" | -+ dienoe; Prescott accepted tet jailing but
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Prescott, a veget(a)ﬁian_ Whose_td_iet x:l;
cludes no dairy products, went on
unofficial hunger strike the first few days
in jail. She wouldn’t eat the .meat or
““+.animal-related food.. When vegetables:
“were served, she would trade her meat
with others. After a week, she success-
. -fully challenged the jail’s dietary rules,
" which sanction:vegetarian meals for only
- religious or-health reasons, She broad-
.ened it to a third category—ethics.

In the five years between college and
the Fund for Animals, Prescott served
society as'a wildlife rehabilitator. It was

- vyolunteer work, ’reScuing-‘-an}malq hit by
cars or wounded by hunters, nursing and

» .| then freeing them back into the:wild. ‘I

- su I.saved about 100 animals’a 4
p ;egrp?;sePrescott estixilxatedb.(; “tMtl(;St' weig
- ¥squirrels. I learned a lot about the innat
’ :(tlruggle for life that edch animal -pas.;l-d
come on a near-starving .animal:or one
half-dead after being hit on the road, and
I witnessed the intense fight to stay alive,
You_learri. from those- lqnds,_‘_p@;gxps;_-‘
- "iénces how,all life should be chérished.”"
. When not. botﬂﬁ.-f,eedmg_ in ,mfda;t Squir-
. rels*—every-two hours everyday for as
“’long as ‘nine weeks—Prescott; eamed a

.. épall: living -from: artwork...One of sher

Brookinigs

. was'sold to the i

. \fz. ' In the" tf‘; di

. not the reasons forit.- She told the.court,
“] remain conviticed that :my, behavior

was appropriate,-I-did -not physically

| strike, ‘obstruct,yell at-or insult any of

the hunters with whom I communicated. -
I simply exercised my Ifirst.Amendment
right to voice my objections to the cruel-
ties of sport hunting and my right to watk
on public lands.” o .
U.S. jails are packed with people guilty
of violent crimes. Prescott may-be one of
the first people in U.S. history jailed for
trying to prevent violence. She sees her
imprisonment as a positive, not a negative,
experience. “They look on my being here
as a punishment. I don’t. I see it as a
chance to grow, a time in which my ,behefs
are being tested and strengthened. i
Prescott, along with growing gumbe_ TS
of citizens who think public wildlife lands
are for animals, not their slaughterers,
see this arrest and jailing as the begin-
ning of a nonviolent protest movement,
not its squashing. Prescott is a crime-
fighter, with one message for woodland

gunmen: Take a hike, boys. . .




THE DEPUTY SECRETARY OF THE TREASURY
WASHINGTON

July 28, 1990

The Honorable John Ashcroft
Governor of Missouri

State Capitol

Jefferson City, MO 65101

Dear Governor Ashcroft:

This is in response to your request for information
regarding the origin of the savings and loan crisis.

This 1is a gquestion which the Administration,
academicians, economists, and the Congress have been exploring
for some time. The Treasury Department is pleased to share our
information with you because we believe it is important that as
many people as possible have a thorough understanding of the
events which began long ago and led to the current crisis.

The savings and loan industry was created in the early
1930's through charters which restricted their activities to
fixed-rate, long-terr mortgage 1loans and the acceptance of
short-term deposits. Without a diversified portfolio, thrifts
were, from their very inception, particularly vulnerable to the
"ups and downs" of the real estate market and any substantial
increases in interest rates. Because the interest rates these
savings and loan institutions charged were primarily locked into
long-term residential mortgage loans, significant increases in
market rates meant thrift institutions would likely be paying out
more in interest to depositors than they were receiving in
interest payments from loans.

In 1966, Congress attempted to address the industry's
particular vulnerability to increasing interest rates by creating

-"Regulation Q." This regulation imposed ceilings on the amount

of interest that S&Ls could pay on deposits. But as market
interest rates increased, depositors who had their money in low-
rate S&L accounts began to take their money out of S&Ls and put
their savings in other financial instruments, which were paying
market interest rates (higher than S&L rates). S&Ls were then
faced with massive deposit outflows, while their assets were
primarily tied up in long-term, fixed-rate, low-interest mortgage
loans.




In the 1late 1970's, inflation and interest rates
soared, and eventually the prime interest rate skyrocketed as
high as 21 percent. The combination of high inflation and high
interest rates, along with Regulatlon Q, put extreme financial
pressure on the thrift industry. Durlng the period 1978-80,
thrifts suffered significant declines in deposits, and thelr
capital positions deteriorated to the point where a substantial
part of the industry was bankrupt on a mark-to-market basis.

In 1979, President Carter formed a special Task Force
to study the problem. The Task Force recommended deregqulation.
In 1980, President Carter proposed, and the Congress passed, the
Depos1tory Institutions Deregulation and Monetary Control Act
(DIDMCA). The principal features of that Act included:

- Providing for the phased elimination of Regulation Q,
allow1ng thrifts to attract more deposits with higher
interest rates.

'

- Increasing deposit insurance from $40,000 to $100,000
per account.

--  Expanding the ability of federally-chartered thrifts to
engage in commercial lending, including commercial real
estate loans. :

-- Lowering capital requirements for thrift institutions.

The huge increase in deposit insurance coverage -- a’

.leap of 150 percent -- increased the U.S. Government's liability

should an institution fail.

In another significant decision in 1981, the Federal
Home Loan Bank Board (FHLBB), an independent regulatory agency,
loosened restrictions on the ability of S&Ls to use brokered
deposits. This provided S&Ls with new access to large pools of
money formed by aggregated deposits. 1In 1984, the FHLBB reversed
itself and proposed regulations 1limiting the use of brokered
deposits. When the courts overturned the FHLBB regulations,
Congress refused to provide the authority needed for FHLBB to
proceed with the regulations.

Hig_her interest rates caused more thrifts to become
unprofitable and seriously depleted their capital, but they were
allowed to stay in business. Thrifts with low capital had .a
perverse incentive to make riskier investments in order to gain
higher returns. Any profits from the riskier investments could
be used to shore up their capital, while any losses from these
same investments would be covered by the higher insurance
coverage. Huge pools of money -- made. available through

‘brokered deposits and deposit insurance -- added to the

motivation for thrift operators to expand their risk of loss.




However, ‘even with interest rate deregulation,
increased deposit insurance, and brokered deposits, thrifts
continued to struggle because the bulk of their assets were still
held in low-interest mortgage loans.

‘ In response, Congress passed the Garn-St Germain bill
in 1982. The bill allowed federally-chartered thrifts to become
more like banks and further expanded authority granted in the
1980 act to make commercial loans. It also continued the 1980
practice of lessening capital requirements. Many believed these -
actions were necessary 1in order for thrifts to make higher
returns on investments to offset lower returns on mortgage loans.
Prior to the passage of Garn-St Germain, states began to greatly
broaden the powers of state-chartered, but federally-insured,
thrifts to make direct equity investments in speculative
ventures, from windmill farms to precarious real estate
developments.

As early as 1984, the FHLBB attempted to curb abuses by
state-chartered savings associations. The FHLBB was opposed by
many in Congress, and in particular by the House of
Representatives. For example, in 1985, a resolution calling on
the FHLBB to delay its tighter regulation of direct real estite
and equity investment by state-chartered institutions was co-
sponsored by over one-half of the House of Representatives. Tn
1987, amendments in the House Banking Committee to regulate these
aggressive real estate practices of state-chartered institutions
were defeated by overwhelming margins. : ‘

Now S&Ls could attract more deposits because they could
pay higher interest rates on those deposits, offer higher
insurance levels, and attract depositors from across the country.
And thrift institutions, particularly state-chartered thrifts,
could invest those deposits in highly risky ventures,
particularly commercial real estate ventures. And all the time,
the U.S. Government's promise to insure every depositor's savings
up to $100,000 kept looming as a larger and larger potential
liability.

In 1984, then-Vice President Bush led an Administration
task force on regulation of financial services. The task force
recommended comprehensive reform of the regulatory system:

-- Higher capital and accounting standards for S&Ls making
riskier loans and elimination of phony accounting
standards. (The task force report noted that 1low
capital 1levels encouraged insured institutions to
engage in high-risk speculative activities.)




-- More effective regulation through the elimination of
archaic and overlapping regulatory structures.

-- Strengthened ability for the FDIC to oversee deposit
insurance, and authorization for FDIC to institute
risk-based insurance premiums. (The task force report
noted that the current flat-rate premium system forced
prudently managed institutions to subsidize high risk
institutions.) :

The task force recommendations were endorsed by the
Reagan Administration's Cabinet Council on Economic Policy 'in
1985 and forwarded to the Congress. '

‘ Meanwhile, sharp declines in oil prices and weakness in
the agricultural sector contributed to devastating economic
declines in certain regions, particularly the southwest. Real
estate wvalues plunged. Large numbers of thrifts that had
invested in commercial real estate and other ventures became
insolvent, requiring deposit insurance protection from the
federal insurance (FSLIC) fund. When the FSLIC. insurance fund
ran low, the Reagan Administration requested $15 billion to
recapitalize FSLIC in the spring of 198s. ) D

The request encountered strong opposition on Capitol
Hill. Some Members of Congress feared that providing $15 billion
in deposit insurance funding would encourage S&L requlators to
close down more unsafe institutions. The savings and 1loan
industry forcefully lobbied the Congress in opposition to this
legislation, and it was killed at the end of 198s. ' ‘

Finally, in 1987, Congress passed a bill which provided
$10.8 billion for recapitalization of the insolvent FSLIC -- a
year and a half after the Administration requested $15 billion.
The final amount authorized was only two-thirds of the amount
requested by the Administration. In addition, Congress added
forbearance provisions making it harder for regulators to close
down high-flying S&Ls. Specifically, those provisions permitted
additional questionable accounting techniques which allowed
thrifts in trouble to make their levels of capital look better
than they were. They also allowed thrifts to count "goodwill"
toward meeting capital requirements.

o The  delay in funding the FSLIC prevented requlators
from closing insolvent institutions when the cost of protecting
depositors would have been much less. Instead, the problen
continued to grow, and so did the U.S. Government's liability to
make good on its promise of insurance coverage for deposits.




In February 1989, just 18 days after taking office,
President Bush proposed a comprehensive and permanent, solution to
the savings and 1loan industry «crisis -- The Financial
Institutions Reform,. Recovery, and Enforcement Act of 1989
(FIRREA). . Four principles have guided the Administration 'in.
developing and implementing the savings and loan Ccleanup effort:

- Protecting the savings of. Americans who made deposits
in thrift accounts, relying on the U.S. Government's
promise of deposit insurance.

- Restoring safety and soundness to the thrift industry,
especially through tougher capital requirements. .

-- Aggressively prosecuting the crooks who stole the
taxpayers' money through fraud and mismanagement.

- Cleaning up the S&L mess as expeditiously and
- responsibly as possible.

After seven months of debate, Congress passed FIRREA,
and President Bush signed the bill into law on Auqust 9, 1989.

FIRREA provided not only the initial funds -for
remedying the current crisis in the industry and protecting
depositors' savings, but the legislation also put into place the
mechanisms needed to prevent similar'occurrences in the future.

With these protections in place, as well as additional
provisions ' proposed by the Administration to enhance the
Government's ability to prosecute those guilty of financial fraud
and mismanagement, we believe we have the basic framework
necessary to clean up the savings and 1locan crisis in an
expeditious and responsible manner. :

In the year since FIRREA was enacted, the government

has paid out $62.5 billion in deposit insurance obligations,

representing 5.8 million accounts -- about $10,000 per account.
The RTC has seized 463 insolvent thrifts -- more than one per
day; closed or sold 211 bankrupt thrifts -- one every 48 hours;
and sold or liquidated more than $65 billion of assets -- $178
million per day. By moving expeditiously and responsibly to
quarantine sick thrifts, the Administration has. stemmed the
losses and given the healthy segment of the industry an
opportunity to succeed.




Since October 1988, the Justice Department has obtained
more than 200 convictions for savings and loan fraud.

Settlements and judgements from civil cases during the first half
of 1990 will produce recoveries in excess of $200 million.

Let me reiterate that the purpose of the cleanup effort
is not to bail out financially unsound S&Ls or S&L executives
responsible for the crisis. The sole purpose is to protect the
savings of those Americans who have insured deposits in savings
and loan institutions. The U.S. Government made a promise to
insure those deposits, and the Government is now 1living up to

that promise.
z}i:irely,
‘n E. Robson




. eV (ALY f
L _ , he .
é - be a:sure thing,'may have.a big prob
& ~“lem; the bottom line.’As Membérs:
Q§~ Congress plow through its hundreds_
N
S
o
O
o
5

begun 10 recognlze the. costs(» that the
Clean ‘Air--Act ‘would impoSe- on:ithe
economy_ East month, Michael ‘Bos-

gles xprov1s10n requiring the use of gas- ; added refngeratlon costs "by the ¢ year. ;

oline-aid -alcohol blends in 25% of the 2000+ .
Members of Congress teIl us. pn-_:'

couhtry will add 15;cents to 25 cents a .~
gallon to the price'of gasoline. A study  vately that the Clean Air Act :

‘by Tom Austin, a former executive of-.

ficer of the California Air Resources

Board, concludes that the reformu-’

latéd fuel will be. 15%"less’ fuel-effi-
cient and could""actually ancrease; ni-
trogen-oxXide: ions, . “Motorists
would end up aylng more for dirtier

study by Resources '
leadlng envrronmen- g .
e drapessngmﬁcant ﬁnancmlyerghts on"
. an;economy trylng'

ducmg emissions through methanol_._", allys.

rushied to passage because ‘ho:one.
wanted to publicly - oppose any’ “bill
with:the words “clean air” in if. The.
Bush Adrmnlstratlon was then rolled

_in‘private negotiations with environ-

mental extremists, and then‘backed -

- off from its threats to veto an: outra-

geous, bill. “These are hardly excuses :
for- “enacting-~ -a.public gpohcy that

compete glob-‘,
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