Have library access? Log in through your library

Register

R Workspace

All Content Images Search v Browse v About Support
Search journals, books, images, anc  Q ’ Tools

JSTOR v

JOURNAL ARTICLE

Repudiation Risk and Restitution Costs: Toward
Understanding Premiums on Insured Deposits

Douglas O. Cook and Lewis J. Spellman

Journal of Money, Credit and Banking
Vol. 26, No. 3, Part 1 (Aug., 1994), pp. 439-459 (21 pages)
Published By: Ohio State University Press

https://doi.org/10.2307/2078011
https://www.jstor.org/stable/2078011

Cite

. . . . Cookies Settings
ITHAKA websites, which ITHAKA manages from its location

in the United States, use cookies for different purposes, such

as to ensure web site function, display non-targeted ads,
provide social media features, and track usage, engaging with

third party service providers such as Google Analytics. Some

cookies are essential and always active and you may allow

others, such as the Google Analytics cookies, as may be

needed to use certain functions on the website, by accepting

all or managing “Cookie Settings”. For more information,
please see our Cookie Policy.


https://www.jstor.org/stable/i336263
https://doi.org/10.2307/2078011
javascript:void(0)
https://www.jstor.org/institutionSearch?redirectUri=%2Fstable%2F2078011
https://www.jstor.org/
https://www.jstor.org/register?redirectUri=%2Fstable%2F2078011
https://www.jstor.org/action/showLogin?redirectUri=%2Fstable%2F2078011
https://www.jstor.org/workspace
https://www.jstor.org/action/showAdvancedSearch
https://www.jstor.org/subjects
https://www.jstor.org/workspace
https://about.jstor.org/
https://support.jstor.org/
https://www.jstor.org/institutionSearch?redirectUri=%2fstable%2f2078011
https://www.ithaka.org/cookies

DOUGLAS O. COOK
LEWIS J. SPELLMAN

Repudiation Risk and Restitution Costs: Toward

Understanding Premiums on Insured Deposits

THERE 1S A WIDELY HELD IMPRESSION that federally insured
deposits are the risk equivalent of Treasury securities. Despite this impression, this
paper provides evidence of risk pricing of insured deposits. If there is risk pricing of
guaranteed deposits, investors in deposit instruments evidently price the possibility
of loss from incomplete or costly deposit insurance coverage.

The risk pricing of insured deposits is tantamount to believing the guarantee
might be repudiated in whole or in part and there are plausible reasons for this be-
lief. The market, for example, might be concerned with an imprecise and hedged
articulation of the guarantee in law,! a regulatory history of rolling back insurance

The authors appreciate useful discussions and comments from Larry White, Dale Osborne, Gerald
Hanweck, James Barth, Rebel Cole, Robert Duvic, R, Ravichandran, Kevin Yeats, and an anonymous
referee. The research was supported in part by the McAllister Centennial Chair for Savings Institutions.

1. In order for a federal guarantee to be full faith and credit or what has been termed explicit, the
guarantee must be ungualified and statutory. In contrast, an implicit guarantee is either a mere conjecture
on the part of the market that the government will back the guarantor’s obligation or a form of statutory
promise rather than a statutory commitment,

The deposit insurance guarantee at the time covered by the data in this paper was implicit as it rested
only on promises that have taken various forms (Kane and Foster 1987). Aside from incidental verbal
assurances and claims made by the President of the United States, such as “The savings and loan deposits
are backed by the full faith and credit of the Government and they are sound, dollar good™” (New York
Times, January 28, 1989, p. 1) and by regulators (for example, Wall 1988), there had been several prom-
ises by Congress. A Joint Congressional Resolution (8 2617, March 23, 1982) indicated there is a “sense
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