
 

  

Post-Crisis Withdrawal 
As financial markets heal, banks are shying away from government assistance, betting 

that they can rely fully on the markets to build capital positions. Since the completion of 

the Bank Stress Tests, Bank of America, Morgan Stanley, and many other TARP recipients 

have rushed to meet the requirements to repay TARP loans. Many financial institutions are 

chafing under the government leash and want out as soon as possible. 

In another example of a bank pullback from government assistance, the details of the 

Treasury’s toxic asset plan are in doubt after the Federal Deposit Insurance Corporation 

(FDIC) on Wednesday said it was suspending a test run of the legacy loans program. Sheila 

Bair, chairman of the FDIC, said development of the program—designed to encourage 

investors to buy toxic, or legacy, loans from banks in order to restart the flow of credit—

would continue, but a pilot sale of assets was on hold. According to Ms. Bair, “banks have 

been able to raise capital without having to sell bad assets through the LLP, which reflects 

renewed investor confidence in our banking system.” 

To be sure, that is only part of the reason banks are not selling assets. They would rather 

leave them on their books if they can raise capital elsewhere, rather than sell at very 

depressed market prices, thereby realizing their losses. With the relaxation of the mark-to-

market accounting standard, U.S. banks can now “mark to model.” As such, banks are not 

forced to write the asset value down. In so doing, banks are no longer compelled to sell at 

a price that would incentivize an investor to purchase. 

In addition, Uncle Sam now has a reputation for changing the rules in the middle of the 

game. Banks and investors have misgivings over taking part in the PPIP amid fears the 

politically charged climate could prompt Congress to change rules on issues such as 

executive compensation for those firms that participated in the program. 

The Bottom Line: These are positive developments. The sooner the FIs can disentangle 

themselves from Uncle Sam the better. 
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