
big money crime fraud and politics in the
savings and loan crisis
Big money crime fraud and politics in the savings and loan crisis represent a significant
chapter in American financial history. This crisis, which unfolded primarily during the 1980s and early
1990s, revealed deep-seated issues within the financial system, including rampant corruption,
regulatory failures, and the intertwining of politics and big money. As a result, taxpayers were left to
deal with the fallout from a disaster largely fueled by greed and negligence.

The Origins of the Savings and Loan Crisis

The savings and loan (S&L) crisis stemmed from various factors, including deregulation, poor
management, and economic shifts. Understanding these origins is crucial to grasping the scale of the
fraud and political maneuvering involved.

1. Deregulation of the S&L Industry

In the late 1970s and early 1980s, the U.S. government began to deregulate the S&L industry. This
deregulation was intended to help savings and loans compete with more aggressive lending
institutions, such as commercial banks. However, it led to several detrimental consequences:

- High-risk investments: With fewer restrictions, many S&Ls began to invest in riskier ventures,
including commercial real estate and junk bonds.
- Interest rate fluctuations: The Federal Reserve's policies led to volatile interest rates, which strained
the S&Ls' traditional business model of offering long-term fixed-rate mortgages funded by short-term
deposits.
- Increased competition: The emergence of money market accounts and other financial products drew
depositors away from S&Ls, further destabilizing their funding.

2. Poor Management Practices

As S&Ls sought to remain profitable in a deregulated environment, many institutions engaged in
reckless financial practices. Some of the most common included:

- Inadequate oversight: Many S&Ls operated with minimal regulatory oversight, allowing them to take
dangerous risks without accountability.
- Fraudulent activities: Instances of fraud, including falsifying loan applications, misrepresentation of
financial statements, and outright embezzlement, became alarmingly prevalent.
- Weak internal controls: Poor management practices and a lack of transparency led to significant
losses for many S&Ls, compounding the crisis.



The Role of Big Money and Political Influence

The S&L crisis was not merely a product of economic mismanagement; it was also deeply intertwined
with big money and political influence.

1. Political Contributions and Lobbying

During the 1980s, the S&L industry, facing mounting challenges, turned to political contributions and
lobbying to influence regulations in their favor. Key points include:

- Campaign donations: Many S&Ls made significant contributions to political campaigns, hoping to
secure favorable treatment from lawmakers.
- Political action committees (PACs): S&L executives formed PACs to pool resources and enhance their
lobbying power, enabling them to exert even greater influence over legislative processes.
- Access to decision-makers: The industry's financial clout allowed them to gain access to key political
figures, fostering an environment where their interests were prioritized.

2. Corruption Among Regulators

Regulatory agencies tasked with overseeing the S&L industry were often compromised by corruption
and conflicts of interest. Notable examples include:

- The Office of Thrift Supervision (OTS): The OTS, responsible for regulating S&Ls, was accused of
being too lenient, allowing institutions to operate without sufficient scrutiny.
- Regulatory capture: Some regulators became too close to the industries they were meant to
oversee, leading to decisions that favored the interests of S&L executives over the public.
- Failure to act: Despite clear signs of trouble, regulators often failed to intervene, allowing many S&Ls
to continue risky practices unchecked.

The Fallout from the Crisis

The consequences of the S&L crisis were severe and far-reaching, impacting taxpayers, the economy,
and the financial landscape.

1. Economic Impact

The S&L crisis contributed to a broader economic downturn in the late 1980s and early 1990s. Key
points include:

- Cost to taxpayers: The federal government ultimately spent over $130 billion to bail out failed S&Ls,
placing a significant burden on taxpayers.
- Loss of jobs: The crisis led to widespread layoffs within the financial industry and related sectors,



contributing to rising unemployment rates.
- Increased regulation: In response to the crisis, Congress passed the Financial Institutions Reform,
Recovery, and Enforcement Act in 1989, which implemented stricter regulations for the S&L industry.

2. Legal Consequences and Accountability

Despite the widespread fraud, many individuals involved in the S&L crisis faced little accountability.
However, some legal actions were taken:

- Prosecutions: A handful of executives faced criminal charges, but most escaped serious punishment,
leading to public frustration.
- Civil lawsuits: The federal government pursued civil lawsuits against several S&L executives to
recover losses, but these efforts often yielded limited results.
- Public outrage: The lack of accountability fueled public outrage, leading to calls for greater
transparency and regulation in the financial sector.

Lessons Learned and Reforms

The savings and loan crisis ultimately served as a wake-up call for the U.S. financial system,
highlighting the need for reforms to prevent similar occurrences in the future.

1. Enhanced Regulatory Framework

In the wake of the crisis, regulators recognized the need for a more robust oversight framework. Key
reforms included:

- Increased capital requirements: New regulations mandated that S&Ls maintain higher capital
reserves to withstand financial shocks.
- Improved monitoring: Regulatory agencies adopted more stringent monitoring practices to detect
early signs of distress in financial institutions.
- Stricter lending standards: Reforms established clearer guidelines for lending practices, reducing the
risk of predatory loans and excessive risk-taking.

2. Public Awareness and Advocacy

The S&L crisis also spurred greater public awareness of the risks associated with big money in
politics. Key developments included:

- Grassroots movements: Advocacy groups emerged to push for campaign finance reform and greater
transparency in political contributions.
- Media scrutiny: Investigative journalism shone a light on the corruption and fraud within the S&L
industry, holding both executives and politicians accountable.
- Civic engagement: The crisis motivated citizens to become more involved in politics, advocating for



reforms to protect against the undue influence of money in government.

Conclusion

The savings and loan crisis was a stark reminder of the dangers posed by big money crime, fraud, and
politics in the financial sector. By understanding the origins of the crisis, the role of political influence,
and the fallout that ensued, we can learn valuable lessons about the importance of transparency,
accountability, and strong regulatory frameworks. As we move forward, it is crucial to remain vigilant
against the potential for similar crises to emerge, ensuring that the lessons of the past are not
forgotten.

Frequently Asked Questions

What was the savings and loan crisis?
The savings and loan crisis was a financial disaster in the 1980s and early 1990s that involved the
collapse of about a third of the savings and loan associations in the United States, primarily due to
risky investments and inadequate regulations.

How did fraud contribute to the savings and loan crisis?
Fraud played a significant role as many savings and loan institutions engaged in unethical practices,
such as making high-risk loans, falsifying financial statements, and engaging in insider trading, which
ultimately led to their downfall.

What political factors influenced the savings and loan crisis?
Political factors included deregulation measures, such as the Garn-St. Germain Depository Institutions
Act of 1982, which allowed S&Ls to engage in more speculative investments, contributing to the
crisis.

Who were the key players in the fraud during the savings and
loan crisis?
Key players included executives at failing S&Ls, politicians who supported deregulation, and
regulators who failed to enforce existing laws, allowing fraudulent activities to proliferate.

What was the impact of the savings and loan crisis on
taxpayers?
Taxpayers were significantly impacted as the federal government spent approximately $124 billion to
bail out the failed S&Ls through the Resolution Trust Corporation (RTC), leading to a substantial
financial burden on the public.



How did the savings and loan crisis affect banking
regulations?
The crisis led to stricter banking regulations, including the Financial Institutions Reform, Recovery,
and Enforcement Act of 1989, which aimed to reform the savings and loan industry and prevent
similar crises in the future.

What role did real estate speculation play in the crisis?
Real estate speculation was a major factor, as many S&Ls invested heavily in commercial real estate
projects, which ultimately failed when market conditions deteriorated, leading to massive losses.

What lessons were learned from the savings and loan crisis
regarding financial oversight?
The crisis highlighted the need for robust financial oversight, better regulatory frameworks, and the
importance of ethical practices within financial institutions to prevent future crises.

How is the savings and loan crisis viewed in the context of
modern financial crises?
The savings and loan crisis is often viewed as a precursor to later financial crises, such as the 2008
financial crisis, demonstrating the dangers of deregulation, risky financial practices, and inadequate
oversight.
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