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‘The savings and loan crisis in the 1980s in the United States is the classic example of the limitations of am-
ortised cost accounting. In the early eighties, the savings and loan industry was, de facto, bankrupted by a
terrible interest rate mismatch between their deposits and their outstanding loan portfolios. As the Federal
Reserve Chairman of the time, Paul Volcker, increased interest rates dramatically, the savings and loan in-
dustry had to pay a lot more interest on their deposits, while their interest income on long-term mortgages
was largely fixed. It is clear that amortised cost accounting did not show the full extent of the losses that
were inevitable. It gave a false portrayal of stability which everybody knew to be untrue.
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