Determinants of Commercial Bank Growth

With Special Reference To Large Banks in the
Fighth Federal Reserve District

by SUSAN SCHMIDT BIES

The strength of the local economy and prevailing legal restrictions have an im-
portant influence on the growth of commercial banks. This article relates these
factors to the growth of the largest commercial banks in the Eighth Federal

Reserve District.

AOMMIERCIAL banks are an important factor in
the economic development of an area. They are a
major supplier of credit and the only source of de-
mand deposit services which help facilitate business
transactions. In recent years, commercial banks have
introduced activities greatly diversified from their
traditional loan and depesit services, including trust
departments, travel agencies, insurance agencies, in-
ternational banking services, credit card services,
payroll accounting, and data processing. While banks
of all sizes provide credit to individuals and smaller
businesses, only large banks have sufficient capital to
meet the credit demands of large corporations and
operate at a scale where more specialized banking
services can be provided efliciently.

In order to reduce the risk of their loan portfolio,
bhanks diversify their leans with respect to borrower,
purpose, and size of loan, Small banks, with their
proportionately small loan and investment portfolio,
thus limit their extensions of credit to relatively
smaller and less specialized types of loans. The size
of a lean a bank can make is further constrained by
legal restrictions requiring a loan to any one customer
to be less than a given percentage of the bank’s capi-
tal, usually about 15 percent. Thus, customers requir-
ing large amounts of credit generally utilize large
banks.

The more populated an area, the greater the de-
mands for more specialized ancillary banking services.
Smaller banks compete efficiently in supplving basic
banking services, but their limited scale of cperations
does not provide a sufficient return for them to em-
ploy the skilled personnel to mtroduce more special-

ized loan services, trust services, payroll accounting,
and foreign banking services. Larger banks can effi-
ciently provide these services, however, and thereby
facilitate business activity.

This article analyzes the growth of the largest com-
mercial banks in the Fighth Federal Reserve District
over the past six years. Basic economic and legal
factors determining the scale of bank operations are
discussed first. The performance of large district banks
is then examined to determine the impact of these
factors on their growth.

Determinants of Bank Size and Growth

The scale of operations of a bank is determined in
part by its resource supply and the demand for its
services and in part by legal restrictions. The main
financial resources of an individual bank are derived
from deposits, and deposits of the entire banking sys-
tem are limited by bank reserves. Banks facing a
rising local demand for loans try to attract savings
from outside the region, adding to their deposits and
increasing the supply of loanable funds. These addi-
tional loans, in turn, help to generate further economic
growth in the area.

Bank size is also affected by state and Federal bank
structure laws and restrictions on bank operations.
Laws which restrict bank operations to one location,
interest rates paid on deposits, or rates charged for
loans limit the ability of banks to compete for deposits
and supply customer demands for hanking services.
These restrictions may place banks in one location at
a competitive disadvantage with banks in other areas
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and with other financial institutions. They may also
tend to reduce the efficiency of banks I acquiring
and investing resources.

Demands for Bank Services

Both the financial cost and the time volved in
travel to a bank to transact business serve to effec-
tively limit the geographic arca over which customers
shop for bank services. Since travel costs are not de-
pendent upon the size of a deposit or loan, as the
size of the transaction rises the per dollar travel cost
of the service decreases. The geographic market of
the customer is thus enlarged as the size of his trans-
action grows. Surveys indicate that convenience to
home or place of work is one of the prime factors in-
fluencing the choice of a bank for househelds and
small firms.! Thus, bank offices located in rapidly
growing industrial and residential areas uvsually ex-
perience greater expansion than offices located in
stable or declining areas.

While local economic factors are of prime impor-
tance to smaller banks, large banks are less influenced
by conditions in their immediate area. Since legal re-
strictions and efforts to diversity the risk of loan port-
folivs limit the size of loans, the customers to whom
small banks lend are those who use neighborhood
banks. In contrast, large banks extend many loans to
large corporations in distant locations who use the
services of banks located in a wide geographic area.
Thus, large banks may have customers throughout the
nation and even i foreign countries, so that their
growth is only partially determined by the strength
of the local economy., With greater access to resources,
such banks can realize advantages of large scale
operation and provide more eficient financial service
to local firms, thereby encouraging additional local
employment and income.

Since large commercial banks sepply the financial
demands of customers i regional, national, and inter-
national money markets, conditions in these markets
have a greater relative effect on large banks than

See George Kaufman, Business Firms and Households View
Commercial Banks, and Customers View Bank Markets and

Services: A Surcey of Elkhart, Indiana, Federal Reserve Bank

of Chicago {1967). Theodore G. Flechsig, Banking Market
Structure and Performance in Metropolitan Areas, Board of
Covernors of the Federal Reserve System {1583}, fouud 90
percent of business loans in amounts of less than $100,060
were from banks within the metropelitan area where the firm
was Jocated, Clifton B, Luttrell and Willilam E. Pettigrew,
“Banking Markets for Business Firms i the St. Louis Area,”
this Review (September 1966), pp. 9-12, surveyed business
loans and found that 77 percent of loans to firms with net
worth less than 8750,000 were made to firnms located within
15 miles of the bank, while only 48 percent of loans to
larger corporations were made within this distance.
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they do on small banks which do not service these
markets. An example of this is the differing growth
rates of time deposits at large and small banks during
the 1969-1970 economic contraction, For all U.S. banks,
negotiable certificates of deposit {CDs) over $100,000
grew at an anpual rate of 13.1 percent from January
1966 to December 1963, above the 116 percent
growth of smaller tme deposits. Large corporations,
which hold CDs primarily at major commercial banks,
withdrew many of these funds when market interest
rates began to exceed Regulation Q ceilings in late
1968, Between December 1968 and February 1970,
large negotiable CDs fell at a 48 percent annual rate,
while smaller time deposits continued to grow, but
at a very slow one percent rate. This sharp contrac-
tion of large CDs was a major factor contributing to
the 12.8 percent rate of decline of time deposits at all
large U.S. banks in this period.® Time deposits at
smaller banks continued to increase, but by a smaller
rate of expansion of 5.6 percent.

From February 1970 to June 1971 all tyvpes of time
deposits again began to rise at faster rates, and both
large and small commercial banks in the nation ex-
perienced more rapid growth. Households increased
their savings to near record levels as small time
deposits rose at a rate of 17.1 percent, and large CDs
more than recovered from their previous decline, in-
creasing at the exceptionally high rate of 101 percent.
The ability of large banks to again attract their more
traditional source of funds was partially due to the
elimination of a ceiling rate on short-term CDs in
June 1970 and the decline in other short-term interest
rates.

Eeonomies of Scale

Efficiencies induced by bank growth depend upon
the initial size of the bank, since cconomies of secale
vary over the range of possible sizes of bank opera-
tions. Increased scale of operation causes the greatest
reduction in marginal costs in the range of production
where cconomies of scale are the greatestt Avail-
"Hata for large U.S. commercial banks include all weekly

}'(‘{}()['til']g E’)ﬁ.likﬁ.

5See Frederick W. Bell and Neil B, Murphy, Costs in Com-
mercial Banking, Research Report No. 41, Federal Reserve
Bank of Boston {(1968); George ]. Benston, “Fconomies of
Seale and Marginal Costs in Banking Operations,” The Na-
tional Benking Review {June 1963), pp. 507-43; Lyle E.
Gramley, A Study of Scale Economies in Banking, Federal
Reserve Bank of Kangas City (1962); Stuart I. Greenbaum,
“A Study of Bank Costs,” The National Banking Review
{June 1987), pp. 415-34.

*Economies of scale secur when total costs per unit of goods
or services produced fall as the size of the firm, measured
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able evidence indicates these larger cost reductions
occur as banks grow to 316 million in assets. In the
intermediate size range ($10 to $200 million total
assets ), modest economies of scale are still evident,
thereby encouraging banks to grow further to reduce
unit costs and provide lower priced services to
customers. Only for the largest banks {over $200 mil-
lion in assets) is there considerable disagreement over
the extent of economies of scale, The existence of
sach a large size range, $10-200 million in assefs,
where the rate of decline of marginal costs is rela-
dvely small permits both farge and small banks to
compete in the same market,

Although intended to protect the public, state and
Federal regulation of bank entry and interest rates
may prevent banks from realizing minimum operating
costs per unit of output. The problem of measuring
the efficiency of banking is a difficult one. But the
wide variations from one community to another in
rates paid on deposits, rates charged on loans, and
prices of other bank services point to the possibility
of inefliciencies in our banking system. Whether or
not these constraints are the cause of such inefficien-
cies, measures of bank performance under different
laws and regulations offer clues to improved opera-
tion of our banking system.

Bank eniry. Entry into banking is restricted by
state and Federal regulatory agencies, who frequently
deny applications to establish a new bank or office.
Bank charters are often denied on the basis that exist-
ing banks are meeting demands of customers in the
area and prospective profits of an additional bank
are poor. The review of an application to establish a
new bank or branch office may take regulatory agen-
cies a year. Thus, after a decision is made to organize
a new bank, a long period of time may elapse belore
it is established. Until new banks open and increase
competition in the market area, the existing Dbanks
continue to receive the benefits of a market with re-
stricted entry,

Regulated entry also tends to protect inefficient
banks, thereby increasing the costs of bank services
to the community. In an industry where new firms
may be established freely, new entrants increase the
pressure on existing firms to operate at maximum effi-
ciency. Those who cannot operate profitably are foreed

by output, is increased, Marginal cost is the additional cost
incurred for producing an additional unit of output.
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out of the market. The restricted entry into banking,
however, diminishes this impetus to efficiency.

Interest rate restrictions. Federal and state interest
rate ceilings on deposits and usury laws also tend to
reduce fimancial services provided by commercial
banks and misallecate funds among possible uses?
Federal interest rate restrictions, which are uniform
across the nation, hinder the ability of banks to obtain
deposits when customers can receive higher returns
trom their money elsewhere. Those large commercial
and industrial firms able to obtain funds in central
capital markets are benefited, while consumers, real
estate purchasers, and small businesses which rely on
local financial institutions are at a great disadvantage.

State usury laws impinge primarily on small, high
risk borrowers. The dollar size of a loan has only a
small effect on handling and processing costs. To
cover this relatively constant eost, the interest rate on
& small loan may be higher than on a large loan of
equal risk. In addition, usury laws do not permit ad-
justments to higher rates to offset greater risks; there-
fore, as interest rates rise, risky and smaller loans are
usually tumed down first. Thus as market interest
rates rise above usury rates, individuals and smaller
business firms are often unable to obtain funds.

The growth potential of banks is also diminished in
states where interest rate Hmitations are more restric-
tive than those which prevail in other states. When a
state’s interest ceilings on deposits and loans are be-
low levels in adjacent states, its banks may have
difficulty competing with banks in neighboring states
which do not face such strict regulation.

Bank structure. The structure of commercial bank-
ing in the United States is primarily a result of both
state and Federal legislation. Fach state determines
whether branch banks and bank helding companies
will be permitted to operate. Federal legislation Limits
the acquisition of banks by holding companies i the
absence of state restrictions and the tyvpe of activities
in which nonbank subsidiaries of bank holding com-
panies can engage. Approval of mergers and new
branches is made by several agencies, depending
upon whether the hanks involved have a state or na-
tional charter and whether they are members of the
Federal Reserve Systern and the Federal Deposit In-
surance Corporation. Where a Federal agency has
supervisory functions, state bank structure laws must
still be followed.

“See Clifton B. Luttrell, “Interest Rate Controls — Perspec-
tive, Purpose, and Problems,” this Review (September 1958),
pp. 6-14, and Charlotte E. Buebling, “The Administration of
Regulation Q,” this Review (February 1970}, pp. 29-40.
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Each state has jurisdiction over whether banks can
establish additional offices, whether these offices can
offer complete baunking services or only perform lim-
ited functions, and the geographic area in which
these offices can be located. Fifteen states prohibit
the establishment of any full-service branches, but
most of these states do allow the operation of at
least one limited scrvice facility. Sixteen states permit
branches within the county or counties contiguous to
where the home office is located, although some do
not allew branches in cities where the home office of
another bank is located. Only nineteen states permit
statewide branching.® Federal law permits a holding
company to acquire banks in states where not ex-
plicitly prohibited by state law if other activities of
the holding company are permissible and additional
competitive restraints are met as determined by law
and the decisions of the Federal Reserve Board.

Evidence as to which banking structure provides
better performance is not conclusive. One problem
is the lack of clearly defined measures of efficiency.
Possible criteria could include prices of services, qual-
ity of service, number of offices per capita or per
square mile to indicate convenience, and the range
of services provided,

Prices of bank scrvices do not show any marked
difference with respect to bank structure.” This is in
part due to the large degree of nonprice competition
in banking, especially in functions where other finan-
cial institutions do not compete with banks, such as
checking accounts. The strong reliance on nonprice
competition results in part from Federal and state
restrictions on interest rates. The differing competitive
positions and regulations applying to nonbank finan-
cial institutioms also affect prices and quality of bank
services, thereby influencing measures of bank per-
formance even under the same bank structure laws.

Measures of convenience and cost also lead to in-
conclusive results concerning optimum bank structure.
More bank offices per capita are in operation in met-
ropolitan areas where branch banking prevails.® In

6See “Recent Changes in the Structure of Commercial Bank-
ing,” Federal Reserve Bulletin (March 1970}, pp. 195-210,
for description of state banking laws.

"See Franklin R, Edwards, “Concentration in Banking and its

Effect on Business Loan Rates,” The Review of Economics
and Statistics { Angust 1964), pp. 284-300; Paul M. Horvitz
and Bernard Shull, “The Impact of Branch Banking on Bank
Performance,” The National Banking Review (December
1984), pp. 143-88; Irving Schweiger and John 5. McGee,
“Chicago Banking,” The Journal of Business (July 1961),
pp. 203-36G6.

SHorvitz and Shull, “Branch Banking.”
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rural areas, however, the evidence is not so clear.
Towns of less than 5,000 population have an average
of one bank office under all types of banking systems,
with towns in unit banking states having an almost
negligible advantage, In branching states, cities with
5,000 to 25,000 population have more bank offices
than similar size cities in unit banking states and the
margin of difference increases with town size. For a
state as a whole, statewide branch systems provide
more bank offices per capita than unit or limited
branch systems. Population per bank office averages
6,029 in unit banking states, 5,569 in limited branching
states, and 4,908 in statewide branching states.?

Branch banks, except for the largest size groups,
tend to have slightly higher costs than unit banks of
the same size,'® However, cost measures of banks
do not reflect the costs paid by the customer in travel
to a bank. To the extent that some banking structure
svstems operate fewer offices than others, thereby
making them less convendent to customers, the addi-
tional time and travel costs of the customer should
be considered in any comparative cost analysis.

The rapid expansion of multiple and one-bank hold-
ing companies in recent years is evidence that com-
petition and new bank technology may be exerting
increasing pressure on banks to extend their geo-
graphic market and scale of operations. Smaller hanks
which cannot afford to independently operate the
new computer svstems to increase efficiency in clear-
ing checks and processing loan and deposit accounts
are increasingly calling on larger banks to perform
these operations. In some cases, small banks have
affiliated with holding companies to more efficiently
obtain these services. Through a holding company,
banks are also able to operate in a wider geographic
market and realize decreased total advertising costs.
The number of multiple bank holding companies in
the United States has increased from 47 in 1936 to 111
at the end of 1970, and these companies are most
prevalent in unit and limited branching states,

The growth of one-bank helding companies in the
last ten vears prompted the passage of wmendments
to the Bank Holding Company Act in December 1970.
These amendments brought an estimated 1,200 one-
bank holding companies under regulation by the Fed-
eral Reserve Board for the first time. Many banks

9Branches in operation on December 31, 1970, Federal Re-
serve Bulletin { April 1971}, p. A95, and population data from
U.5. Department of Commerce, Burean of the Census, “1970
Census of Population — Final Population Counts.”

08ee Benston, “FEconomies of Scale,” and Greenbaum, “Bank
Costs.”
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adopted this form of organization with the expressed
purpose of expanding the scope of both their financial
and nonfinancial activities and to obtain efficiencies in
the performance of traditional banking functions.!

Growth of Large Fighth District Banks

The factors discussed above have had an important
effect on the growth of large commercial banks i the
Lighth Federal Reserve District. Three of the eleven
largest Eighth District hanks are located in St. Louis,

UWhile such inducements to expand banking organizations
exist, proponents of a unit banking system argue that the
government should prevent the expansion of banking concen-
tration through branch banking and bank holding com-
panies. The major arguments against branch banking and
bank holding companies include the following:

1} Funds are exported from the local community.

2) Managers are not sympathetic to the demands of local
customers.

3} Unnecessary delays arise between the time the applica-
tion is made for a loan and its approval by the home
office,

4} The local banking market is more likely 1o be
mongpolistic.

3} Mismanagement on a large scale ¢an arise more easily
than in an independent unit bank.

6} Multiple office banking tends toward menopolistic con-
trol of the nation’s banking resources,

For a further discussion of these points see W, Ralph Lamb,
Group Banking {New Brunswick, N.I.: Rutgers University
Press, 1961).

DECEMBER 1971

&Il Basks

et

Alf Other Banks
/—/

A Banks,

Gther Bank

Eleven Earﬁgest Banks .

B

three in Memphis, four in Louisville, and one in Little
Rock {see Table 1).1* Deposits, loans, and assets of
these banks increased at rates comparable to those
of large banks elsewhere in the country during the
period from June 1963 to June 1971 (see Table II
and accompanying chart). Total assets of the eleven
banks combined increased at an average annual rate
of 8.2 percent between June 1965 and June 1971,
slightly above the 8.1 percent rise of all large commer-
cial banks in the United States, yet significantly be-
low the 9.9 percent increase in assets of other Highth
District banks. Thus, the share of district deposits
held by the eleven large banks declined over the six
vear period.

On an individual basis, seven of the eleven banks
maintained growth rates exceeding the combined
growth for all large U.S. banks, one had a growth rate
about equal to that of large U.S. banks, while the
three St. Louis banks experienced significantly slower
rates of growth. Annual growth of total assets of the
three St. Louis banks averaged 5.6 percent between
June 1965 and June 1971, about half the average rate
of increase of large banks in each of the other three
district cities. The rates of growth for the large banks
in Memphis, Louisville, and Little Rock averaged 9.3,
111, and 11.9 percent, respectively. These varying

‘QThc large banks described in this article are the eleven
sighth District banks reporting total deposits exceeding $200
million on June 30, 1971,
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rates of growth of the large district banks reflect the
diverse economic conditions and legal restrictions pre-
vailing among these metropolitan areas.

The rate of growth of the largest district banks fell
during the general economic slowdown in 1969 and
1970, Between June 1970 and June 1971, however, the
cleven banks resumed a more rapid growth rate. In
the later period, assets rose at an average annual rate
of 15.6 percent, close to the 13.4 percent increase of
large U.S. conmmercial banks, above the 141 percent
rise for all other district banks, and twice the average
6.8 percent rate of growth of these eleven banks from
June 1965 to lune 18970.

The growth rate of large St. Louis banks has been
well below that of other large district banks in the
last six years. Mercantile Trust Company National
Association, First National Bank in 8t. Louis, and The
Roatmen’s National Bank of St. Louis rank first, sec-
ond and seventh largest in the district, respectively,
on the basis of total assets {see Table 1}, Their slower
growth relative to other banks in the district and
clsewhere in the country reflects several factors,
among which are the comparatively slower growth of
the St. Louis Standard Metropolitan Statistical Area
(SMSA) and the unit banking structure of Missouri.

Between 1865 and 1970, payroll employment in the
St. Louis SMSA increased at an annual rate of 2 per-
cent, below the rates for the United States and the
Little Rock SMSA, and only half that of the Louisville
and Memphis SMSAs (see Table 111). Population of

Page 16

DECEMBER 1971

the St. Louis SMSA grew at a 1.2 percent annual
rate from 1960 to 1970, somewhat slower than the
nation and the Memphis and Louisville SMSAs, and
well below the 1.7 percent annual growth of the Little
Rock SMSA.

The large St. Louis banks are in the downtown
area and, like other central cities in which large dis-
trict banks are located, St. Louis has not kept pace
with the rapid growth of its suburban areas. St. Louis
had a net loss of manufacturing firms and retail stores
and only a 2.4 percent increase of service establish-
ments between 1963 and 1967, while in the portions of
the St. Louis SMSA outside the city, manufacturing,
retail, and service establishments inereased by 7.9,
7.5, and 28.8 percent, respectively.’®

Unlike banks in Memphis and Louisville, the unit
banking restrictions i Missouri have prevented the
large St. Louis banks from establishing branches in
these expanding suburban areas.™ In an effort to
serve customers in the more rapidly growing areas of
the state, most large Missowri banks have recently
formed multiple bank holding companies. Since Sep-
tember 1970, the three St. Louis banks have each
formed such a holding company. In addition to their
lead banks, these holding companies have reeeived
Federal Reserve Board approval to acquire a total of
fourteen banks in suburban St. Louis and outlying
areas of the state.

1305, Department of Commerce, Burean of the Census, Cen-
sts of Manufacturers and Census of Business, 1963 and 1967.

4Fhe state constitution prevents Missouri banks from oper-
ating branches. They may, however, operate one limited
service factlity within 4,000 yards of the head office.
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nerships, and corporations
{IPC) at these hanks fell at
a 3.6 percent annual rate,
From the time the state ceil-
ing was removed in mid-1969

to December 1969, these de-
posits rose again to Decem-
ber 1968 levels. The ability

Memphis _

The three largest Memphis banks are: The First
National Bank of Memphis, the third largest bank in
the district; Union Planters National Bank of Mem-
phis, the fourth largest; and National Bank of Com-
merce, the ninth largest. Between June 1965 and June
1971, their combined assets increased at an annual
rate of 9.3 percent, above the combined growth
rate of all district banks and that of all large U.S.
banks. The slower growth of these Memphis banks
relative to some other large district banks from 1965
to 1970 can he largely attributed to excessive state
restrictions on interest rates which prevailed during
most of the period. Until mid-196%, interest rates paid
savers were Hmited to 4 percent, and rates charged on
loans were generally limited to 6 percent. From June
1965 to June 1970 combined assets of these Memphis
banks increased at a rate of only 6.8 percent. In the
vear ending in June 1971, however, these banks
increased their combined assets by 22.6 percent, far
above the average rates of growth of large district
banks in other cities. This exceptionally high rate of
growth reflects both the strong economic position of
the area and the relaxation of state interest rate ceil-
ings which permitted the banks to compete more
effectively for loans and deposits.

In late 1967, when money market rates hegan to
rise substantially above the interest rate ceilings set
for Tennessee banks, the Memphis banks could not
compete effectively for deposits with other financial
institutions and banks located in adjacent Mississippi
and Arkansas. Between December 1968 and June
1969, time and savings deposits of individuals, part-

to again compete for tradi-
tional sources of deposit funds
enabled these banks to ex-
pand while total IPC time
and savings deposits at all
large commercial banks in the
United States were falling.

Tennessee law permits the
establishment  of  branches
throughout the county
where the home office is
located. Because of the faster growth of employment
and population in the Memphis suburhan areas,
deposits at branch offices in these areas of Shelby
County have expanded much more rapidly than at
offices within the City of Memphis. Between June
1968 and June 1970, total deposits at Memphis offices
of the three largest Memphis banks increased at a 3.1
percent annual rate, while deposits at their suburban
branches increased at a rate of 17.1 percent. In June
1971 the namber of branches and drive-in facilities
of these banks totaled 81, an increase of 22 offices
since 1965.

In addition to their ability to reach new customers
through branches, two of the three Memphis banks
are lead subsidiaries of bank holding companies. First
Tennessee National Corporation, a one-hank helding
company owning First National Bank of Memphis,
has received Federal Reserve Board approval to ac-
quire one bank in eastern and one bank in central
Tennessee and has announced agreements to acguire
three additional banks. In December 1970, National
Bank of Commerce was approved as a subsidiary of
United Tennessce Bancshares Corporation, which has
three other bank subsidiaries and has announced
plans to acquire one additional bank.

Fosddseille

The 1L1 percent average annual growth of assets
of the four large Louisville banks from June 1963 to
June 1971 exceeds that of the total of large U.S. com-
mercial banks and the average growth of other dis-
trict banks. Citizens Fidelity Bank and Trust Com-
pany, First National Bank of Louisville, and Liberty
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National Bank and Trust Company are the hfth, sixth,
and eighth largest banks, respectively, in the district.
Bank of Louisville-Royal Bank and Trust Company,
the tenth largest bank, had the highest rate of -
crease of assets of all large district banks during the
last six years. Its 13.8 percent annual rate of increase
in assets is almost twice the growth rate of large U.S,
commereial banks.

The strong growth of the major Louisville banks
reflects the absence of overly restrictive state interest
rate ceilings, the ability of these banks to establish
branches in the growing suburban areas, and the con-
tinued economic expansion of the Louisville metro-
politan area. The unemployment rate in the Louisville
SMSA was one percentage point below the national
level until the spring of this vear.

Like Tennessee, Kentucky law permits banks to
establish branches within the county where the head
office is located. The large Louisville banks have
branched extensively throughout Jefferson County
where industry and population are growing fastest.
Between June 1968 and June 1970 deposits at subur-
ban branches of these four banks increased at an
annual rate of 18 percent, three times the 6 percent
deposit growth at their offices in Louisville. As of
June 30, 1971, these banks operated a total of 103
branch offices in Jefferson County, 21 of which have
opened in the last six vears. Kentucky law effectively
prevents the operation of multiple bank holding com-
panies by limiting the share of a bank’s stock that a
corporation can own to less than 50 percent.

Litile Rock

Total assets of Worthen Bank and Trust Company,
Litde Rock, the largest bank in Arkansas, increased
at an annual rate of 11.9 percent between june 1965
and June 1971, This growth is significantly greater
than that of all Jarge U.S. banks, and in contrast to
most farge district banks, Worthen Bank and Trust
Company has maintained its share of total state de-
pusits during this period. The ability of Worthen Bank
and Trust Company to maintain a high rate of growth,
while the large unit banks in $t. Louis did not, results
in part from the ability of Arkansas banks to establish
limited service offices within the county of the head
office and from the faster growth of the City of Little
Rock.

The Little Rock SMSA has been attracting new
business firms at a rate greatly exceeding that of other
large district SMSAs and thereby kept its unemploy-
ment rate below four percent throughout the business
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contraction of 1969-1970. The number of manufactur-
ing, retail, and service firms in the Litde Rock SMSA
mereased by 315 percent between 1963 and 1967,
five times the average 6.4 percent increase of the
three other large district SMSAs and the 5.9 percent
rise for the United States.

In June 1971, Worthen Bank and Trust Company
operated nine limited service “teller’s window” offices
in Little Rock, two of which have been opened since
1965. It has also expanded through the establishment
of the only multiple bank holding company in Arkan-
sas, First Arkansas Bancorporation, which has two
other subsidiary banks. Within the last vear, however,
the Arkansas legislature passed a law prohibiting the
establishment of additional multiple bank holding
companies, thus preventing further expansion of
banks through this means.

Conclusion

In the last six years, the combined resources of the
Iarge Eighth District banks increased at rates nearly
equal to the average of large commercial banks else-
where in the nation, On an individual basis, the large
district banks experienced markedly different annual
rates of growth, ranging from 4.6 to 15.8 percent. As
a group, they did not grow as rapidly as smaller
district banks even though they were probably able
to realize greater cost economies. This slower growth
probably reflects the fact that the larger banks were
more affected by the restrictive national monetary
policy which prevailed over part of this period.

The basis of the growth of large commercial banks
is the economic strength of the geographic market
area in which they operate. Those located in faster
growing metropolitan areas experienced faster rates
of growth. Growth was also higher for those banks
that were able to open offices in the more rapidly
growing suburban areas. Bank growth was hampered
in states where interest rate ceilings on deposits and
loans were below rates prevailing in adjoining states.

As in any industry, commercial banks operate best
in a competitive market relatively free of regulatory
constraints. The judgements which must be made by
regulatory authorities to establish usury and deposit
interest rate ceilings, and to determine the profitability
of new banks, new bank offices, and the effect of
mergers and holding company acquisitions are very
difficult. These decisions are justified on the basis that
they are in the “public interest.” It is not altogether
clear, however, that they are conducive to maximum
competition and minimum cost of bank services to
the public.



