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Interstate banking and its impact on the public, 
banks, and other types of financial and non-
financial institutions is perhaps the hottest topic 
in today's financial services industry. To a large 
extent, market forces already have made inter-
state banking a practical reality and legal interstate 
banking now is occurring by fits and starts at both 
the state and federal levels. It seems only a 
matter of t ime before the Congress will be forced 
to pass some type of interstate banking legislation 
that deals with the realities of the marketplace 
and with the developing patchwork of state legis-
lation. Recognizing the importance of this 
question to the financial community and the 
public at large, the Federal Reserve Bank of 
Atlanta sponsored a two-day conference in 
November 1984 that featured experts who 
explored interstate banking issues and their 
potential ramifications. 

It has become the Atlanta Fed's custom to 
share the ideas and information generated at 
such conferences through special issues of our 
Economic Review. This is the second special 
issue gleaned from the interstate banking con-
ference. The first, which appeared in January, 
focused on the impact that various forms of 
interstate banking in its various forms may have 
on banks and the strategies that could prove 
useful to both large and small banks in this 
changing environment. Topics included "Maxi-
mizing a Banks Value," "An Overview of Ac-
quirers' Strategic Choices," "Strategies for Potential 
Acquirees," "Large Bank Strengths and Weak-
nesses," "Small Bank Strengths and Weaknesses," 
"Going Interstate by Franchising or Networks," 
and "Prices Paid for Banks." Each of these articles 
addressed the interstate quest ion f rom the 
bankers point of view. 

This special issue looks at issues beginning to 
face public policymakers in the emeging inter-
state banking environment and at their responses 
to these issues. Among the topics considered are 
the extent to which interstate banking already 
exists; legislation various states have passed in 
response to initiatives of the marketplace; inter-
state banking options available to Congress; how 
interstate banking and potential restrictions are 
likely to affect concentration of financial resources 
and, ultimately, the consumer; and finally, the 
potential impact of interstate banking on bank 
and financial system risk. Each article examines 
possible changes in the financial services industry 

resulting from interstate banking as well as how 
the public may be affected. These concerns are 
important not only to those supplying financial 
services, but perhaps even more to those who 
use them. The transformation of the banking 
environment will change forever the way we 
receive financial services; thus, the public policy 
choices we must make over the next few years 
will be far-reaching. 

Legislation passed in the late 1920s and mid-
1930s structured a financial services milieu that 
discouraged competit ion among banks and be-
tween banks and other financial institutions. 
Price competit ion was limited and products 
were segmented among the various types of 
financial service suppliers. Geographic restrictions 
prohibited interstate banking and mandated 
that nationally chartered banks play by the same 
rules as state-chartered banks in the host state. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

March 1985



On the whole, this legislation sought to ensure 
the safety and soundness of the banking system 
by fostering a stable financial services sector 
characterized by specialized service providers. 

This early legislation spawned the diversified 
banking structure we enjoy today, w i th its more 
than 14,000 commercial banks and many other 
financial institutions. During the past few years, 
however, market forces have battered and bridged 
these legislative barriers, increasing compet i t ion 
among banks and between banks and nonbank 
financial service suppliers. The Depository Insti-
tutions Deregulation Commit tee is in the final 
phase of removing interest rate ceilings, thus 
forcing banks to compete on a price basis. 
Product segmentation is being severely tested 
by developments such as the N O W (negotiable 
order of withdrawal) account offered by thrift 

-1" institutions, by banks providing discount brokerage 

services, by expanded powers for thrifts in the 
Garn-St Germain Depository Institutions Act of 
1982, by the money market mutual funds, and 
by the new financial services offered by nonbank 
organizations such as Merril l Lynch, J.C. Penney, 
and Sears, Roebuck. 

What's more, the geographic constraints once 
imposed solely on banks have been bypassed or 
broken by market forces and legislation. Bank 
holding companies have for years established 
nonbank subsidiaries free to expand interstate 
and to supply many of the same services as 
banks. Nonbank institutions accept deposits 
through investment accounts that provide some 
checking, relying on a bank as clearing vehicle. 
Moreover, 22 states already have passed legis-
lation that opens the door to l imited interstate 
expansion through reciprocal agreements allowed 
under the Douglas Amendment to the Bank 
Holding Company A c t 

The lack of comprehensive national legislation 
has thrown the interstate banking issue into the 
laps of state governments, which tend to be 
especially sympathetic toward interstate banking 
when it fosters a perceived economic advantage. 
For instance, the reciprocal agreements in New 
England and the Southeast exclude money center 
banks whi le protect ing and integrating regional 
interests. In contrast, Alaska and Maine at tempt 
to attract any new bank by requiring no reciprocal 
arrangement, and Delaware allows the creation 
of special-purpose banks and encourages entry 
by permit t ing ceiling-free interest rates on credit 
cards but allows virtually no compet i t ion wi th 
Delaware banks. In addition, the Garn-St Ger-
main Act enables banks and savings and loan 
associations to acquire failing institutions across 
state lines. 

In short, market initiatives and legislative actions 
both at the federal and state levels have altered 
radically the environment in which banks f ind 
themselves. At this point, there is little reason to 
believe that refusing to repeal the McFadden Act 
or Douglas Amendment wou ld negate the reality 
of interstate banking. The following articles under-
score the degree to which interstate banking 
exists today and weigh the public policy questions 
involved in moving to a de jure interstate environ-
m e n t 

David D. Whitehead 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

March 1985



—•i 

A 

Introduction 
# 

"It's a Small World" seems ; 

more fitting now than ever before. 
Americans watch live television 

y . 

broadcasts, transmitted via satel- r 
* * . 

lites, of events occurring around i 
the globe: presidential summits, * 
musical concerts, and disasters in * 
progress. By punching a few but- -
tons, we can call up on our com-
puter monitors today's develop-
ments in the financial markets of ^ 
the world. And, by dialing a tele-
phone, we can talk directly to 
people in virtually any country. 

Global integration is spread- „ 
ing through industry after indus- $ 
try. International firms are man-
ufacturing a multitude of products -, 
in the United States, many of them 
produced in the Southeast. In » 
turn, southeastern manufacturers t 
are venturing overseas. This 
"globalization" is also evident in a 
international banking, real estate 
services, financial markets, trans- 1 
portation, and communication. P 

X 
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At the same time, some Americans are pres-
suring Congress to pass legislation restricting 
imports that are claiming an ever-larger share 
of the U. S. market to the detriment of domestic 
manufacturers. And, political leaders in other 
countries are continuing their efforts to control 
products coming across their boundaries. 

This special issue of the Economic Review 
shares the thoughts, research, and advice of 
many of the experts who spoke at a conference 
called "The Southeast in a Global Economy" 
sponsored by the Federal Reserve Bank of At-
lanta in November. 

"The impact of import competition is as real 
as the foreign-made goods on our retailers' 
shelves, and as visible as the headlines in our 
morning newspapers," as Atlanta Fed Research 
Director Sheila Tschinkel observed in the con-
ference's opening remarks. "Who among us has 
not read about the prospect of $150 billion mer-
chandise trade deficits and been dismayed by 
reports that we have become a net debtor na-
tion for the first time since World War I?" 

But import competition has a positive side, 
she added, explaining: 

"Here in the Southeast, we have seen 
foreign manufacturers put Americans to work 
in the region's automobile and machinery 
plants and we have watched as foreign interests 
sank millions of dollars into the high-rise build-
ings that have helped revitalize our downtown 
areas. 

"Foreign nations constitute multi-billion 
dollar markets for southeastern goods ranging 
from farm products to telecommunications 
equipment. And imports, for all the furor they 
have created, clearly have helped dampen infla-
tion." 

Ms. Tschinkel pointed out that an integrated 
global market "can mean more efficient use of 
scarce resources, which should encourage a 
higher standard of living worldwide. For con-
sumers, lower prices mean higher real incomes 
because their purchasing power is strength-

ened even as they enjoy a more diversified 
choice of international goods and services." 

The Atlanta Fed divided "The Southeast in 
a Global Economy" into subtopics to permit 
closer examination. A presentation by Stanley 
W. Black, III, Lurcy Professor of Economics at 
the University of North Carolina, will begin this 
special issue as it opened the conference, 
focusing on the forces that are integrating the 
economies of many nations into a world econ-
omy. 

The next contributor, Terry Calvani, acting 
chairman of the Federal Trade Commission, de-
scribes the FTC's role in protecting international 
trade flows, stressing the United States' benefits 
from free and fair trade. 

Roger Kubarych, vice president and chief 
economist at the Conference Board, an organi-
zation that performs research for some of this 
country's largest companies, eschews sweeping 
trade restrictions while declaring, "There 
clearly is no level playing field in international 
trade." 

Henry Schechter, deputy director of 
economic research at the AFL-CIO, agrees that 
the playing field is not level, saying Americans 
cannot compete with products fabricated in less 
developed countries by workers earning 50 or 
75 cents a day. 

Paul Meek, a consultantto central banks and 
a retired monetary advisor at the Federal Re-
serve Bank of New York, addresses broader im-
pacts of the global economy on international 
finance. He describes international effects of 
the United States' federal budget deficits, in-
terest rates, and foreign exchange rates. 

Since our intent was to provide a thought-
provoking forum offering diverse perspectives, 
the views expressed in these presentations do 
not necessarily reflect those of the Atlanta Fed 
or the Federal Reserve System. 

The remaining presentations from the con-
ference will be published in the January issue 
of the Economic Review. 
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Over the past two decades, a truly global econ-
omy has emerged. It holds sweeping implications 
for the decisions business and government lead-
ers must make on a multitude of issues. This 
month's Economic Review looks at those implica-
tions, as it concludes the presentations delivered 
late last year at the Atlanta Fed's conference on 
"The Southeast in a Global Economy." 

In our last issue of the Review, we published 
presentations by several conference speakers, 
who discussed the forces that have brought 

' about international integration and looked at the 
impact of this market "globalization" on domestic 
industries, consumers, and labor. 

This month the spotlight swings to the prob-
lems and opportunities inherent in producing 
goods and services for world markets and the 
pluses and minuses of foreign investment within 
our own borders. We are pleased that we can 
offerthe insights of such knowledgeable business-
people and analysts on these topics. 

Obviously, considering the diversity of views 
expressed, it should be clear that those views do 
not necessarily reflect the opinion of either the 
Atlanta Fed or the Federal Reserve System. 

Our issue begins with William Brock, who 
acquired an indisputably global perspective as 
this nation's trade representative from 1981 
through 1985, serving as President Reagan's 
chief international trade adviser and negotiator. 
Brock, who was confirmed as secretary of labor 
last April, emphasizes that the global economy is 
a reality that must be faced, notwithstanding the 
challenges it poses for American industries and 
governments. 

Urging American businesses to seize the op-
portunities awaiting them around the globe, 

Brock challenges executives to get involved in 
worldwide competit ion because "this isn't just a 
temporary phenomenon, it is permanent. No 
amount of protectionism or wishful thinking is 
going to send it away." 

Atlanta Mayor Andrew Young also takes a 
broad, positive view of the changing environ-
ment, declaring "we've got to look at the whole 
world as the economy and we've got to look at 
each other as friends and trading partners." 
Speaking from not only the perspective of a civic 
leader but from his experiences as United Na-
tions ambassador during the Carter administra-
tion, Young says it is possible for nations to share 
a relationship "that doesn't include cutthroat 
competit ion or attempt to destroy each others 
work force." 

Young urges Americans to explore imaginative 
new ways to do business in t oda /s increasingly 
competitive markets. He recounts his experi-
ences bringing people in third world countries 
desperate for U.S. technology together with 
American companies that need foreign contracts 
in order to create jobs here at home. Further-
more, he seeks to explain why ambitious south-
eastern cities such as Atlanta should continue to 
cultivate international markets and investment. 

After Mayor Young's presentation our focus 
shifts, as it did during the conference, to specific 
issues concerning American producers of goods 
and services. Several industry representatives 
demonstrate that trade is a two-way street, a 
street abounding in both opportunities and pot-
holes. Leading off that discussion are executives 
from two basic southeastern goods-producing 
industries—textiles and agriculture—that have 
been hard-hit by the changing competi t ive 
environment. 
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James Leonard, III, manager of economic anal-
ysis for Burlington Industries, a North Carolina-
based textile giant, discusses his industry's con-
cern over foreign competition. That concern, of 
course, has led many in the industry to call for 
legislation to tighten import restrictions. A bill to 
limit textile and apparel goods from the Orient 
more sharply was approved by the House and 
Senate after our November conference, but then 
was vetoed by President Reagan who denounced 
it as protectionist. 

Donald W. Sands, president of Atlanta-based 
Gold Kist, Inc., explains the troubled market 
situation facing American agriculture largely as a 
result of the strong dollar that undermined U.S. 
commodities' competitiveness before it began 
weakening in foreign currency markets last year. 
As head of one of the Southeast's major agribusi-
nesses, with annual revenues of more than Si.5 
billion, Sands says his own organization lost 
much of its traditional overseas market while the 
dollar's value cl imbed to a 12-year high last 
February. " Our former customers looked to other 
countries for cheaper prices, leaving U.S. com-
modities in warehouses," he notes. 

In the article that follows, Scientific-Atlanta 
Chairman and Chief Executive Officer Sidney 
Topol gives examples of how his high-technology 
company competes around the globe. He adds a 
warning that ill-advised attempts to protect cer-
tain American industries from competitors in 
China and elsewhere can boomerang because 
protectionism limits competitors' earnings in 
dollars. That in turn, squelches other U.S. manu-
facturers' potential sales in those same countries. 

Other contributors deal with international trade 
and services. Edward S. Reed, retired executive 
director and general manager of the busy Port of 
New Orleans, points to the significance of port 
and transportation services to those in foreign 
trade. Then Barry Pitegoff, tourism research 
administrator for the Florida Division of Tourism, 
discusses strategies for attracting foreign tourists, 
whom he says sometimes look for different 
things than domestic tourists. He urges other 
southeastern states to join Florida in opening 
their doors to foreign visitors, whom he says 
represent a vast, largely untapped market. 

Next, two experts examine more specific inter-
national financial issues. Alexander McW. Wolfe, 
Jr., vice chairman of Miami-based Southeast 
Banking Corporation, suggests strategies that 
southeastern banks can employ to increase prof-
its without incurring excessive risks. And Brookes 

Mclntyre, a foreign bank consultant, explains 
various ways international banks can enter the 
United States and cites reasons for doing so. 

Three concluding contributors address the 
question of foreign investment, which has gravi-
tated to the Southeast in recent years. 

Alexius Conroy, who recently founded his own 
development firm, says Florida and other 
southeastern states are irresistible to devel-
opers in Canada and other countries facing 
domestic constraints on their activities. "The 
Southeast's ability to grow, both physically and 
through creation of new jobs, provides a unique 
milieu for investment and will encourage foreign 
investment in this region far into the future," 
according to Conroy, former president of the 
Canadian-owned Cadillac Fairview Shopping 
Centers (U.S.) Limited. 

CedricSuzman, vice presidentand educational 
program director of the Southern Center for 
International Studies in Atlanta, catalogued vari-
ous reasons for what he characterized as " the 
phenomenal growth in foreign direct investment" 
in the Southeast Those factors include everything 
from the region's economic growth and popula-
tion influx to its well-served airports and other 
transportation facilities. The region's balmy cli-
mate and the warm welcome that states and 
communities often extend to foreign investors 
are other incentives, according to Suzman, who 
says, " the old southern hospitality has provided a 
comparative advantage." 

But a Florida International University eco-
nomics professor observes that American states 
and localities have often viewed foreign invest-
ment as a mixed blessing. Mira Wilkins points 
out that southeastern communities welcome the 
benefits of increased investment, jobs, and eco-
nomic activity. Yet they worry about relinquishing 
control of land or facilities to foreigners. When 
Mississippi defaulted in 1838 on a $5 million 
bond issue largely held abroad, she notes, the 
governor "declared righteously that the state 
would not allow the Rothschilds and other British 
bankers to make serfs of its children." 

That is the lineup to conclude our two-part 
series on the Southeast's role in a dynamic global 
economy. You will find that our contributors 
believe this new economic environment can be 
both positive and negative—but that it cannot be 
denied. As William Brock sums it up in his 
challenge to American producers: 

" W e are part of the world; we have to live in it, 
compete in it, and succeed in it." 
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