
B a n k  H o l d i n g  C o m p a n i e s :  
T h e i r  G r o w t h  a n d  P e r f o r m a n c e
Bank holding companies have become a popular 
means of expanding the size of the market area 
served by banks in some states. Throughout the 
United States the number of banks operated as 
subsidiaries of bank holding companies rose from 
428 in 1956 to 609 in 1967. The formation of new 
holding companies contributed significantly to 
this expansion. Perhaps a more meaningful meas
ure of this growth is the increased share of banks 
in holding companies and bank deposits they con
trol. In 1956 holding company banks accounted 
for 3.2 percent of the nation’s commercial banks 
and 7.5 percent of total bank deposits. By the 
end of 1967, their share had jumped to 4.4 per
cent and 11.1 percent, respectively. This ex
pansion is continuing in 1968.

The formation and expansion of holding com
panies has been especially rapid in some states 
but slow and nonexistent in others. Individual 
states in the Sixth Federal Reserve District pro
vide an excellent example of this contrast. This 
article will (1) review and suggest reasons for 
the expansion in this District, and (2) present a 
partial analysis of the performance of subsidiaries 
of holding companies compared with a selected 
group of independent banks. A brief summary of 
the relevant legislation affecting bank holding 
companies is a preliminary step in accomplishing 
these objectives.

Legislation
The Bank Holding Company Act passed by Con
gress in 1956 and amended in 1966 governs the 
expansion and defines the permissible activities 
of bank holding companies. According to the 
1956 Act, a bank holding company is any com
pany which directly or indirectly owns or con
trols 25 percent or more of the voting shares of 
each of two or more banks or in any way con
trols the election of a majority of their directors. 
The Board of Governors of the Federal Reserve 
System administers the legislation for all bank 
holding companies.

Upon passage of the 1956 Act, all companies 
meeting the specified definition of a bank hold
ing company and new companies being formed 
were required to register with the Board of Gov
ernors. In administering the Federal statute, the 
Board reviews and approves or denies all appli
cations to form new holding companies and ac
quisitions of subsidiary banks by existing com
panies. The Justice Department, of course, may 
challenge the Board’s decision in cases involving 
anti-trust issues.

Under the original Act, the Board was required 
to consider five factors in approving or denying 
an application: (1) the financial history and con
dition of the holding company and banks con
cerned; (2) their prospects; (3) the character
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of their management; (4) the convenience, needs, 
and welfare of the areas concerned; (5) whether 
the effect of the transaction would expand the 
size or extent of the holding company system be
yond limits consistent with adequate and sound 
banking, the public interest, and the preservation 
of banking competition. Even though these same 
factors are still considered in every case, the 1966 
amendment shifted the major emphasis to the 
competitive effects of the proposed transaction.

In considering the competitive effects, the 
Board may not approve any holding company 
application which would result in an actual or 
attempted monopoly, regardless of the probable 
public benefit. Where the Board finds that a pro
posed transaction would lessen banking competi
tion—short of an actual or attempted monopoly— 
it may, nevertheless, approve the application if 
the anticompetitive effects are clearly outweighed 
by the public interest benefits. Approval may be 
granted where the transaction would have no 
actual or potential anticompetitive results even 
without any evidence of public benefit. In every 
case, however, the Board is directed to consider 
the financial condition, management, and future 
prospects of the holding company and banks in
volved. An application may be denied on the basis 
of these factors where the proposal might other
wise provide public benefit and have no anti
competitive effects.

Applications are submitted to the Board 
through the Federal Reserve Bank in the Dis
trict where the banks involved are located. In the 
Sixth District it is not unusual for prospective 
applicants to visit the Atlanta Bank to discuss a 
proposed transaction. When the application is 
received, it is reviewed for completeness and 
analyzed with respect to the competitive and 
banking factors and convenience and needs as
pects. The analysis generally includes a visit by 
Federal Reserve representatives to the banks in
volved, as well as to competing banks. Following 
this, the Reserve Bank forwards its views and 
recommendation to the Board’s staff, where fur- 
their review and analysis take place. A final staff 
recommendation is then submitted to the Board 
for consideration and decision.

While the staffs of the Federal Reserve Bank 
and Board are reviewing an application, com
ments and views are also solicited from other 
banking agencies and interested persons. When 
an application is accepted, notice of its receipt 
is published in the Federal Register and copies 
of the application are forwarded to the Depart
ment of Justice and banking authorities. If either 
the applicant or any one of the banks to be ac
quired is a national bank, the application goes

to the Comptroller of the Currency for his con
sideration; if a state bank, a copy of the applica
tion is sent to the bank supervisory authority in 
that state. The views and comments received from 
various parties are then taken into account by 
the Board.

The same review by the banking authorities 
and control by the Board of Governors do not 
apply to all types of group banking. Banks linked 
through common ownership or control by an in
dividual or group of individuals or companies 
owning less than 25 percent of each of several 
banks are not covered by the Bank Holding Com
pany Act. The Act also only applies to com
panies owning 25 percent or more or indirectly 
controlling two or more banks. Excluded from 
the Federal statute, therefore, are companies 
which own or control a single bank. This type 
arrangement is referred to as a one-bank holding 
company and does not require Board approval.

Growth Since 1956
Although bank holding companies have ex
isted for many years, a convenient benchmark 
for reviewing recent developments is the 1956 
legislation. Since then, the expansion of holding 
companies has followed an unusual pattern. The 
initial response to the legislation was a decline in 
the number of registered holding companies in 
the United States, from 53 in 1956 to 47 in 1960. 
Some groups automatically covered by the Act 
may have desired to dissolve their affiliation rath
er than register with the Federal Reserve Board. 
Activity picked up somewhat between 1960 and 
1965, but only moderately.

By far the greatest expansion has occurred in 
1966 and 1967. In these two years alone, 21 addi
tional holding companies throughout the country 
registered with the Board and 141 more banks 
became holding company subsidiaries. Current in
dications from the number of applications re
ceived by the Board and inquiries to this Bank 
suggest a further sizable expansion in 1968.

The initial decline and the slow expansion from 
1956 to 1965 in the number of registered holding 
companies may have resulted from delays in filing 
applications until some indication of the Board 
of Governors’ policy could be ascertained as it 
acted on applications. After the Board had pub
lished its decisions on several applications, the 
relevant considerations leading to the approval 
or denial of the applications became clearer. 
Knowledge of the factors weighed by the Board, 
therefore, probably encouraged applications by 
those who believed their particular situations 
would meet approval.

The recent urge to expand has characterized
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T ab le  I

B a n k  H o ld in g  C o m p an y  Growth  

U .S. and  Three Sou th easte rn  Sta te s, Se le cted  R ecen t Years

1956 1960 1965 1966 1967

U.S.
R eg iste red  ho ld ing  c o m p a n ies 53 47 53 65 74
S e p a ra te  ho ld ing  com pany  g ro u p s1 47 42 48 58 67
B anks in ho ld ing  c o m p a n ies  (su b sid ia r ie s) 
S u b s id ia rie s  a s  p e rc en tag e  of

428 426 468 561 609

All co m m erc ia l b anks 3.2 3.2 3.4 4.1 4.4
Total co m m erc ia l b ank  d e p o s its 7.5 8.0 8.3 11.6 11.1

Florida
R eg iste red  ho ld ing  co m p an ies 5 3 7 10 13
S e p a ra te  ho ld ing  com pany  groups 4 2 5 8 11
B anks in ho ld ing  c o m p an ies  (su b sid ia rie s) 
S u b s id ia rie s  a s  p e rc e n tag e  of

15 13 24 62 86

All co m m erc ia l b anks 6.0 4.3 5.5 14.1 19.1
Total co m m erc ial bank  d e p o s its 12.4 8.1 10.1 24.9 34.4

G eorgia
R eg iste red  ho ld ing  c o m p a n ies 6 6 5 7 7
S e p a ra te  ho ld ing  com pany  g roups 4 4 3 4 4
B anks in ho ld ing  c o m p an ies  (su b sid iar ie s) 
S u b s id ia rie s  a s  p e rc en tag e  of

24 21 18 19 19

All co m m erc ia l ban k s 5.8 5.0 4.2 4.5 4.5
Total co m m erc ia l bank  d e p o sits 35.3 35.2 33.5 34.9 34.5

T e n n e sse e
R eg iste red  ho ld ing  co m p an ies 3 3 2 4 4
S e p a ra te  ho ld ing  com pany  g roups 3 3 2 3 3
B anks in ho ld ing  c o m p an ies  (su b sid ia r ie s) 
S u b s id ia rie s  a s  p e rc en ta g e  of

11 9 8 9 9

All com m erc ial ban k s 3.7 3.1 2.7 3.0 3.0
Total co m m erc ia l b ank  d e p o s its 3.3 3.3 2.6 3.4 3.4

T h ree -S ta te  T o tal2
R eg iste red  ho ld ing  c o m p an ies 13 11 13 18 21
S e p a ra te  ho ld ing  com pany  g roups 10 8 9 13 16
B anks in ho ld ing  c o m p an ies  (su b sid iar ie s) 
S u b s id ia rie s  a s  p e rc en tag e  of

50 43 50 90 114

All co m m erc ia l b anks 5.2 4.2 4.3 7.7 9.8
Total com m erc ial bank  d e p o sits 15.9 13.8 14.1 21.5 25.8

'In  th e  c a se  w here  o n e  bank  ho ld ing  com pany  is co n tro lled  by an o th e r, bo th  a re  co u n te d a s  reg is te red  b ank ho ld ing  com -
pan ie s . Data fo r th e  n u m b er of s e p a ra te  ho ld ing  com pany  g ro u p s  c o u n t su ch  a rra n g e m e n ts  a s  only o n e  ho ld ing  com pany . 

-D ata fo r ind iv idual s ta te s  re p re se n t b ank  ho ld ing  c o m p an ies  hav ing  su b sid ia ry  b an k s  in th e se  s ta te s  ra th e r  th a n  b a n k  hold
ing  co m p a n ie s  w hose  hom e office is loca ted  in su ch  s ta te s .  T he th re e -s ta te  to ta l h as  b een  co rrec ted  fo r su ch  d u p lic a tio n  an d  
th e re fo re  d o es  no t eq u al th e  sum  of th e  s ta te  figures.

Source: F edera l R eserve B u lle tin s  an d  F edera l R eserve records.

banking, as well as business in general; and the 
growth in the number of holding companies and 
mergers may be ascribed to this tendency. The 
banking laws of states, however, have helped 
shape the form of this expansion. Where state
wide branching is permitted, bank mergers have 
become a popular means of establishing branches. 
In states where no branching is permitted, ex
pansion is more likely to follow the holding com
pany route. In states with limited branching— 
banking confined to the same city, county, or 
limited area contiguous to the home office—the 
combination of branching within the home office 
area and the use of holding companies to gain 
control of banks outside the area has been 
popular. In other states, holding company for
mation may be limited by law, thus preventing

banks from using this method. The different laws 
in the Sixth District states, therefore, have shaped 
the direction of holding company growth in this 
District.

Sixth District Activity
Florida, the Sixth District state with the largest 
number of holding companies and the most ac
tivity recently, forbids branch banking altogether. 
The influence of holding companies in Florida 
about tripled between 1956 and 1967, as measured 
by the percentage of all banks and total deposits 
held by holding companies. At the end of 1967, 
there were 13 registered companies in Florida 
which controlled 19.1 percent and 34.4 per
cent, respectively, of the state’s banks and bank 
deposits.
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P e rc e n t
of N um ber

C ounty  of
N um ber D eposits  Holding

of Held C om pany
B anks by G roups

in H olding O perat-
H olding C om pany  in g in

C ounty C om p an ies  B anks C ounty

FLORIDA
1. A lachua 2 61.0 2
2. B radford 1 59.3 1
3. B revard 3 26.8 2
4. Dade 12 47.3 4
5. D eSoto 1 100.0 1
6. Duval 13 80.5 3
7. E scam bia 4 60.6 3
8. Gulf 1 50.2 1
9. H ernando 1 17.9 1

10. H illsborough 3 31.0 1
11. Indian  River 1 30.0 1
12. M adison 1 57.6 1
13. M arion 1 22.5 1
14. M onroe 1 37.3 1
15. N assau 1 100.0 1
16. O keechobee 1 100.0 1
17. O range 7 62.6 3
18. Palm  B each 6 32.2 4
19. P asco 1 20.6 1
20. P ine lla s 1 6.5 1
21. Polk 9 38.7 4
22. P u tn am 1 58.1 1
23. St. Jo h n s 1 42.8 1
24. St. Lucie 1 18.4 1
25. S an ta  Rosa 1 13.6 1
26. S em ino le 3 68.6 2
27. S u m te r 1 46.2 1
28. Taylor 1 63.6 1
29. V olusia 5 46.4 3
30. W ashington 1 100.0 1

GEORGIA
31. Bartow 1 68.0 1
32. Bibb 1 73.2 1
33. C hatham 2 91.5 2
34. Cow eta 1 40.4 1
35. DeKalb 3 45.1 2
36. D ougherty 1 44.7 1
37. Floyd 1 42.0 1
38. Fulton 3 30.8 3
39. L au rens 1 44.6 1
40. M uscogee 1 19.7 1
41. R ichm ond 1 16.6 1
42. Troup 1 43.7 1
43. Upson 1 71.5 1
44. W hitfield 1 32.1 1

TENNESSEE
45. H am blen 1 46.6 1
46. Knox 1 12.0 1
47. Loudon 2 73.2 1
48. M arion 1 62.7 1
49. Rhea 1 24.8 1
50. R oane 1 51.7 1
51. W ash ing ton 1 45.2 1

★

Bank holding companies in the Sixth District are confined to Florida, 
Georgia, and Tennessee. The largest number is in Florida, where most 
of the recent growth has been. Each of the six District states places 
some restriction on multi-office or branch banking, but Florida forbids 
branching altogether.

On December 31, 1967, in the three District states with holding 
companies, 16 separate holding company groups operated 114 sub
sidiary banks. These subsidiaries were located in 51 different counties, 
including 10 counties where the main office or lead bank of a group 
was domiciled. The majority of counties where subsidiaries operate 
was served by only one holding company. Formation of new holding 
companies and their entry into counties where another holding com
pany already operated, however, has been responsible for most of the 
recent expansion.

L o c a t i o n  o f  h o l d i n g  c o m p a n y  b a n k s  o , 

L o c a t i o n  o f  h o m e  o f f i c e s  o f  h o l d i n g  c o m p a n i e s
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Table II

Increase in Subsidiaries by 
County Holding Company Deposit Concentration 

Florida, 1966 and 1967

C o u n tie s  w ith In c rea se  in
H olding  C om pany  D eposit N um ber of S u b s id ia rie s

C ontrol in 1967 of 1966 1967

0- 20  p e rc en t 2 1
21- 50 p e rc e n t 19 14
51- 75 p e rc en t 9 7
76-100 p e rc e n t 8 2

Total in c re a se 38 24

The large jump in Florida’s holding company 
subsidiaries in 1966—from 24 to 62—primarily 
reflected reaction to the amendment to the 1956 
Act. This amendment, which extended the pro
visions of the legislation to include control of 
banks through trustees, required one group with 
30 banks to register as a holding company.

Further growth and expansion of holding com
panies in Florida has occurred in 1968. Through 
midyear, the Board of Governors granted ap
proval for the formation of one new holding com
pany with two banks and the acquisition of two 
banks by two existing groups.

Other Sixth District states also have varying 
restrictions on branch banking, but have not par
ticipated in the recent rush to expand holding 
company banking. Georgia and Tennessee are 
the only other District states that presently have 
registered holding companies. The only change 
in these two states since 1956 resulted from a 
change in the law as reflected in the 1966 amend
ment. This change automatically placed another 
group involving two holding companies with a

subsidiary bank in Georgia and Tennessee under 
the provisions of the Act. The group existed 
previously, but a special provision in the original 
Act exempted it and other companies with bank
ing subsidiaries if covered by the Investment 
Company Act. Currently, Georgia and Louisiana 
restrict the formation and expansion of holding 
companies.

Although Florida has been responsible for 
the recent holding company activity in the Sixth 
District, inquiries to this Bank about filing appli
cations, as well as one completed application, 
have recently come from other District states. 
Accelerating expansion by existing and new hold
ing company groups in turn spurs the interest of 
other banks. Expansion into additional market 
areas is watched closely by bankers in the in
vaded areas, and their decision may be to com
pete by also forming a holding company if not 
already part of one.

That efforts to meet altered competitive condi
tions has been the motive for at least some of the 
recent expansion of holding company banking is 
suggested by their geographical distribution. The 
114 holding company subsidiary banks in the 
three District states with holding companies at 
the end of 1967 were operated by 16 separate 
groups from only 10 counties. They had banks 
in 42 counties other than the 10 home office 
counties.

In some of these counties the holding com
pany subsidiary was the only bank, and in several 
others one subsidiary of a holding company ac
counted for a large share of the county’s bank 
deposits. In about one-fourth of the 52 counties 
with holding companies, however, more than one 
holding company was represented through a 
subsidiary.

Florida’s experience sheds some light on the 
county-by-county growth of holding companies. 
The state’s increase in holding companies—one 
of the most rapid in the country in the past two 
years—may indicate further expansion patterns 
in that state, as well as in other unit or limited 
branch banking states.

For each year, 1966 and 1967, new subsidiary 
banks were grouped according to whether they 
were a part of a new or old holding company and 
whether they represented the initial or additional 
entry of a holding company into the county where 
they are located. It was clear that the major ex
pansion in each year was through the formation 
of new holding companies. Of the 38 banks that 
became subsidiaries in 1966, 30 resulted from the 
automatic coverage of one group following the
1966 amendment and 5 from the formation of 2 
new holding companies. In 1967, the formation

R E C E N T  EXPA N SIO N  IN T H E  N U M B ER  OF H OLDING  
COM PANY S U B S ID IA R IE S  IN FLO R ID A  H AS OC
C U R R E D  M AIN LY IN T H O S E  C O U N T IE S  W H ER E  
HOLDIN G COM PANY BA N K S A LR EA D Y  O P ER A T ED . 
M OST OF T H E  EXPAN SIO N  R E F L E C T S  T H E  FORM A
TIO N  OF NEW  H OLDING CO M PA N IES.

Increase in Number 
10 15 20

f — r
Counties with no 
holding company 

bank (s) in 
previous year

Counties with holding 
company bank (s) 
in previous yeer

1966

1967

1966

1967

Acquisition By New Holding Companies 
Existing Companies
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of 3 more new holding companies accounted for
19 of the 24 additional subsidiaries that year.

The expansion through new holding companies
was greater for both years in those counties where 
a holding company bank previously existed. And 
expansion by both new and existing holding com
panies has occurred largely in counties with less 
than 50 percent holding company deposit control. 
Over one-half of the increase in holding company 
subsidiaries in Florida in 1966 and 1967 occurred 
in counties where the increase resulted in between
20 and 50 percent holding company concentra
tion—the proportion of total deposits held by 
holding companies. In these same counties, hold
ing company banks generally accounted for less 
than 50 percent of all banks in the county. For 
the most part, the increase that resulted in greater 
concentration for certain counties represented the 
acquisition of the county’s only bank.

Bank Holding Company Performance
From the banks’ point of view, forming a hold
ing company is an opportunity to increase the 
amount of banking resources under the control 
of a single organization. Sometimes it is expected 
that the market will be broadened, organization 
control strengthened, and operating efficiencies of 
individual banks improved. The objective is 
either an improvement in the rate of profit or an 
increase in the amount.

Banking, however, is vested with a public in
terest. Improved operating economies and greater 
profitability, taken by themselves, may not 
necessarily serve the public interest. Benefits 
must accrue to the public in the form of lower 
costs and a better and wider range of services. 
Demonstrating that the convenience and needs of 
the public will be better served is an especially 
important consideration in applications where 
there may be some anticompetitive effects. Thus, 
the Board of Governors in approving or denying 
holding company applications involving actual or 
potential anticompetitive issues must consider 
the possible public benefits.

Almost without exception in applications to 
form or expand holding companies, it is argued 
that this form of banking can respond more ef
fectively and efficiently to the public’s banking 
needs. For example, by being in a position to 
tap other subsidiary banks’ financial and non
financial resources, including specialized person
nel and management, it is usually claimed that 
the new subsidiary might be able to offer services 
which could not be provided by a comparably 
situated independent bank. Moreover, the greater 
services offered by the bank acquired by the hold
ing company might, it is argued, stimulate com

petition with other banks or banking groups and 
result in offering of better and lower cost serv
ices throughout the area.

Finding evidence in precise statistical terms 
to support or refute the claims made that public 
benefits result from a bank’s affiliating with a 
holding company is extremely difficult. There are 
no direct statistical measures for most of the 
convenience and needs aspects. Moreover, be
cause the surge in the formation of holding com
panies has been very recent, experience is in
sufficient to justify making firm generalizations 
on the basis of performance. Nevertheless, com
paring selected measures of performance for hold
ing company and nonholding company banks 
from available evidence is of some interest and 
provides the basis for making tentative judgments.

Sometimes it is claimed that a subsidiary of a 
holding company has a greater ability to attract 
capital than an independent bank. With a larger 
capital base, it might be in a better position to 
serve the community. We should expect, if this 
claim reflects actual experience, that the ratios of 
capital to deposits at holding company banks 
would probably be significantly higher than at 
comparable independent banks.

Carrying the argument further, it is sometimes 
said that since holding company subsidiaries have 
close ties with other banks in the group they can 
more fully utilize their resources in making loans 
and investments. Ready access to supplemental 
funds to cover emergency needs means less need 
to tie up resources in cash balances and short
term Government securities and a greater ability 
to make loans and invest in securities of the state 
and local governments in the areas served. If this 
is so, ratios of cash balances and government se
curities to total assets should average lower at 
holding company banks. We should also expect 
to find that the ratios of loans to deposits or total 
assets and state and political subdivisions to total 
assets would average higher. In addition, there 
should be a greater dependence on loan revenues.

Frequently, applicants stress that the business 
community will be better served through a hold
ing company affiliate. Evidence in support of this 
position might be a higher average ratio of busi
ness loans to total loans for subsidiary banks. In 
many cases we also might expect the ratio of 
demand to total deposits to be higher if the banks 
were dealing more actively with business.

An often claimed benefit resulting from hold
ing company affiliation is that heightened com
petition and increased operating efficiencies will 
bring price benefits to the public. Thus, loan 
charges should average lower and interest paid 
on time deposits higher at holding company
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banks. Finally, if holding company affiliates share 
in operating economies, the ratio of operating 
eamings to total assets should average signifi
cantly higher.

Statistical comparisons between these related 
performance variables for 1966 for a group of 
holding company banks with a paired group of 
independent banks are shown in Table III. The 
method of selecting banks and the statistical 
techniques employed are described elsewhere in 
this Review.

Results
On average, measured by the performance vari
ables used, holding company banks were found 
to be just about like the comparable independent 
banks. Some minor differences were noted. How
ever, when subjected to rigorous statistical tests, 
most of the differences could very well have re
sulted from chance. In other words, most of them 
were not statistically significant.

Differences between the averages for banks that 
were subsidiaries of holding companies and inde

pendent banks were statistically significant for 
only four measures of performance. Subsidiary 
banks generally charged lower interest rates on 
loans; carried fewer U.S. government securities 
and more state and local obligations relative to 
assets; and had a higher percentage of their de
posits in demand accounts than did independent 
banks.

These results, although partial evidence of the 
responsiveness of holding companies in meeting 
the public’s banking needs, cannot be taken as 
conclusive proof that holding companies have a 
superior performance record. Most of the vari
ables analyzed showed similar operating results 
in the two groups, with wide variations among 
the performances of individual banks in each 
group. Also it is not clear whether the measures 
which were significantly different represented 
substantial variations or merely proxy measures 
for other factors not included. For example, a 
lower average interest charge says nothing about 
the loan mix. The holding company banks were, 
on average, larger banks which generally carry

Table III

Selected Performance Measures 
Based on Holding Company Subsidiaries and Independent Banks in Three District States

H olding  C om pany S u b s id ia rie s  

R ange

In d e p e n d en t B anks 

R ange

A verage Low High Average Low High

P erfo rm an ce  v a riab le s

C ap ital a d eq u ac y
P e rc e n t of to ta l d e p o sits  

Total c ap ita l 9.9 5.6 40.2 9.6 4.8 25.2

L ending  an d  in v e stin g  po lic ie s  

P e rc e n t of to ta l a s s e ts  
C ash  a s s e ts 13.3 2.9 34.9 13.3 2.9 23.5
U.S. G overnm en t secu ritie s* 22.9 8.3 70.0 25.7 4.0 51.7
L oans 46.0 30.0 60.6 46.9 37.6 65.4
S ta te  an d  local secu rities* 10.9 1.3 24.0 8.2 0.1 25.7

P e rc e n t of to ta l d e p o s its  
Loans 52.0 27.6 79.9 52.5 23.4 82.3

R esp o n se  to  b u s in e ss
P e rc e n t of to ta l loans 

B u sin e ss  loans 28.8 6.0 54.2 25.5 4.9 67.8
P e rc e n t of to ta l d e p o s its  

D em and d eposits* 57.5 34.3 93.1 54.1 15.1 89.7

P ric ing  policy

P e rc e n t of to ta l loans 
R evenue  from  loans* 7.1 1.8 11.1 7.6 5.7 14.0

P e rc e n t of t im e  d e p o sits  
In te re s t paid 3.9 1.5 5.1 4.0 2.9 6.2

O p era tin g  efficiency
P e rc e n t of to ta l a s s e ts

N et o p e ra tin g  ea rn in g 1.3 - 0 . 9 2.2 1.3 0.1 3.6

♦S ign ifican t d ifference  in m ean  v a lu es  a t  .05 p e rc en t level u s in g  t-tes t.

NOTE: R atios co m p u ted  from  R eports  of C ondition  fo r D ecem b er 1965 a n d  J u n e  1966 an d  Incom e a n d  D ividend s ta te m e n ts  for 
th e  y e a r  1966.
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relatively more business loans with a smaller 
average interest charge.

Further, our results were based on a cross sec
tion of holding company and independent banks. 
No attempt was made to trace the before and 
after effects on operating performance of joining 
a holding company. (A recent study by Robert 
J. Lawrence, The Performance of Bank Holding 
Companies—Board of Governors; June 1967— 
after comparing holding company subsidiaries 
before and after acquisition with independent 
banks reported only moderate differences in per
formance.)

Implications
The comparisons used in our study give little 
confidence in predictions of performance based 
solely on statistical experience for a bank that 
is about to become a subsidiary of a holding 
company. The wide range of performance experi
ence within each group further supports the 
conclusion.

The ranges of the performance measures with
in each group are shown in Table III. Wide 
variations between the low and high value were 
evident for each measure. For example, the ratio 
of capital accounts to total deposits averaged 9.9 
percent for the holding company subsidiaries, 
representing values from 5.6 percent to 40.2 per
cent. A similar wide range also occurred for the 
other performance values in each group. Appar
ently, there are few “typical” holding company 
or independent banks.

With such wide variations and only minor 
differences between the two groups, definite sta
tistical guidelines for determining the possible 
competitive and convenience and needs aspects of 
holding company formations and acquisitions are 
extremely difficult, if not impossible, to establish. 
Until clearer indications and additional perform
ance experience become available, no alternatives 
to a careful and detailed consideration of each 
case on its own merits are available.

J o e  W. M cL eary

SOURCES OF DATA AND METHOD OF ANALYSIS

The Data

The data used in our study were taken from individual banks’ 
Report of Condition and Income and Dividend statements. 
For each holding company subsidiary in the Sixth District 
in 1966, the independent bank in the same county or metro
politan area closest in size to that subsidiary was selected 
for analysis. After elimination of those cases where no inde
pendent bank was available for comparison, there were 82 
banks in each group.

On average, the subsidiaries exceeded the other group in 
deposit size by about $14 million. In order to remove part 
of the influence of bank size, the selected performance vari
ables were expressed as operating ratios. For example, instead 
of comparing the actual volume of demand deposits, the 
ratio of demand deposits to total deposits was calculated for 
each bank. Thus, even though larger banks may have more 
demand deposit balances than smaller banks, each bank’s 
demand deposits, relative to its total deposits, should provide 
a meaningful comparison among banks.

Statistical Analysis and Test

The average values for each performance measure for the 
two groups were used as the basis for comparing holding 
company and independent banks. If all banks in the District

had been selected for the study, differences in the mean 
values for the two separate groups could be taken at face 
value as an indication of variations in performance. However, 
in our study a sample of banks from each group was se
lected and the average values calculated from those banks. 
Therefore, differences in the average values between the two 
groups could result merely from chance in the samples 
chosen. It is desirable, therefore, to use certain statistical 
tests based on the average and the variation to determine 
if differences in the average values for each of the per
formance measures probably resulted from chance variations 
or reflected a statistically significant difference. Statistically 
significant can be interpreted to mean a difference large 
enough that it would occur by chance only infrequently if 
repeated random samples were taken, in our case only 5 
times out of 100.

The statistical test used in our analysis was the T-distribu- 
tion. Specifically, the test was based on the individual dif
ferences for each pair of banks. These differences in turn 
were averaged and a measure of variation (the standard error 
of the mean differences) calculated. In each case, if the mean 
difference were more than about twice the standard error, 
it was accepted as a significant difference. The variables 
marked with an asterisk in Table III were statistically 
significant.
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