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Interstate 
Banking: 
Taking 
Inventory 

U.S. banking organizations now 
control over 7,000 interstate 
offices. Even if present prohibitions 
are lifted, however, the evidence 
suggests that interstate bank 
expansion will evolve slowly and 
will be limited to the more 
attractive markets. 

Although interstate banking is prohibited by 
the McFadden Act and the Douglas amendment 
to the Bank Holding Company Act, the fact is 
that banking organizations are providing financial 
services across state lines and have been doing 
so for some time. Four gateways allow commercial 
banking organizations to offer financial services 
on an interstate basis. First, "grandfather" pro-
visions of banking legislation allow some banking 
organizations to maintain full-service commercial 
banks in more than one state. Second, the Garn-
St Germain Depository Institutions Act of 1982 
allows banks and savings and loan associations 
to acquire failing institutions across state lines. 
Third, and perhaps more importantly, the 4(c)8 
provisions of the Bank Holding Company Act 
allow bank holding companies to establish or 
acquire nonbank subsidiaries that are not subject 
to the prohibitions on interstate banking. And 
fourth, other nonbank subsidiaries may establish 
offices across state lines, i.e. loan production 
offices and Edge Act corporations, allowing their 
parent organization to provide financial services 
on an interstate basis. 

In addition, the BHC Act allows bank holding 
companies to acquire or establish banking sub-
sidiaries in states which explicitly permit such 
entry. This article wil l describe various ways in 
which bank holding companies provide interstate 
financial services and will inventory their activities 
on a state-by-state basis. This should give us 
some idea of the extent to which bank holding 
companies are actively supplying interstate fi-
nancial services. The numbers presented in this 
inventory represent the best available information 
but may not include all activities or offices. 
Therefore, the figures represent activities and 
offices documented by ourinventory and should 
be viewed as a minimum. 

Grandfathered Interstate Banking 
Legislation and regulation tend to follow " , 

actual events in the marketplace. This is especially m ' ) 
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Table 1 . Foreign and Domestic Bank Holding Companies With Subsidiary Banks In More Than One 
State 

Number States In Which 
Bank Holding Company Home State of States Banks Are Located 

First Interstate Bancorporation CA 11 AZ, CA, CO, ID, MT, NM, OR, 
NV, WA WY, UT 

First Bank System, Ine MN 5 MN, MT, ND, SD, Wl 
Northwest Bancorporation MN 7 IA, MN, MT, NE, ND, SD, Wl 
Otto Bremer Foundation MN 3 MN, ND, Wl 
Financial General Bancshares, Ine DC 5 DC, MD, NY, TN, VA 
General Bancshares Corporation MO 3 IL, MO TN 
First Security Corporation UT 3 ID, WY, UT 
Citicorp NY 3 DE, NY, SD 
Bank of Montreal* NY 2 CA, NY 
Canadian Imperial Bank of Commerce* NY 2 CA, NY 
The Bank of Tokyo, Ltd* CA 2 CA, NY 
Barclays Bank Limited* NY 2 CA, NY 
The Sumitomo Bank, l td* CA 2 CA, HI 
The Royal Bank of Canada* NY 2 NY, PR 
Banco Central, S A * NY 2 NY, PR 
J.P. Morgan & Company NY 2 DE, NY 
The Girard Company PA 2 DE, PA 
NCNB Corporation NC 2 FL, NC 
Chase Manhattan Corporation NY 2 DE, NY 
Provident National Corporation PA 2 DE, PA 
Northern Trust Corporation IL 2 FL, IL 
Maryland National Corporation MD 2 DE, MD 
Philadelphia National Corporation PA 2 DE, PA 
First Maryland Bancorp MD 2 DE, MD 
Equitable Bancorporation MD 2 DE, MD 
Chemical New York Corporation NY 2 DE, NY 
Manufacturers Hanover Corporation NY 2 DE, NY 
Pittsburg National Corporation PA 2 DE, PA 

> 

A 
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e 

Source: Federal Reserve Board as of 12/31/82 
•Foreign banking organizations 

true in banking. Market participants first become 
creative in terms of supplying financial services, 
and then legislators and regulators react to the 
evolving market circumstance. Reacting to 
changing market conditions means that legis-
lators are constantly faced with restricting given 
activities after innovative organizations have 
engaged in the activity. In some cases it would 
be detrimental or impossible to require the 
organization to cease the activity even though a 

* general prohibit ion is deemed desirable. In such 
„ cases, one equitable approach is to allow the 

innovative organization to continue but not 
expand the activity in question. Such a clause is 
then written into the legislation and is termed a 
"grandfather provision." A number of domestic 

fc and international banking organizations enjoy 

such grandfather provisions with respect to 
prohibitions on interstate banking. 

We were able to identify 21 domestic bank 
holding companies that controlled banking 
subsidiaries in more than one state. One of these 
organizations controlled banking subsidiaries in 
11 states, one had banking subsidiaries in seven 
states, two had subs in five states, four had 
banking subsidiaries in three states and the 
remainder were represented in only two states 
(Table 1). In total these 21 banking organizations 
control 138 banks and 1,369 branch offices in 22 
states. This means that almost half of our states 
house banks controlled by out-of-state holding 
companies. 

In addition to domestic holding companies 
controlling interstate banks, seven international 
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Table 2. Foreign Banking Organizations Controlling Interstate Offices 

State 

California 
District of 
Columbia 

Florida 
Georgia 
Hawaii 
Illinois 
Louisiana 
Massachusetts 
New York 
Oregon 
Pennsylvania 
Texas 
Washington 

Number of Foreign 
Banking Organizations 
Controlling Interstate 

Offices by State 
of Residence 

Number and Type of Interstate Office 
Locations by Type of Office 

Banks Branches Edge Acts Agencies 

Total Number of 
Interstate Offices 

Controlled by Foreign 
Banking Organizations 
Headquartered Outside 

the State 

26 8 2 2 63 75 

- - 1 — — 1 
1 — — 6 22 28 

— — — - 10 10 
— 1 — — 2 3 
1 1 36 3 - 40 

— — — — 1 1 
1 — 4 — — 4 

58 3 37 2 18 60 
— — 7 - — 7 
— — 6 — — 6 
— — — 9 — 9 
— — 10 - - 10 

103* 13 103 22 116 254 

*16 of these organizations that have offices in more than one state are international 
organizations having no resident state—i.e. agency offices of international banks 

Source- Federal Reserve Bank of New York, as of 6-30-82. 

banking organizations control banks in more 
than a single state. Table 1 identifies and locates 
these organizations. Prior to the Bank Holding 
Company Act of 1956, international organi-
zations could establish banks in more than 
one state. Following 1956, however, any inter-
national organization controlling more than one 
U.S. bank fell under the Holding Company Act 
and became subject to the Douglas Amendment. 
Grandfather provisions allowed these organiza-
tions to continue their interstate system but 
restricted the organization from expanding 
outside its declared home state. In total, seven 
international bank holding companies control 
seven banks in states other than the state in 
which they are based. Of the seven foreign 
holding companies controlling banks in more 
than one state, five declared New York as their 
state of residence and two declared California 
(Table 2). 

Fifty-three international banks have interstate 
branches, 25 of which are home officed in New 
York and 24 in California As Table 2 shows, 71 
percent of their interstate branches (73 in 
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number) are located in either New York or 
Illinois. As would be expected, most of the 
interstate branches of foreign banks are located 
in our larger cities and trade centers. These 
organizations then have established an interstate i 

presence of full service banks in some of our „ , 
most attractive markets. 

In addition to the 103 interstate branches * 
established by foreign banks, they have established 
116 interstate agency offices and 22 interstate * 
Edge Act offices. This brings the total number of 
interstate offices of foreign banks and holding 
companies to 254 (Table 2). v ' 

The door to interstate banking is not completely 
closed. The Douglas Amendment allows bank t{ 
holding companies to acquire banks on an „ 
interstate basis if the target state passes legislation 
that specifically allows out-of-state holding" , 
companies to acquire instate banks. To date, five 
states have passed such legislation.1 Two other 

I 
'Utah passed reciprocal legislation in 1981 but repealed same in 1983. e 
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Table 3. Interstate Savings and Loan Associat ions and Their Geographic Coverage 
(March 7, 1983) 

Parent Home Off ice Locat ions Interstate Locat ions 

1. Northeast Savings, F A 
2. City FS & LN 
3. Empire of America, FSA 
4. Carteret S&LA FA 
5. Perpetual American FS&LA 
6. Home Savings of Amer ica 

FS & Los Angeles 
7. Glendale FS&LA 
8. First Nat ionwide Savings 

FS & LA 
9. California FS & LA 

10. World S&LA A FS&LA 
11. First FS&LA of Arizona 
12. Bay Savings Bank 
13. National Permanent FS&LA 
14. First FS&LA of 

Puerto Rico 
15. Charter FS&LA 
16. Equitable FS&LA 
17. Union FS&LA of Evansville 
18. Farm and Home SA 
19. Mounta inwest S&L 
20. The Benj Franklin FS&LA 

Source: Federal Home Loan Bank Board 

states, Delaware and South Dakota, allow entry 
through limited purpose banks, and both have 
actually experienced entry by out-of-state 
holding companies. In addition, Iowa, Illinois, 
and Florida allow expansion by out-of-state 
banking organizations that operate banks or trust 
companies under grandfather provisions. 

Al though interstate deposi t - tak ing is pro-
hibited, many interstate banking services exist, 
and more could deve lop in the fu ture even 
wi thout changes in the federal laws proh ib ing 
interstate banking. Three recent avenues for 
establishing an interstate banking presence 
or posi t ion are through the purchase of up to 
5 percent of vot ing stock, preferred con-
vertible stock,and franchise agreements among 
banks. 

The Bank Holding Company Act specifies that 
it "shall be unlawful, except with the prior 
approval of the Board, . . . for any bank holding 
company to acquire directly or indirectly owner-
shipor control of any voting shares of any bank, if 
after such acquisition, such company will directly 
or indirectly own or control more than 5 per 

CT CT, M A NY 
NJ NJ, FL 
Ml MI, FL, NY, TX 
NJ NJ, FL 
VA VA DC, MD 
CA CA, FL, IL MO, TX 

CA CA, FL 
CA CA, NY, FL 

CA CA, G A FL, NV 
CA CA, KS, CO 
AZ AZ, TX 
MI MI, VA 
DC DC, MD 
PR PR, VI 

GA GA, AL 
MD MD, DC 
IN IN, KY 

MO MO, TX 
UT UT, WY 
OR OR, ID, W A UT 

cent of the voting shares of such bank, "2 

This clause leaves the door open for bank 
holding companies to acquire up to 5 percent of 
the voting shares of a bank without Board 
approval. As a result, some bank holding companies 
have taken the opportunity to invest in banks 
across state lines, establishing associations of 
banks that may work together for their common 
benefit. These investments have taken the form 
of 4.9 percent voting stock ownership, nonvoting 
preferred stock that automatically converts to 
voting stock should the prohibit ion on interstate 
banking be removed, or simple franchise agree-
ment among banks. 

Whatever the path, the result is a potential 
interstate network of banks large enough and 
geographically dispersed enough to offer products 
and services no one bank may have been 
capable of offering separately. These formal and 
informal agreements represent a form of geographic 

'Sect ion 3(a) Bank Holding Company Act of 1956. 
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positioning for the day when interstate powers 
are granted. Texas Commerce Bankshares, for 
example, has investments in banks in Wyoming, 
Colorado, Arizona, Oklahoma and Louisiana.3 

While no comprehensive list of these investments 
and agreements was available, we are aware of 
these methods to establish an interstate presence. 
To date the Federal Reserve Board has approved 
two preferred stock deals, has disapproved one 
which is being restructured and has at least 
seven others pending. 

The Bank Holding Company Act does not 
prohibit individuals from acquiring more than 
one bank. Neither does it require individuals to 
file an application with the Board regarding the 
acquisition of bank stock either within a given 
state or on an interstate basis.4 We know that 
interstate banking groups controlled by individuals 
exist, but we have no accurate measure of the 
number of these groups or the number and 
geographic dispersion of the banks involved. To 
this extent, our inventory again is understated. 

Another avenue for interstate expansion was 
opened by the emergency provisions of the 
Depository Institutions Act of 1982 allowingout-
of-state organizations to acquire troubled banks 
and insured mutual savings banks under certain 
circumstances.5 Although these provisions have 
not been used to allow interstate bank acquisitions 
to date, they do provide an avenue for interstate 
expansion.6 The Federal Home Loan Bank Board 
began allowing interstate mergers of savings and 
loans in 1981, allowing only four that year. In 
1982, however, 16 such mergers were allowed 
and today 29 interstate savings and loan systems 
exist (Table 3). Although these cases are limited, 
the provisions of the Gam-St Germain Depository 
Institutions Act and the fact that the Federal 
Home Loan Bank Board is actively allowing S&Ls 
to merge across state lines indicates increasing 
pressure for further relaxation of the prohibit ion 
on interstate banking. 

Commercial banks are the only financial 
services suppliers effectively constrained geo-
graphically today, and even these constraints do 

Map 1 
Resident State of Bank Holding Companies Controll ing 

Interstate 4(c)8 Subsidiaries 

Total: 139 >» 

not apply to all commercial banks under all 
conditions. The fact that a commercial banking 
organization in one state may acquire a failing 
institution in another state inevitably wil l result 
in commercial banks facing competit ion from 
interstate banking organizations.7 Because of the 
criteria for such acquisitions, the degree of 
competit ion may be limited at first; yet as the 
failing institution recovers and takes advantage 
of its association with an interstate parent, local 
bank competitors will resent such relationships. 
Geographically constrained banking organizations 
will feel that a two way competit ive street is 
necessary. As the number of such acquisitions 
across state lines increases, support for repeal of 
interstate bank prohibitions will also increase. 
The emergency provisions of the Depository 

3United States Banker, January 1983, p. 15. 
"See "Change in Bank Control Act," Title VI of the Financial Institutions 

Regulatory and Interest Rate Control Act of 1978. 
5See footnote 1. 
6The Depository Institution Act of 1982 allows closed insured commercial 
banks with assets of $500 million or more and insured mutual savings 
banks with assets of $500 million or more and in danger of failing to be 
acquired by an out-of-state bank or bank holding company with priority 
given in the following order acquisition of similar institutions in the same 

state; acquistion by same type of institution in different states; acqusition by 
different types of institutions in the same state; and acquisition by 
different types of institutions in different states. 

'The degree of interstate expansion through the emergency provisions 
will be limited by the requirement that the failing institution must have at 
least $500 million in assets It may be possible, however, for a number of 
weak institutions to be consolidated in order to meet this requirement 
An organization in Tennessee is currently attempting such a consolidation. 

"Section 2(c) of the Bank Holding Company Act of 1956. 
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Institutions Act of 1982 may in fact be unlocking 
the door to full interstate banking. 

Given the number of interstate banking organi-
zations, the extent of their geographic coverage, 
the other unmeasured forms of interstate banking, 
and the potential avenues for still further expansion, 
the actual extent of interstate banking is probably 
far greater than might be assumed given the laws 
prohibiting it. 

Nonbank Subsidiaries 
, * For purposes of the Bank Holding Company 

Act, a bank is defined as " . . . any institution . . . 
which (1) accepts deposits that the depositor 
has a legal right to withdraw on demand, and (2) 
engages in the business of making commercial 
loans."8 Therefore an organization that offers 
both demand deposits and commercial loans 
may be defined as a commercial bank, and, 

Í* hence, would fall under the interstate banking 
restrictions. The laws prohibiting interstate banking 
limit the ability of a formal banking organization 
to offer both demand deposits and commercial 
loans at a single location in more than one state. 

• * But by separating the demand deposit and 
commercial lending functions it is possible for 
banking organizations to circumvent the interstate 

^ restrictions and provide interstate financial serv-
ices. Indeed, nothing prevents a commercial 
bank in one state from advertising and accepting 
demand deposits or savings deposits from 
consumers in another state. Many large com-

. . mercial banks aggressively sell large certificate of 
deposits on an interstate basis. They employ 
calling officers to seek out major accounts 
nationwide, and they market their credit cards 
nationwide. In addition, commercial banks are 
offering such financial services as cash manage-
ment, electronic funds transfer accounts, loan 

' p a r t i c i p a t i o n s and a variety of correspondent 
banking services that know no state boundary. 
These are all examples of services offered across 
state lines that do not require the bank to 
establish a physical presence. 

By separating the demand deposits and 
, . commercial lending functions, however, a banking 

organization can establish a physical presence 
• across state lines. One way for bank holding 

companies to accomplish this is through the 
creation or acquisition of nonbank subsidiaries. 
The nonbank subsidiaries do not constitute a 
commercial bank and, hence, are free to open 

1 »5 offices on an interstate basis. National banks 

FEDERAL RESERVE BANK OF ATLANTA 

may undertake a number of the same 4(c)8 type 
activities allowed to bank holding companies 
(Table 4). For the most part, however, these 
activities are constrained to the state in which 
the parent bank is located. 

Identifying Interstate 4(c)8 Offices 
With the assistance of the eleven other 

Federal Reserve District Banks, we were able to 
piece together a composite picture of holding 
companies throughout the nation that controlled 
interstate 4(c)8 subsidiaries and the number of 
interstate offices each controlled. Although an 
application is required prior to a 4(c)8 subsidiary 
opening a new office, no consolidated records 
were available. Each District Federal Reserve 
Bank compiled a list of holding companies with 
interstate 4(c)8 offices and provided the office 
locations on a state-by-state basis. In a few 
instances it was necessary to contact holding 
companies directly to obtain the desired infor-
mation. This article presents the best information 
available on 4(c)8 interstate activity, but the data 
may not be 100 percent inclusive. The numbers 
represent an actual count of those institutions 
and office locations of those institutions we 
identified as being involved in 4(c)8 services on 
an interstate basis. Therefore, the numbers may 
understate the extent of interstate activity. 

In total there are 3,201 one-bank holding 
companies and 430 multibank holding companies 
in the United States (Table 5). Of the 3,631 
holding companies capable of establishing or 
acquiring interstate offices of 4(c)8 subsidiaries, 
only 1 39 or approximately four percent elected 
to do so. Of those 139, 68 were one-bank and 71 
were multibank holding companies. One common 
characteristic of holding companies electing to 
go interstate through their 4(c)8 subsidiares was 
their absolute size. Of the 50 largest banking 
organizations in the country, 42 have interstate 
4(c)8 subsidiaries. Of the 100 largest banking 
organizations, 70 have 4(c)8 subsidiaries that 
control interstate offices; of the top 1 50 organi-
zations, 102 have interstate 4(c)8 subsidiaries. 
Therefore, as a generalization, large bank holding 
companies are the most likely to provide interstate 
financial services through offices of their 4(c)8 
subsidiaries. They are also the organizations 
most likely to undertake interstate banking if or 
when the prohibitions are lifted. 

Table 5 also indicates that these 139 holding 
companies control 382 4(c)8 subsidiaries which 
collectively have at least 5,500 offices outside 

9 
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Allowable Nonbank Activities 

The Bank Holding Company Act of 1956 as amended 
in 1970 defines a bank holding company as"—any 
company which has control over any bank or over any 
company that is or becomes a bank holding company 
by virtue of this Act." The term company includes all 
legal entities except individuals—that is corporations 
partnerships, trusts or associations. Individuals are 
excluded and consequently may own any number of 
banks or other financial institutions in any number of 
states without coming under the provisions of the act. 
For purposes of the act, the term "control" was 
defined as controll ing directly or indirectly 25 percent 
or more of any class of voting securities of the bank or 
company, or controll ing the election of a majority of 
directors or trustees of the bank or company, or the 
Board of Governors of the Federal Reserve System 
determines that the company directly or indirectly 
exercises a controll ing influence over the manage-
ment or policies of the bank or company.9 This latter 
provision gives the Board of Governors wide latitude 
in determining what constitutes control, and hence, 
what is or is not a holding company. 

Section 4(c)8 of the Bank Holding Company Act 
states the criteria the Board must apply before allowing 
bank holding companies to engage in certain nonbank 
activities. Some of those nonbank activities are pro-
hibited to individual banks but the majority are activities 
in which nationally chartered banks may engage.10 

Under 4(c)8, a bank holding company may be exempted 
from the general prohibition against acquiring or 
establishing nonbank activities and al lowed to ac-
quire. 

"shares of any company the activity of which 
the Board after due notice and opportunity for 
hearing has determined (by order or regulation) 
to be so closely related to banking or man-
aging or controlling banks as to be a proper 
incident thereto. In determining whether a 
particular activity is a proper incident to banking 
or managing or controll ing banks the Board 
shall consider whether its performance by an 
affiliate of a holding company can reasonably 
be expected to produce benefits to the public, 
such as greater convenience, increased com-
petition or gains in efficiency, that outweigh 
possible adverse effects such as undue concen-
tration of resources, decreased or unfair com-
petition, conflicts of interest, or unsound banking 
practices." 

To be considered a permissible nonbank activity for 
bank holding companies, the activity must pass two 

tests. First, it must be closely related to the activities 
in which banks engage. This is a rather vague criterion 
in light of the "incidental powers" accorded banks 
through Section 8 of the National Bank Act of 1864 
which states that banks may "exerc ise. . . all such 
incidental powers as shall be necessary to carry on 
the business of banking.. ." . Given this vagueness it is 
not surprising that the Board of Governors has no 
published statement of the criteria it uses to determine 
activities closely related to banking. Researchers 
have observed, however that the Board has approved 
activities in which banks have historically engaged, or 
activities complementing services normally provided by 
banks or activities in which banks clearly possess 
technical skills.11 If the activity satisfies at least one of 
these criteria, it may be proclaimed a permissible 
activity if it also passes the second test: that providing 
the service through a nonbank subsidiary may reason-
ably be expected to produce net public benefits. 

The Board may approve a nonbank activity either by 
order or by regulation—adding the activity to the "laundry 
list" of approved activités as set forth in Regulation Y, 
Section 4(c)8. If the activity is approved by order, then 
every future applicant wishing to undertake that ac-
tivitiy must justify the activity to the Board. Effectively, 
this amounts to a case-by-case review and opinion. 
On the other hand, if the activity is approved and 
added to approved activities listed in the regulation, a 
future applicant need not justify the activity and an 
application may be approved under delegated authority 
at the Reserve Bank level if all other conditions for 
delegated authority are met. 

To date, the Board has approved and added to the 
"laundry list" 17 activities in which bank holding com-
panies may engage by either establishing de novo 
nonbank subsidiaries or acquiring nonbank subsidiaries 
The approved activities are set forth in Table 4. 

Through an application process one bank and multi-
bank holding companies may gain approval to es-
tablish a nonbank subsidiary to engage in any or a 
combination of activities. By definition, a nonbank 
subsidiary is not a bank and, hence, does not fall 
under regulations or laws that apply only to banks. 
The nonbank entities are, therefore, capable of un-
restricted geographic expansion both intrastate and 
interstate.12 Since the vast majority of the approved 
nonbank activities are activities in which banks may 
engage, i.e. "activities which are closely related to 
banking or managing or controll ing banks. . . " , the 
4(c)8 provisions effectively allow bank holding com-
panies to provide financial services similar to those 
provided by banks but on an interstate basia 

9See Statutory Appendix to Regulation Y. 
,0See Dale S. Drum, "Nonbanking Activities of Bank Holding Companies 

Economic Perspective, Federal Reserve Bank of Chicago March/April, 
1977. 

" S e e for example, Harvey Rosenblum, "Bank Holding Companies: An 
Overview" Business Conditions, Federal Reserve Bank of Chicago. 

August, 1973; or Samuel H. Talley: "Developments in the Bank Holding 
Company Movement", Proceedings of a Conference on Bank Structure 
and Competition, 1972, Federal Reserve Bank of Chicago. 

2 ln two cases, bank holding companies have received approval to acquire 
troubled S&Ls with the condition that bank branching laws would apply 
to the acquired S&Ls. 
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4 Table 4. Permissible Nonbank Activities for Bank Holding Companies Under Section 4(c)8 of Regulation Y 
February, 1983 

Activities permitted 
by regulation 

Activities permitted 
by order 

Activities denied 
by the Board 

1. Extensions of credi t2 

Mortgage banking 
Finance companies: 
consumer, sales, and 
commercial 

Credit cards 
Factoring 

2. Industrial bank, Morris 
Plan bank, industrial loan 
company 

3. Servicing loans and other 
extensions of credi t2 

4. Trust company 2 

5. Investment or financial 
advising2 

6. Full-payout leasing of 
personal or real property 

7. Investments in community 
welfare projects2 

8. Providing bookkeeping 
or data processing 
services2 

9. Acting as insurance agent 
or broker primarily in 
connection with credit 
extensions2 

10. Underwriting credit life, 
accident and health 
insurance 

11. Providing courier services2 

12. Management consulting for 
all depository institutions 

13. Sale at retail of money 
orders with a face value of 
not more than $1000, 
travelers checks and 
savings bonds1- 2 

14. Performing appraisals of 
real estate1 

15. Issuance and sale of 
travelers checks1 

1. Issuance and sale of travelers 
checks 2- 6 

2. Buying and sell ing gold and silver 
bullion and silver coin 2- 4 

3. Issuing money orders and general-
purpose variable denominated 
payment instruments1- 2- 4 

4. Futures commission merchant to 
cover gold and silver bullion and 
coins1- 2 

5. Underwrit ing cetain federal, state 
and municipal securities1- 2 

6. Check verification1- 2- 4 

7. Financial advice to consumers1- 2 

8. Issuance of small denomination debt 
instruments1 

9. Arranging for equity f inancing of real 
estate1 

10. Acting as futures commissions 
merchant1 

11. Discount brokerage1 

12. Operating a distressed savings and 
loan association1 

13. Operating an Article XII Investment 
Co. 1 

14. Executing foreign banking unsolicited 
purchases and sales of securities 

15. Engaging in commercial banking 
activities abroad through a limited 
purpose Delaware bank1 

16. Performing appraisal of real estate 
and real estate advisor and real 
estate brokerage on nonresidential 
properties.1 

17. Operating a Pool Reserve Plan for 
loss reserves of banks for loans to 
small businesses1 

18. Operating a thrift institution in Rhode 
Island 

19. Operating a guarantee savings bank 
in New Hampshire1 

20. Offering informational advice and 
transactional services for foreign1 

exchange services 
'Added to list since January 1, 1975. 
'Activities permissible to national banks. 
3Board orders found these activities closely related to banking but denied proposed 
acquisitions as part of its "go slow" policy. 

•"To be decided on a case-by-case basis 
5Operating a thrift institution has been permitted by order in Rhode Island, Ohio, New 
Hampshire and California 

Subsequent ly permitted by regulation. 
Source: Federal Reserve Board 

1. Insurance premium funding 
(combined sales of mutual 
funds and insurance) 

2. Underwrit ing life insurance 
not related to credit 
extension 

3. Sale of level-term credit life 
4. Real estate brokerage 

(residential) 
5. Armored car 
6. Land development 
7. Real estate syndication 
8. General management 

consulting 
9. Property management 

10. Computer output microfilm 
services 

11. Underwriting mortgage 
guaranty insurance3 

12. Operating a savings and loan 
association1- 5 

13. Operating a travel 
agency1 - 2 

14. Underwrit ing property and 
casualty insurance1 

15. Underwrit ing home loan life 
mortgage insurance1 

16. Investment note issue with 
transactional character-
istics1 

17. Real estate advisory 
services1 
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Map 2 
Number of Interstate Subsidiaries of Holding Companies 

Home Officed in the State 

Map 3 
Total Number of Offices: All 4(c)8 Subsidiaries 

Total: 382 Total: 5,500 

the state in which the parent holding company 
resides. Map 1 indicates that 56 of these holding 
companies (41 percent of the total) with interstate 
4(c)8 subsidiaries reside in 10 northeastern 
states (Maine, New York, Massachusetts, Rhode 
Island, Connecticut, Pennsylvania, New Jersey, 
Delaware, Maryland and Virginia). The highest 
concentration of holding companies controlling 
4(c)8 subsidiaries with interstate offices is in the 
northeastern portion of the nation. 

Map2 shows the numberof 4(c)8 subsidiaries 
controlled by holding companies home officed 
in a given state. In total the 139 holding 
companies control 382 4(c)8 subsidiaries with 
interstate offices. Approximately fifty percent of 
the 4(c)8 subsidiaries (191) have parent holding 
companies that reside in the Northeast, specifi-
cally the northeastern coastal states from Virginia 
to Maine plus Pennsylvania (Maine, New York, 
Massachusetts, Rhode Island, Connect icut, 
Pennsylvania, New Jersey, Delaware, Maryland 
and Virginia). And as Map 3 shows, these 191 
subsidiaries controlled better than 64 percent 
(3,472) of all interstate 4(c)8 offices. Therefore, 
the vast majority of holding companies controlling 
4(c)8 subsidiaries with interstate offices are 

based in the Northeast. In fact, New York and 
Pennsylvania alone accounted for 22 percent 
(30) of all holding companies with interstate 
4(c)8 subsidiaries. Holding companies in those 
two states controlled 124 separate interstate 
subsidiaries, 33 percent of the total, and 1,874 
(34 percent) of the total interstate offices. This is 
not surprising given the number of large holding 
companies in this area. If interstate positioning 
through 4(c)8 subsidiaries is any indication, large 
organizations, especially those in the Northeast, 
are the most likely to become active in interstate 
banking if and when the laws permit. 

Types of Financial Services Provided 
A nonbank subsidiary may provide more than 

one 4(c)8 activity at a given location. For 
instance, a nonbank subsidiary primarily engaged 
in consumer finance activity may also provide 
c red i t l i fe insurance and Leasing act iv i t ies. 
Therefore, there is a difference between the 
number of 4(c)8 services provided and the 
number of 4(c)8 subsidiaries and the number of 
offices of 4(c)8 subsidiaries. Table 6 summarizes 
the number of 4(c)8 activities provided through 
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Table 5. Bank Holding Companies, Number with Interstate 4(c)8 Subsidiaries' 
and Offices of Interstate 4(c)8 Subsidiaries by State 

Interstate Companies 
Total Number of 

Home State of Holding Companies Number of Number of Number of 
Holding Company Home Officed in State Holding Companies Subsidiaries Offices 

One- Multi 
Bank Bank Total 

Alabama 16 9 25 4 5 12 
Alaska 3 1 4 — — — 

Arizona 5 0 5 0 — — 

Arkansas 47 2 49 1 1 1 
California 42 6 48 5 28 636 
Colorado 104 22 126 1 1 1 
Connecticut 7 3 10 2 5 13 
DC. 7 3 10 — — — 

Delaware 12 1 13 1 3 1,171 
Florida 48 29 77 3 4 50 
Georgia 49 22 71 4 7 157 
Hawaii 3 0 3 — — — 

Idaho 6 1 7 1 1 2 
Illinois 316 7 323 5 24 70 
Indiana 66 1 67 3 11 38 
Iowa 268 16 284 2 2 3 
Kansas 323 8 331 2 2 2 
Kentucky 43 1 44 1 1 5 
Louisiana 47 1 48 — — — 

Maine 2 4 6 1 1 1 
Maryland 3 4 7 6 18 102 
Massachusetts 14 13 27 4 10 34 
Michigan 18 24 42 1 3 6 
Minnesota 286 15 301 3 21 585 
Mississippi 26 0 26 1 1 2 
Missouri 175 40 215 7 7 7 
Montana 34 7 41 — — — 

Nebraska 283 0 283 2 2 2 
Nevada 2 0 2 — — — 

New Hampshire 6 4 10 — — — 

New Jersey 8 11 19 4 7 17 
New Mexico 19 4 23 — — — 

New York 19 11 30 19 96 1,593 
North Carolina 9 1 10 4 9 226 
North Dakota 51 4 55 — — — 

Oklahoma 250 6 256 1 1 1 
Ohio 16 17 33 11 12 12 
Oregon 3 5 8 2 8 27 
Pennsylvania 32 3 35 11 28 283 
Rhode Island 11 0 11 3 16 167 
South Carolina 5 0 5 3 7 86 
South Dakota 41 4 45 — — — 

Tennessee 40 10 50 6 8 14 
Texas 283 59 342 2 2 2 
Utah 17 5 22 2 10 37 
Vermont 4 1 5 — — — 

Virginia 5 9 14 5 7 86 
Washington 7 1 8 4 10 42 
West Virgina 9 1 10 — — — 

Wisconsin 82 28 110 2 3 7 
Wyoming 29 6 35 — — — 

TOTAL 3,201 430 3,631 139 382 5,500 

Source: Federal Reserve Board Data Base as of December 31, 1981 

Note: Data on holding companies with interstate subsidiaries is based on data from the District Federal Reserve Banks 
except in the 11 th and 12th Federal Reserve Districts where we contacted the holding companies. This data 
based on December 31, 1981, figures, is a snapshot of a constantly changing situation and is not intended as an 
exhaustive listing. 

FEDERAL RESERVE BANK OF ATLANTA 13 

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

May 1983



interstate offices of nonbank subsidiaries by 
section of the country. At least 4,613 offices of 
nonbank subsidiaries of out-of-state bank holding 
companies provide consumer finance services, 
by far the most popular type of interstate 4(c)8 
activity for bank holding companies to engage in. 
The second most popular is the insurance 
agency activity (provided through 2,440 offices), 
fol lowed by underwriting credit life (1,118 
offices), servicing loans (1,995 offices), mortgage 
banking (623 offices) and leasing (580 offices).13 

Interstate offices that provide check verification, 
audit services, and credit cards are the least 
popular. Although these services are provided 
on an interstate basis, they don't require perma-
nent physical presence. 

The geographic distribution of these services is 
interesting. The South Atlantic (Census Region) 
states lead the nation in the number of activities 
provided through nonbank subsidiaries belonging 
to out-of-state holding companies. These South 
Atlantic states house 1,327 offices of out-of-state 
holding companies providing consumer finance 
services, 214 offices offering mortgage banking 
and 21 offices offering trust services. The Pacific 
states are the second most popular target for 
most 4(c)8 activities, but these states house 
less than half the number of activities provided 
through offices in the South Atlantic region. 
Quite obviously, a region's size plays a part in 
these statistics, but generally the primary targets 
for 4(c)8 activities appear to be the faster 
growing states with substantial populations. In 
terms of total number of activities offered 
through nonbank subsidiaries of out-of-state 
holding companies, California leads the way with 
907, followed by Florida with 824, North Carolina 
with 769, Pennsylvania with 640, Ohio with 614, 
South Carolina with 558, Georgia with 557 and 
Texas with 542. The remaining 42 states house 
approximately the same number of activities 
offered through offices of nonbank subsidiaries 
of out-of-state holding companies as the total 
offered in these 8 states. 

Interstate Offices by Primary Activity 
As noted above, more than one 4(c)8 activity 

may be provided through a single subsidiary 
office. Many activities are low profile and 

normally provide a complementary service to 
some other 4(c)8 activity. For example, as Table 
6 indicates, the insurance agent activity is 
provided at 2,440 locations, although the interstate 
offices of 4(c)8 subsidiaries primarily engaged in 
this activity number only 40. The same is true for 
underwriting credit life insurance; while credit 
life insurance is provided at 1,118 offices of 
4(c)8 subsidiaries, only 56 are primarily engaged 
in this activity. Therefore, to assess the geographic 
extent to which bank holding companies are 
establishing a physical presence on an interstate 
basis, one should focus on the number of 4(c)8 
offices by primary activity. A table detailing the 
number of these offices by primary activity and 
by region is available from the Atlanta Fed. 

At least 5,500 offices of 4(c)8 subsidiaries are 
located outside the state in which the parent 
company resides. Four of the primary activities 
are what may be considered high profile activities: 
finance company, mortgage banking, industrial 
banking and trust services. While offices of some 
of the other primary activities establish the 
holding company's presence in an area, they are 
less visible to the public. In addition, these four 
highly visible activités accounted for5,189 of the 
interstate 4(c) 8 offices, or95 percent of the total. 
Finance companies dominate as the most popular 
type of primary 4(c)8 activity. In total, subsidiaries 
of bank holding companies control 4,442 finance 
company offices outside the state in which the 
parent company resides. This one activity accounts 
for better than 80 percent of all interstate 4(c)8 
offices. 

A look at the geographic distribution of 
interstate offices of 4(c)8 subsidiaries may 
indicate which states or areas of the country will 
be the primary targets for interstate expansion if 
the prohibit ion on interstate banking is lifted. 
Map 3 shows by state the number of 4(c)8 
offices controlled by out-of-state holding com-
panies. In terms of total office locations, California 
has attracted more activity than any other state 
with 521 offices. Florida is a distant second with 
372 offices, closely fol lowed by North Carolina 
(367), Pennsylvania (320), Ohio (310) and Texas 
(289).14 Five southeastern Atlantic coast states 
have attracted a good deal of the attention of 
out-of-state holding companies—Virginia, North 

,3Any location at which a customer may obtain credit life insurance which 
is reinsured by a holding company subsidiary is included in the 1,118 
offices providing underwriting credit life. 

' 'Pennsylvania has very attractive usury laws which may explain at least in 
part the degree of nonbank entry. 
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Table 6. Interstate Nonbank Subsidiaries: Location of Activities by Region 

i ? $ i f 
$ # i i l i / 

/ / # / / c f i 0 / 

/ / / / 4 § $ $ 1 
TYPE OF ACTIVITY # ^ * ^ ^ ^ TOTAL 

Mortgage Banking 19 27 214 47 61 74 32 80 69 623 

Finance Company 149 536 1,327 466 389 565 208 652 321 4,613 

Credit Cards 0 0 5 0 0 0 1 0 0 6 

Factoring 1 5 10 9 3 3 1 12 4 48 

Industrial Bank 2 0 29 1 1 2 18 23 49 125 

Servicing Loans 47 140 334 83 32 105 45 106 103 995 

Trust Company 0 4 21 0 2 1 13 7 20 68 

Financial Advisor 2 2 29 17 1 17 1 12 11 92 

Leasing 30 86 167 53 14 114 23 49 44 580 

Investment in Community Welfare 0 0 0 0 0 4 0 4 4 12 

Data Processing 2 3 6 4 1 9 16 3 10 54 

Insurance Agent 72 230 836 253 236 251 97 273 192 2,440 

Underwriting Credit Life 21 45 407 106 83 78 65 159 154 1,118 

Management Consulting 0 0 2 3 0 0 1 2 2 10 

Money Orders, Travelers Checks 0 0 113 2 42 12 0 4 4 177 

Check Verification 0 0 2 0 1 0 0 0 0 3 

Audit Services 0 0 0 0 0 0 4 0 1 5 

Total Per Region 345 1,078 3,502 1,044 866 1,235 525 1,386 988 

Total for U.S. 10,969 

Source: Federal Reserve Bank of Atlanta 
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Map 4 
By Major 4(c)8 Activity and N umber of Offices Located 

in each State 
Finance Companies 

Map 5 
By Major4(c)8 Activity and Numberof Offices Located 

in each State 
Mortgage Banking 

Total: 4,442 Total: 584 

Carolina, South Carolina, Georgia and Florida 
Combined, these states constitute a land mass 
half again as large as California but house almost 
three times the number of 4(c)8 offices, 1,447 
offices of out-of-state holding companies (27 
percent of the total). Indeed, these five states 
and Pennsylvania, Ohio, Texas and California 
have been the most attractive for interstate 
expansion through 4(c)8 subsidiaries and, if we 
may use this as any indication, will probably be 
the most attractive targets for interstate bank 
expansion should the prohibit ion be removed. 

Map4 , again, reveals that most interstate 4(c)8 
activity has been consumer finance oriented. 
Over 83 percent of all interstate 4(c)8 offices in 
the nine states mentioned above as attractive 
targets were finance companies. In fact, 93 
percent of all 4(c)8 offices in Pennsylvania are 
finance companies. This may be interpreted as 
evidence that these states would be especially 
attractive for consumer-oriented banks. 

Map 5 shows a more or less consistent pattern 
for mortgage banking offices with the exception 
that Tennessee and Illinois should be added to 
our list of attractive states. 

Footnote 15 lists the number of office locations 
of all 4(c)8 subsidiaries engaged primarily in 
offering trust services.15 Florida is obviously the 
prime target for such activities—again a consumer 
or retail-oriented service. Part of this pattern, 
however, may be due to the relative leniency of 
restrictions that states place on entry via the trust 
route. Florida, for example has no restrictions on 
out-of-state organizations establishing trust com-
panies in the state. 

State laws restricting industrial banks also play 
a part in the geographic distribution of this 4(c)8 
activity.16 Although there is some activity in the 
Carolinas and Georgia, many states prohibit such 
organizations. A number of midwestern and 
western states do allow industrial banks, and that 
is where most such offices are located. 

,5Trust companies (number of offices in each state) - Florida (20), Arizona 
(9), Montana (8), North Dakota (6), South Dakota (4), New York (3), 
Nebraska (2), Pennsylvania (1). Hawaii (1), California (1). Illinois (1), and 
Tennessee (1). 

' Industrial Banks (number of offices in each state) - Colorado (40), North 
Carolina (12), Kansas (12), California (10), Georgia (9), South Carolina (7), 
Washington (8), Utah (20), Hawaii (2), Arizona (10), Nebraska (1), and 
Florida (1). 
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Map 6 
Interstate Loan Production Offices 

Located in each State 

Total: 202 

To the extentthat offices primarily engaged in 
the leasing activity may be used to indicate the 
wholesale banking function, it appears that Cali-
fornia, Texas and Ohio will be prime targets for 
wholesale banking should the laws permit. Each 
of these states houses at least 10 offices of out-
of-state bank holding companies' 4(c)8 subsidiaries. 
North Carolina, Illinois Missouri and Florida also 
would appear to be desirable targets from this 
perspective.17 

Other Nonbank Subsidiaries 
In addition to 4(c)8 subsidiaries, banking 

organizations are permitted to establish loan 
production offices and Edge Act corporations on 
an interstate basis. Loan production offices can 
do little more than a calling officer, but they are 
useful in establishing a wholesale presence in an 
area. Edge Act offices are also aimed at wholesale 
customers but are limited to dealing with 
organizations engaged in international trade. 

"Leasing activities (number of offices in each state) - Texas (11), California 
(10), Ohio (10), Illinois (8), North Carolina (8), New Jersey (5), Missouri (5), 
Florida (5), New York (4), Colorado, Michigan, Kentucky, Tennessee, 

Map 7 
Interstate Edge Act Office Domestic Banking 

Organization 

Source: Federal Reserve Bank of New York 
(As of Oct 1982) Total: 143 

Since regulatory agencies do noi track data on 
loan production offices, it was necessary to 
survey banking organizations directly. Only the 
largest banking organizations are likely to commit 
resources to loan production offices, especially 
in light of the fact that calling officers may 
provide the same services without a physical 
presence in an area. Therefore we surveyed the 
top 200 banking organizations in the country 
and found that they controlled a total of 202 loan 
production offices. 

Table 7 shows the number of banking organi-
zations in each state that have established out-
of-state loan production offices, the number of 
offices established and the number of states in 
which these offices have been placed. Map 6 
shows that California, Illinois, Texas, New York, 
Colorado and Tennessee have attracted more 
loan production offices than other states. 

Following the same logic, Edge Act corporations 
are established in order to follow the geographic 
distribution of one's customers engaged in 
international trade. There are 143 interstate 

Pennsylvania (3 each), Delaware, Washington, Minnesota (2 each), 
Montana, Arizona, New Mexico, Nebraska Louisiana, Georgia, South 
Carolina, Connecticut (1 each). 
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Table 7. Interstate Loan Production Offices 

Parent State 

Number of Organizations 
Establishing Loan 
Production Offices 

a Only 3 LPOs from California are in New York 
b General Bancshares Corporation of S t Louis, MO 

has full service banks in Missouri, Illinois, and 
Tennessee. They have 13 LPOs in Tennessee and 
4 LPOs in Illinois 

c 10 of the 31 are in California 

Number of Interstate 
Loan Production 

Offices Maintained 

Number of States 
Entered by 

LPO's 

California 5 3 6 a 14 
District of Columbia 1 7 7 
Florida 1 1 1 
Illinois 4 31 13 
Kentucky 2 8 7 
Maryland 1 3 3 
Massachusetts 3 14 12 
Michigan 1 1 1 
Minnesota 2 5 5 
Missouri 2 22b 6 
New Jersey 1 2 2 
New York 8 31 c 13 
North Carolina 2 4 2 
Oklahoma 1 1 1 
Pennsylvania 2 4 2 
Rhode Island 2 6 5 
Texas 2 5 3 
Virginia 2 12 5 
Washington 2 9 7 

TOTAL 44 202 34 

Notes: 

Source: FRB— Atlanta Survey of Largest 200 Banking Organizations; data as of December 31, 1982. 

Edge Act offices of domestic organizations 
located in the United States. Map 7 shows their 
geographic distribution. Predictably, states with 
international trade centers have attracted the 
most Edge Act offices. New York attracted the 
largest number, 31, closely fol lowed by Florida 
with 25 offices. California follows with 23, Texas 
with 1 7 and Illinois is a distant fifth with 11 Edge 
Act offices. New York, Florida, California and 
Texas are prime targets for this type of wholesale 
banking. Since only the largest banks may offer 
services needed by international corporations, 
banking organizations in the money centers 
have already located offices to serve these 
needs. For example, New York banks have 
established 15 Edge Act offices in California and 
California organizations have established five 
such offices in New York. Interstate banking 
would allow these organizations to provide little 
more wholesale services than they are providing 
today. 

Summary of Interstate Activity 
Table 8 summarizes by state the number of 

interstate offices of out-of-state banking organi-
zations. The most impressive aspect is the fact 
that domestic banking organizations control at 
least 7,383 interstate offices and, if we include 
interstate offices of foreign banking organizations, 
the total reaches 7,840. This compares to a total 
of 55,440 banking offices in the nation. Almost 
1,500 of the identified interstate offices supply 
all banking services. The remaining offices are 
nonbank subsidiaries offering a more limited 
number of banking type services. The sheer 
number of interstate offices control led by 
holding companies is impressive, given the 
prohibition on interstate banking. 

Holding companies may use a number of 
avenues to serve both interstate retail and 
wholesale customers. The only area in which 
they cannot effectively compete for consumer 
accounts is in the convenience area—providing 
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Table 8. Summary of Interstate Activity 

GRANDFATHERED 

DOMESTIC 

Hold ing- Banks Branches 

Alabama 
Alaska 
Arizona 1 1 161 

Arkansas 
California 
Colorado 1 3 7 

Connect icut 
Delaware 12 12 4 0 

District of Columbia 
Florida 2 2 188 
Georgia 
Hawaii 
Idaho 2 2 107 

Illinois 1 3 4 

Indiana 
Iowa 1 11 5 0 

Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 1 2 3 0 
Massachuset ts 
Michigan 
Minnesota 
Mississippi 
Missour i 
Montana 3 2 5 4 8 
Nebraska 1 5 3 9 
Nevada 1 1 6 6 
New Hampshire 
New Jersey 
New Mexico 1 5 35 
New York 1 2 2 7 
North Carol ina 
North Dakota 3 3 4 110 
Ohio 
Oklahoma 
Oregon 1 1 169 
Pennsylvania 
Rhode Island 
South Carol ina 
South Dakota 3 12 8 0 
Tennessee 2 2 2 7 
Texas 
Utah 1 1 3 5 
Vermont 
Virginia 1 6 6 3 
Washington 1 1 85 
West Virginia 
Wisconsin 3 6 2 2 
Wyoming 2 4 4 

TOTALS 45 141 1,397 

FOREIGN* 

Ho ld ing - Banks 

13 13 

Notes. 
O • These slates allow entry of limited-purpose banks 
O - These states allow expansion of interstate grandfathered banks 
* These columns are not included In total number of oftices 
A Su ot the foreign bank holding companies own only one bank but the bank is located outside 

the home stale ot the loreign banking organization 

FOREIGN BANKS 

Agency Edge Branch 

States-
Wi th 

Reciprocal 
Agreement 

• 

Preferred-
Stock 
Deals 
Fi led 
Wi th 

Board 
1 

He) 8 
Subs 

107 

Loan 
Product ion 

Oft ices 

521 
158 

787 
182 

2 2 6 
10 
2 

3 7 2 
2 5 3 

3 9 

621 
2 7 6 

57 
156 
212 
100 
105 

18 2 3 7 • 156 
3 6 7 

2 3 
3 1 0 

7 6 
8 3 

3 2 0 

331 
3 7 0 
168 
3 2 2 

7 9 
2 7 0 
3 3 5 

159 
2 8 9 

2 2 9 108 
202 
334 

2 2 7 
114 

297 
2 1 9 

116 2 2 103 10 
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brick-and-mortar offices to attract small and 
medium sized consumer accounts. 

On the wholesale side, holding companies are 
providing a wide array of interstate financial 
services, some of which require a physical 
presence but many of which do not. Many of 
these corporate services may be provided 
through nonbank subsidiaries, which are free to 
establish interstate offices. In addition, large 
banking organizations are providing large cor-
porate customers with banking services not 
requiring physical interstate offices. These banking 
organizations appear to be competit ively handi-
capped only in providing certain wholesale 
banking services to medium and especially small 
business customers. These customers still depend 
to a large extent on locally controlled banks.18 

It appears, however, that as t ime goes by more 
and more of the financial services required by 
medium and small businesses wil l be targets for 
large banking organizations supplying these 
services through 4(c)8 provisions. It simply is not 
necessary for a banking organization to maintain 
a facility that both accepts deposits and makes 
loans to be competit ive across state lines. The 
larger holding companies have already established 
their nonbank interstate presence. 

Some of the smaller banking organizations 
having a regional scope are moving quickly to 
establish formal and informal agreements to 
form interstate networks if the interstate prohibi-
tions are removed. Their rationale seems to be a 
perceived need to become large enough to 
compete with the money center banks on an 
equal footing. Although the smaller banking 
organizations make the assumption, the question 
is whether larger banking organizations are 
under any strong pressure to establish a nationwide 
interstate banking network involving brick-and-
mortar offices. The answer must be a modified 
no. 

First, the removal of Regulation Q means that 
banks will be required to pay money market 
rates for a larger proportion of their small and 
medium size deposits. The day of bank deposit 
customers subsidizing banks through low interest 
is over. Take this subsidy away and add in the 

expense of operating distant offices and one 
conclusion is clear: large banks have no great 
incentive to use brick and mortar facilities to 
collect deposits except possibly in the most 
attractive high growth markets. 

From the consumers standpoint the idea of 
interstate networks is also questionable. As 
banks are required to pay money market rates 
for more of their funds, they necessarily will have 
to pass the costs along to consumers through 
direct pricing on services. Since an interstate 
banking network will be expensive to maintain, 
will customers be willing to pay for the marginal 
benefits associated with "unl imi ted" geographic 
access to their accounts? The answer is probably 
"no," given the number of less costly alternatives 
available that do not require an interstate 
network. For these reasons it does not appear 
that the consumer will lead the way to interstate 
banking. Supply in this case will definitely follow 
demand—and little demand exists for this type 
of service. 

Too many avenues allow banking organizations 
to provide interstate financial services on a less 
costly basis to believe that nationwide interstate 
brick-and-mortar expansion is inevitable. 

Interstate bank expansion will occur in the 
absence of the interstate prohibi t ion, but, 
because of the prodigious amount of inter-
state activity already in place, it will evolve 
slowly and will be geographically l imited to the 
more attractive markets. There is some danger 
that small and medium sized banking organiza-
tions might be panicked into building interstate 
banking systems large enough to fend off money 
center banks. In the short run this may create 
some inefficient organizations. Taking a longer 
view, however, market forces wil l correct these 
inefficiencies. The larger money center banks, 
on the other hand, quite obviously will become 
active in the more attractive markets—but are 
unlikely to establish comprehensive nationwide 
interstate networks because they have already 
established themselves through nonbank sub-
sidiaries. 

— D a v i d D. W h i t e h e a d 

,8David Whitehead, "Sixth District Survey of Small Business Credit" 
Economic Review Federal Reserve Bank of Atlanta (April 1982), pp. 42-48. 

Pam Frisbee contributed valuable research assistance in the preparation ot 
this article. The author also wishes to thank the other District Federal 
Reserve Banks for their vital contributions. A longer, more detailed 
version of this study is available from the Information Center, Federal 
Reserve Bank of Atlanta. 
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