
a 
uni 

Regional 
Forces for 
Interstate 
Banking 

With nonbank financial 
conglomerates spreading their 
presence nationwide, interstate 

restrictions on banks may be 
harming the very institutions they 

were designed to protect. 

Market forces are changing the structure of 
banking and the financial service industry.1 Fi-
nancial innovations such as the spread of N O W 
accounts and similar interest bearing transaction 
accounts and the growth of money market funds 
served as catalysts. Together with the thrift in-
dustry crisis, they helped bring on the Monetary 
Control Act of 1980 and the Garn-St Germain 
Depository Institutions Act of 1982. Among other 
things, this legislation finally provided for the 
phaseout of Regulation Q.2 

Similar innovations and market pressures are 
forcing bankers, legislators and regulators to 
reassess the desirability of maintaining geograph-
ical restrictions on intrastate and interstate banking. 
This article dissects these market developments 
and explains why it may not be possible, or 
desirable, to maintain for long the existing limi-
tations on branching and bank holding company 
expansion. It also will look at some of the public 
policy issues that wil l arise as these restrictions 
are re-examined. 

How Banking Organizations 
Erode Interstate Restrictions 

Not withstanding the 1927 McFadden Act 
prohibitions on interstate branching, banking 
organizations were very successful during the 
late 1960s and early 1970s in innovating methods 
to establish physical presences across state lines.3 

Banks have employed loan production offices, 
Edge Act Corporations, corporate calling officers, 
and EFT facilities.4 Larger banks have adopted 

'See for example Kane (1982) or Eisenbeis (1981b). 
2For a description of these Acts see McNeill and Rechter (1980). 
3See for example Eisenbeis (1980), Whitehead (1983), Department of the 1 / 
Treasury (1981), Peter Merrill Associates (1981) and Golembe Associates 
(1979). 

"There are now over 100 shared and proprietary EFT systems that allow a 
customer to obtain cash by drawing down funds in an account across 
state lines. 
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the bank holding company form to facilitate the 
operation of nonbanking subsidiaries, such as 
consumer finance companies, industrial banks, 
mortgage banking firms and trust companies 
throughout the country.5 

Similarly, many key classes of customers—and 
especially large corporate customers—have found 
it profitable to incur the search and transactions 
costs to deal with nonlocally based suppliers of 
financial services. Large business loans have long 
been negotiated in national and international 
markets, and the establishment of such a corporate 
relationship has usually resulted in deposit 
balances f lowing into the nonlocal market as 
well. 

To a large extent then, the prohibitions on intra 
and interstate banking have become progressively 
eroded. But it is also significant to note that, 
except for the largest customers, most of these 
innovations have effected the lending activities 

iof banking organizations. The principal area that 
has remained less affected by these banking 

f innovations has been retail deposit taking. Thus, 

(the main consequence of existing intra and 
interstate banking restrictions has been to insulate 
retail deposit markets from nonlocal competition. 

Interstate Expansion by 
f Unregulated Competitors 

In the late 1970s and early 1980s the com-
bination of extremely high interest rates and 
binding Regulation Q ceilings stimulated the 

i entry of unregulated nondepository institutions 
into the financial service industry. These firms 
have innovated ways both to take retail deposits 

i across local markets and on an interstate basis at 
near market rates and to offer a wide range of 
financial, investment and insurance services not 

j available from commercial banks. Both of these 
activities are perceived as actual and potential 
threats to banking organizations. 

» 

The principal innovation that has evolved to 
collect consumer deposits on an interstate and 
national basis has been the money market mutual 
fund. At the t ime of the Garn-St Germain De-
pository Institutions Act of 1982, noninstitutional 
deposits in these funds approached $183 bill ion 
or about 15% of bank and thrift institutions' small 
t ime and savings deposits. The real importance 
of money market mutual funds is that they have 
broken down the dependence of previously 
locally l imited customers on local depository 
institutions for financial services. The rapid growth 
of these funds during the late 70s and early 80s 
indicated that, when the opportunity costs to 
consumers resulting from regulatory constraints 
are sufficiently high (1) to overcome the incon-
venience and search costs associated with seeking 
higher rate alternatives, (2) to breakdown their 
resistance to dealing with nonlocal institutions, 
and (3) to compensate for holding a greater 
portion of their financial assets in the form of 
uninsured liabilities, consumers will shift their 
funds into alternative investment instruments.6 

As distinct from the market supply oriented 
methods banks have developed to avoid re-
strictions on interstate banking, the growth of 
money market mutual funds has affected the 
structure of both the market demand and 
supply for deposit funds. Clearly, the funds 
increased the number of alternative suppliers 
of deposit-type services offering near money 
market rates. In addition, it has already been 
suggested that their growth and customer ac-
ceptance signals a fundamental change in the 
nature of the demand for deposit and other 
financial services. Once customers are no longer 
dependent on local sources of supply for de-
posit services, the geographic market ceases to 
be local; and in this case it has become an 
interstate market. Under these circumstances, 
any benefits that might have accrued previously 
to in-state banks from prohibitions on intra or 

v 
sEven the subsequent authorization of the $2500 minimum deposit 
Super NOW accounts and the MMDA December 14th account both free 
of interest rate ceilings, did not reduce the importance of money market 
funds. To be sure the phenomenal growth of these two new accounts to 

^ over $290 billion (as of February 16, 1983) in a very short period 
suggests that ceteris paribus, consumers prefer insured to uninsured 
accounts. However, only $10 billion of these funds probably came from 
money market funds, which still stand at $204.6 billion. 

6Not discussed in this section are the implications of the 24 interstate 
supervisory mergers of S&L's. During 1982 and 1983, 24 interstate 

FEDERAL RESERVE BANK OF ATLANTA 

consolidations were approved (involving many more than 24 S&L 
because of multiple acquisitions in a single application). This includes 
the acquisition by Citicorp of a failing S&L in California These acquisitions 
have created a number of interstate S&L's, but the competitive significance 
will depend upon whether the industry weathers its financial crisis. Also 
not discussed is the potential expansion of single S&L holding companies 
which are not subject to as stringent limitations on permissably nonbanking 
activities as are multiple S&L holding companies and bank holding 
companies. (For a further discussion see Federal Reserve (1981). 
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interstate banking —by protecting local deposit 
markets from actual entry or the threat of entry 
by out-of-state banks—are completed dissipated. 

Three other recent interrelated financial in-
novations should serve further to bring the 
efficacy of existing interstate banking restrictions 
into question. Two of these innovations evolved 
in direct response to binding Regulation Q 
ceilings (and to a lesser extent, reserve require-
ments) on banks and thrifts; they attempt to 
capitalize further on the breakdown in consumer 
dependence on local depository institutions.7 

The first is the evolution of symbiotic finance, 
and the second is the emergence of the new 
broker-bankers. The third innovation relates to 
the potential exploitation of the nonbank-
bank device by both brokerage firms and non-
financial firms to avoid the nonbanking (and 
interstate) activity restrictions in the Bank Holding 
Company Ac t 

Symbiotic Finance 
Symbiotic finance is simply the joining together 
of independent firms to provide services that 
the participants could not legally or econo-
mically provide indiv idual ly (See Eisenbeis 
1981a). The classic example is the Merrill 
Lynch Cash Management Account, which com-
bines a margin account at a brokerage firm, a 
captive money market mutual fund, a Visa debt 
card, and a servicing arrangement through 
BancOne of Ohio. Variants and refinements of 
this service are being offered by numerous 
other brokerage firms. In addition, Visa has also 
authorized a money market fund directly to 
use its debit card issuance through a Boston 
bank thereby eliminating the need for a margin 
account from a brokerage firm.8 

These nonbank symbiotic finance arrange-
ments have enabled nonbanking firms to offer 
often superior substitutes for traditional banking 
services and thus pose a significant potential 
competit ive threat to banking organizations.9 

Not only do they capitalize on the fact that 

'Unlike the Merrill Lynch Account, which has a $20,000 minimum initial 
deposit, this account would have only a $5,000 minimum initial balance. 

8Recently, Merrill Lynch has announced a link with a Japanese broker and 
a Swiss merchant bank to offer a mutual fund to its retail customers 
specializing in investments on a world wide basis in scientific and 

26 

consumers have learned they can obtain financial 
services from nonlocal and nontraditional firms, 1 

but also some of these firms have an extensive | 
interstate presence which could serve as ad-
ditional consumer service centers. 

The Growth of the Broken Bankers 
In fact, the incentives for certain firms to 

diversify into the banking business have been 
so strong that a wave of vertical combinations 
was precipitated in 1982 in the brokerage busi-
ness. The result has been the second of the 
three financial innovations mentioned pre-
viously—the creation of the broker-bankers. 
Recent combinations of American Express- , 
Shearson, Bache-Prudential and Sears-Dean 
Witter-Coldwell Banker, just to name a few, 
have resulted in a whole new class of financial 
service firms. 9> 10 These firms are internalizing 
certain symbiotic financial arrangments to take J 
advantage of potential synergistic or scope 
economies. To this extent, they represent an f 
intensification of symbiotic relationships. For 
example, Shearson-American Express is employ-
ing an American Express Credit Card in con-
nection with a Shearson Cash Management 

i 
"These ... arrangements have enabled 
nonbanking firms to offer often superior 
substitutes for traditional banking services." 

J 

Account. The chief difference from the Merrill } 
Lynch-Visa type cash management account, 
which requires an immediate debit to the 
margin account, is that under the American 
Express arrangement balances to the credit card 
account can be paid out of the margin account 
at the end of the monthly billing cycle. 

However, the broker-bankers are also po-
sitioning themselves to offer a wide range of 

I 

technological firms. 
9For a detailed listing of such combinations see Rosenblum and Siegel 
(1982). 

,0Sears has most recently announced its intention to use its Sears World 
Trade, Inc., subsidiary to market financial services worldwide. 

MAY 1983, E C O N O M I C REVIEW ' 

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

May 1983



consumer and corporate financial, brokerage 
and insurance services. Thus the potential 
competitive threat of these unregulated broker-
bankers and other unregulated competitors 
spreads far beyond their immediate activities 
with money market mutual funds and cash 
management accounts. These institutions pre-
sently operate offices interstate and are not 
subject to bank regulation. Furthermore, some 
are already positioned to expand into the 
electronic transaction business. Shearson-
American Express, for example, has a partial 
interest in Warner Communications, the nation's 
largest cable TV firm. Warner has an experi-
mental in-home interactive network that could 
be adapted to provide transactions and related 
financial services. Combined with its satellite 
communications capabilities, American Express 
has the real potential to put together a world-
wide on-line payments system. What is unique 
about this arrangement is that, like the mer-
chants such as Sears, Wards and Penneys, who 
have substantial on-line POS capabilities, col-
lateral uses of the hardware and other aspects 
of the system allow costs to be spread. Such a 
network would not be dependent solely on 
fees and transaction charges for payments 
services to make the system profitable, as is 
presently the case with bank-operated elec-
tronic payments services. To spread their costs, 
banks have entered into joint venture, sharing, 
and franchise arrangements with other banks. 

Merchants and broker-bankers are not the 
only firms creeping into the banking transaction 
business. The credit card companies, which 
have enjoyed a symbiotic relationship with 
banks, have also begun to expand into pay-
ments area. Not only do Visa and Master Card 
now have debit cards, but also both have 
announced plans to establish nationwide ATM 
networks to serve participating firms and their 
customers 

Unlike the money market mutual funds and 
the credit card companies, broker-bankers have 
not yet made significant inroads into the con-
sumer financial service business. But the com-
bination of technology, widespread geographic 
presence, and cost and regulatory advantage 
suggests that broker-bankers and others could 
be a potential competit ive force for existing 
depository institutions. Moreover, their targeting 
of the middle and upper income consumer11 

and their ability to offer an attractive and 
flexible package of services suggest that such 

unregulated competit ion could make consid-
erable progress in attracting away a very profitable 
portion of the commercial bank consumer 
customer base. 

Nonbank Banks 
The third recent financial innovation that 

heightens the interstate competit ive threat to 
commercial banks has been the recent wave of 
acquisitions of nonbank banks by money market 
mutual fund organizations, such as Dreyfus; by 
conglomerates, such as Culf and Western, 
Wilshire Oil and Parker Pen Company; by 
merchants, such as McMahan Valley Stores; 
and by finance companies, such as Teachers 
Service Organization, Avco Financial Services, 
Beneficial Corporation and Household Finance 
Corporation. The acquired nonbank banks are 
chartered commercial banks which do not 
both make commercial loans and accept de-
mand deposits. Such banks do not meet the 
statutory definition of a bank for purposes of 
the Bank Holding Company Act, and hence 
their acquisition by a nonbanking firm does not 
cause that firm to become a bank holding 
company.12 Since the acquisiton of nonbank 
banks is not governed by the Bank Holding Act, 
they may be acquired by any financial or 
nonfinancial company. Furthermore, nonbank 
banks can be acquired in any of several states 
to form an interstate organization without regard 
to the Douglas Amendment restrictions on 
interstate banking operations.13 Because of 
this potential for linking brokerage, commercial 
and industrial activities with interstate deposit 
taking, the expansion of nonbank bank acqui-
sitions should be perceived as a real competitive 
concern to banks under the present regulatory 
system. 

Should the nonbank bank activity prove to 
be a successful way to avoid bank holding 
company regulation, then it seems only a matter 
of t ime before major banking organizations 
would subdivide their existing banks into sets 

" S e e Gross (1981) and Murphy and Brunner(1981). 
' 'Acquisit ion of more than 10% of such a bank's stock must still be 

approved by the appropriate federal bank regulator under the Change in 
Bank Control Act. To date such approvals have been given by both the 
FDIC and the Comptroller of the Currency. 

,3Of course, such banks would still be prohibited by the McFadden Act 
from branching interstate. 
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of nonbank banks and thereby cease to be bank 
holding companies. 

Implications of Innovations to Avoid 
Interstate Banking Prohibitions 

Several important observations emerge from 
the recent surge of financial innovations to 
avoid branching constraints. First, as David 
Whitehead (1983) demonstrates, significant 
interstate banking already exists. Both banks 
and nondepository institutions have evolved 
numerous ways to supply bank-type services 
across state boundaries to nearly all significant 
classes of customers, except with respect to 
retail deposit-taking. 

Second, the unexploited potential of the 
broker bankers and the nonbank banks suggests 
that further expansion of nontraditional sup-
pliers into the banking business is extremely 
likely. Third, the growth of money market 
mutual funds—and to a lesser extent cash 
management type accounts—indicates that even 
significant groups of consumers no longer are 
limited to local markets for many financial 
services. This change in the geographic scope 
of consumer demand, together with the non-
local nature of many business financial markets 
and devices that have evolved to avoid interstate 
banking restrictions, suggests that those limita-
tions are becoming increasingly anachronistic. 
Fourth, the main parties adversely affected by 
restrictions on geographic expansion are com-
mercial banks', forced to compete with institu-
tions not subject to the same restraints. Exist-
ing limitations no longer are protecting banks 
from outside competition. Instead, they are 
preventing banks from following their custom-
ers or attracting new customers over the same 
geographic range as competitors. Finally, for 
banks preferring consolidation to independent 
status, limitations on interstate banking restrict 
the number of outside bidders and thus reduce 
the price shareholders can realize by selling 

out. We may conclude that interstate restric-
tions are harming the very institutions they 
were designed to protect. 

Changing Attitudes 
Responding to the changing environment, a 

few states, including IJIinois, Florida, Nebraska 
and Arkansas, have recently liberalized their ' 
policies toward intrastate expansion. More im-
portantly, six states have also enacted legislation 
allowing out-of-state banking organizations to 
enter.14-15 

These six states may be divided roughly into 
two categories based on the type of outside 
entry they permit (see Table 1). South Dakota 

"Broker-bankers...could be a potential 
competitive force for existing depository , 
institutions." 

and Delaware allow out-of-state bank holding 
companies to acquire only single-office, limited-
purpose banks.16 Both states specify minimum 
initial capital requirements of $10 million. These 
limited-purpose banks must employ at least 
100 employees. Additional restrictions prevent 
these institutions from conducting general pur-
pose banking that might pose a competit ive 
threat to indigenous banks. These two states 
are attractive to outside bank holding com-
panies because of favorable usury ceilings and 
liberal tax laws. Those advantages encouraged 
banking organizations from New York and 
Pennsylvania to relocate their credit card oper-
ations and certain other activities. 

The other four states, Alaska, Maine, Massa-
chusetts, and New York, place no special limi-
tations on the kinds of banking business that 
may be done. But these states restrict either 
the type of entry or the locations of firms 
seeking entry. For example, Alaska prohibits 

'"Often, Iowa and Florida are cited as permitting out-of-state holding 
companies to acquire instate banks. But in both instances, the applicable 
statutes merely grandfathered existing out-of-state operations. Only 
one bank holding company in Iowa and a couple in Florida are affected. In 
both instances, however, the grandfathered companies have expanded 
through additional acquisitions. From 1981 through March 18, 1983, 
Utah allowed reciprocal acquisitions by any bank holding company 
resident in a state with such reciprocal provisions. In April, Washington 

passed legislation to facilitate Bank of America's acquisition of Sea First. 
15The Douglas Amendment to the Bank Holding Company Act of 1956 

prohibits interstate acquisitions of banks unless the acquired bank's 
state has explicitly enacted legislation permitting such acquisit ions 

16South Dakota recently passed legislation permitting banks to engage in 
insurance activities that they would be prohibited from engaging in 
through subsidiaries of bank holding companies This will kindle additional 
interest in outside entry by banking organizations into South Dakota 
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Table 1. States Permitting Outside Entry by Banking Organizations* 

Alaska -

Delaware -

Maine -

New York -

South Dakota -

Massachusetts 

Permits acquisition of existing banks by out-of-state bank holding companies. 
The acquired banks must have been in existence for at least three years; 
thus, de novo entry is not feasible. 
Allows acquisition of a single office, l imited purpose, de novo bank with an 
initial capitalization of $10 million. At least 100 employees must be hired. 
Competit ion with indigenous banks must be minimal. 
Allows acquisitions by out-of-state bank holding companies on a reciprocal 
basis. 

Similar to Maine. 

Similar to Delaware 

Allows reciprocal bank holding company acquisitions and branching in New 
England only. 

•Iowa and Illinois allow expansion by companies with bank or trust company subsidiaries grandfathered by the 1956 Bank Holding Company Act. 
Florida law providesan exception to the general prohibition for any out-of-state holding company which on Dec. 20,1972 owned all the assets of, or 
had control over, a Florida bank or trust company. 

Source: Bank Expansion Reporter, January 3, I983. 

the acquisition of de novo banks and requires 
that outsiders gain entry by acquiring banks 
that have been in existence at least three years. 
Maine and New York permit acquisitions by 
bank holding companies from states with recip-
rocal legislation permitting entry by Maine or 
New York holding companies, respectively, 
and Connecticut has similar legislation pending. 
Massachusetts, the most recent to permit out-
side entry, has a similar reciprocal clause but 
only for bank holding companies headquartered 
in other New England states. This limitation of 
entry to institutions from particular geographic 
areas may be symptomatic of a growing trend 
toward cooperative regional approaches to 
relaxing interstate restrictions. 

Reports in the financial press (see Forde, 
1983) of a February meeting among New 
England bankers, regulators and legislators in-
dicate a growing consensus that, because of 
the integrated nature of those states' economies, 
some form of regional interstate banking exper-
iment may have meri t Participants expressed a 
desire to coordinate the effort since "all the 
New England legislatures were expected to 
consider, or reconsider," interstate banking 
issues this year. These same reports, however, 
also imply that many participants want to avoid 
changes that would affect local banks adversely 
or would divert funds out of the area. 

Most recently Senator Tsongas and Repre-
sentative Frank, both from Massachusetts, have 
introduced federal legislation that effectively 
would acknowledge the experiment in inter-
state banking in New England. Our analysis 
suggests that reciprocal approaches to interstate 
banking reflect the overly optimistic views of 
bankers that interstate branching laws can still 
afford some degree of protection from interstate 
competitors.17 

In the Southeast, the Southern Growth Policies 
Board, as part of a broader program to foster 
economic development in member states, form-
ed the Southern Regional Banking Committee. 
The committee was charged with recommend-
ing to the 12 member states possible changes 
in the banking structure to improve performance 
and enhance the ability of southern banks to 
compete for funds. Committee members pro-
posed the elimination of state usury ceilings, 
the liberalization of intrastate branching restric-
tions, and a phased relaxation of limitations on 
bank holding company expansion. While the 
committee did suggest a regional, reciprocal 

" I n New England, many still want to exclude the large New York banks 
from the region. While New York banks can presently expand into Maine, 
the new Massachusetts law explicitly excludes New York banks from 
using subsidiaries in Maine to expand into Massachusetts 
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approach to holding company expansion, it 
argued that such agreements should be in 
place for only a l imited time before nationwide 
agreements could be pursued.18 To date, how-
ever, these recommendations have received 
little consideration among the Southern Growth 
Policy states. 

Policy Issues Pertaining to Proposals 
for Regional Interstate Banking 

The Carter administration's report on interstate 
banking focused on several policy issues raised 
by modif ied interstate banking restrictions.19 

These include implications of any proposed 
changes regarding: 

1. The level and quality of services to 
local communities, 

2. The viability of smaller banks, 
3. The safety and stability of the system, 
4. The division of supervisory and regula-

tory responsibilities among state 
and federal authorities, 

5. Competit ion and concentration of 
resources. 

The consequences for the first three areas 
would be largely unaffected by the various 
alternative methods proposed for liberalizing 
branching and interstate bank expansion. For 
example, research evidence suggests that the 
quality and quantities of services are generally 
enhanced whenever multi-office banking is 
permitted. The availability of credit to locally 
limited consumers and businesses generally is 
increased, and no evidence suggests that bank 
holding companies or branch banks redirect 
funds from less developed to more developed 
markets. Notwithstanding the fears of smaller 
banking organizations, branching or holding 
company expansion appears to pose no threat 
to the viability of small banks. Neither is there 
evidence that large banks can enjoy cost or 
scale advantages over smaller banks; even in 

the most competit ive markets, small banks 
tend to outperform larger competitors.20,21 

Finally, safety and soundness considerations 
suggest that risk may be slightly greater where 
multi-office banking is permitted, with bank 
holding company subsidiaries exhibiting slightly 
greater risk than independent branch banks. 
The evidence for this is rather tenuous, how-
ever, and must be balanced by the advantages 
that multi-office banking offers in facilitating 
the takeover of weak or failing institutions. 

Proposals to liberalize interstate banking 
laws can have important effects on regulatory 
policies and structure and on the division of 
authority among state and federal agencies. In 
general, the wider the branching powers of 
banking organizations, the more difficult it will 
be for individual states to impose differential 
regulations on firms operating within their 
borders or on their own state-chartered banks. 
Similarly, state banking departments might be 
hard pressed to examine all their own institutions 
plus those operating within their boundaries. 
Most likely, wide geographical expansion would 
force uniformity of state policies and, because 
of regulatory burdens, tend to favor national as 
opposed to state-chartered banks.22 These pro-
blems would be greatly reduced, however, if 
expansion took place through separately 
chartered bank holding companies in each 
state. In that case, the individual states would 
need to be concerned primarily only with 
subsidiaries operating within their boundaries. 

Perhaps the most controversial area, however, 
is the effect of liberalized banking on competi-
tion and on the concentration of resources. 
Restrictions on geographic expansion have, in 
the past, insulated many local markets from 
competition. On the other hand, concentration 
in SMSAs tends to be slighter higher in states 
with more liberal branching laws. Thus, there is 
the legitimate concern that wide geographic 
expansion will be accompanied by increased 
consolidation of the banking system. And this 

18"To provide for a greater accumulation of capital, to enhance economic 
development and to facilitate more effective allocation of financial 
services to individuals and businesses of all sizes, the SGPB states 
should enact legislation to permit entry of out-of-state bank holding 
companies on a reciprocal basis To allow regional bank holding companies 
an opportunity to position franchises to compete in national markets, 
reciprocal banking agreements should be limited to the states of the 
SGPB region for a specified period of time with provisions for nationwide 
agreements beyond the limiting interval (See Skinner (1982)." 

19See Department of the Treasury (1981). 
J0For a review of the scale economies literature see Benston, Humphrey 

and Hanweck (1982). 
2 ,Savage and Rhoades (1981) examined the performance of small banks 

in major metropolitan markets 
" I n the extreme, a state chartered bank operating in 50 states might be 

examined by state banking departments whereas a national bank would 
only be examined by the comptroller of the currency. 
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consolidation is likely to take place—as it 
already has begun in Pennsylvania—by first 
combining the largest competitors rather than 
assuring that a large number of more equal 
sized competitors are formed and then allowed 
to compete head to head. 

The Carter administration expressed fear 
that antitrust laws and policies may be inade-
quate to guide the transition from a regional 
and local banking system to one that permits 
wide geographic expansion. This concern de-
serves careful consideration. Regional approach-
es to liberalizing interstate banking would assure 
that several larger organizations would compete 
at the national level. A resulting cost of this 
approach, however, may be increased concen-
tration of resources and economic power within 
those regions.23 This issue suggests that any 

" I t was precisely this tear that led one member of the Southern Regional 
Banking Committee to dissent from the proposals of the SGPB (See 
Skinner (1982). 

interstate banking proposals be given careful 
consideration. 

Conclusion 
Pressures to relax restrictions on interstate 

banking further are likely to increase rather 
than abate. Furthermore, many bankers are 
coming to realize that existing prohibitions are 
now hurting banks more than they are protecting 
them from outside competition, and efforts are 
already afoot in several regions to promote 
regional relaxation of interstate banking limi-
tations. 

Finally, a number of public policy issues arise 
in proposing changes in the Douglas Amendment 
and McFadden Ac t Those relating to competi-
tion and concentration of resources may prove 
the most critical. Providing a smooth transition 
to a more geographically diversified banking 
system while ensuring an adequate level of 
competition at the local market level constitutes 
one of the most difficult problems policy makers 
will face. 

— Robert A. Eisenbeis 

REFERENCES 

Benston, George J., Gerald A Hanweckand David B. Humphrey. "Operating 
Costs in Commercial Banking," Economic Review, Federal Reserve Bankof 
Atlanta November 1982. 
Department of the Treasury. Geographical Restrictions on Commercial 
Banking in the United States, The Report of the President, Department of 
the Treasury, 1981. 
Eisenbeis, Robert A "Financial Innovation and the Role of Regulation: 
Implications for Banking Organization, Structure and Regulations," Board of 
Governors of the Federal Reserve System, February 1980. 

"Interstate Banking: Federal Perspectives and Prospects," 
Proceedings of a Conference on Bank Structure and Competition, Federal 
Reserve Bank of Chicago, May 1981. 

"Regulation and Financial Innovation: Implications for Financial 
Structure and Competition Among Depository and Non-Depository Institutions," 
Issues in Bank Regulation, Vol. 4, No. 3, Winter, 1981. 
Federal Reserve, "Bank Holding Company Acquisition of Thrift Institutions," a 
study by the Staff of the Board of Governors of the Federal Reserve System, 
September 1981. 
Forde, John P. "Drive for Regional Banking Gains in New England States," 
American Banker, Tuesday, February 8, I983. 
Golembe Associates. "A Study of Interstate Banking by Bank Holding 
Companies," prepared for the Association of Bank Holding Companies, May 
25, 1979. 

Kane, E J. "Accelerating Inflation, Technological Innovation, and the Decreasing 
Effectiveness of Bank Regulation," Journal of Finance May 1981. 
McNeil, Charles R. and Denise M. Rechter. "The Depository Institutions 
Deregulation and Monetary Control Act of 1980," Federal Reserve Bulletin 
June 1980. 

Murphy, C. Westbrook and Thomas W. Brunner "Will Anyone Try to Block 
Amexco?" American Banker, April 23, 1981. 

Peter Merrill Associates. "The Environment for Non-Local Competition in U.S. 
Banking Markets," prepared for the American Bankers Association, January 
1981. 

Rosenblum, Harvey and Diane Siegel. "Competit ion in Financial Services: 
The Impact of Nonbank Entry," Federal Reserve Bank of Chicago, 1982. 

Savage, Donald T. and Stephen A Rhoades. "Can Small Banks Compete," 
Bankers Magazine, January-February 1981. 
Skinner, Alton. "Report of the Southern Regional Banking Committee to the 
Executive Committee of the Southern Growth Policies Board," Southern 
Growth Policies Board, November 14, 1982. 
Whitehead, David D. "Interstate Banking: Taking Inventory," Economic 
Review, Federal Reserve Bank of Atlanta, May 1983. 

FEDERAL RESERVE BANK OF ATLANTA 31 

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

May 1983


