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Bankers' Banks: An Institution 
Whose Time Has Come? 

As competit ion in the financial industry has 
intensified, the correspondent relationship en-
joyed by independent banks in the past has 
started to deteriorate. Independent banks, facing a 
changing atmosphere, are being encouraged to 
look to other institutions for the services they 
normally obtain from correspondent banks. Lib-
eralization of state laws concerning bank holding 
companies and statewide branch banking has 
permitted consolidations, increasing the number 
of relatively large institutions. The number of 
states permitt ing either statewide or l imited 
branching rose from 33 in 1960 to 43 in 1983, 
while the number of unit banking states declined 
from 18 to 8 during the same period. 

This trend has sounded an alarm among the 
smaller independent banks. Large institutions 
historically have provided correspondent ser-
vices to independent banks. Wi th the changes in 
banking laws, however, these large banks have, 
in many cases, acquired a competing institution 
across the street from their respondent banks. 
Some of the small independents are questioning 
whether or not their correspondent has their 
best interest at heart, especially in cases where 
the correspondent has acquired a direct com-
petitor. Can the correspondent bank be expected 
to continue to provide top-notch information 
and services at a reasonable cost to a competitor? 
The respondent banks are skeptical and f ind 
themselves looking for a new correspondent 
bank. Usually many alternative correspondent 
relationships could be established, but estab-
lishing such a new relationship is time consuming 
and expensive. Therefore, many independent 
banks have begun to look to an alternative 
source to provide the services they formerly 
obtained from a correspondent bank. 

A new breed of "bankers' banks" is emerg-
ing to offer services to smaller institutions. 
Early successes indicate the concept may 
pose a challenge to the historic corre-
spondent banking system. 
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These services, which typically require huge 
capital outlays or considerable management ex-
pertise, generally are not economically feasible 
for the smaller independent banks to provide 
themselves. A new type of financial institution 
known as a bankers' bank may provide one 
answer. Typically, bankers' banks are owned and 
established by a syndicate of relatively small 
banks, none of which owns more than 5 percent 
of the institution. Bankers' banks are designed to 
provide the services the independent banks 
need or want, but, unlike a correspondent bank, 
they pose no competit ive threat to the indepen-
dent because it provides financial services only 
to banks, not to the public at large, hence the 
name bankers' bank. 

Table 1 . States Author iz ing the Establ ishment 
of State-Chartered Bankers' Banks 

Arizona New Mexico 
Arkansas North Dakota 
California Ohio 
Colorado Oklahoma 
Connect icut Oregon 
Florida Pennsylvania 
Hawaii South Dakota 
Il l inois Tennessee 
Kansas Texas 
Louisiana Virginia 
Maryland Washington 
Minnesota West Virginia 
Montana Wisconsin 

Background 
The first dedicated bankers' bank was formed 

in 1975 by a group of independent banks in 
Minnesota. The Minnesota concept was based 
on a similar bank in Omaha, Nebraska. Packers 
National Bank in Omaha, the prototype for the 
Independent State Bank of Minnesota, has as its 
shareholders a group of independent bankers 
rather than independent banks. It provides both 
retail and correspondent services. The executive 
council of the Minnesota bankers' bank decided 
that a purely correspondent bank with a new 
charter would suit their needs better—providing 
them both flexibility and control—than if they 
purchased an existing bank offering retail and 
correspondent services. The executive council 
successfully sponsored a bill in the Minnesota 
legislature that allowed banks to invest in the 
new institution. Although national and Federal 
Reserve member banks were declared ineligible, 
the I ndependent State Bank of Minnesota opened 
in December 1975. 

The institution has been successful in attracting 
independent banks as shareholders. Currently 
its shareholders include over 240 independent 
banks. It has established an interstate network to 
perform data processing, profit analysis, com-
pliance instruction, advertising, and other services 
for its more than 473 customers, all relatively 
small independent banks. Banks do not have to 
be shareholders to obtain services from a bankers' 
bank. 

To date, 26 states (see Table 1), including 
three Sixth District states, have authorized the 

establishment of state-chartered bankers' banks 
either by specific state law o r "w i ld card" statute. 
The "w i ld card" statute is a provision of state law 
giving the state banking commisioner authority 
to charter banks with the same powers available 
to nationally chartered associations. All the 
bankers' banks in operation today have been 
chartered under state laws. A Louisiana insti-
tution sought to form a bank holding company 
and a bankers' bank simultaneously. Although 
not in operation yet, it has received approval 
for the formation of the holding company and 
the first nationally-chartered bankers' bank. 

Bankers' banks exist today in Colorado, Florida, 
Minnesota, Ohio, Texas and Wisconsin, serving 
over 1,300 independent banks (see Table 2). 
Similar banks are being established in Louisiana 
and Pennsylvania. Each state specifies restrictions 
on its bankers' banks. The major differences in 
state laws involve the amount of capital and 
surplus a bank may invest in the stock of a 
bankers' bank and the percentage of its voting 
shares any single depository institution can hold. 
Colorado, Florida, Ohio, and Minnesota permit 
banks to invest up to 10 percent of their capital 
and surplus in a bankers' bank, while Texas and 
Wisconsin limit banks to 5 and 4 percent, respec-
tively. Wi th the exception of Minnesota, each 
state limits to 5 percent the amount of voting 
stock a single bank may own. That state imposes 
no limit, although no bank owns more than 3 
percent of the voting stock of the Minnesota 
bankers' bank. 
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Table 2 . Bankers' Bank Activity 

States 

Colorado 
Florida 
Minnesota 
Ohio 
Texas 
Wisconsin 

Date 
Establ ished 

10/80 

8 / 8 3 
12 /75 

5 / 8 3 
1/82 
9/81 

Number of 
Shareholder Banks 

8 2 
60 

2 4 0 
7 4 

3 5 0 
130 

Number 
Current ly 

Being Served 

1 2 2 

3 5 
4 7 3 

4 5 
5 5 0 
109 

Number of 
Independent 

Banks in the State 

2 4 5 
220 
298 
2 3 5 
7 5 6 
3 3 8 

How It Works 
A bankers' bank is capitalized by the issuance 

of stock to existing and potential customers. 
Potential customers generally are the indepen-
dent community banks in the state where the 
bankers' bank is established. However, com-
munity banks in neighboring states may also 
subscribe to the services offered by the bankers' 
bank, making possible the creation of interstate 
networks. The bankers' bank typically is owned 
jointly by a group of independents seeking to 
achieve economies of scale by pooling financial 
resources. Their cooperation allows these small 
independent banks to realize the benefits usually 
associated with large banks or holding company 
conglomerates without as large a financial outlay. 

This relationship also raises the question of 
possible competit ive problems. The bankers' 
bank may provide a vehicle for collusion in that it 
ties together independent banks who depend 
on the same source for loan participation and 
other pricing guidelines. To date though, no 
evidence has been presented to substantiate 
this. 

The bankers' bank is formed primarily to serve 
the needs and desires of the banks that own it. 
This is in contrast to the traditional correspondent 
relationship, where a respondent bank is offered 
a menu of services by correspondents and then 
chooses which service it will obtain from which 
correspondent. 

The relationship between the bankers' bank 
and its shareholders is almost the reverse of the 
more widely known holding company relation-
ship where a bank holding company owns and 
directs its subsidiary banks. A bankers' bank is 
owned and directed by its customers, who are 
also its shareholders. Users of the services maintain 

control of the bankers' bank, whose board of 
directors is selected from subscribing banks. 

Services offered by a bankers' bank are similar 
to those found in the traditional correspondent 
banking relationship. These may include services 
similar to those rendered by large banks and 
holding companies to affiliates and subsidiary 
banks but not offered to respondent banks or 
services offered to subsidiaries at a cost diffe-
rential that places the independent banks at a 
disadvantage. Each bankers' bank may differen-
tiate the services it provides to shareholders. To 
date, the bankers' banks have been established 
to solve particular problems or to take advantage 
of opportunities within a single state. The insti-
tutions have developed plans to fit the particular 
needs of respondent banks. 

"A bankers' bank is owned and 
directed by its customers, who are 

also its shareholders." 

The sen/ices most often offered can be grouped 
into three basic areas; (1) check clearing; (2) 
investment services (the sale and purchase of 
Fed funds, commercial paper, and both long and 
short term government securities), and (3) lending 
functions such as participation in overline loans, 
bank stock loans, and bank customer letters of 
credit Other areas of service include secondary 
market activities (in both mortgages and bank 
stock loan participation), data processing, farm 

FEDERAL RESERVE BANK OF ATLANTA 
3 3 

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

April 1984



Legislative Background 

Sect ion 711 of the Monetary Control Act of 1980 gave 
national banks the power to invest in state-chartered 
bankers' banks insured by the FDIC, with a qualification. 
The stock of the bankers' bank must be owned ex-
clusively by other banks (unless state laws require 
directors' qual i fy ing shares) and the bankers' bank 
must conduct business only wi th other banks, their 
o f f icers directors, or emp loyees Federal law limits 
the amount of s tock held by a single associat ion to 10 
percent of its capital and surplus and restricts the 
amount of vot ing securi t ies to no more than 5 percent. 

Limit ing each bank's ownership to less than 5 
percent of the voting shares of a bankers' bank 
removes the possibi l i ty that the formal ownership 
structure could be defined as a bank holding company 
under the Bank Holding Company Act. Ownersh ip of 
less than 5 percent does not t r igger the presumpt ion 
of control s tandard of the Bank Holding Company 
Act.' Under Sect ion 103 of the Monetary Contro l Act, 
bankers' banks are exempted f rom Federal Reserve 
requirements. However, all have chosen to maintain 
reserve balances in order to gain access to the 
Federal Reserve Banks for check clearing and the 
discount window. 

In 1980, the Federal Reserve Board issued its 
interpretation of Regulation D, which governs bankers' 
banks The board ruled that a bank is a bankers' bank 
if it satisf ies all the fo l lowing criteria: 

1. It is organized solely to do business with other 
f inancial inst i tu t ions 

2. It is owned primarily (75 percent or more) by 
the financial institutions with which it does business 

3. It does not do business wi th the general public 
except for officers, directors, and employees of 
other banks 

Deposi tory inst i tut ions fai l ing to satisfy the cr i ter ia 
will not be regarded as bankers' banks by the Federal 
Reserve and will be required to satisfy reserve require-
ments on all t ransact ion accounts and non-personal 
t ime depos i ts A bankers' bank may be permitted, on a 
case-by-case basis, to act as a pass-through corre-
spondent if it enters into an agreement with the 
Federal Reserve to accept responsibi l i ty of pass-
through reserve accoun ts The Federal Reserve also 
must be satisf ied that the quali ty of management and 
f inancial resources is adequate. 

The most recent legislation dealing with bankers' 
banks is Sect ion 4 0 4 of the Garn-St Germain Deposi-
tory Insti tut ions Act of 1982. It author ized the comp-
troller of the currency to charter l imited-purpose 
national associat ion bankers' banks to be owned 
exclusively by deposi tory inst i tut ions and to serve 
those institutions. The comptrol ler was granted rule-
making and enforcement authority and was empowered 
to waive or modify requi rements normally appl icable 
to national banks if they are deemed inappropr iate or 
irrelevant. 

marketing, safekeeping, educational seminars, 
leasing, insurance, stock brokerage, and electronic 
funds transfer (EFT). 

In add i t ion to these normal services, the 
bankers' banks seek innovative services tailored 
to the needs of their respondents. An example is 
the Minnesota Farm Plan offered through the 
original bankers' bank, the Independent State 
Bank of Minnesota. This plan is the largest credit 
card operation in Minnesota. By providing credit 
cards for the customers of implement dealers, 
lumber companies, and similar businesses, it 
spares those firms from carrying the financing 
themselves. That leaves them with working capital 
that otherwise would be t ied up in accounts 
receivable. 

Another innovative idea was discount pur-
chasing of microfilm by the Minnesota insti-
tution, which has provided independent banks 
with significant savings over individual purchasing. 
The Independent Bankers' Bank of Florida will 
help banks meet the demand for home financing 
in the state by creating a secondary market for 

conventional real estate loans. These are just a 
few examples of how bankers' banks may tailor 
services for users of their services. 

The relationship between a bankers' bank and 
its respondents offers several advantages to 
independent banks over the traditional corre-
spondent relationship. Independent banks are 
dealing with an institution whose main purpose 
is to serve them, not one that in many cases is in 
competit ion with them. They are not providing 
income to the competit ion, income not always 
used to improve the services available to the 
respondent banks. The goal of the bankers' bank 
is to provide a full array of correspondent ser-
vices, in addition to innovating services previously 
unavailable to independent banks. Advocates 
say the quality of services provided by the 
bankers' bank to its users is often higher and 
costs are generally lower than those offered by 
correspondent banks. Although the bankers' bank 
is owned by independent banks and exists to 
serve those that own it, non-owners are allowed 
to participate. The bankers' bank can perform 
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the same services offered by the correspondent 
banks, but it cannot compete with the indepen-
dents for any direct retail or commercial services. 

How successful have the existing bankers' 
banks been? Texas Independent Bank, which 
opened in January 1982, now serves more than 
half of the 750 independent banks in the state. 
As shown in Table 2, bankers' banks have met 
with a great deal of success. In Texas, Colorado, 
and Minnesota, at least half of the eligible banks 
statewide are being served by the bankers' 
banks. This is evidence that the needs and 
desires of independent banks for correspondent 
services were not being met by traditional corre-
spondent banks. Smaller independent banks 

"The bankers' bank appears to be a 
concept whose time has come." 

have shown a willingness to change from the 
traditional correspondent banking relationship 
and align themselves with the more responsive 
bankers' bank. 

C o n c l u s i o n 
The bankers' bank appears to be a concept 

whose t ime has come. As with the entire financial 
services industry, the traditional correspondent 
banking relationships are being reshaped by the 
demands of users. Bankers' banks fill voids in 
each of the six states where they have been 
created. The early success of bankers' banks in 
attracting users suggests that the traditional corre-
spondent banks, in certain areas at least, have 
lacked either the motivation or the ability to 
provide customized services effectively priced 
and delivered in a competitively neutral manner. 
Instead of offering a menu from which a respon-
dent institution can choose a given set of 

services, the banker's bank provides customized 
services responding to the needs and desires 
of the only group of customers it serves—its 
client/users. 

Since the correspondent business is the bankers' 
bank's only business, it must make every effort to 
supply services at a competit ive price. Even 
though there are two sets of users (owners and 
client banks) the institution's objectives relative 
to both groups are consistent. Both groups seek 
to take advantage of economies inherent in the 
bankers' bank. Its success is dependent upon 
attracting a large customer base, and attracting a 
large customer base is related directly to offering 
those consumers competit ive prices. Therefore, 
the success of the bankers' bank ultimately 
depends on offering quality services advanta-
geously priced for its consumers—its owners and 
client banks. This means it has no incentive to 
offer a dual set of prices based on membership 
status, as is often the case with larger correspon-
dent banks serving their own subsidiaries and 
independent institutions. 

The question of competit ive neutrality is a 
little less clear. The bankers' bank eliminates the 
perhaps insignificant problem posed when an 
independent finds itself in competit ion wi th one 
of its correspondent's subsidiary banks. When 
this occurs, a reasonable respondent would simply 
find a new correspondent, one with which it did 
not compete. True, the bankers' bank may find 
itself attempting to serve the needs of two or 
more independent banks in the same market. 
This would not differ substantially from what 
occurs within the existing correspondent banking 
framework. Yet the result may prove less harmful 
to competition while offering the advantages of 
customized services and effective competit ive 
prices for correspondent services. The bankers' 
bank, overall, appears to offer the independent 
bank a reasonable alternative to its traditional 
correspondent relationship and thus may improve 
competit ion among banks. 

— Pamela Frisbee 
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