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LOAN LOSSES IMPEDE PROFITABILITY AT MINORITY BANKS ,

X 0
In a Speech to the National Bankers A ssociation , Chairman Robert E. Barnett of The 
Federal Deposit Insurance Corporation pointed to the extremely high loan losses  
which minority banks continue to experience as the most s ig n ifica n t fa c to r  preventing  
them from achieving a s a tis fa c to ry  lev el of p r o f ita b il ity .

The number of minority-owned banks has increased from ten in 1963 to about 85 today. 
These include banks organized by blacks, Mexican-Americans, others of Hispanic 
descent, American Indians and Americans of O riental an cestry .

The minority banks are s ig n ifica n tly  le ss  p ro fitab le  than nonminority banks and, in 
fa c t , as a group, lo s t  money in 1975. While operating expenses pf the m inority banks 
seem to be somewhat higher than the average bank, the s ig n ifica n t area of difference  
is the very high losses on loans experienced by the m inority banks. Minority banks 
had losses equal to 1 .2  percent of th e ir  to ta l  loans in 1975, while the average bank 
of comparable size  had losses of .3  percent,

E arlier FDIC studies had indicated th at the m inority banks' performance was getting  
closer to the average as they matured. That trend seems to be continuing except for 
the problem of loan lo sse s .

The loan losses are probably due in great part to economic conditions in the commu
n ities in which m inority banks operate and to thp m inority banks’ ob jective  of 
serving as a source of financing to minority-owned businesses and other small busi
nesses and consumers in areas of high minority population.

Mr. Barnett stressed  the need fo r m inority banks to show a p ro fit  i f  they are to 
become viable long-run suppliers of banking serv ices to th e ir  community. He urged 
a more ob jective  loan p o licy , i f  necessary to reduce loan losses and achieve 
p ro fita b ility .
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0
CURREN T PE R FO R M A N C E OF MINORITY BANKS

The rapid in c re a s e  in re ce n t y e a rs  in the num ber of banks owned by 

black A m erican s and m e m b e rs  of o th er m in o rity  groups probably has m ade  

y o u r's  the m o st c lo se ly  w atched and m o st in ten sely  analyzed group of new 

banks in the n ation 's h is to ry . This is  probably as it should be. On the 

one hand, this scru tin y  has provided inform ation  which has helped in the  

developm ent of p ro g ra m s such as the G overnm ent m in o rity  bank deposit 

p ro g ram , the A m erican  B an k ers A sso cia tio n  Minbank, and in the p ro g ram s  

of som e p riv a te  co rp o ra tio n s  to channel deposits to y ou r in stitu tion s. At 

the sam e tim e , the re su lts  of r e s e a r c h  into y ou r p erfo rm an ce  have p ro 

vided useful inform ation  on the exp erien ce  of the banks ch a rte re d  soon a fte r  

the new m ovem ent began in 1 963 . This knowledge should be of benefit to 

the younger m em b ers of you r group in piloting th e ir  own institutions through  

those difficult f i r s t  y e a rs  of op eration .

W hatever the reaso n s fo r  the ex isten ce  of only 10 m in ority-ow n ed  banks 

in 1963 , the s ix -fo ld  in c re a s e  in you r m em b ersh ip  sin ce  that tim e in con ju n c

tion with a g re a t in c re a s e  in the ro le  of m in o ritie s  as  o ffice rs  and d ire c to rs  

of nonm inority banks, is  a c le a r  indication  of the opening-up of opportunities  

in the fin an cial s e c to r . Ju s t as  im p o rtan t, this expansion is  a trib u te  to your 

own ability  to se iz e  th ose opportunities once the in itia l b a r r ie r s  w ere  r e 

m oved.

In fa c t , it  is  no lo n g er possib le to keep a c c u ra te  tra c k  of m in o rity  banks. 

W hereas 20 o r  even 15 y e a r s  ago we could speak of the 10 black  banks and 

the 1 4 ,0 0 0  white banks, the p resen t s tru c tu re  is m uch m o re  com p lex . We
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now have m any m o re  black  banks, we have a num ber of banks with heavy  

involvem ent o r co n tro l by M e x ica n -A m e rica n s , by o th ers of H ispanic d e

scen t, and by A m e rica n  Indians as w ell as som e banks m anaged by Chines e- 

A m e rica n s o r  Ja p a n e s e -A m e ric a n s , som e of which a r e  owned by la rg e  

in tern ation al banks. In addition, m any m o re  banks a r e  m u ltira c ia l  in the 

m akeup of th e ir  m anagem ent, d ir e c to r s , and sto ck h old ers . In som e ca se s , 

this co n sis ts  of significant white involvem ent in predom inantly m in ority  

banks. In o th ers it co n sis ts  of significant m in ority  involvem ent in non

m in o rity  banks. Some of this s ta rte d  out as  token rep resen ta tio n , of course, 

and som e rem ain s ju st th at. So be it . But th e re  a r e  m any c a s e s  in which 

the involvem ent of each  group with the o th er has grow n significantly . Finally, 

in s e v e ra l  c a s e s , m in o rity  groups have p u rch ased  co n tro l of an existing non

m in ority  bank. I view this fuzzing of the distin ction  betw een m in ority  banks 

and o th ers  as a v ery  healthy developm ent even though it has the side effect 

of m aking m o re  difficult the s ta tis tic a l  co m p ariso n s of m in o rity  and non

m in ority  banks. If I w ere  fo rce d  to s ta te  the num ber of banks owned by 

people who a r e  ra c ia lly  in the m in o rity , how ever, I would say that th ere  

a r e  about 85 such banks.

As th is grow th in the p articip atio n  of m in o ritie s  in the ow nership of 

financial institutions has p roceed ed , th e re  has been a continuing effort at 

the FD IC to m aintain  u p -to -d a te  inform ation  on the o p eration  of you r banks 

and to m e a su re  the s u c c e s s  of m any of those o p eration s. The FDIC has 

conducted s e v e ra l studies of m in o rity  banks, and has provided financial and 

data p ro ce ssin g  support of o th er studies conducted by N ational B ankers
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A sso cia tio n  staff and by acad em ic r e s e a r c h e r s .  Il is ap p ro p riate  at this 

tim e, when to tal a s s e ts  in a ll m in ority-ow n ed  institutions now exceed  a 

billion d o lla rs , to reexam in e  you r p ro g re s s  and to reev alu ate  your o p e ra 

tion s. This evaluation m u st co n sid er not only g en era l banking goals of 

s e rv ic e  to the com m unity, grow th, and profitab ility  but a lso  the sp ecia l  

goals which you have often enunciated fo r  y o u rse lv e s . T h ese , acco rd in g  to 

different spokesm en of the m ovem ent, include the financing of m in ority  

b u siness e n te rp rise , providing em ploym ent opportunity and exp erien ce  in 

banking to  the m in ority  com m unity, providing banking so u rce s  to econ om ically  

deprived a r e a s ,  and stim ulating ethnic pride am ong m in o ritie s .

The f i r s t  study attem pting to co m p are  the operation s of m in ority  and 

nonm inority banks was done by Andrew B rim m e r  when he w as on the B oard  

of G overn ors of the F e d e ra l  R e se rv e  System . The m in o rity  banks cam e out 

very  poorly in that co m p ariso n  and the conclu sions B rim m e r  drew  fro m  his 

study w ere  e x tre m e ly  negative and p e ss im istic  as to fu tu re p ro sp ects  fo r  

m in ority  banks. A nother an aly sis was done soon afterw ard s by Ed Irons  

when he w as E xecu tiv e  D ire c to r  of this o rgan ization . He showed that a g re a t  

deal of the n egative re su lts  of the B rim m e r  study w ere  due to the fa c t that 

the m in ority  banks w ere  m uch sm a lle r  on a v e ra g e  than the nonm inority banks 

and, of m uch m o re  im p o rtan ce , a g re a t m any of the m in o rity  banks in the 

B rim m e r study w ere  recen tly  establish ed  in stitu tion s. As we all know, it 

takes a few y e a rs  fo r a new bank to becom e establish ed  and profitab le.

L a te r  r e s e a r c h  has shown that it takes lon ger, on the a v e ra g e , fo r  m in ority
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banks to b ecom e profitab le than fo r  com p arab ly  sized  nonm inority banks.

When th ose fa c to rs  w ere  c o r re c te d  fo r, the m in o rity  banks s till did not look 

as good in te rm s  of stand ard  p erfo rm an ce  ra tio s  as  the nonm inority banks, 

but the d ifferen ces w ere  not as g re a t.

S ev eral fu rth e r studies have been done at the FDIC along this sam e vein, 

but with in cre a sin g  sop h istication  in te rm s  of m aking su re  that com p arab le  

groups of banks w ere  being com p ared , and in attem pting to pin down just 

w here the disadvantage of the m in o rity  banks lay . A study in 1973 by John 

B oorm an  of the FDIC staff confirm ed th at, even a f te r  m aking all appropriate  

allow ances fo r  d ifferen ces in s iz e , age, and location , black  banks w ere  less  

profitable than co m p arab le  nonm inority banks. While this w as not surprising, 

his r e s e a r c h  led to two findings with im p ortan t im p lica tio n s: F i r s t ,  the 

d ifferen ce  in p rofitab ility  betw een the two groups of banks w as la rg e ly  

accounted fo r  by loan lo s s e s . Second, the gap betw een black  and white 

banks seem ed  to  be narrow ing o v er tim e. As a re su lt of an aly sis of these  

f a c to rs , B oorm an  ca m e  to som e conclu sions about the p ro sp ects  and appro

p ria te  ro le  of m in ority  banks:

n[M ]inority-ow ned banks can  su cceed  in generating  
operating in com e . . .  only when they m anage to 
co n tro l loan lo s s e s . This in tu rn  su ggests that fu rth e r  
re tren ch m en t in lo cal lending op eration s m ay be 
n e c e s s a ry  if th ese  banks a re  to su rv iv e . But this 
p rop osal involves a co n trad ictio n . On the one hand, 
c o m m e rc ia l banks have trad itio n ally  been establish ed  
to s e rv ic e  the loan demand of sm all lo ca l m a rk e ts  with 
funds d erived  p rim a rily  fro m  d ep ositors in th ose sam e  
m a rk e ts . Y e t we a r e  suggesting that while they m a in 
tain  th e ir  function as lo ca l d ep o sito rie s , m inority-ow ned
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banks c o n tra c t th ose op eration s which involve the 
channeling of funds d ire c tly  back to  the sam e m a rk e t. M

E ss e n tia lly , this con clu sion  says that in o rd e r  to b ecom e viable, a new 

m in o rity  bank should be v ery  cautious in its  lending p olicies while its  

p erson n el, fro m  top to b ottom , le a rn  how to run a bank. But the bank is  

also  exp ected  by the com m unity and, in m any c a s e s ,  by its  re g u la to rs , to 

provide fin an cial a s s is ta n c e  to m in o rity  b u sin esses  operating in its  c o m 

m unity. As the FDIC study put it Mit m ay  be co m p letely  u n re a lis tic  to  

think that both of th ese  task s can  be accom p lish ed  sim u ltan eou sly . M The 

conclu sion  to  be draw n is  that desp ite  the operating problem s faced  by 

m in ority  banks, they can  b ecom e su c ce ssfu l institutions only if they give 

th e ir  own viability  top p rio rity . That b rings us to an im p ortan t question:

Is th e re  a sign ifican t ro le  fo r  such institutions to  play even if they a r e  not 

im m ed iately  as  a c tiv e  in lo ca l lending as would be a com p letely  exp erien ced  

financial institution operating in a m o re  viable m a rk e t?  The FDIC study 

an sw ers that question in the a ffirm a tiv e :

"T h ey continue to be useful as fin an cial d ep osito ries  
in th e ir  com m u n ities; they can  still take som e ro le  
in lending to  new b u sin ess e n te rp rise s  through SBA  
guaranteed  loans and o th er such m e ch an ism s; they  
can  be an im p ortan t so u rce  of new financing to  
m inority-ow n ed  b u sin esses  a f te r  th ese  b u sin esses  
d em o n stra te  som e in itial s u c c e s s ; and, finally , they  
can  develop as the in n er c ity  develops and tak e on 
additional resp o n sib ility  fo r  continued developm ent 
as the in com e and em ploym ent c h a r a c te r is t ic s  of the 
m ark e ts  they s e rv ic e  im p ro v e s . "

I will want to re tu rn  to  this question in a few m om en ts.
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What has happened sin ce  th o se  FDIC studies in 1 973 . As all of you 

know, the la s t  couple of y e a rs  have been difficult ones fo r  a ll banks. This 

has shown up in the s ta tis tic s  on bank loan lo s s e s , sen sation alized  public

ity  on p a rtic u la r  banks, our own lis t  of problem  banks, and the fa ilu re s  of 

som e v ery  la rg e  banks. I want to take a look tonight at w hether the w o rsen 

ing of loan lo s s e s  th at took p lace  in m o st banks w as exp erien ced  to the sam e  

extent by the m in o rity  banks. I a lso  want to exam ine w hether the gap in 

p rofitab ility  betw een m in o rity  and nonm inority banks has continued to narrow  

as the 1973 FDIC study suggested it would, and w hether the p erfo rm an ce  of 

th ese  two groups of banks has continued to co n v erg e .

The 1975 operating re su lts  of m in ority  banks do not m ake v ery  encou rag

ing reading although they a r e  not in con sisten t with the an aly ses b ased  on 

e a r l ie r  y e a r s .  In 1973 and 1974 , those m in o rity  banks that had been in 

bu sin ess fo r  a t le a s t five y e a rs  w ere  p rofitab le on a v e ra g e  and as a group. 

This p ictu re  w orsened in 1 9 7 5 . The banks in op eration  b efo re  1963 had a 

lo ss  on a v e ra g e , and the group estab lish ed  betw een 1963 and 1968 had only 

a v e ry  sm all p ro fit. The new er banks a lso  had an a g g re g a te  lo s s . While 

we do not have s ta tis tic s  fo r nonm inority banks by ag e , we do know that all 

banks under $50 m illion  in a s s e t  size  earned  about 90 cen ts p er every  $100 

of a s s e ts  in 19 7 5 . That p erfo rm an ce  is  m uch su p e rio r to  the p erform an ce  

of m in o rity  banks.

T h ere  a r e  a num ber of d ifferen ces in the a v e ra g e  p erfo rm an ce  ra tios of 

m in o rity  banks and nonm inority banks, but b ecau se  of the g re a t variab ility
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in the operating re su lts  of the m in o rity  banks, gen eralization s a r e  difficult 

to m ake and, in fa c t , m o st of the d ifferen ces do not m e e t s ta tis tic ia n s ' 

te s ts  of sig n ifican ce . M inority banks do tend to have low er loan -d ep osit 

ra tio s  than co m p arab ly  sized nonm inority banks. M inority banks do tend 

to have g r e a te r  holdings of U. S. G overnm ent se cu ritie s  and low er m unicipal 

s e c u rit ie s . This re fle c ts  th e ir  lack  of earnings sub ect to ta x . D eposits  

of the U. S. G overnm ent a r e  m o re  im p ortan t to the m in ority  banks as a resu lt  

of T re a s u ry  policy , but the v o latility  of th ese  dep osits m ay m ean that they 

do not con trib u te significantly  to net p ro fits . P erh ap s I am  o v erly  skep tical 

of such d ep osits b ecau se  of the FD IC 's exp erien ce  with the F a r m e r s  State  

Bank of D elaw are. That bank's exclu sive  status as d ep ositary  fo r State  

funds did not p revent its  co lla p se ; in fa c t it m ay have contributed to the bank's 

p rob lem s. It m ay be tim e fo r  m in o rity  ban kers to take a h ard  look a t the 

lon g-ru n  profitab ility  of those d ep osits . In any c a s e , M r. M axw ell has 

pointed out that som e m in o rity  banks, in bidding fo r  G overnm ent agency  

d ep osits, m ay have cut m arg in s below p rofitab le le v e ls . Those G overnm ent 

deposits and the liquidity they req u ire  on the a s s e t  side a r e  p artly  re sp o n si

ble fo r the g r e a te r  holdings of U. S. G overnm ent s e c u ritie s  and fo r the so m e 

what low er lo an -d ep o sit ra tio s  of the m in o rity  banks. The la tte r , how ever, 

is probably due in p art to the efforts of the banks to co n tro l the loan lo ss  

problem .

On the in com e statem en t side, the co m p ariso n s a r e  g en erally  unfavorable  

to the m in o rity  banks, but the d ifferen ces a r e  not v ery  pronounced on m o st
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ite m s. E m ployee expen ses and overhead a r e  still som ew hat higher fo r the 

m in o rity  banks, but expense ra tio s  o v e ra ll a r e  not significantly  d ifferen t 

fro m  th o se  of nonm inority banks.

In our e a r l ie r  an aly ses of the b eh avior of m in ority  banks, we found a 

rough tren d  to co n v erg en ce  in the operating c h a r a c te r is t ic s  of m in ority  

banks tow ard the national n orm  o ver tim e . This study com p ared  the behavior 

of the m in o rity  banks that had begun b u siness during the period 1963 to 1965, 

with the b eh avior of 46 nonm inority banks which began operation s within the 

sam e m etrop olitan  a re a s  during the sam e tim e period . By the end of 1975, 

th ese  new banks w ere  betw een 10 and 12 y e a rs  of age. Thus if the c o n v e r

sion hypothesis is c o r r e c t ,  th ese  sam e banks should by now exhibit c h a r a c 

te r is t ic s  s im ila r  to  the a v e ra g e  co m p arab le  nonm inority bank. R oger Watson 

of our R e s e a rc h  staff has updated that e a r l ie r  FDIC study through 1975 . He 

found th at net cu rre n t operating incom e w as h igh er fo r  the nonm inority banks, 

but re su lts  fo r  individual banks v aried  a ll o v er the lo t, so that th ese  d iffer

en ces w ere  not s ta tis tic a lly  sign ifican t. On the b asis  of co m p ariso n s we have 

m ad e, o th er than som e m in or d ifferen ces in revenue so u rce s  which can  be 

explained on the b asis  of taxab le  earnings b eh avior and d ifferen ces in c l i 

en tele , the significant d ifferen ce betw een the earnings expense beh avior of 

the m in o rity  and nonm inority banks ap p ears to be in the loan lo ss  a r e a .

Loan  lo s s e s  of a ll co m m e rc ia l banks w ere  $ 1 .5  billion in 1973 , in c r e a s 

ing to $ 1 .9  billion in 1974 and $ 3 . 2 billion in 1975 . This rep resen ted  0. 2 

p ercen t of loans in 1973 , 0 . 38 p ercen t in 1974 , and 0. 63 p ercen t in 1975 .

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



- 9 -

Th.e lo ss  exp erien ce  of s m a lle r  banks was b e tte r  than the v ery  la rg e ;  

banks of under $50 m illion  in d ep osits , a range that includes n early  all 

the m in o rity  banks, had lo s s e s  equal to ,3  p ercen t of loans in 1975 .

The lo ss  exp erien ce  at m in ority  banks p aralle led  this d escrip tio n  but 

at a sub stan tially  h igh er lev el. A fter im proving fo r  a few y e a r s , m in ority  

banks' loan lo s s e s  w ere  . 7 p ercen t of loans in 19 7 3 , but in cre a se d  to 1 .3  

p ercen t of loans in 1 975 . The p rovision  fo r  loan lo s s e s  accounted fo r about 

9 p ercen t of to tal operating revenue fo r the m in o rity  banks and under 3 p e r 

cen t fo r  the sm a lle r  nonm inority banks.

L o s s e s  of this m agnitude a r e  sim ply not co n sisten t with profitable  

bank o p eration s. If loan lo ss  ra tio s  of the m in ority  banks w ere  equal to 

those of the nonm inority banks, the m in ority  banks would have had r e s p e c t 

able p rofits in 1975 . T h e ir  earnings would not have been equal to the non

m in ority  banks, but excep t fo r the im p act of those loan lo s s e s , the o th er  

asp e cts  of operating exp erien ce  w ere  not g re a tly  d ifferen t fro m  oth er  

banks of th e ir  s iz e , age and lo catio n . A gain, excep t fo r th ese  lo s s e s , the 

trend tow ard co n v erg en ce  of operating re su lts  betw een m in ority  and non

m in ority  banks seem ed to continue.

L o s s e s  of the am ount I have d escrib ed  a r e  v ery  likely to lead to su p e r

v iso ry  p ro b lem s, and it  is  no s e c r e t  that m in o rity  banks have had m o re  

than th e ir  sh a re  of serio u s p ro b lem s. O ver the la s t  two y e a r s ,  we have  

had fa ilu re s  of th re e  banks th at, one way o r an oth er, m ight be c la ss ifie d  

as m in o rity  banks, out of a to tal of 27 fa ilu re s . O ver the la s t  th re e  y e a r s ,
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we have had a v e ry  su b stan tial in c re a s e  in the num ber of banks on our 

problem  lis t . I have pointed out in a re ce n t statem en t that that in c re a s e  

ap p ears to  be a re flec tio n  of the se v e re  re c e s s io n  th at reach ed  its  low 

point e a rly  la s t  y e a r . We find that the problem  bank lis t  in c re a s e s  during 

every  re c e s s io n  and the f i r s t  12 to 18 m onths o r  so of the subsequent 

re c o v e ry . The lo g ica l cu s to m e rs , both bu sin ess and co n su m er, of 

m in o rity  banks probably a r e  among th ose m o st ad v e rse ly  affected  by down

turns in the econom y. The d ifferen tial betw een white and nonwhite un em 

ploym ent ra tio s , fo r  exam ple, in cre a se d  during the re ce n t re c e s s io n .  

F u rth e rm o re , unem ploym ent in c e r ta in  c e n tra l c itie s  w here m any m in ority  

banks a re  lo cated  w as h igh er than alm o st anyw here e lse . In view of th ese  

f a c to rs , it is  not su rp risin g  th at th e re  has a lso  been a significant in c re a s e  

in the num ber of m in ority  banks on our problem  lis t .

We a r e  seein g , how ever, that the num ber of m in ority  problem  banks is 

leveling off ju st as the to ta l num ber of problem  banks in the econom y seem s  

to be leveling off. In fa c t , in som e re s p e c ts  the num ber of m in ority  problem  

banks reach ed  its  peak e a r l ie r  than the to ta l num ber of problem  banks. Last 

y e a r  at about this tim e , th e re  w ere  13 m in o rity  banks on our problem  bank 

l is t , w h ereas this y e a r , th e re  a r e  12 . C onsidering that th e re  w ere  fa r  

few er banks on our problem  bank lis t la s t  y e a r  than today, the p ercen tage  

of m in o rity  banks on the problem  lis t  h a s , in fa c t , d e cre a se d  sin ce  la s t year. 

U nfortunately, p art of the d e c re a s e  is attrib u tab le  to the fa ilu re  of two 

m in ority  banks o v er this period of tim e . W hatever the re la tiv e  m ovem ent
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of the num ber of m in o rity  banks on the problem  lis t  show s, how ever, the 

ratio  of problem  m in o rity  banks to a ll m in o rity  banks is su b stantially  la r g e r  

than the ra tio  fo r  the en tire  bank population.

R esolving th ese  problem s w ill req u ire  a com bination of an im proved  

econom y and com petent m anagem ent. It ap p ears that the econom ic s itu a 

tion o v er the next y e a r  is  going to be fav orab le  fo r banking in te rm s  of 

g en eral bu sin ess a ctiv ity , inflation and in te re s t  r a te s . This m ay not help 

m in ority  banks g re a tly  sin ce  unem ploym ent is expected  to rem ain  high 

and im p rovem en ts in the econom y produce im p rovem en ts in the banking 

situation only with a tim e  lag . M ore im p ortan tly , the im proving national 

econom y does not produce an even expansion in all a r e a s .  Some com m u n

ities  w ill feel su b stantial benefits fro m  the expanding econom y while o th ers  

m ay not. L a rg e  banks, with c u s to m e rs  a ll o v er the cou n try  o r the w orld , 

will gain in step with the g en era l econom y, but you r situation depends 

m uch m o re  on you r lo ca l econom y. You a r e  m o re  fa m ilia r  with you r lo cal  

econom ic b ase  than I and th e re fo re  can  b e tte r  judge to what extent it will 

im p rove; I sim ply caution you th at the g en erally  op tim istic  econom ic f o r e 

c a s ts  m u st be in te rp re te d  by you in light of the m ark et your bank is serv in g .

That puts the burden h eavily  on m an agem en t. H ere  a lso  th e re  is som e  

reason  fo r  optim ism . F i r s t  of a ll , it ap p ears th at, by and la rg e , m in ority  

bank m anagem ent has coped w ell with m o st of the problem s and ch allen ges  

of sta rtin g  and operating new c o m m e rc ia l banks. As our studies have found,
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m in ority  banks have tended to b ecom e s im ila r  in th e ir  op eration s and 

p rofitab ility , with the m a jo r  exception  of loan lo s s e s , to new nonm inority  

banks, though it  tends to take the m in ority  banks som ew hat lon ger to  

ach ieve  p rofitab le o p eration s.

Second, it ap p ears that im provem ent has been m ade in the stab ility  of 

m in o rity  bank m an agem en t. We have analyzed changes in the CEO of 71 

m in ority  banks that have been in op eration  fo r  a t le a s t  two y e a r s ,  counting 

changes in the CEO  position sin ce  1 970 . T h irty -tw o  of the banks had no 

changes in CEO  sin ce  1970 o r sin ce  they began o p eration s. M ost of the 

o th ers had only one change in CEO , and only th re e  had th re e  changes in top 

m an agem en t. It is  not coin cid en tal that those banks with g r e a te r  stability  

of m anagem ent have been m o re  p rofitab le. While such s ta tis tic s  a re  not 

availab le  fo r nonm inority banks, I m ight note that the FD IC has had a 

tu rn o v er of nine of its  14 top region al su p erv iso ry  positions during the 

sam e tim e period , about the sam e ra te  of m anagem ent tu rn o v er as m ost  

of y o u r banks. It ap p ears then that m in ority  banks a r e  overcom in g the 

tendency tow ard m anagem ent in stab ility  that has c h a ra c te r iz e d  m any prob

lem  situ ation s. This is  a significant ach ievem en t sin ce  m in ority  banks are  

sub ject to losing a CEO  who is  su cce ssfu l as w ell as rem oving one who 

proves to be not up to the ta sk ; Many la rg e  banks a re  taking affirm ative  

action  to em ploy qualified m in o rity  personn el and what b e tte r  pool fo r  

recru itin g  can  th e re  be than the su cce ssfu l m an ag ers  of m in ority  banks.
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L e t  m e conclude by returning to the ta sk  faced  by m in o rity  bank m an 

agem ent in m eeting the problem  of e x c e s s iv e  loan lo s s e s . X reco g n ize  that 

this is  a p a rticu la rly  difficult problem . M inority banks a r e  not organ ized  

friv o lo u sly . Spokesm en fo r  m in o rity  banks have said  that they a r e  establish ed  

in la rg e  p a rt to m e e t a p erceiv ed  need fo r  financing by m in o rity  co n su m ers  

and b u sin e sse s . If that is  one of the g o als , and is  an accep tab le  one, it is  

v ery  difficult fo r  the m in o rity  bank loan o ffice r  to tu rn  down an app lication  

that p ro m ise s  to  lead  to an im p rovem en t in the econom ic c lim a te  in the 

m in ority  com m unity and, in p a rtic u la r , to provide a so u rce  of im proved  

em ploym ent opportunities in the com m unity . M inority  bank m an ag ers  m u st 

feel the w eight of th e ir  resp o n sib ility  to  the com m unity and do attem pt to 

be resp o n siv e  to  th ese  re sp o n sib ilitie s .

I reco g n ize  both this resp on sib lity  and the p roblem s that too lib e ra l a 

lending policy can  produce. I would rem ind you that you have a re sp o n si

bility  in com m on with a ll banks - - a  resp o n sib ility  to y o u rse lv es  and you r  

in v esto rs  to be a viab le, p rofitab le so u rce  of banking s e rv ic e s  in the c o m 

munity on a p erm an en t b a s is . Survival in the long run, and the ability  to  

provide banking s e rv ic e s  and loans in the long run, depends on achieving  

profitab ility . The co n flict betw een the need fo r  p rofits and the obligation  

to the cu s to m e rs  you a r e  attem pting to s e rv e  is  going to req u ire  som e pain

ful denials of loan ap p lication s in the m onths ahead. Indeed, each  of you 

has probably a lre a d y  exp erien ced  that tra u m a . Saying "n o" in som e c a s e s  

will continue to be an e sse n tia l te s t  of m anagem ent co u rag e  and ability  in
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the m onths ahead . In som e w ays it is  e a s ie r  now to  take a m o re  objective  

ap p roach . D iscrim in atio n  in financing is probably le s s  serio u s than it was 

when this m ovem ent began in the ea rly  1 9 6 0 s . On the co n su m er lev el, 

fe d era l and sta te  law s have been stiffened and en forcem en t efforts a r e  m ore  

rig o ro u s . The m in o rity  loan applicant who is  cred itw orth y  can  now seek  

a loan with confidence th at his app lication  w ill be review ed on a non

d isc rim in a to ry b a s is , m aybe not a t ev ery  bank in town, but a t m o st.

If you a r e  tem pted to  m ake a loan b ecau se  of co n cern  that if yo\i don't, 

no one e lse  w ill, perhaps you should say "n o" a lso . A fter a ll , you m ay be 

wrong as to how o th er ban kers would evaluate the loan o r , even w o rse , you 

m ay be righ t.

The raw  figu res fro m  the p ast that I have re c ite d  tonight a r e  not too 

encou raging; I reco g n ize  th at. But I think i t 's  a lso  a c c u ra te  to say that they 

com e as no s u rp r is e  to you. What you do with the im p lication s of these  

f ig u re s , how ever, w ill be c r u c ia l  in the m onths ahead. The s in ce rity  and 

dedication  of the b an k ers a t th is convention is  ce rta in ly  a hopeful sign.
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