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THE BLACK BANKS 

An Assessment 

Of 

Pe r fo rmance and P r o s p e c t s 

By 

Andrew F. B r immer " 

A t t h e end o f 1969, t h e r e were 22 banks owned o r c o n t r o l l e d 

p r i m a r i l y by Negroes i n t he U n i t e d S t a t e s . S e v e r a l o t h e r s were i n 

t he p r o c e s s o f f o r m a t i o n , and two o f t h e s e had opened f o r b u s i n e s s by 

t he end o f Augus t o f t h i s y e a r . I n 1963, t h e r e were 11 b l a c k - o w n e d 

b a n k s , so a l m o s t o n e - h a l f o f t hese i n s t i t u t i o n s have been s t a r t e d i n 

t h e l a s t s i x y e a r s . ~ ^ 

These new banks - - e s p e c i a l l y t hose fo rmed r e c e n t l y - - have 

been l a u n c h e d w i t h t he s p e c i f i c a i m o f f o s t e r i n g economic deve lopmen t 

i n t h e b l a c k commun i t y . I n a number o f l o c a t i o n s a r o u n d t h e c o u n t r y , 

* Member, Board o f Gove rno rs o f t he F e d e r a l Reserve System. 

I am g r a t e f u l t o s e v e r a l members o f t h e B o a r d ' s s t a f f f o r 
a s s i s t a n c e i n t he p r e p a r a t i o n o f t h i s p a p e r . M r . B r e n t o n C. L e a v i t t 
was r e s p o n s i b l e f o r t h e r e v i e w o f t h e s u p e r v i s o r y e x a m i n a t i o n r e p o r t s 
on t h e b l a c k b a n k s . Mr . Henry S. T e r r e l l and M i s s H a r r i e t t Harper 
a s s i s t e d w i t h t he a n a l y s i s o f the banks 1 a s s e t s , l i a b i l i t i e s , and 
o p e r a t i n g r e s u l t s . M i ss J a c q u e l i n e McDan ie l was r e s p o n s i b l e f o r the 
computer p rogramming n e c e s s a r y t o o b t a i n the d a t a on w h i c h the paper 
r e s t s so h e a v i l y . 

1 / The banks a r e l i s t e d m Tab le 1, a t t a c h e d , showing l o c a t i o n and 
y e a r f o u n d e d . 
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numerous g r o u p s a r e p l a n n i n g t o e s t a b l i s h s i m i l a r i n s t i t u t i o n s w i t h 

t h e same o b j e c t i v e . C h a r t e r s a r e b e i n g s o u g h t f r o m b o t h S t a t e and 

F e d e r a l s u p e r v i s o r s , and t h e movement i s r e c e i v i n g s t r o n g s u p p o r t 

f r o m l a r g e banks and o t h e r c o r p o r a t i o n s as w e l l as f r o m many p u b l i c 

o f f i c i a l s . M o r e o v e r , a number o f p rograms have been s t a r t e d t o 

c h a n n e l p u b l i c d e p o s i t s t o t h e b l a c k banks t o e n a b l e them t o expand 

l e n d i n g i n u r b a n a reas .—^ 

G i v e n t h e tempo o f t h i s movement and t h e e n o r m o u s l y 

i m p o r t a n t economic d e v e l o p m e n t r o l e w h i c h t h e b l a c k banks a r e 

e x p e c t e d t o u n d e r t a k e , i t a p p e a r s v i t a l t h a t an o b j e c t i v e and 

s y s t e m a t i c a p p r a i s a l be made o f t h e c a p a c i t y o f t h e s e i n s t i t u t i o n s 

3 

t o p e r f o r m t h i s t a s k , T h i s paper i s d e v o t e d t o such an assessment .— 

The a n a l y s i s has been c a r r i e d o u t i n c o n s i d e r a b l e d e t a i l , b u t t h e 

g e n e r a l c o n c l u s i o n s can be summar ized b r i e f l y : 
- B l a c k banks t r y i n g t o do b u s i n e s s i n u r b a n g h e t t o s 

a p p e a r t o o p e r a t e a t a s u b s t a n t i a l d i s a d v a n t a g e 
( e v e n when compared w i t h o t h e r banks o f t h e same 
s i z e ) i n te rms o f b o t h o p e r a t i n g c o s t s and e f f i -
c i e n c y . Fo r examp le , t h e m a r g i n o f income o v e r 
expenses i n t h e b l a c k banks a p p e a r s t o be o n e - t h i r d 
t o o n e - h a l f t h a t f o r banks i n t h e c o u n t r y a t l a r g e . 

2! F o r examp le , see "An A d d r e s s " by D r . C h a r l s W a l k e r , Under 
S e c r e t a r y o f t h e U. S. T r e a s u r y , b e f o r e t h e 4 3 r d A n n u a l C o n v e n t i o n 
o f t h e N a t i o n a l Bankers A s s o c i a t i o n , S t . L o u i s , M i s s o u r i , Oc tobe r 16 , 
1970. 

3/ I n two p r e v i o u s s t u d i e s , I a l s o examined t h e p e r f o r m a n c e o f t h e 
b l a c k b a n k s : (1 ) "The Negro i n t h e N a t i o n a l Economy, " i n John P. 
D a v i s ( E d . ) , The A m e r i c a n Negro R e f e r e n c e Book, P r e n t i c e - H a l l , 1966, 
Ch. 5 , pp . 2 5 1 - 3 3 6 , e s p e c i a l l y pp . 2 9 6 - 3 0 7 . ( 2 ) "The B a n k i n g System 
and Urban Economic D e v e l o p m e n t , " p r e s e n t e d b e f o r e a j o i n t s e s s i o n o f 
t h e 1968 A n n u a l M e e t i n g s o f t h e A m e r i c a n R e a l E s t a t e and Urban 
Economics A s s o c i a t i o n and t h e A m e r i c a n F i n a n c e A s s o c i a t i o n , C h i c a g o , 
I l l i n o i s , December 28 , 1968. 
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The c o s t s o f h a n d l i n g a g i v e n volume o f d e p o s i t s 
i n t h e b l a c k banks seem t o r u n o n e - q u a r t e r t o 
t w o - f i f t h s h i g h e r t h a n f o r o t h e r i n s t i t u t i o n s . 

- The b l a c k banks appear t o be a b o u t o n e - q u a r t e r 
t o o n e - t h i r d as p r o f i t a b l e as t h e n a t i o n ' s 
banks g e n e r a l l y . A s i d e f r o m t h e h i g h o p e r a t i n g 
c o s t s and low e f f i c i e n c y , t h e b l a c k banks expe-
r i e n c e s u b s t a n t i a l l y g r e a t e r r e l a t i v e l o a n 
l o s s e s . I n f a c t , l o a n l o s s r a t e s a t t he b l a c k 
banks seem t o be t w o - t o - t h r e e t i m e s as h i g h as 
a t banks i n t h e c o u n t r y as a w h o l e . 

- T h i s e x p e r i e n c e , o f c o u r s e , i s i n t i m a t e l y 
r e l a t e d t o t h e i n h e r e n t r i s k o f d o i n g b u s i n e s s 
i n t h e u r b a n g h e t t o : t h e h i g h unemployment 
r a t e s , low f a m i l y i ncomes , t he h i g h f a i l u r e 
r a t e s among s m a l l b u s i n e s s e s (compounded by 
h i g h c r i m e r a t e s ) make t h e g h e t t o an e x t r e m e l y 
r i s k y p l a c e f o r s m a l l banks t o l e n d money. 

- A t t he same t i m e , t h e b l a c k banks a r e h a n d i -
capped by a seve re s h o r t a g e o f management 
t a l e n t . The r e a s o n f o r t h i s s h o r t a g e i s w i d e l y 
known: because o f r a c i a l d i s c r i m i n a t i o n and 
s e g r e g a t i o n , Negroes h i s t o r i c a l l y were k e p t o u t 
o f t h e economic m a i n s t r e a m and t h u s l a c k e d t he 
i n c e n t i v e s t o a c q u i r e a m a s t e r y o f s k i l l s i n 
e c o n o m i c s , f i n a n c e , a c c o u n t i n g , and b u s i n e s s 
a d m i n i s t r a t i o n on w h i c h t h e management o f banks 
depends . W h i l e e f f o r t s a r e b e i n g a c c e l e r a t e d 
t o expand t h e s u p p l y o f b l a c k b a n k e r s , t h e 
s i t u a t i o n rema ins c r i t i c a l , and no s i g n i f i c a n t 
improvement appears l i k e l y i n t he s h o r t r u n 
u n l e s s t h e b l a c k banks become more w i l l i n g t o 
employ a g r e a t e r p r o p o r t i o n o f w h i t e w o r k e r s . 

- Because o f t h i s c o m b i n a t i o n o f h a n d i c a p s , t h e 
b l a c k banks as a g roup appear t o possess v e r y 
l i t t l e p o t e n t i a l as i n s t r u m e n t s o f u r b a n eco-
nomic d e v e l o p m e n t . A few o f t h e banks have 
e x p e r i e n c e d n o t i c e a b l e success m t a i l o r i n g 
t h e i r l e n d i n g p r a c t i c e s so as t o l e n d a s i g n i f -
i c a n t p r o p o r t i o n o f t h e i r r e s o u r c e s t o l o c a l 
b o r r o w e r s - - w h i l e k e e p i n g l o s s r a t e s under 
r e a s o n a b l y good c o n t r o l . I n c o n t r a s t , a number 
o f t h e banks have been a g g r e s s i v e l e n d e r s m 
t h e i r l o c a l c o m m u n i t i e s , and v i r t u a l l y a l l o f 
them have e x p e r i e n c e d s i z a b l e l o s s e s . I n f a c t , 

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



- 4 -

s e v e r a l o f t h e banks i n t h i s g r o u p have e a r n e d 
l i t t l e o r no n e t p r o f i t i n t h e l a s t f o u r o r f i v e 
y e a r s ; a few o f them have j u s t a b o u t e x h a u s t e d 
t h e i r o r i g i n a l c a p i t a l - - w h i c h had t o be 
r e p l a c e d a t much h i g h e r c o s t and w i t h much 
g r e a t e r d i f f i c u l t y , i n c l u d i n g t h e n e c e s s i t y t o 
seek c a p i t a l f u n d s o u t s i d e t h e b l a c k commun i t y . 

- On t h e w h o l e , howeve r , most o f t h e b l a c k banks 
have f o u n d i t w i s e t o a v o i d c o n c e n t r a t i n g t h e i r 
l o a n s and i n v e s t m e n t s m t h e g h e t t o . I n g e n e r a l , 
t h e p r o p o r t i o n o f t h e i r t o t a l r e s o u r c e s r e p r e -
s e n t e d by t o t a l l o a n s i s s u b s t a n t i a l l y be low t h a t 
f o r banks i n t h e n a t i o n as a w h o l e , and t h e i r 
r e l a t i v e h o l d i n g s o f U. S. Government s e c u r i t i e s 
a r e much h i g h e r . I n f a c t , t he b l a c k banks as a 
g r o u p seem t o c h a n n e l as much as o n e - f i f t h o f 
t h e i r t o t a l l o a n s t o b o r r o w e r s o u t s i d e t h e i r 
l o c a l c o m m u n i t i e s ; f o r s e v e r a l o f them t h e p r o -
p o r t i o n i s m t h e o n e - t h i r d t o t w o - f i f t h s range 
- - and f o r one f a i r l y l o n g - e s t a b l i s h e d bank i t 
i s as h i g h as o n e - h a l f . W h i l e p a r t o f t h i s 
e x p o r t o f f unds may be a r e f l e c t i o n o f t h e n o r m a l 
q u e s t f o r d i v e r s i f i c a t i o n , i t a l s o seems t o 
r e f l e c t t h e e x c e p t i o n a l l y h i g h r i s k s o f l e n d i n g 
i n t h e g h e t t o . 

- From t h i s assessmen t o f t h e p e r f o r m a n c e and 
p r o s p e c t s f o r b l a c k b a n k s , I am c o n v i n c e d t h a t 
t he m u l t i p l i c a t i o n o f such i n s t i t u t i o n s s h o u l d 
n o t be encou raged i n t h e b e l i e f t h a t t h e y can 
make a m a j o r c o n t r i b u t i o n t o t h e f i n a n c i n g o f 
economic deve lopmen t m the b l a c k commun i t y . 
I n s t e a d , I am c o n v i n c e d t h a t an a l t e r n a t i v e 
f i n a n c i n g mechanism ( t h a t I s u g g e s t e d e a r l i e r ) 
w o u l d be much more p r o m i s i n g : i t may be p o s s i b l e 
t o a c h i e v e a s u b s t a n t i a l i n c r e a s e i n t h e a v a i l -
a b i l i t y o f r i s k c a p i t a l i n t h e g h e t t o by a l l o w i n g 
l a r g e c o m m e r c i a l banks t o expand t h e i r a c q u i s i t i o n 
o f e q u i t y s e c u r i t i e s - - as t h e y can do now i n 
t h e i r o p e r a t i o n s a b r o a d . 

- H a v i n g e x p r e s s e d d o u b t a b o u t t h e p o t e n t i a l o f 
b l a c k banks as i n s t r u m e n t s o f economic d e v e l o p -
men t , I do r e c o g n i z e t h a t some members o f t h e 
b l a c k communi ty may w i s h t o encourage them i n 
any case : t h e y may be a s o u r c e o f r a c i a l p r i d e , 
and t h e y may a l s o r e n d e r some m a r g i n a l - -
a l t h o u g h h i g h c o s t - - f i n a n c i a l s e r v i c e s . Under 
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t h o s e c i r c u m s t a n c e s , most o f t h e b l a c k banks m i g h t 
be v i e w e d p r i m a r i l y as o rnaments r a t h e r t h a n as 
v i t a l i n s t r u m e n t s o f economic d e v e l o p m e n t . 
Exp ressed a l t e r n a t i v e l y , t h e y m i g h t be compared t o 
s m a l l , h i g h - c o s t s p e c i a l t y shops - - c a t e r i n g t o a 
l i m i t e d segment o f t h e marke t - - r a t h e r t h a n to 
t h e l a r g e - s c a l e d e p a r t m e n t s t o r e s o f f e r i n g a f u l l 
r ange o f s e r v i c e s t o the communi ty a t l a r g e . 

B l a c k Banks and t h e Bank ing System: Overv iew 

A t t h e end o f 1969, t h e 22 b l a c k banks had t o t a l a s s e t s o f 

$259 m i l l i o n and t o t a l d e p o s i t s o f $230 m i l l i o n . (See T a b l e 2 , 

a t t a c h e d . ) Thus , t h e i r sha re r e p r e s e n t e d 0 . 0 4 9 per c e n t o f t o t a l 

a s s e t s and 0 . 0 5 3 per c e n t o f t o t a l d e p o s i t s o f a l l i n s u r e d commerc i a l 

banks i n t he n a t i o n . However , t hese modest p r o p o r t i o n s d i d r e f l e c t 

s t e a d y imp rovemen t ; i n 1958, t h e y h e l d 0 .019 pe r c e n t o f t o t a l 

a s s e t s , and i n 1962 t h e i r sha re was 0 .026 pe r c e n t . 

Fo r t h e most p a r t , t h e more r a p i d e x p a n s i o n o f t h e b l a c k 

banks can be t r a c e d t o t he r e c e n t l y c h a r t e r e d i n s t i t u t i o n s . S i x o f 

t h e banks were f ounded b e f o r e t h e end o f t h e 1 9 2 0 ' s , one i n t h e 

1930 ' s , two i n t h e 1 9 4 0 ' s , and none m t h e 1 9 5 0 ' s . So, when a 

c h a r t e r was i s s u e d t o f o r m a b l a c k bank i n 1963, i t r e p r e s e n t e d t h e 

b e g i n n i n g s o f an e s s e n t i a l l y new movement. A c t u a l l y , Negro-owned 

c o m m e r c i a l banks can be t r a c e d back t o 1888, and by t h e e a r l y 1 9 3 0 ' s , 

y 

134 banks had been e s t a b l i s h e d , p r i m a r i l y m the S o u t h . V i r t u a l l y 

a l l o f t h e s e f a i l e d ove r t he y e a r s , and t h e d e p r e s s i o n o f t h e 1 9 3 0 f s 

4 / The h i s t o r y o f Negroes m b a n k i n g i s an e x t r e m e l y f a s c i n a t i n g one. 
Even b e f o r e t he C i v i l War, b l a c k p e o p l e made e f f o r t s t o l a u n c h banks . 
The most a m b i t i o u s u n d e r t a k i n g was the F reedmen 's Sav ings Bank ctnd 
T r u s t Company, sponso red by t h e Freedmen 's Bureau o f t he F e d e r a l Gove rn -
m e n t . B e f o r e t h e bank f a i l e d m the d e p r e s s i o n o f 1874, i t had e s t a b -
l i s h e d b ranches i n 36 c i t i e s and had a c c u m u l a t e d $57 m i l l i o n m d e p o s i t s . 
The f a i l u r e o f t he bank g r e a t l y damaged the c o n f i d e n c e o f d e p o s i t o r s Ln 
Negro-owned i n s t i t u t i o n s . See Gunnar M y r d a l , An Amer i can Di lemma, New 
Y o r k : Ha rpe r 6c B r o s . , 1944, V o l . I , p . 314. 
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t o o k a p a r t i c u l a r l y heavy t o l l . — I n t h e e a r l y y e a r s o f t h e most 

r e c e n t movement , mos t o f t h e new i n s t i t u t i o n s were n a t i o n a l banks 

w h i c h o b t a i n e d t h e i r c h a r t e r s as a r e s u l t o f t h e more l i b e r a l 

p o l i c i e s f o l l o w e d by t h e C o m p t r o l l e r o f t h e C u r r e n c y s i n c e t h e e a r l y 

1 9 6 0 ! s . More r e c e n t l y , a number o f b l a c k - o w n e d banks have been 

f o u n d e d on t h e b a s i s o f S t a t e c h a r t e r s - - whose i s s u a n c e i n most 

cases a l s o r e f l e c t s more l i b e r a l p o l i c i e s . I t s h o u l d a l s o be n o t e d 

t h a t most o f t h e new banks have been e s t a b l i s h e d i n l a r g e n o r t h e r n 

and w e s t e r n c i t i e s w i t h a heavy c o n c e n t r a t i o n o f Negroes - - i n 

c o n t r a s t t o t h e l o c a t i o n o f t h e o l d e r i n s t i t u t i o n s p r i m a r i l y i n t h e 

S o u t h . 

O t h e r d a t a i n T a b l e 2 c a s t f u r t h e r l i g h t on t h e r e l a t i v e 

p o s i t i o n o f t h e b l a c k banks i n t h e b a n k i n g s y s t e m . The t y p i c a l 

b l a c k bank i s a b o u t o n e - t h i r d t h e s i z e o f t h e t y p i c a l bank i n t h e 

c o u n t r y a t l a r g e , t h e f o r m e r h a v i n g a v e r a g e d e p o s i t s o f r o u g h l y 

$10 m i l l i o n i n 1969 compared w i t h $33 m i l l i o n f o r t h e l a t t e r . C a p i t a l 

i n v e s t e d i n b l a c k banks r e p r e s e n t e d 0 . 0 4 8 p e r c e n t o f t h e t o t a l f o r 

a l l b a n k s . These i n s t i t u t i o n s p r o v i d e d j o b s f o r a b o u t 0 . 0 9 2 per 

6/ 
c e n t o f a l l w o r k e r s employed i n i n s u r e d c o m m e r c i a l banks . " " 

5 / A number o f t he b l a c k banks were b o u g h t by w h i t e p e o p l e ( e i t h e r 
because owners c o u l d f i n d no o t h e r b u y e r s o r because t h e y g o t i n t o 
s e r i o u s f i n a n c i a l d i f f i c u l t i e s and bank s u p e r v i s o r y a u t h o r i t i e s 
f o r c e d a s a l e ) and were t h u s " l o s t " t o t h e b l a c k commun i t y . Recen t 
examples a r e C i t i z e n s and S o u t h e r n m P h i l a d e l p h i a , P a . , and Crown 
S a v i n g s Bank, Newpor t News, Va. 

6 / By c o m p a r i s o n , m 1966, t h e r e were a b o u t 2 0 , 0 0 0 Negroes employed 
m a l l c o m m e r c i a l b a n k s , r e p r e s e n t i n g a b o u t 4 . 1 per c e n t o f t o t a l 
employment o f 4 7 3 , 0 0 0 . See Andrew F. B r immer , "Employment P a t t e r n s 
and t h e Ques t f o r E q u a l O p p o r t u n i t y i n B a n k i n g , " a paper p r e s e n t e d 
b e f o r e a C o n f e r e n c e on Bank Employment P r a c t i c e s , s p o n s o r e d by t h e 
U. S. T r e a s u r y Depa r tmen t and t h e M i c h i g a n Human R e l a t i o n s Commiss ion , 
L a n s i n g , M i c h i g a n , May 22, 1968, T a b l e 2 . 
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There were a b o u t 42 employees i n t h e t y p i c a l b l a c k bank compared 

w i t h 67 i n t h e ave rage bank m the c o u n t r y a t l a r g e . Thus , w h i l e 

t he a v e r a g e b l a c k bank was a p p r o x i m a t e l y o n e - t h i r d t h e s i z e o f t h e 

n a t i o n a l ave rage - - when measured on t h e b a s i s o f t o t a l d e p o s i t s - -

i t was more t h a n t h r e e - f i f t h s as l a r g e i n te rms o f t h e number o f 

emp loyees . I n 1969, t h e b l a c k banks h e l d a b o u t 0 .045 per c e n t o f 

t o t a l l o a n s o u t s t a n d i n g a t i n s u r e d c o m m e r c i a l banks . T h e i r sha re 

o f r e a l e s t a t e l o a n s was somewhat h i g h e r ( 0 . 0 6 7 pe r c e n t ) and t h e i r 

sha re o f l o a n s t o i n d i v i d u a l s and c o m m e r c i a l and i n d u s t r i a l l o a n s 

was somewhat s m a l l e r ( 0 . 0 3 5 pe r c e n t and 0 .033 per c e n t , 

r e s p e c t i v e l y ) . 

The modest p o s i t i o n o f t h e b l a c k banks i s a l s o h i g h l i g h t e d 

when compared w i t h t h e r o l e Negroes p l a y i n t h e n a t i o n a l economy. 

As shown i n T a b l e 2 , Negroes c o n s t i t u t e d 11 pe r c e n t o f t h e t o t a l 

p o p u l a t i o n , 12 per c e n t o f t h e l a b o r f o r c e , and t h e y ea rned a b o u t 

6 pe r c e n t o f a g g r e g a t e money income i n 1969. F u r t h e r m o r e , i t i s 

e s t i m a t e d t h a t i n 1967 Negroes owned a b o u t 2 pe r c e n t o f t h e a s s e t s 

a c c u m u l a t e d by Amer i can h o u s e h o l d s . T h e i r s h a r e o f a c c u m u l a t e d 

e q u i t y i n homes, b u s i n e s s e s , and fa rms was somewhat l a r g e r ( 2 . 5 per 

c e n t ) , w h i l e t h e i r sha re o f f i n a n c i a l a s s e t s (bank d e p o s i t s , Govern -

ment bonds , and c o r p o r a t e s t o c k s ) was much s m a l l e r - - 0 . 7 per c e n t . 

The f a c t t h a t Negroes owned a b o u t 1 . 1 per c e n t o f t he t o t a l 

d e p o s i t s i n banks and o t h e r f i n a n c i a l i n s t i t u t i o n s (compared w i t h t h e 

b l a c k banks 1 h o l d i n g o f o n l y 0 .053 pe r c e n t o f a l l i n s u r e d commerc i a l 

bank d e p o s i t s ) s h o u l d be e s p e c i a l l y n o t e d . 
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I n c o n c l u s i o n , i t i s c l e a r t h a t t h e r e i s a s i z a b l e s h o r t 

f a l l i n t h e N e g r o ' s s h a r e o f a g g r e g a t e money income and a s s e t s 

a c c u m u l a t e d by h o u s e h o l d s i n t h e U n i t e d S t a t e s . N e v e r t h e l e s s , i t 

i s n o t as s t r i k i n g as t he gap i n t h e b l a c k c o m m u n i t y ' s o w n e r s h i p o f 

b a n k i n g i n s t i t u t i o n s . The bench marks s k e t c h e d i n t h i s o v e r v i e w 

s h o u l d be k e p t i n m ind as t h e a n a l y s i s p r o c e e d s . 

C o s t s and O p e r a t i n g E f f i c i e n c y i n B l a c k Banks 

A g a i n s t t h i s g e n e r a l b a c k g r o u n d , t h e p e r f o r m a n c e o f t h e 

b l a c k banks has been examined i n d e t a i l . I n t h i s p a r t o f t h e 

a n a l y s i s , t he o b j e c t i v e was t o assess t h e c o s t s and e f f i c i e n c y o f 

o p e r a t i o n s i n t h e b l a c k banks compared w i t h a l l member banks o f t h e 

F e d e r a l Reserve S y s t e m . F o r t h i s p a r t o f t h e i n q u i r y , d e t a i l e d 

i n f o r m a t i o n was a v a i l a b l e f o r 19 o f t h e 22 b l a c k banks as o f 

December 31 , 1969. Of t h i s number , s i x were F e d e r a l Reserve member 

banks ( i n c l u d i n g f i v e n a t i o n a l and one S t a t e - c h a r t e r e d b a n k ) , and 

13 were S t a t e - c h a r t e r e d nonmembers. Because o f t h e need t o h o l d 

n o n e a r n i n g c a s h r e s e r v e s , F e d e r a l Reserve member banks a r e f a c e d 

w i t h an a d d i t i o n a l f a c t o r a f f e c t i n g t h e i r b e h a v i o r , and i t seemed 

p r e f e r a b l e t o d i s t i n g u i s h among them on t h e b a s i s o f System member-

s h i p . As a l r e a d y i n d i c a t e d , t h e b l a c k banks a r e s m a l l i n s t i t u t i o n s 

- - r a n g i n g f r o m $ 1 . 4 m i l l i o n t o $36 .7 m i l l i o n o f t o t a l d e p o s i t s i n 

7 / I n c a r r y i n g o u t t h e s t u d y , c o n s i d e r a b l e use was made o f s t a t i s -
t i c a l i n f o r m a t i o n c o l l e c t e d by F e d e r a l bank s u p e r v i s o r y a g e n c i e s i n 
t h e C o n s o l i d a t e d R e p o r t o f C o n d i t i o n f o r December 31 , 1969. T h i s 
i s t h e " C a l l R e p o r t " s u b m i t t e d each q u a r t e r by a l l i n s u r e d b a n k s . 
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1969. For t h i s r e a s o n , the banks were g rouped by s i z e o f d e p o s i t s 

( unde r $10 m i l l i o n and $10-50 m i l l i o n - - and o v e r $50 m i l l i o n f o r 

a l l member b a n k s ) . I n f o r m a t i o n r e l a t i n g t o c o s t s and o p e r a t i n g 

8/ 

e f f i c i e n c y i s shown i n T a b l e s 3 and 4 . 

B l a c k banks t r y i n g t o do b u s i n e s s i n u r b a n g h e t t o s appear 

t o o p e r a t e a t a s u b s t a n t i a l d i s a d v a n t a g e (even when compared w i t h 

o t h e r banks o f t h e same s i z e ) . I n 1969, o p e r a t i n g c o s t s i n b l a c k 

banks a b s o r b e d 93 per c e n t o f o p e r a t i n g income - - a g a i n s t 78 per 

c e n t f o r a l l member b a n k s , as w e l l as f o r t h o s e w i t h t o t a l d e p o s i t s 

unde r $50 m i l l i o n . Thus , t h e m a r g i n o f income o v e r expenses i n t h e 

b l a c k banks was a b o u t o n e - t h i r d t o o n e - h a l f t h a t f o r banks s e r v i n g 

t h e c o u n t r y a t l a r g e . (See T a b l e 3 . ) T h i s r e l a t i v e d i s a d v a n t a g e 

can a l s o be t r a c e d i n s e v e r a l measures o f e f f i c i e n c y . I n 1969 

(as shown i n T a b l e 4 ) , o p e r a t i n g expenses i n b l a c k banks amounted 

t o $15 m i l l i o n , compared w i t h $19 .5 b i l l i o n f o r a l l F e d e r a l Reserve 

member banks and $ 3 . 4 b i l l i o n f o r member banks w i t h d e p o s i t s unde r 

$50 m i l l i o n . These o p e r a t i n g expenses were a s s o c i a t e d w i t h $351 

b i l l i o n o f t o t a l d e p o s i t s a t a l l member b a n k s , $ 6 6 . 4 b i l l i o n a t 

member banks w i t h d e p o s i t s be low $50 m i l l i o n , and $230 m i l l i o n a t 

b l a c k b a n k s . Thus , t h e b l a c k b a n k s , w i t h 0 . 0 6 5 pe r c e n t o f t o t a l 

member bank d e p o s i t s , had expenses e q u a l t o a b o u t 0 .077 per c e n t 

o f member b a n k s ' o p e r a t i n g c o s t s . Compared w i t h member banks w i t h 

d e p o s i t s under $50 m i l l i o n , t he b l a c k b a n k s ' sha re o f d e p o s i t s was 

0 .346 per c e n t , and t h e i r sha re o f o p e r a t i n g expenses was 0 . 4 4 1 

pe r c e n t . 

8 / P r i n c i p a l a s s e t s and l i a b i l i t i e s o f b l a c k banks as o f December 31 , 
1969, a r e shown i n c o n s i d e r a b l e d e t a i l f o r each bank i n T a b l e s 12 and 
13. These d a t a a r e t a k e n f r o m t h a t p a r t o f t he R e p o r t o f C o n d i t i o n 
w h i c h each bank must p u b l i s h i n d i v i d u a l l y . 
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E x p r e s s e d d i f f e r e n t l y , as shown i n T a b l e 3 , b l a c k b a n k s ' 

o p e r a t i n g expenses were e q u a l t o 6 . 5 p e r c e n t o f t o t a l d e p o s i t s , 

i n c o n t r a s t t o 5 . 6 pe r c e n t f o r a l l F e d e r a l Reserve member banks 

and a b o u t 5 . 0 per c e n t f o r t h o s e w i t h d e p o s i t s unde r $50 m i l l i o n . 

Thus , t h e c o s t s o f h a n d l i n g a g i v e n vo lume o f d e p o s i t s i n b l a c k banks 

seem t o r u n o n e - q u a r t e r t o t w o - f i f t h s h i g h e r t h a n f o r o t h e r banks 

o f s i m i l a r s i z e . 

As m e n t i o n e d a b o v e , b l a c k banks seem t o be much more 

amp ly s t a f f e d t h a n o t h e r i n s t i t u t i o n s o f s i m i l a r s i z e . T h i s r e s u l t s 

i n c o n s i d e r a b l y h i g h e r l a b o r c o s t s f o r a g i v e n vo lume o f b a n k i n g 

a c t i v i t y . I n 1969, wages and s a l a r i e s a c c o u n t e d f o r a l m o s t one-

t h i r d o f t h e o p e r a t i n g expenses m b l a c k b a n k s , compared w i t h 

a r o u n d o n e - q u a r t e r m F e d e r a l Reserve member banks r e g a r d l e s s o f 

s i z e . F r i n g e b e n e f i t s f o r o f f i c e r s and employees added p r o p o r t i o n -

a t e l y more t o l a b o r c o s t s i n a l l member banks t h a n t h e y d i d a t 

b l a c k i n s t i t u t i o n s , b u t m t h e $10 -50 m i l l i o n s i z e g roup t h e r a t i o s 

were a p p r o x i m a t e l y t h e same. Overhead c o s t s ( i n c l u d i n g occupancy 

expenses o f bank p r e m i s e s , f u r n i t u r e , and f i x t u r e s , e t c . ) a b s o r b e d 

a somewhat l a r g e r sha re o f o p e r a t i n g expenses a t b l a c k banks t h a n 

a t member banks ( 1 1 . 6 pe r c e n t and 1 0 . 0 pe r c e n t , r e s p e c t i v e l y ) , 

a l t h o u g h t h e p r o p o r t i o n was s l i g h t l y l o w e r a t a l l banks w i t h 

d e p o s i t s unde r $10 m i l l i o n . 

The l a r g e s t s i n g l e c a t e g o r y o f expenses f o r t h e ave rage 

F e d e r a l Reserve member bank - - t h a t i s , i n t e r e s t p a i d on t i m e and 

s a v i n g s d e p o s i t s - - a c c o u n t s f o r a much s m a l l e r p r o p o r t i o n o f 
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o p e r a t i n g c o s t s a t b l a c k banks t h a n a t o t h e r i n s t i t u t i o n s . For 

b l a c k banks as a g r o u p , as shown i n Tab le 3 , t he r a t i o was j u s t 

unde r 30 pe r c e n t compared w i t h 40 per c e n t f o r a l l member banks 

and a s l i g h t l y h i g h e r p e r c e n t a g e f o r member banks w i t h d e p o s i t s 

under $50 m i l l i o n . The f i g u r e s a l s o sugges t t h a t b l a c k banks pay 

somewhat l o w e r i n t e r e s t r a t e s t o owners o f t i m e and s a v i n g s d e p o s i t s 

t h a n do F e d e r a l Reserve member banks . Fo r a l l member b a n k s , t he 

a ve ra g e r a t e p a i d i n 1969 was 4 . 4 per c e n t compared w i t h 3 . 1 per 

c e n t f o r b l a c k banks . There was l i t t l e v a r i a t i o n among b l a c k 

banks by s i z e o r F e d e r a l Reserve membership s t a t u s . However , 

r e f l e c t i n g t he h i g h marke t r a t e s p a i d on l a r g e d e n o m i n a t i o n , 

n e g o t i a b l e c e r t i f i c a t e s o f d e p o s i t ( C D f s ) , t h e ave rage r a t e a t 

member banks w i t h d e p o s i t s ove r $50 m i l l i o n was 4 . 7 per c e n t . For 

member banks w i t h d e p o s i t s be low $50 m i l l i o n , t h e ave rage r a t e was 

a b o u t 3 . 5 per c e n t - - s t i l l somewhat h i g h e r t h a n f o r b l a c k b a n k s . 

I n 1969, most F e d e r a l Reserve member banks - - e s p e c i a l l y t he l a r g e 

i n s t i t u t i o n s - - b i d a g g r e s s i v e l y t o a t t r a c t f u n d s , and t h e m a r g i n a l 

c o s t o f money - - t h a t i s , t he e x t r a c o s t o f o b t a i n i n g a d d i t i o n a l 

f unds - - r o s e s h a r p l y t o 2-2% t imes the ave rage r a t e p a i d on t i m e 

and s a v i n g s d e p o s i t s . F c r b l a c k b a n k s , t he m a r g i n a l c o s t o f money 

c l i m b e d much more m o d e r a t e l y - - by o n e - t h i r d t o o n e - h a l f above the 

a v e r a g e i n t e r e s t r a t e p a i d . 

I n o t h e r w o r d s , f r om the p o i n t o f v i ew o f d e p o s i t o r s , the 

b l a c k banks p a i d somewhat l o w e r r a t e s on the average and r a i s e d 
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t h e i r o f f e r e d r a t e s t o a l e s s e r e x t e n t as m a r k e t r a t e s advanced 

unde r t h e i m p a c t o f m o n e t a r y r e s t r a i n t . Thus , t h e b l a c k i n s t i t u -

t i o n s r e p r e s e n t e d a somewhat l e s s a d v a n t a g e o u s p l a c e i n w h i c h t o 

d e p o s i t s a v i n g s , compared w i t h o t h e r banks o f s i m i l a r s i z e . 

I n c o n c l u s i o n , a m a j o r sha re o f t h e h i g h e r o p e r a t i n g 

c o s t s e x p e r i e n c e d by t h e b l a c k banks can be t r a c e d t o t h e h i g h 

c o s t o f h a n d l i n g a r e l a t i v e l y l a r g e number o f s m a l l a c c o u n t s . 

A n o t h e r m a j o r s h a r e a r i s e s f r o m t h e s i g n i f i c a n t vo lume o f l o s s e s 

on l o a n s i n c u r r e d by t h e s e i n s t i t u t i o n s - - a s i t u a t i o n d i s c u s s e d 

i n some d e t a i l b e l o w . The b l a c k banks as a g r o u p (as shown i n 

T a b l e 10) a t t r a c t a much l a r g e r p r o p o r t i o n o f t h e i r t o t a l d e p o s i t s 

i n t h e f o r m o f t i m e and s a v i n g s a c c o u n t s t h a n do a l l F e d e r a l 

Rese rve member b a n k s . Bu t f o r a l l b l a c k banks t h e p r o p o r t i o n i s 

r o u g h l y t h e same as t h a t f o r member banks w i t h d e p o s i t s be low 

$50 m i l l i o n . However , i t a p p e a r s t h a t t h e t i m e a c c o u n t s a t b l a c k 

banks i n c l u d e a f a r l a r g e r p r o p o r t i o n o f s m a l l , i n d i v i d u a l s a v i n g s 

a c c o u n t s and c o n s u m e r - t y p e t i m e d e p o s i t s . They t e n d t o have o n l y 

a few o f t h e l a r g e d e n o m i n a t i o n CD's i n w h i c h many c o r p o r a t e and 

p u b l i c t r e a s u r e r s i n v e s t t h e i r l i q u i d b a l a n c e s . On t h e o t h e r hand , 

some o f t h e b l a c k banks (and e s p e c i a l l y s e v e r a l o f t h e l a r g e r 

i n s t i t u t i o n s i n m a j o r c i t i e s ) have s o u g h t a c t i v e l y t o o b t a i n c o r p o -

r a t e and p u b l i c demand d e p o s i t s , and t h e y have been r e a s o n a b l y 

9 / 
s u c c e s s f u l . — Y e t , t h e r e l a t i v e l y l a r g e number o f modest t i m e 

9/ The b l a c k b a n k s , m a i n l y t h r o u g h t h e N a t i o n a l Bankers A s s o c i a t i o n , 
t h e i r t r a d e a s s o c i a t i o n , made an e f f o r t t o pe rsuade t h e U .S . T r e a s u r y 
t o m o d i f y t h e management o f Tax and Loan A c c o u n t s t o p e r m i t f unds t o 
r e m a i n w i t h t h e b l a c k banks f o r a l o n g e r p e r i o d o f t i m e - - and t h u s 
e n a b l e t h e l a t t e r t o make more l o c a l l o a n s . T h i s was r e j e c t e d as 
b e i n g i n c o n s i s t e n t w i t h t h e p r i m a r y pu rposes o f t h e Tax and Loan 
A c c o u n t s - - w h i c h i t was. See speech by Under S e c r e t a r y W a l k e r 
c i t e d i n f o o t n o t e 2 . 
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a c c o u n t s m t h e b l a c k banks n e c e s s a r i l y imposes on them s u b s t a n t i a l l y 

h i g h e r o p e r a t i n g c o s t - - w i t h o u t p r o v i d i n g a commensurate vo lume o f 
- 1 0 / 

e a r n i n g a s s e t s . — 

P r o f i t a b i l i t y o f B l a c k Banks 

The b l a c k banks as a g roup appear t o be a b o u t o n e - q u a r t e r 

t o o n e - t h i r d as p r o f i t a b l e as o t h e r banks o f t h e same s i z e - - b u t 

s e r v i n g t he p u b l i c a t l a r g e . The main e x p l a n a t i o n s o f t h e i r l owe r 

p r o f i t r a t e s a r e c l e a r : a s i d e f r o m t h e h i g h o p e r a t i n g c o s t s and 

low e f f i c i e n c y d i s c u s s e d above , t h e b l a c k banks e x p e r i e n c e s u b s t a n -

t i a l l y g r e a t e r r e l a t i v e l o a n l o s s e s . 

I n T a b l e 5 , s e v e r a l measures o f bank p r o f i t a b i l i t y a r e 

shown, a l o n g w i t h p r i n c i p a l s o u r c e s o f banks 1 o p e r a t i n g income. I n 

g e n e r a l , b l a c k banks r e c e i v e a n o t i c e a b l y s m a l l e r sha re o f t h e i r 

o p e r a t i n g income i n t h e f o r m o f i n t e r e s t r e c e i p t s . To some e x t e n t , 

t h i s r e f l e c t s t h e s m a l l e r p r o p o r t i o n o f t h e i r r e s o u r c e s i n v e s t e d i n 

l o a n s . I n 1969, i n t e r e s t income a t t he b l a c k banks made up j u s t 

unde r 80 pe r c e n t o f o p e r a t i n g income w h i l e a t a l l F e d e r a l Reserve 

member banks t h e r a t i o was j u s t ove r 85 pe r c e n t . Among member 

b a n k s , t h e r e was l i t t l e v a r i a t i o n by s i z e o f b a n k , b u t among b l a c k 

banks - - f o r b o t h F e d e r a l Reserve members and nonmembers - - t he 

10 / For examp le , i n 1968, one o f t he l a r g e s t b l a c k banks r e p o r t e d 
t h a t i t s ave rage t i m e d e p o s i t was a b o u t $300, w h i l e i t t y p i c a l l y 
needs t h e e a r n i n g s f r o m a minimum a c c o u n t o f $600 j u s t t o b r e a k 
even . 
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banks w i t h t o t a l d e p o s i t s u n d e r $10 m i l l i o n o b t a i n e d a n o t i c e a b l y 

s m a l l e r s h a r e o f income i n t h e f o r m o f i n t e r e s t . When i n t e r e s t 

income on l o a n s i s l o o k e d a t s e p a r a t e l y , t h e r e l a t i v e gap be tween 

t h e b l a c k banks and F e d e r a l Reserve members i s even l a r g e r - - 54 

p e r c e n t and 68 pe r c e n t o f t o t a l i ncome, r e s p e c t i v e l y . Among 

F e d e r a l Rese rve members, i n t e r e s t on l o a n s as a p e r c e n t a g e o f t o t a l 

income r i s e s d i r e c t l y - - and s t r i k i n g l y - - w i t h s i z e o f b a n k ; 

t h e r e a p p e a r s t o be l i t t l e o r no such v a r i a t i o n among b l a c k b a n k s . 

B l a c k banks o b t a i n a s i g n i f i c a n t l y h i g h e r p r o p o r t i o n o f 

t h e i r c u r r e n t o p e r a t i n g income f r o m s e r v i c e cha rges t h a n do F e d e r a l 

Rese rve member banks - - even o f t h e same s i z e . I n 1969, s e r v i c e 

c h a r g e s p r o v i d e d j u s t o v e r 3 pe r c e n t o f t h e o p e r a t i n g income o f 

a l l member banks and 5 p e r c e n t f o r t h o s e w i t h d e p o s i t s under $50 

m i l l i o n . F o r a l l b l a c k banks t h e p r o p o r t i o n was 12 pe r c e n t , and 

i t was somewhat h i g h e r (16 pe r c e n t ) f o r nonmember b l a c k b a n k s . 

H i s t o r i c a l l y , t h e r e l a t i v e i m p o r t a n c e o f income f r o m s e r v i c e cha rges 

has been d e c l i n i n g among F e d e r a l Reserve member banks - - as w e l l as 

among a l l i n s u r e d c o m m e r c i a l b a n k s . However , t h i s s o u r c e has 

become o f g r e a t e r s i g n i f i c a n c e f o r b l a c k b a n k s . A g a i n , g i v e n t h e 

heavy c o s t s o f h a n d l i n g a l a r g e number o f s m a l l t r a n s a c t i o n s , t he 

b l a c k banks (and p a r t i c u l a r l y some o f t h e r e c e n t l y c h a r t e r e d ones) 

have f o u n d i t n e c e s s a r y t o a p p l y s e r v i c e c h a r g e s t o a much l a r g e r 

p r o p o r t i o n o f t h e i r a c c o u n t s . Fo r examp le , i f one e x p r e s s e s income 

f r o m s e r v i c e c h a r g e s i n 1969 as a p e r c e n t a g e o f t o t a l d e p o s i t s o u t -

s t a n d i n g a t t h e end o f t h e y e a r , t h e r e s u l t s i n d i c a t e t h a t such 
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cha rges r e p r e s e n t e d a b o u t 4 . 0 c e n t s pe r $100 o f d e p o s i t s f o r a l l 

b l a c k b a n k s , 3 . 3 c e n t s a t b l a c k banks w i t h d e p o s i t s i n t he $ 1 0 - 5 0 

m i l l i o n r a n g e , and 6 . 3 c e n t s f o r b l a c k banks w i t h d e p o s i t s be low 

$10 m i l l i o n . Fo r F e d e r a l Reserve member banks , t he c o r r e s p o n d i n g 

f i g u r e s were 3 . 3 c e n t s f o r a l l members, 2 . 8 c e n t s f o r banks w i t h 

d e p o s i t s o v e r $50 m i l l i o n , 4 . 8 c e n t s f o r t h o s e i n t he $10 -50 m i l l i o n 

r a n g e , and 3 . 1 c e n t s f o r t h o s e w i t h d e p o s i t s under $10 m i l l i o n . 

T u r n i n g t o t h e o v e r a l l p r o f i t a b i l i t y o f b l a c k banks , t h e 

e v i d e n c e i n T a b l e 5 i n d i c a t e s c l e a r l y how f a r t h e b l a c k banks l a g 

b e h i n d o t h e r banks i n t he n a t i o n . I n 1969, o p e r a t i n g income o f a l l 

F e d e r a l Reserve member banks r e p r e s e n t e d 1 .27 pe r c e n t o f t h e i r 

t o t a l a s s e t s , and t h e r a t e was e s s e n t i a l l y t h e same f o r member 

banks i n d i f f e r e n t s i z e g r o u p s . For a l l b l a c k banks , t h e r a t e was 

0 . 3 7 p e r c e n t o f t o t a l a s s e t s , and i t was 0 . 4 3 pe r c e n t f o r b l a c k 

member banks . O p e r a t i n g income was 1 7 . 1 p e r c e n t o f bank c a p i t a l 

f o r a l l F e d e r a l Reserve member banks , and t h e r a t e r o s e somewhat 

w i t h bank s i z e . The r a t e f o r b l a c k banks was 5 . 1 pe r c e n t , r o u g h l y 

o n e - t h i r d t h a t r e c o r d e d f o r a l l F e d e r a l Reserve members as w e l l as 

f o r t h o s e w i t h d e p o s i t s unde r $50 m i l l i o n . However , among b l a c k 

b a n k s , t h e r e was l i t t l e v a r i a t i o n by s i z e o f bank . 

Among b l a c k b a n k s , F e d e r a l income t a x e s t a k e a much s m a l l e r 

b i t e o u t o f income t h a n i s t h e case f o r F e d e r a l Reserve member banks . 

For t h e b l a c k b a n k s , income a f t e r t a x e s ( b u t b e f o r e t r a n s a c t i o n s i n 

s e c u r i t i e s ) i n 1969 r e p r e s e n t e d 0 . 2 8 pe r c e n t o f t o t a l a s s e t s 

(compared w i t h 0 . 3 7 per c e n t b e f o r e t a x e s ) ; t h e r a t e s o f r e t u r n m 
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r e l a t i o n t o bank c a p i t a l were 3 . 9 pe r c e n t and 5 . 1 p e r c e n t , 

r e s p e c t i v e l y . F o r a l l F e d e r a l Reserve member b a n k s , t h e r a t e s o f 

r e t u r n on a s s e t s were 1 . 2 7 p e r c e n t b e f o r e and 0 . 8 5 p e r c e n t a f t e r 

t a x e s . I n r e l a t i o n t o bank c a p i t a l , t h e r a t e s were 1 7 . 1 pe r c e n t 

b e f o r e and 1 1 . 4 pe r c e n t a f t e r d e d u c t i o n o f a p p l i c a b l e F e d e r a l 

income t a x e s . 

When n e t g a i n s o r l o s s e s f r o m t r a n s a c t i o n s i n s e c u r i t i e s 

(and a few o t h e r s p e c i f i c t r a n s a c t i o n s ) a r e added t o ( o r d e d u c t e d 

f r o m ) a f t e r - t a x i ncome, t h e r e s u l t i n g amount i s t h e n e t income o f 

t h e b a n k . T h i s i s t h e f i g u r e w h i c h s p o t l i g h t s t h e o v e r a l l p e r f o r -

mance o f t h e i n s t i t u t i o n . Measured w i t h t h i s y a r d s t i c k , t h e b l a c k 

banks a p p e a r t o do l e s s t h a n h a l f as w e l l as F e d e r a l Reserve member 

banks - - even when banks o f t h e same s i z e g roups a r e compared. I n 

1969, t h e b l a c k b a n k s 1 n e t income was 0 . 3 1 pe r c e n t o f t o t a l a s s e t s 

and 4 . 2 p e r c e n t o f c a p i t a l a c c o u n t s . F o r a l l F e d e r a l Reserve 

member b a n k s , t h e r a t i o s were 0 . 8 0 pe r c e n t and 1 0 . 8 pe r c e n t , 

r e s p e c t i v e l y . Fo r member banks w i t h d e p o s i t s unde r $50 m i l l i o n , 

t h e c o r r e s p o n d i n g f i g u r e s were 0 . 8 7 pe r c e n t and 1 0 . 5 pe r c e n t . 

To a c o n s i d e r a b l e e x t e n t , as a l r e a d y m e n t i o n e d , t h e 

r e l a t i v e l y poo r p e r f o r m a n c e o f t h e b l a c k banks r e f l e c t s t h e heavy 

l o s s e s on l o a n s w h i c h t h e y have i n c u r r e d . Some i n s i g h t i n t o t h e 

d i f f e r e n t i a l i m p a c t o f l o s s e s on b l a c k banks i s p r o v i d e d by s e v e r a l 

i n d i c a t o r s i n T a b l e 4 r e l a t i n g t o t h e i r l o s s e x p e r i e n c e . I n 1969, 

b l a c k banks s e t a s i d e an amount e q u a l t o 7 . 3 p e r c e n t o f t h e i r 

o p e r a t i n g expenses as p r o v i s i o n f o r l o a n l o s s e s . The p e r c e n t a g e 
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was h i g h e r f o r b l a c k banks w i t h d e p o s i t s under $10 m i l l i o n - -

e s p e c i a l l y so f o r b l a c k F e d e r a l Reserve member banks m t h i s c a t e g o r y 

where i t was 1 3 . 0 pe r c e n t . I n c o n t r a s t , F e d e r a l Reserve member 

banks s e t a s i d e a sum e q u a l t o 2 . 1 per c e n t o f t h e i r o p e r a t i n g 

expenses t o c o v e r l o a n l o s s e s . For t h e l a r g e s t member banks ( w i t h 

d e p o s i t s o v e r $50 m i l l i o n ) , t h e p r o p o r t i o n was 1 . 9 per c e n t ; i t was 

3 . 7 per c e n t f o r member banks i n t he $10 -50 m i l l i o n d e p o s i t r a n g e , 

and 4 . 3 pe r c e n t f o r t h o s e w i t h d e p o s i t s be low $10 m i l l i o n . Thus , 

t h e p r o v i s i o n f o r l o a n l o s s e s i n r e l a t i o n t o o p e r a t i n g expenses o f 

F e d e r a l Rese rve member banks was s u b s t a n t i a l l y s m a l l e r t h a n f o r t he 

b l a c k banks i n e v e r y s i z e g r o u p . 

I t i s even more i n s t r u c t i v e t o compare t he amounts s e t 

11/ 

a s i d e t o c o v e r l o a n l o s s e s w i t h t he b a n k s ' n e t income. Fo r a l l 

F e d e r a l Reserve member b a n k s , i n 1969, t he r a t i o was 1 1 . 4 per c e n t , 

and i t d e c l i n e d s h a r p l y as t h e s i z e o f bank i n c r e a s e d - - f r o m 

3 0 . 0 pe r c e n t f o r member banks w i t h d e p o s i t s u n d e r $10 m i l l i o n , t o 

2 0 . 0 pe r c e n t f o r t h o s e i n t h e $10-50 m i l l i o n r a n g e , and t o 10 .7 

pe r c e n t f o r t h o s e w i t h d e p o s i t s ove r $50 m i l l i o n . I n s t r i k i n g 

c o n t r a s t , f o r b l a c k b a n k s , t h e p r o v i s i o n f o r l o a n l o s s e s was 137 .5 

pe r c e n t o f n e t income. I t was 140 .0 per c e n t f o r b l a c k banks w i t h 

d e p o s i t s o f $10-50 m i l l i o n and 100 .0 pe r c e n t f o r banks w i t h 

d e p o s i t s unde r $10 m i l l i o n . For b l a c k member b a n k s , t h e r a t i o was 

somewhat s m a l l e r ( 1 2 0 . 0 per c e n t ) t h a n f o r a l l b l a c k banks combined. 

I n a c t u a l amoun ts , t h e b l a c k banks had n e t income o f $800 t h o u s a n d , 

and t h e y s e t a s i d e $ 1 . 1 m i l l i o n t o cove r l o a n l o s s e s , i n 1969. For 

11/ A g a i n , i t must be emphas ized ttat t h e p r o v i s i o n f o r l o a n l o s s e s i s 
i n c l u d e d i n o p e r a t i n g expenses and t h u s has a l r e a d y been d e d u c t e d 
b e f o r e n e t income i s c a l c u l a t e d . 
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a l l F e d e r a l Rese rve member b a n k s , n e t income amounted t o $ 3 . 5 

b i l l i o n , and i t was $600 m i l l i o n f o r member banks w i t h d e p o s i t s 

u n d e r $50 m i l l i o n ; t h e c o r r e s p o n d i n g p r o v i s i o n f o r l o a n l o s s e s was 

$400 m i l l i o n and $130 m i l l i o n , r e s p e c t i v e l y . 

On t h e b a s i s o f t h e s e f i g u r e s , one can r e a c h t h e f o l l o w -

i n g g e n e r a l c o n c l u s i o n : t h e need t o c o v e r e x c e p t i o n a l l o a n l o s s e s 

imposes a d r a i n on t h e b l a c k banks t h a t i s so heavy t h a t t h e i r n e t 

income i s c u t by more t h a n o n e - h a l f f r o m t h e l e v e l i t o t h e r w i s e 

m i g h t r e a c h . Fo r a l l F e d e r a l Rese rve member b a n k s , t h e a d v e r s e 

i m p a c t i s much l e s s - - on t h e o r d e r o f o n e - t e n t h . F o r member 

banks w i t h d e p o s i t s b e l o w $50 m i l l i o n , t h e p r o p o r t i o n i s somewhat 

l a r g e r - - b u t s t i l l o n l y o n e - s e v e n t h . M o r e o v e r , d e s p i t e t h e r e l a -

t i v e l y l a r g e r c u r r e n t p r o v i s i o n f o r l o a n l o s s e s by t h e b l a c k b a n k s , 

t h e y a p p a r e n t l y have a c c u m u l a t e d a s u b s t a n t i a l l y s m a l l e r vo lume 

o f t o t a l bad d e b t r e s e r v e s i n r e l a t i o n t o t o t a l l o a n s 

t h a n have banks g e n e r a l l y . As shown i n T a b l e 4 , r e s e r v e s f o r bad 

d e b t s i n 1969 were 2 . 1 pe r c e n t o f t o t a l l o a n s o u t s t a n d i n g a t a l l 

F e d e r a l Rese rve member b a n k s , and t h e y were a b o u t 1 . 5 pe r c e n t a t 

banks w i t h d e p o s i t s unde r $50 m i l l i o n . Fo r a l l b l a c k b a n k s , t h e 

f i g u r e was 0 . 3 per c e n t , and t h e r e was l i t t l e v a r i a t i o n by s i z e o f 

b a n k . I n one s e n s e , t h e r e l a t i v e l y s m a l l a c c u m u l a t i o n o f bad d e b t 

r e s e r v e s a t b l a c k banks - - d e s p i t e t h e s i z a b l e amount o f c u r r e n t 

p r o v i s i o n f o r l o a n l o s s e s - - i s e a s i l y e x p l a i n e d : t h e y s u f f e r a 

s i g n i f i c a n t amount o f a c t u a l l o s s e s , and t h e bad d e b t r e s e r v e s have 

t o be d rawn down t o c o v e r them. 
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Of c o u r s e , s i n c e h a l f o f t h e b l a c k banks have been s t a r t e d 

i n t h e l a s t seven y e a r s , one w o u l d e x p e c t some o f them to i n c u r 

o p e r a t i n g l o s s e s . For some t i m e , expenses wou ld n a t u r a l l y r u n ahead 

o f income. A p r e v i o u s e x a m i n a t i o n o f t h e o p e r a t i n g e x p e r i e n c e o f 

a l l i n s u r e d c o m m e r c i a l banks c h a r t e r e d m the U n i t e d S t a t e s m t h e 

t h r e e y e a r s 1962-64 i n d i c a t e d t h a t a new bank must t y p i c a l l y e x p e c t 

t o e x p e r i e n c e l o s s e s f r o m c u r r e n t o p e r a t i o n s and n e t income a f t e r 
12/ 

t a x e s d u r i n g r o u g h l y t he f i r s t two y e a r s o f i t s e x i s t e n c e . 

However , t he p e r i o d was c o n s i d e r a b l y l o n g e r f o r t h e new b l a c k b a n k s . 

For examp le , because o f t he a d v e r s e o p e r a t i n g e x p e r i e n c e o f t he new 

i n s t i t u t i o n s , t h e b l a c k banks as a g roup had no a f t e r - t a x p r o f i t s 13 / 

d u r i n g t h e t h r e e y e a r s e n d i n g m 1967. T h e i r n e t income a f t e r 

t a x e s as a p e r c e n t a g e o f c a p i t a l was 5 . 6 per c e n t i n 1962 j u s t p r i o r 

t o t h e o p e n i n g o f t he f i r s t new banks . S u b s e q u e n t l y , t h e r a t e o f 

r e t u r n d e c l i n e d each y e a r : 1963, 5 . 2 pe r c e n t ; 1964, 2 . 1 pe r c e n t ; 

1965, - 1 . 0 pe r c e n t ; 1966, - 5 . 0 pe r c e n t ; and 1967, - 5 . 4 pe r c e n t . As 

t h e i n s t i t u t i o n s l aunched i n t h e e a r l y t o m i d - 1 9 6 0 ' s m a t u r e d , t h e i r 

o p e r a t i n g d e f i c i t s d i s a p p e a r e d o r s h r a n k s u b s t a n t i a l l y ( e x c e p t f o r 14 / 
a few c a s e s ) . N e v e r t h e l e s s , as e x p l a i n e d above , t h e h i g h c o s t 

12 / See B r immer , "The Bank ing System and Urban Economic D e v e l o p m e n t , " 
p . 19 , and T a b l e s 7 and 8 , c i t e d above m f o o t n o t e 3. 

13 / I b i d . , p . 17. 

14 / I n 1969, s i x o f t he b l a c k banks r e c o r d e d d e f i c i t s f rom o p e r a t i o n s . 
Four o f t h e s e were new banks s t i l l m the f i r s t o r second year o f 
o p e r a t i o n s . However , one o f t he r e m a i n i n g two banks d a t e s f rom the 
p r e - W o r l d War I I y e a r s , and the o t h e r d a t e s f r om the e a r l y 1 9 6 0 ' s . 
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o f o p e r a t i o n s f a c e d by t h e b l a c k banks has k e p t t h e m a r g i n o f 

o p e r a t i n g income o v e r o p e r a t i n g expenses v e r y t h i n . And t h e need 

t o p r o v i d e f o r e x c e p t i o n a l l y l a r g e l o a n l o s s e s i s one o f t h e ma in 

f a c t o r s p r o d u c i n g t h i s r e s u l t . 

T h i s a d v e r s e l o s s e x p e r i e n c e o f t h e b l a c k b a n k s , o f 

c o u r s e , i s i n t i m a t e l y r e l a t e d t o t h e i n h e r e n t r i s k o f d o i n g b u s i -

ness i n t h e u r b a n g h e t t o : t h e h i g h unemployment r a t e s , low f a m i l y 

i n c o m e s , t h e h i g h f a i l u r e r a t e s among s m a l l b u s i n e s s e s (compounded 

by h i g h c r i m e r a t e s ) make t h e g h e t t o an e x t r e m e l y r i s k y p l a c e f o r 

s m a l l banks t o l e n d money. T h i s i s t r u e w h e t h e r such banks a r e 

owned and r u n by b l a c k p e o p l e o r by w h i t e p e o p l e . 

C a p i t a l , A s s e t Q u a l i t y and Management o f B l a c k Banks 

The above e x t e r n a l f a c t o r s a s s o c i a t e d w i t h t h e g h e t t o 

e n v i r o n m e n t u n d o u b t e d l y have a s i g n i f i c a n t i n f l u e n c e on t h e p e r f o r -

mance o f b l a c k b a n k s . However , s e v e r a l f a c t o r s i n t e r n a l t o t h e s e 

i n s t i t u t i o n s a l s o have a m a j o r b e a r i n g on t h e ou tcome. Among t h e s e , 

c a p i t a l a d e q u a c y , a s s e t q u a l i t y , and management p e r s o n n e l a r e 

p a r t i c u l a r l y i m p o r t a n t . 

The g e n e r a l i n f l u e n c e o f each o f t h e s e f a c t o r s can be 

a s s e s s e d on t h e b a s i s o f t h e bank e x a m i n a t i o n r e p o r t s p r e p a r e d a t 

l e a s t a n n u a l l y f o r each i n s u r e d c o m m e r c i a l b a n k . W h i l e t h e d e t a i l s 

r e l a t i n g t o i n d i v i d u a l banks c a n n o t be r e v e a l e d , i t i s p o s s i b l e t o 

comment on t h e g e n e r a l c o n d i t i o n s and p e r f o r m a n c e o f t h e banks as a 

g r o u p . The e v a l u a t i o n o f t h e b l a c k banks by t h e F e d e r a l Reserve 

B o a r d ' s e x a m i n a t i o n s t a f f i s shown i n T a b l e 6 , f o r t h e y e a r s 1967, 

1968, and 1970. 
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I n t h e e x a m i n a t i o n p r o c e s s , banks a r e a p p r a i s e d a g a i n s t 

t h r e e g e n e r a l c r i t e r i a ( c a p i t a l adequacy , a s s e t q u a l i t y , and manage-

ment p e r f o r m a n c e ) and a r e g i v e n an o v e r a l l s c o r e . C a p i t a l adequacy 

i s measured by t h e r a t i o o f c a p i t a l t o r i s k a s s e t s ; t h e h i g h e r t h e 

r a t i o , t h e more adequa te i s c a p i t a l , and t h e bank i s r a t e d i n 

Group 1 . A s s e t q u a l i t y i s j u d g e d p r i m a r i l y i n te rms o f t h e s i z e 

o f l o a n l o s s e s w r i t t e n o f f and t h e vo lume o f l o a n s t h a t a r e o f some-

wha t l e s s t h a n good q u a l i t y o r i n r e s p e c t t o w h i c h repayment i s 

d o u b t f u l - - compared w i t h t h e b a n k ' s c a p i t a l . C l a s s A banks a r e 

t h o s e whose a s s e t s a r e o f t h e h i g h e s t q u a l i t y . A b a n k ' s management 

team i s e v a l u a t e d i n te rms o f i t s e f f e c t i v e c o n t r o l ove r b a n k i n g 

o p e r a t i o n s as w e l l as i t s a b i l i t y t o employ t h e b a n k ' s a s s e t s 

p r o f i t a b l y . F i n a l l y , t h e o v e r a l l e v a l u a t i o n i s t he r e s u l t o f 

w e i g h i n g each o f t h e t h r e e s e p a r a t e c r i t e r i a . I t i s summar ized 

by a s s i g n i n g t o t h e bank a c o m p o s i t e r a t i n g , w i t h a Group 1 r a t i n g 

s u g g e s t i n g t h a t t h e bank i s i n t he t o p c a t e g o r y w i t h r e s p e c t t o 

each o f t h e s t a n d a r d s . I t i s p o s s i b l e f o r a bank t o be weak i n one 

a r e a b u t s t r o n g i n t h e o t h e r t w o ; such a s i t u a t i o n m i g h t r e s u l t i n 

a Group 2 c o m p o s i t e r a t i n g . On t h e o t h e r hand , banks i n Group 3 

d e m o n s t r a t e weakness i n more t h a n one a r e a and may w e l l be c l a s s i -

f i e d by exam ine rs as p r o b l e m b a n k s , w h i c h means t h e y r e q u i r e e x t r a 

a t t e n t i o n f r o m s u p e r v i s o r y a u t h o r i t i e s . Banks w i t h a c o m p o s i t e 

r a t i n g i n Group 4 a r e t h o s e f a c i n g p a r t i c u l a r l y s e r i o u s d i f f i c u l t i e s . 
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On b a l a n c e , as one can see f r o m T a b l e 6 , mos t o f t h e b l a c k 

banks have a d e q u a t e c a p i t a l . However , i n t h e l a s t y e a r o r so , t h e i r 

c a p i t a l p o s i t i o n s have weakened somewhat. Much o f t h i s r e f l e c t s t h e 

r a p i d g r o w t h o f some o f t h e i n s t i t u t i o n s - - p a r t i c u l a r l y o f t h e 

r e c e n t l y c h a r t e r e d b a n k s . But some o f i t a l s o r e f l e c t s t h e s i z a b l e 

l o a n l o s s e s w r i t t e n o f f - - a g a i n m a i n l y by s e v e r a l o f t h e banks 

l a u n c h e d d u r i n g t h e l a s t few y e a r s . 

The a s s e t s o f t h e b l a c k banks must be c l a s s i f i e d as o f 

o n l y f a i r q u a l i t y . W h i l e t h e vo lume o f l o a n l o s s e s o r l o a n s a b o u t 

w h i c h repayment i s d o u b t f u l i s mode ra te i n some i n s t i t u t i o n s , i n a 

number o f t h e banks l o s s e s have been heavy - - as a l r e a d y i n d i c a t e d . 

I n s e v e r a l c a s e s , t h e p r o b l e m was t r a c e d t o poo r management c o n t r o l . 

I n o t h e r c a s e s , t h e banks ( a l l r e c e n t l y c h a r t e r e d ones) made a m a j o r 

e f f o r t t o grow by e x p a n d i n g l o a n s t o l o c a l b o r r o w e r s . However , 

because o f t h e low f a m i l y incomes and t h e m a r g i n a l c h a r a c t e r o f 

most o f t h e b u s i n e s s e s i n t h e i r m a r k e t a r e a , t h e bank r a n i n t o 

s e r i o u s d i f f i c u l t i e s . Mos t o f t h e banks spend a s u b s t a n t i a l amount 

o f t i m e and e f f o r t ( n o t a l w a y s w i t h s u c c e s s ) t r y i n g t o c o l l e c t on 

d e f a u l t e d o r d e l i n q u e n t l o a n s . Pas t due paper i n t h e g roup a v e r a g e s 

10 pe r c e n t , w i t h t h e r a n g e b e i n g f r o m 1 pe r c e n t t o 25 pe r c e n t . 

W h i l e t h i s s i t u a t i o n i s p a r t l y a l e g a c y o f g e n e r a l g h e t t o c o n d i t i o n s , 

c o l l e c t i o n p o l i c i e s i n some o f t h e banks c o u l d a l s o be s t r e n g t h e n e d . 

I n T a b l e 7, t h e a s s e t e v a l u a t i o n and c o m p o s i t e r a t i n g o f 

b l a c k banks a r e compared w i t h t h o s e f o r a sample o f F e d e r a l Reserve 

S t a t e member b a n k s . Because o f t h e s m a l l number o f Negro-owned b a n k s , 
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one must be c a u t i o u s i n d r a w i n g c o n c l u s i o n s f r o m t h e s e d a t a . 

However , t h e t y p i c a l b l a c k bank does seem t o have a s s e t s o f a 

q u a l i t y somewhat l o w e r t h a n t h a t c h a r a c t e r i s t i c o f t h e a v e r a g e 

F e d e r a l Rese rve S t a t e member b a n k . T h e i r o v e r a l l p e r f o r m a n c e as 

measured by t h e c o m p o s i t e r a t i n g a l s o a p p e a r s t o be l e s s s t r o n g . 

A g a i n , as m e n t i o n e d above , some o f t h e d i f f e r e n c e can be t r a c e d 

t o i n h e r e n t d i f f i c u l t i e s o f t r y i n g t o c o n d u c t a b a n k i n g b u s i n e s s 

i n t h e g h e t t o , b u t some o f t h e d i v e r g e n c e a l s o r e f l e c t s t h e p r e s e n t 

s h o r t a g e o f management p e r s o n n e l i n t h e b l a c k b a n k s . 

An even b r o a d e r p e r s p e c t i v e on t h e q u a l i t y o f l o a n s on 

t h e books o f b l a c k banks i s p r o v i d e d by d a t a m T a b l e s 8 and 9 . 

These d a t a show, by s i z e o f b a n k , t h e e v a l u a t i o n o f such l o a n s made 

by t h e F e d e r a l Rese rve B o a r d ' s e x a m i n a t i o n s t a f f . Fo r t h i s p u r p o s e , 

t h e l o a n i s e v a l u a t e d a g a i n s t a s c a l e d i v i d e d i n t o two ma in c a t e -

g o r i e s : " c l a s s i f i e d 1 1 and " s p e c i a l l y m e n t i o n e d " - - w i t h t h e 

" c l a s s i f i e d " c a t e g o r y b r o k e n down f u r t h e r i n t o t h r e e s u b c l a s s e s , 

t h a t i s , " s u b s t a n d a r d " , " d o u b t f u l o f r e p a y m e n t " , o r " p r o b a b l e l o s s " . 

The r e s u l t s o f t h e e v a l u a t i o n o f a s e l e c t i o n o f F e d e r a l Reserve 

member b a n k s , f o r t h e y e a r s 1964 and 1969, and t h e a v e r a g e s f o r t h e 

15 / 

s i x y e a r s , a r e shown i n T a b l e 8 ; t h e i n f o r m a t i o n f o r t h e b l a c k 

banks i s shown i n T a b l e 9 . 

15 / The f i g u r e s f o r t h e s i x y e a r a v e r a g e s a r e based on d a t a f o r 
t h e y e a r s 1965-68 as w e l l as on t h e two y e a r s shown. Data f o r t h e 
i n t e r v e n i n g y e a r s were n o t l i s t e d because o f l a c k o f space . 
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I n g e n e r a l , t h e s e d a t a c o n f i r m t h e i m p r e s s i o n s fo rmed on 

t h e b a s i s o f t h e e v i d e n c e g i v e n above w i t h r e s p e c t t o t h e q u a l i t y 

o f l o a n s a t b l a c k b a n k s . T a k i n g a l l q u e s t i o n a b l e l o a n s t o g e t h e r 

( t h o s e c l a s s i f i e d o r s p e c i a l l y m e n t i o n e d ) , one can t r a c e a n o t i c e -

a b l e d e t e r i o r a t i o n i n t he q u a l i t y o f some o f t h e b l a c k banks 1 l o a n s . 

Fo r examp le , i n 1964, t h e amount o f such l o a n s as a p e r c e n t a g e o f 

t o t a l c a p i t a l a c c o u n t s a t t h e b l a c k banks was r o u g h l y t h e same as 

f o r F e d e r a l Reserve member banks - - b o t h b e i n g a b o u t 10 pe r c e n t . 

However , o v e r t h e f o l l o w i n g f i v e y e a r s , t h e r a t i o f o r b l a c k banks 

c l i m b e d s h a r p l y t o a b o u t 30 per c e n t i n 1969, and t h e s i x y e a r 

a v e r a g e was a p p r o x i m a t e l y 24 per c e n t . Fo r F e d e r a l Reserve member 

banks i t r o s e o n l y t o a b o u t 13 per c e n t i n 1969, and t h i s was a l s o 

t h e a ve ra ge f o r t h e s i x y e a r s . A g a i n , t h e b i g g e s t f a c t o r p r o d u c i n g 

t h e weaken ing i n l o a n q u a l i t y a t b l a c k banks was t h e s h a r p r i s e i n 

t h e vo lume o f l o a n l o s s e s . 

T u r n i n g t o management p e r s o n n e l i n t h e b l a c k b a n k s , t h e 

l a c k o f management d e p t h i s common t o v i r t u a l l y a l l o f t h e s e i n s t i -

t u t i o n s . I n f a c t , t h e seve re s h o r t a g e o f management t a l e n t i s 

p r o b a b l y t h e most c r i t i c a l p r o b l e m f a c i n g t h e b l a c k b a n k s . For 

example , as shown i n T a b l e 6 , n i n e o f t h e b l a c k banks were r a t e d 

" s a t i s f a c t o r y 1 1 , s i x were r a t e d " f a i r " , and seven were r a t e d " p o o r " 

i n te rms o f management p e r f o r m a n c e i n 1970. I n g e n e r a l , even some 

o f t h e banks m t h e " s a t i s f a c t o r y " c a t e g o r y depend h e a v i l y on t h e 

s e r v i c e s o f a s i n g l e key e x e c u t i v e , b u t t h e y a l s o had one o r two 

o t h e r o f f i c e r s w i t h c o n s i d e r a b l e b a n k i n g e x p e r i e n c e . The s i x banks 
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w i t h ! f f a i r f l r a t i n g s had a m i x t u r e o f e x p e r i e n c e s , b u t h e r e a l s o t h e 

t h i n n e s s o f management was e v i d e n t . Among t h e seven banks r a t e d 

"poo r 1 1 , one o r two were f a c e d w i t h s e r i o u s management s u c c e s s i o n 

p rob lems as w e l l as h a v i n g few m i d d l e - l e v e l o f f i c e r s . 

The management p rob lems i n t h e b l a c k banks go beyond t h e 

f a c t t h a t o n l y a h a n d f u l o f e x p e r i e n c e d men a r e r e s p o n s i b l e f o r t h e 

c o n d u c t o f t h e i r a f f a i r s . The s h o r t a g e has a l s o l e d t o s e r i o u s 

p rob lems o f i n t e r n a l c o n t r o l s , a c c o u n t i n g and a u d i t i n g on w h i c h 

t h e o r d e r l y c o n d u c t o f b a n k i n g must r e s t . M o r e o v e r , t h e l a c k o f 

e x p e r i e n c e i n c r e d i t a n a l y s i s on t h e p a r t o f many l o a n o f f i c e r s 

has exposed t h e banks t o numerous r i s k s w h i c h l a t e r p roduced t h e 

h i g h vo lume o f l o s s e s d i s c u s s e d above . 

The r e a s o n f o r t h i s seve re s h o r t a g e o f management t a l e n t 

i s w i d e l y known: because o f r a c i a l d i s c r i m i n a t i o n and s e g r e g a t i o n , 

Negroes h i s t o r i c a l l y were k e p t o u t o f t h e economic m a i n s t r e a m and 

t h u s l a c k e d t h e i n c e n t i v e s t o a c q u i r e a m a s t e r y o f s k i l l s i n 

econom ics , f i n a n c e , a c c o u n t i n g , and b u s i n e s s a d m i n i s t r a t i o n , w h i c h 

f o r m t h e f o u n d a t i o n s o f bank management. 

F o r t u n a t e l y , i n most o f t h e b l a c k b a n k s , a number o f 

young p e o p l e have been added i n r e c e n t y e a r s and a r e now w o r k i n g 

t h e i r way up t h e o c c u p a t i o n a l l a d d e r . M o r e o v e r , g i v e n t h e p r o g r e s s 

b e i n g made i n s e v e r a l o f t h e t r a i n i n g p rograms d e s i g n e d t o i n c r e a s e 

t h e number o f b l a c k b a n k e r s , t h e s u p p l y o f p e r s o n n e l s h o u l d expand 

a p p r e c i a b l y i n t h e n e x t few y e a r s . I n c o n t r a s t , a l t h o u g h t h e 

s e n i o r management r a n k s a r e e x t r e m e l y t h i n , t h e r e appea rs t o be 
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c o n s i d e r a b l e r e l u c t a n c e m a number o f i n s t i t u t i o n s t o t a k e i n new 

p e o p l e . A d m i t t e d l y , t h e m i d d l e management l e v e l s a r e a l s o t h i n , so 

few m a t u r e and e x p e r i e n c e d p e o p l e can r e a d i l y assume o v e r a l l r e s p o n -

s i b i l i t y f o r d i r e c t i o n o f t h e i n s t i t u t i o n s 1 a f f a i r s . 

On t h e o t h e r hand , t h e r e appea rs t o be an e x c e l l e n t 

o p p o r t u n i t y f o r some o f t h e banks t o a t t r a c t m a t u r e , p r o f e s s i o n a l 

men and women who have a c q u i r e d e x p e r i e n c e i n o t h e r f i e l d s on w h i c h 

t h e y c o u l d b u i l d t h e s p e c i f i c s k i l l s needed i n f i n a n c i a l management. 

For examp le , a s u b s t a n t i a l number o f Negroes were a p p o i n t e d t o 

s e n i o r p o s i t i o n s m t h e F e d e r a l Government i n t h e 1 9 6 0 ' s . W h i l e 

o n l y a few o f them o c c u p i e d t h e t o p p o l i c y p o s t s , q u i t e a few were 

i n v o l v e d i n p o l i c y m a k i n g a t a h i g h enough l e v e l t o g i v e them good 

e x p o s u r e and f a m i l i a r i t y w i t h t he range o f i s s u e s w i t h w h i c h bank 

managers must d e a l . Some o f t h e s e a p p o i n t e e s a r e s t i l l i n t h e 

F e d e r a l Government , b u t most o f them have moved on t o o t h e r j o b s . 

W i t h t he a p p r o p r i a t e i nducements - - and a f t e r a r e a s o n a b l e p e r i o d 

o f s p e c i a l i z e d p r e p a r a t i o n - - a number o f them c o u l d be a t t r a c t e d 

t o t h e b l a c k - o w n e d banks . U n d o u b t e d l y , pe rsons who have n o t been 

i n government b u t who have a c q u i r e d s i m i l a r e x p e r i e n c e s c o u l d be 

i n c l u d e d as w e l l . 

Bu t w h a t e v e r t h e method used , t h e b l a c k banks s h o u l d 

l o s e no t i m e m t r y i n g t o s t r e n g t h e n t hemse l ves a t t h e s e n i o r manage-

ment l e v e l . I n t h e p r o c e s s , t h e y s h o u l d a l s o n o t o v e r l o o k t h e f a c t 

t h a t a l a r g e number o f p e o p l e - - who happen t o be w h i t e - - do have 

s k i l l s i n b a n k i n g , and many o f them a r e w i l l i n g t o wo rk m b l a c k 
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i n s t i t u t i o n s . I n my j u d g m e n t , a l t h o u g h e f f o r t s a r e b e i n g a c c e l e r a t e d 

t o expand t h e s u p p l y o f b l a c k b a n k e r s , no s i g n i f i c a n t improvement 

appea rs l i k e l y i n t h e s h o r t r u n . Thus , I am l e f t w i t h t h e c o n v i c t i o n 

t h a t b l a c k banks must become more w i l l i n g t o employ a g r e a t e r p r o p o r -

t i o n o f w h i t e o f f i c e r s - - w h i c h some a r e a l r e a d y d o i n g . 

B l a c k Banks and Community Economic Deve lopment 

Because o f t h e c o m b i n a t i o n o f h a n d i c a p s d e s c r i b e d above , 

t h e b l a c k banks as a g roup appea r t o possess v e r y l i t t l e p o t e n t i a l 

as i n s t r u m e n t s o f u r b a n economic d e v e l o p m e n t . A few o f t h e banks 

have e x p e r i e n c e d n o t i c e a b l e success i n t a i l o r i n g t h e i r l e n d i n g p r a c -

t i c e s so as t o l e n d a s i g n i f i c a n t p r o p o r t i o n o f t h e i r r e s o u r c e s t o 

l o c a l b o r r o w e r s - - w h i l e k e e p i n g l o s s r a t e s under r e a s o n a b l y good 

c o n t r o l . I n c o n t r a s t , as shown above , a number o f t h e banks have 

been a g g r e s s i v e l e n d e r s i n t h e i r l o c a l c o m m u n i t i e s , and v i r t u a l l y 

a l l o f them have e x p e r i e n c e d s i z a b l e l o s s e s . 

On t h e w h o l e , howeve r , mos t o f t h e b l a c k banks have f o u n d 

i t w i s e t o a v o i d c o n c e n t r a t i n g t h e i r l o a n s and i n v e s t m e n t s e x c l u -

s i v e l y i n t h e g h e t t o . I n g e n e r a l , as shown i n T a b l e 10 , t h e p r o -

p o r t i o n o f t h e i r t o t a l r e s o u r c e s r e p r e s e n t e d by t o t a l l o a n s i s 

s u b s t a n t i a l l y be low t h a t f o r banks i n t h e n a t i o n as a w h o l e , and 

t h e p r o p o r t i o n r e p r e s e n t e d by U. S. Government i s much h i g h e r . I n 

1969, t h e l o a n / d e p o s i t r a t i o a t a l l F e d e r a l Rese rve member banks 

was 6 7 . 2 p e r c e n t . I t was h i g h e s t ( 6 9 . 7 p e r c e n t ) f o r t h e b i g g e s t 

banks and d e c l i n e d s h a r p l y a t t h e s m a l l e r i n s t i t u t i o n s - - s t a n d i n g 

a t 5 7 . 4 pe r c e n t f o r banks w i t h d e p o s i t s o f $10 -50 m i l l i o n and a t 
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5 3 . 3 pe r c e n t f o r banks w i t h d e p o s i t s unde r $10 m i l l i o n . Among 

b l a c k b a n k s , t h e l o a n / d e p o s i t r a t i o was g e n e r a l l y c o n s i d e r a b l y 

l o w e r : 50 .6 pe r c e n t f o r a l l b a n k s , 4 9 . 0 per c e n t f o r t h o s e i n 

t he $10-50 m i l l i o n d e p o s i t r a n g e , and 5 5 . 4 pe r c e n t f o r t h o s e 

w i t h d e p o s i t s be low $10 m i l l i o n . I n c o n t r a s t , b l a c k banks i n 1969 

h e l d n e a r l y o n e - q u a r t e r o f t h e i r t o t a l a s s e t s i n t h e f o r m o f U. S. 

Government s e c u r i t i e s , compared w i t h o n e - t e n t h o f a l l F e d e r a l 

Reserve member b a n k s . 

The d a t a i n T a b l e 10 a l s o p o i n t up t h e r o l e w h i c h b l a c k 

banks p l a y i n f i n a n c i n g b l a c k b u s i n e s s e s . I n 1969, c o m m e r i c a l 

and i n d u s t r i a l l o a n s c o n s t i t u t e d 8 . 9 per c e n t o f t h e i r t o t a l 

a s s e t s ; t h e r a t i o was somewhat h i g h e r ( 9 . 7 p e r c e n t ) f o r banks i n 

t h e $10 -50 m i l l i o n d e p o s i t range and somewhat l o w e r ( 6 . 6 p e r c e n t ) 

f o r t h o s e w i t h d e p o s i t s be low $10 m i l l i o n . Among F e d e r a l Reserve 

member b a n k s , t h e p i c t u r e was m a r k e d l y d i f f e r e n t - - and a l s o q u i t e 

i n s t r u c t i v e . For a l l member b a n k s , 2 2 . 2 p e r c e n t o f t o t a l a s s e t s 

was i n v e s t e d i n c o m m e r c i a l and i n d u s t r i a l l o a n s . I t was s l i g h t l y 

h i g h e r ( 2 4 . 5 pe r c e n t ) a t t h e l a r g e s t banks w i t h t o t a l d e p o s i t s 

o v e r $50 m i l l i o n . However , t h e p r o p o r t i o n was s u b s t a n t i a l l y l o w e r 

a t o t h e r member banks - - 11 .7 pe r c e n t f o r banks i n t h e $10 -50 

m i l l i o n d e p o s i t c l a s s , and 8 . 0 pe r c e n t a t banks w i t h d e p o s i t s 

be low $10 m i l l i o n . The p o i n t t o n o t e i s t h a t t h e s m a l l banks 

g e n e r a l l y - - a l l b l a c k banks as w e l l as t h e s m a l l e r members o f 

t h e F e d e r a l Reserve System - - p l a y a c o n s i d e r a b l y l e s s e r r o l e i n 

b u s i n e s s f i n a n c i n g t h a n do t h e i n s t i t u t i o n s a t t h e f o r e f r o n t o f 

t he i n d u s t r y . T h i s p o i n t w i l l be t a k e n up a g a i n i n t h e s e c t i o n 

w h i c h f o l l o w s . 
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R e a l e s t a t e l o a n s i n 1969 c o n s t i t u t e d a b o u t o n e - f i f t h o f 

t h e b l a c k b a n k s ' t o t a l a s s e t s compared w i t h j u s t ove r o n e - t e n t h 

f o r a l l F e d e r a l Reserve member banks . The re was l i t t l e v a r i a t i o n 

among b l a c k i n s t i t u t i o n s by s i z e o f b a n k , b u t a t s m a l l e r member 

banks t h e r a t i o was much h i g h e r t h a n t h e a v e r a g e - - s t a n d i n g a t 

r o u g h l y 17 pe r c e n t f o r banks i n t h e $10 -50 m i l l i o n d e p o s i t r ange 

and 14 per c e n t a t t h o s e w i t h a s s e t s be low $10 m i l l i o n . I n 

g e n e r a l , s m a l l banks ( i n c l u d i n g t h e b l a c k i n s t i t u t i o n s ) f e e l more 

s e c u r e when l e n d i n g a g a i n s t r e a l e s t a t e t h a n t h e y do when o t h e r 

t y p e s o f c o l l a t e r a l i s i n v o l v e d . T h i s i s e s p e c i a l l y t r u e , howeve r , 

f o r t h e b l a c k banks among whose cus tomers b u s i n e s s f a i l u r e s , unem-

p l o y m e n t , and o t h e r economic a d v e r s i t i e s a r e q u i t e p r e v a l e n t . On 

t h e w h o l e , l o a n s t o i n d i v i d u a l s ( m a i n l y p e r s o n a l l o a n s and o t h e r 

t y p e s o f consumer c r e d i t ) c o n s t i t u t e d a b o u t t h e same p r o p o r t i o n 

o f t o t a l a s s e t s ( a b o u t 10 p e r c e n t ) a t b o t h b l a c k banks and a t 

F e d e r a l Reserve member b a n k s . 

Taken as a g r o u p , t h e b l a c k banks seem t o c h a n n e l a 

s i z a b l e p r o p o r t i o n o f t h e i r t o t a l r e s o u r c e s t o b o r r o w e r s o u t s i d e 

t h e i r l o c a l c o m m u n i t i e s . T h i s c o n c l u s i o n i s c l e a r l y s u g g e s t e d by 

t h e i n f o r m a t i o n i n T a b l e 11, i n d i c a t i n g s e l e c t e d c h a r a c t e r i s t i c s 

o f l o a n s o u t s t a n d i n g a t b l a c k banks as shown i n 1970 bank examina -

t i o n r e p o r t s . A c c o r d i n g t o t h e s e d a t a , a b o u t f o u r - f i f t h s o f t h e 

b a n k s ' t o t a l l o a n s had been e x t e n d e d t o l o c a l b o r r o w e r s , and a b o u t 

o n e - f i f t h had been made t o b o r r o w e r s o u t s i d e t h e i r l o c a l c o m m u n i t i e s . 
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For s e v e r a l o f t h e b l a c k b a n k s , t h e p r o p o r t i o n was i n t h e o n e - t h i r d 

t o t w o - f i f t h s r ange - - and f o r one f a i r l y l o n g - e s t a b l i s h e d i n s t i t u -

t i o n i t was as h i g h as o n e - h a l f . 

The l a r g e s t s i n g l e amount o f o u t s i d e l e n d i n g c o n s i s t e d 

o f s a l e s o f f e d e r a l f unds by t h e b l a c k banks . These l o a n s a c t u a l l y 

r e p r e s e n t t he l e n d i n g o f excess l i q u i d f unds f o r a s h o r t t i m e by 

one bank t o a n o t h e r ( o r d i n a r i l y a member bank o f t h e F e d e r a l 

Reserve S y s t e m ) . The p r a c t i c e i s f o l l o w e d by a g r e a t many banks 

i n t h e c o u n t r y - - i n c l u d i n g some l a r g e banks as w e l l as s m a l l e r 

i n s t i t u t i o n s . I n f a c t , t h e f e d e r a l f unds m a r k e t p r o v i d e s a r e a d i l y 

a v a i l a b l e m a r k e t i n w h i c h banks w i t h excess f unds can keep t h e i r 

r e s o u r c e s employed a t a t t r a c t i v e y i e l d s w i t h min imum e f f o r t . The 

b l a c k banks have d i s c o v e r e d t h i s - - a l o n g w i t h o t h e r i n s t i t u t i o n s . 

For examp le , t h e d a t a i n T a b l e 11 a r e based on e x a m i n a t i o n r e p o r t s 

f o r 23 b l a c k b a n k s ; 16 o f t h e s e had s o l d $ 1 5 . 9 m i l l i o n o f f e d e r a l 

f u n d s , r e p r e s e n t i n g 12 per c e n t o f t h e i r t o t a l l o a n s . 

A n o t h e r way i n w h i c h t h e b l a c k banks have c h a n n e l e d f unds 

t o o u t s i d e b o r r o w e r s i s t h r o u g h t h e p u r c h a s e o f p a r t i c i p a t i o n s i n 

16/ 

l o a n s o f f e r e d by l a r g e , o u t s i d e b a n k s . — T h i s p r a c t i c e i s a l s o 

engaged i n by numerous s m a l l banks t h r o u g h o u t t he c o u n t r y . As 

16 / I n a few c a s e s , some o f t h e pu rchased p a r t i c i p a t i o n s may be 
l a r g e l o c a l l o a n s made by a b i g c i t y bank a t t h e b l a c k b a n k ' s 
r e q u e s t and a p o r t i o n t h e n a c q u i r e d by t h e b l a c k b a n k . However , 
l o a n s o f t h i s t y p e a r e b e l i e v e d t o c o n s t i t u t e o n l y a m i n o r p a r t 
o f t h e pu rchased p a r t i c i p a t i o n s on t h e books o f t h e b l a c k b a n k s . 
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shown i n T a b l e 11 , p u r c h a s e d p a r t i c i p a t i o n s amounted t o $ 7 . 9 m i l l i o n 

and a c c o u n t e d f o r a b o u t 6 p e r c e n t o f t h e b l a c k b a n k s 1 t o t a l l o a n s . 

F i f t e e n o f t h e 23 banks had made such p u r c h a s e s . V i r t u a l l y a l l o f 

t h e s e were p a r t i c i p a t i o n s i n c o m m e r c i a l and i n d u s t r i a l l o a n s . A t 

t h e same t i m e , t h e i r l o a n s t o l o c a l b u s i n e s s e s amounted t o $ 2 8 . 3 

m i l l i o n , o r a b o u t 20 p e r c e n t o f t h e i r t o t a l l o a n s . So, w h i l e t h e 

b l a c k banks 1 books showed t h a t t h e y had made b u s i n e s s l o a n s o f 

$ 3 6 . 2 m i l l i o n ( r e p r e s e n t i n g 2 6 . 3 per c e n t o f t h e i r o u t s t a n d i n g 

l o a n s ) , a b o u t o n e - f i f t h o f t h e t o t a l a c t u a l l y c o n s i s t e d o f l o a n s 

t o o u t s i d e b u s i n e s s b o r r o w e r s . " ^ 

T h i s e x p o r t o f f u n d s by b l a c k banks may be a r e f l e c t i o n 

o f a number o f f a c t o r s . Fo r t h e f a i r l y new i n s t i t u t i o n , a s i z a b l e 

amount o f d e p o s i t s f l o w s i n d u r i n g t h e e a r l y months o f i t s e x i s t e n c e . 

A t t h e same t i m e , a d e q u a t e o u t l e t s f o r f u n d s w i t h a r e a s o n a b l e 

p r o s p e c t o f repayment d e v e l o p more s l o w l y . Thus , such a new bank 

must f i n d a means o f k e e p i n g i t s f unds emp loyed , and b o t h t h e 

f e d e r a l f u n d s m a r k e t and t h e p u r c h a s e o f p a r t i c i p a t i o n s o f f e r 

a t t r a c t i v e a l t e r n a t i v e s . However , t h i s i s much l e s s t r u e f o r t h o s e 

banks t h a t have been i n b u s i n e s s f o r a l o n g t i m e . I n f a c t , s e v e r a l 

o f t h e banks w i t h a p a r t i c u l a r l y h i g h p r o p o r t i o n o f t h e i r l o a n s o u t -

s t a n d i n g t o o u t s i d e b o r r o w e r s had been i n o p e r a t i o n a number o f y e a r s . 

17 / B u s i n e s s l o a n s i n r e l a t i o n t o t o t a l l o a n s a t b l a c k banks ( a b o u t 
26 p e r c e n t ) can be compared w i t h s i m i l a r f i g u r e s f o r F e d e r a l Reserve 
member b a n k s . For t h e l a t t e r , c o m m e r c i a l and i n d u s t r i a l l o a n s con-
s t i t u t e d 39 .6 pe r c e n t o f t o t a l l o a n s f o r a l l member banks and 2 5 . 7 
pe r c e n t f o r c o u n t r y member banks - - w h i c h a r e g e n e r a l l y s m a l l e r 
i n s t i t u t i o n s . 
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On t h e w h o l e , p a r t o f t h e o b s e r v e d e x p o r t o f f unds by 

b l a c k banks may be t r a c e d t o t he n o r m a l q u e s t f o r d i v e r s i f i c a t i o n . 

However , on t h e b a s i s o f t h e e v i d e n c e p r e s e n t e d h e r e , I am i n c l i n e d 

t o b e l i e v e t h a t i t a l s o r e f l e c t s an e f f o r t on t h e p a r t o f t h e banks 

t o m i n i m i z e t h e e x c e p t i o n a l l y h i g h r i s k s o f l e n d i n g i n t h e g h e t t o . 

An A l t e r n a t i v e Means o f F i n a n c i n g Community P r o g r e s s 

From t h i s assessment o f t h e p e r f o r m a n c e o f b l a c k b a n k s , 

I am c o n v i n c e d t h a t t h e m u l t i p l i c a t i o n o f such i n s t i t u t i o n s s h o u l d 

n o t be encouraged i n t h e b e l i e f t h a t t h e y can make a m a j o r c o n t r i -

b u t i o n t o t h e f i n a n c i n g o f economic deve lopmen t i n t h e b l a c k 

commun i ty . A t t h e same t i m e , I am a l s o c o n v i n c e d t h a t t h e m a i n 

t a s k t o w h i c h t h e i r e f f o r t s a r e a d d r e s s e d i s a c r i t i c a l one , and 

means s h o u l d be f ound t o a c h i e v e the g o a l s . T h i s c o n v i c t i o n l e d 

me two y e a r s ago t o s u g g e s t t h e e s t a b l i s h m e n t o f a new v e h i c l e 

t h r o u g h w h i c h l a r g e c o m m e r c i a l banks may p a r t i c i p a t e more e f f e c -

t i v e l y i n programs f o r u r b a n d e v e l o p m e n t , i n c l u d i n g n o t o n l y t h e 

f i n a n c i n g and deve lopmen t o f l ow - i ncome h o u s i n g p r o j e c t s b u t a l s o 

t h e f i n a n c i n g o f s m a l l and m e d i u m - s i z e b u s i n e s s e s , p a r t i c u l a r l y 

18/ 

t h r o u g h t h e pu rchase o f e q u i t i e s . — I t h i n k t h e i d e a i s w o r t h 

r e p e a t i n g h e r e . There i s a l r e a d y a p rog ram f o r t h e f i n a n c i n g o f 

s m a l l b u s i n e s s e s t h r o u g h S t a t e - c h a r t e r e d s m a l l b u s i n e s s i n v e s t m e n t 

companies under t h e s u p e r v i s i o n o f t h e S m a l l B u s i n e s s A d m i n i s t r a -

t i o n . Banks a r e a u t h o r i z e d t o i n v e s t i n t h e s t o c k o f c o r p o r a t i o n s 

18 / See Br immer , o p . c i t . , pp . 2 9 - 3 3 . 

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



-33-

o r g a n i z e d p u r s u a n t t o T i t l e IX o f t h e 1968 H o u s i n g and Urban 

Deve lopment A c t and t o i n v e s t , t o a l i m i t e d e x t e n t , i n s t o c k o f 

s m a l l b u s i n e s s i n v e s t m e n t compan ies . However , t h e r e does n o t e x i s t 

any p r o g r a m unde r F e d e r a l law t h a t i s a imed s o l e l y o r p r i m a r i l y a t 

p a r t i c i p a t i o n by c o m m e r c i a l banks i n t h e f i n a n c i n g o f u r b a n r e n e w a l 

p r o j e c t s and s m a l l b u s i n e s s e n t e r p r i s e s , p a r t i c u l a r l y t h r o u g h t h e 

p u r c h a s e o f e q u i t i e s . W i t h c e r t a i n l i m i t e d e x c e p t i o n s , banks may 

n o t t h e m s e l v e s d i r e c t l y p u r c h a s e c o r p o r a t e s t o c k s . 

A p r e c e d e n t e x i s t s i n t h e f o r e i g n a r e a f o r i n d i r e c t 

i n v e s t m e n t by banks i n e q u i t i e s o f b u s i n e s s e n t e r p r i s e s . S i n c e 

19 / 

1919, a s e c t i o n o f t h e F e d e r a l Rese rve A c t — has p r o v i d e d f o r t h e 

c h a r t e r i n g by t h e Board o f G o v e r n o r s o f c o r p o r a t i o n s t o engage i n 

i n t e r n a t i o n a l o r f o r e i g n b a n k i n g o r o t h e r i n t e r n a t i o n a l o r f i n a n -

c i a l o p e r a t i o n s and f o r t h e p u r c h a s e by member banks o f s t o c k i n 

such c o r p o r a t i o n s . Because t h e law was s p o n s o r e d by S e n a t o r Edge, 

t h e s e c o r p o r a t i o n s a r e g e n e r a l l y r e f e r r e d t o as "Edge11 c o r p o r a t i o n s . 20/ 

I n a d d i t i o n , u n d e r a n o t h e r s e c t i o n o f t h e F e d e r a l Reserve A c t — , 

member banks may i n v e s t i n s t o c k o f s i m i l a r c o r p o r a t i o n s o r g a n i z e d 

unde r S t a t e l a w s , s u b j e c t t o an agreement by t h e c o r p o r a t i o n t o 

r e s t r i c t i t s o p e r a t i o n s i n a c c o r d a n c e w i t h l i m i t a t i o n s p r e s c r i b e d 

by t h e B o a r d . These c o r p o r a t i o n s a r e g e n e r a l l y r e f e r r e d t o as 

" A g r e e m e n t " c o r p o r a t i o n s . 

19 / S e c t i o n 2 5 ( a ) ; 12 U . S . C . 6 1 1 - 6 3 1 . 

20/ S e c t i o n 25 ; 12 U . S . C . 6 0 1 - 6 0 4 a . 
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As p e r m i t t e d t he l a r j and s u b j e c t t o r e g u l a t i o n s o f t he 

B o a r d , Lnese c o r o o r a t i o n s have made e q u i t y i n v e s t m e n t s i n a w i d e 

v a r i e t y o f b u s i n e s s e n t e r p r i s e s m f o r e i a n c o u n t r i e s . On l y a s m a l l 

p a r t o f t h e s e n c l d i n g s r e p r e s e n t s s t o c k i n n o n - f i n a n c i a l b u s i n e s s e s . 

N e v e r t h e l e s s , t h e y i n c l u d e s t o c k o f a p p l i a n c e compan ies , s t e e l m i l l s , 

h o t e l s , r e a l t y compan ies , suga r and f l o u r m i l l s , t o b a c c o g r o w e r s , 

c o n c r e t e and cement compan ies , r e s t a u r a n t s , t a n n e r i e s , and b r e w e r i e s . 

I f A m e r i c a n banks a r e t hus e n a b l e d t o a s s i s t i n d i r e c t l y i n 

t h e e q u i t y f i n a n c i n g o f b u s i n e s s e s a b r o a r d , i n my o p i n i o n t h e r e i s 

no l o g i c a l r e a s o n why t h e y s h o u l d n o t be p e r m i t t e d t o do l i k e w i s e 

i n t h e U n i t e d S t a t e s . 

F o l l o w i n g t h e p r e c e d e n t o f Edge c o r p o r a t i o n s , l e g i s l a t i o n 

m i g h t be e n a c t e d t h a t w o u l d a u t h o r i z e n a t i o n a l b a n k s , as w e l l as 

i n s u r e d S t a t e banks t o t h e e x t e n t p e r m i s s i b l e under S t a t e l a w s , t o 

s u b s c r i b e t o s t o c k o f d o m e s t i c c o r p o r a t i o n s c h a r t e r e d by t h e F e d e r a l 

Reserve w i t h a u t h o r i t y t o e x t e n d f i n a n c i a l a s s i s t a n c e t h r o u g h d i r e c t 

l o a n s and e q u i t y f i n a n c i n g t o h o u s i n g p r o j e c t s and t o r e t a i l and 

w h o l e s a l e b u s i n e s s e n t e r p r i s e s n e c e s s a r y t o t h e imporvement o f 

l i v i n g c o n d i t i o n s and economic deve lopmen t i n o u r l a r g e c i t i e s . 

W h i l e such a c o r p o r a t i o n m i g h t be w h o l l y owned by a s i n g l e l a r g e 

b a n k , t h e r e w o u l d be no r e a s o n f o r w h i c h a number o f banks m i g h t 

n o t j o i n i n i t s o r g a n i z a t i o n . 

Because by t h e i r v e r y n a t u r e t h e p r o j e c t s and b u s i n e s s e s 

t o be f i n a n c e d by t he c o r p o r a t i o n s w o u l d i n v o l v e m o r e - t h a n - n o r m a l 

c r e d i t r i s k s , i t m i g h t be n e c e s s a r y t o p r o v i d e c e r t a i n t a x i n c e n t i v e s 
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f o r t h e o r g a n i z a t i o n o f t h e c o r p o r a t i o n s s i m i l a r t o t hose now 

p r o v i d e d f o r s m a l l b u s i n e s s i n v e s t m e n t compan ies . M o r e o v e r , i n 

o r d e r t h a t t h e c o r p o r a t i o n s m i g h t be e n a b l e d t o r a i s e necessary-

f u n d s i n a d d i t i o n t o c a p i t a l t h r o u g h t h e i s s u a n c e o f d e b e n t u r e s , 

i t m i g h t be n e c e s s a r y t o r e q u i r e such d e b e n t u r e s t o be g u a r a n t e e d 

i n w h o l e o r i n p a r t by t he o r g a n i z i n g bank o r b a n k s . C o n s i d e r a t i o n 
21/ 

m i g h t e v e n be g i v e n t o such g u a r a n t e e s by F e d e r a l Reserve Banks. 

Any l e g i s l a t i o n o f t h e k i n d h e r e sugges ted s h o u l d be 

r e l a t i v e l y s i m p l e and u n c o m p l i c a t e d by u n n e c e s s a r y r e s t r i c t i o n s . 

The p r o p o s e d c o r p o r a t i o n s s h o u l d be g i v e n l e n d i n g , i n v e s t m e n t , and 

o t h e r powers n e c e s s a r y t o a c c o m p l i s h t h e i r p u r p o s e s , s u b j e c t t o 

r e g u l a t i o n by t h e B o a r d . A t t h e same t i m e , i t m i g h t be d e s i r a b l e 

t o p r o v i d e some s t a t u t o r y l i m i t a t i o n s upon t h e p e r c e n t a g e o f a 

b a n k ' s c a p i t a l and s u r p l u s t h a t may be i n v e s t e d i n t h e p roposed 

c o r p o r a t i o n s , upon t h e amount t h a t may be i n v e s t e d by t h e c o r p o r a -

t i o n s i n a s i n g l e e n t e r p r i s e , and upon t he a g g r e g a t e amount o f 

d e b e n t u r e s o r o t h e r o b l i g a t i o n s t h a t may be i s s u e d by t h e c o r p o r a -

t i o n s . E q u i t y i n v e s t m e n t s by t h e c o r p o r a t i o n s m i g h t be made s u b j e c t , 

l i k e t h o s e o f Edge c o r p o r a t i o n s , t o a p p r o v a l by the Boa rd . 

21 / I t w i l l be r e c a l l e d t h a t under f o r m e r s e c t i o n 13b o f t h e 
F e d e r a l Reserve A c t , r e p e a l e d i n 1958, t h e Reserve Banks were 
a u t h o r i z e d t o make l o a n s t o and pu rchase o b l i g a t i o n s o f e s t a b l i s h e d 
i n d u s t r i a l o r c o m m e r c i a l b u s i n e s s e s and t o p a r t i c i p a t e w i t h commer-
c i a l b a n k s , up t o 80 pe r c e n t , i n e x t e n s i o n s o f c r e d i t made by 
banks t o such b u s i n e s s e s . 
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To make t h e c o r p o r a t i o n s t r u l y e f f e c t i v e , t h e y s h o u l d be 

c h a r t e r e d o n l y i f t h e y have a s u b s t a n t i a l minimum c a p i t a l . S m a l l 

b u s i n e s s i n v e s t m e n t companies may be o r g a n i z e d w i t h a c a p i t a l o f 

o n l y $ 1 5 0 , 0 0 0 . I n c o n t r a s t , an Edge c o r p o r a t i o n i s r e q u i r e d t o 

have a min imum c a p i t a l o f $2 m i l l i o n . 

W h i l e I do n o t advance t h e above s u g g e s t i o n as t h e b e s t 

- - o r o n l y - - v e h i c l e t h r o u g h w h i c h c o m m e r c i a l banks can e n l a r g e 

t h e i r c o n t r i b u t i o n t o u r b a n economic d e v e l o p m e n t , I am c o n v i n c e d 

t h a t t h e a p p r o a c h i s s u f f i c i e n t l y p r o m i s i n g t o w a r r a n t c o n s i d e r a -

t i o n . I t c e r t a i n l y a p p e a r s t o be f a r more p r o m i s i n g t h a n r e l i a n c e 

on s m a l l banks i n t h e g h e t t o as v e h i c l e s f o r economic d e v e l o p m e n t . 

C o n c l u d i n g O b s e r v a t i o n s 

The c e n t r a l theme o f t h i s paper was summar ized a t t h e 

o u t s e t , and i t s m a i n c o n c l u s i o n s have been s t a t e d i n each s e c t i o n . 

A t t h i s p o i n t , I must t a k e n o t e o f t h e p o s s i b i l i t y t h a t some ob-

s e r v e r s ( e s p e c i a l l y i n t h e b l a c k commun i ty ) - - even i n t h e f a c e o f 

t h e s u b s t a n t i a l e v i d e n c e p r e s e n t e d h e r e - - may s t i l l w i s h t o 

encou rage t h e e s t a b l i s h m e n t o f new b l a c k - o w n e d b a n k s . For them, 

such banks may be a s o u r c e o f r a c i a l p r i d e , and t h i s i s a p o s i t i v e 

c o n s i d e r a t i o n f o r a r a p i d l y g r o w i n g segment o f t h e communi ty - -

p a r t i c u l a r l y young p e o p l e . M o r e o v e r , t h e s e banks may a l s o r e n d e r 

some m a r g i n a l - - a l t h o u g h h i g h - c o s t f i n a n c i a l s e r v i c e s . 

But unde r t h o s e c i r c u m s t a n c e s , most o f t h e b l a c k banks 

m i g h t be v i e w e d p r i m a r i l y as o rnaments - - t h a t i s , as a mark o f 
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d i s t i n c t i o n o r a badge o f honor w h i c h p r o v i d e s a v i s i b l e symbol o f 

a c c o n p l i s h m e n t . However , t h e y s h o u l d n o t be m i s r e a d as i n d i c a t i n g 

t h a t such i n s t i t u t i o n s c o u l d become v i t a l i n s t r u m e n t s o f economic 

d e v e l o p m e n t . 

Exp ressed d i f f e r e n t l y , t h e b l a c k banks m i g h t be compared 

t o s m a l l , h i g h - c o s t s p e c i a l i t y shops - - c a t e r i n g t o a l i m i t e d 

segment o f t h e m a r k e t . Bu t t h e y a r e f a r f r o m b e i n g a n a l o g o u s t o 

t h e l a r g e - s c a l e d e p a r t m e n t s t o r e s o f f e r i n g a f u l l range o f s e r v i c e s 

t o t h e communi ty a t l a r g e . 
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Table 1. Black Banks i n the Un i ted S ta tes , by Locat ion, Date Founded, 
and T o t a l Assets, December 31* 1969 

Name Locat ion 
Date 

Founded 

T o t a l Assets 
December-1969 

(Thousands) 

1 . Bank o f Finance Los Angeles, C a l i f o r n i a 1964 $12,608 
2 . Carver S ta te Bank Savannah, Georgia 1947 3,559 
3 . C i t i zens Savings Bank and Trust 

Company N a s h v i l l e , Tennessee 1904 5,899 
4 . C i t i zens Trus t Company A t l a n t a , Georgia 1921 25,593 
5- Consol idated Bank and Trust Co. Richmond, V i r g i n i a 1903 12,456 
6 . Douglass Sta te Bank Kansas C i t y , Kansas 1947 9,937 
7 . F i r s t Plymouth Na t i ona l Bank Minneapol is , Minnesota 1969 3,967 
8 . F i r s t S ta te Bank Danv i l l e , V i r g i n i a 1919 4,772 
9 . Freedom Bank o f Finance Por t land , Oregon 1969 1,966 

10. Freedom N a t i o n a l Bank New York, New York 1964 39,317 
11. Gateway N a t i o n a l Bank o f 

S t . Louis S t . Lou is , M issour i 1965 8,642 
12. Independence Bank o f Chicago Chicago, I l l i n o i s 1964 13,095 
13. I n d u s t r i a l Bank o f Washington Washington, D. C. 1934 21,688 
14. L i b e r t y Bank o f Sea t t l e S e a t t l e , Washington 1968 3,266 
15. Mechanics and Farmers Bank Durham, Nor th Caro l ina 1921 21,555 
16. R ivers ide N a t i o n a l Bank Houston, Texas 1963 6,648 
17. Seaway N a t i o n a l Bank o f Chicago Chicago, I l l i n o i s 1965 21,700 
18. Swope Parkway Na t i ona l Bank Kansas C i t y , Missour i 1968 8,093 
19. T r i - S t a t e Bank o f Memphis Memphis, Tennessee 19^6 10,314 
20. Un i ted Community Na t i ona l Bank Washington, D. C. 1964 7,738 
21. Un i t y Bank and T rus t Company Boston, Massachusetts 1968 12,967 
22. V i c t o r y Savings Bank Columbia, South Caro l ina 1921 3,015 

23. F i r s t Independence Na t iona l Bank 
o f D e t r o i t D e t r o i t , Michigan May 1970 y 3,268 

21*. Un i t y S ta te Bank Dayton, Ohio August 1970 %/ N.A. 

1 / June 30, 1970, P o l k ' s World Bank D i rec to r y . 

2 / Ho o f f i c i a l c a l l r e p o r t . 

Source: Consol idated Report o f Condi t ion ( " C a l l Repor t " ) , December 31, 1969. 
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Table 2. 

Black Banks1 Share o f the Banking System i n the Uni ted States, 1969 
(Amounts: A l l Banks, B i l l i o n s o f Do l l a r s ; Black Banks, M i l l i o n s o f Do l l a rs ) 

! 
Category 

A l l Insured 
Commercial Banks Black Banks 

Amount Per Cent 
o f T o t a l 

Number o f banks 13,473 22 0.163 

Number o f employees 
Average per bank 

904,736 
6 7 . I 

83.4 
41.7 

0.092 
62.2 

T o t a l assets 530.7 258.8 0.049 

T o t a l deposi ts 
Average s ize o f bank ($ m i l l i o n s ) 

437-0 
32.6 

229.5 
10.4 

0.053 
31.9 

T o t a l c a p i t a l 39-6 19.2 0.048 

T o t a l loans 286.8 130.4 0.045 

Commercial and I n d u s t r i a l 108.4 36.2 0.033 

Real es ta te 70.3 46.9 0.067 

I nd i v i dua l s 63.4 22 .1 0.035 

Memorandum 

Populat ion ( m i l l i o n s ) i / 

T o t a l Negroes 
(Amount) 

Per Cent 
o f T o t a l 

Memorandum 

Populat ion ( m i l l i o n s ) i / 203.2 22.7 11.2 

Labor fo rce ( m i l l i o n s ) i ^ 77.9 9 .1 * 11,7 

Aggregate money income ($ b i l l i o n s ) ^ 600.1 38 .1 6.3 

Ownerships o f se lected assets by 
households ($ b i l l i o n s ) § / 970.1 18.2 1 .9 

F inanc ia l assets 
Money i n banks 
Government bonds 
Corporate stocks 

337-1 
I 164.8 

26.9 
145.4 

2.3 
1.8 
0.3 
0 .2 

0 .7 
1 . 1 
1.2 
0 . 1 

Other assets 
Farm equ i t y 
Business equ i t y 
Equi ty i n home 

633.0 
154.7 
106.4 
371.9 

15.9 
1.9 
1.3 

12.7 

2-5 
1.2 
1.2 
3 .4 

Source: Consol idated Report o f Condi t ion ( " C a l l Repor t " ) , December 31> 19^9 

l / U. S. Bureau o f the Census 

2 / O f f i ce o f Economic Opportuni ty , 1967 Survey o f Economic Oppor tun i ty . 
* Refers t o a l l nonwhites. 
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Table 3. Operating Costs I n Black Banks, By Size And Federal Reserve Membership, 1969 
(Size Groups i n Mi l l i ons of Dol lars) 

Category A l l Member Banks Black Banks 

Tota l 50 m i l l i on 
and over 

10 to 50 
m i l l i o n 

Under 10 
m i l l i o n 

A l l Black Banks 
Tota l 10 to 50 Under 10 

m i l l i o n m i l l i o n 

Black Federal Reserve Member Banks 
Tota l 10 to 50 Under 10 

m i l l i o n m i l l i on 

To ta l Expenses as per cent o f : 
operating income 
Tota l deposits 

78.1 
5.6 

78.1 
5.7 

78.2 78.2 
if .8 

93.3 
6.5 

95*2 
6.5 

88.U 
6.8 

92.1 
6.7 

93.3 
6.3 

88.5 
7.5 

Labor costs (per cent of 
operating expenses) 

Salaries and wages 
Of f i ce r and employee benef i ts 
Overhead costs l / 

2fc.O 
3.8 

10.0 

23.6 
3-9 

10.1 

21*.9 
3.3 
9-7 

27.7 
2.9 
8.3 

30.8 
2.9 

11.6 

30.8 
3 .1 

11-9 

30.6 
2.3 

10.9 

31.0 
3.0 

10.7 

31.0 
3 A 

U A 

30.9 
1.9 
8.2 

Cost o f money 

In te res t paid on time.and 
savings deposits (per 
cent o f operating expenses) ko.k 39*8 W.o M . 5 28.7 29.3 27.3 27.2 30.6 19-9 

Average cost of money 
(per cent)2/ k.k 3.6 3 A 3 .1 3 .1 3 .1 3.2 3.2 3 .1 

Marginal cost o f money 
(per c e n t ) i f -6.7 y i/ 9.7 6.9 k.6 k.l 3.0 3 A 1.9 

Number of Banks 5,711 lk2 2,372 2,597 19 9 10 6 3 3 

1/ "Overhead expenses" include occupancy expenses of hank premises, fu rn i tu re and equipment outlays, depreciation, ren ta l costs, servicing, e tc . 

2 / "Average cost of money" i s defined as interest payments on time and savings deposits i n 1969 as a percentage of the average l eve l of such deposits outstanding 
on December 31, 1968 and December 31, 1969. 

2 / "Marginal cost o f money" i s defined as the change i n interest payments i n 1969 expressed as a percentage of the change during 1969 i n the l eve l of deposits 
outstanding as defined i n footnote 2. 

k j The negative f igures f o r a l l member hanks and f o r member hanks w i th over $50 m i l l i o n i n deposits re f l ec t the sharp decline i n the volune of outstanding large 
denomination c e r t i f i c a t e s of deposits (CDrs) i n 19^9 vh i le t o t a l in terest payments rose. 

Source: Consolidated Report of Condition ( "Cal l Report"), December 31> 19&9* 
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?::ble k . Se lec ted Opera t ing C h a r a c t e r i s t i c s and Loss Exper ience o f B lack Banks, By Size and Federa l Reserve Membership, 1969 
(Amounts: A l l Member Banks, B i l l i o n s o f D o l l a r s ; B lack Banks, M i l l i o n s o f D o l l a r s ; Outstandings as o f December 31 , 1969) 

(S ize Groups i n M i l l i o n s o f D o l l a r s ) 

Category A l l Member Banks B lack Banks 

T o t a l Over 50 
m i l l i o n 

10 t o 50 
m i l l i o n 

Under 10 
m i l l i o n 

A l l B lack Banks 
T o t a l 10 t o 50 Under 10 

m i l l i o n m i l l i o n 

B l a c k F e d e r a l Reserve Member Banks 
T o t a l 10 t o 50 Under 10 

m i l l i o n m i l l i o n 

T o t a l depos i t s 330.6 284.2 51 .7 14 .7 229.5 170.6 58.9 106.2 75 .7 30.5 
T o t a l loans and s e c u r i t i e s 242.9 203.4 3 1 . 1 8 . 4 210.9 154.5 56.4 97 .7 6 9 . 1 28 .6 

Opera t ing expenses, 1969 19.5 1 6 . 1 2 . 7 0 . 7 15.0 11.0 4 .0 7 . 1 4 . 8 2 . 3 
Net income, 1969 3 .5 2 . 8 .5 . 1 .8 .5 .3 • 5 .3 .2 

Reserves on loans and s e c u r i t i e s 5 .3 4 . 6 .6 . 1 .8 .6 .2 •3 . 2 . 1 
Per cent o f t o t a l loans and 

s e c u r i t i e s 2 .2 2.3- 1 . 9 1 .2 .4 .4 .4 •3 •3 .4 

Reserves f o r bad debts 5 . 1 4 . 4 ,6 . 1 .7 •5 .2 • 3 .2 . 1 

Per cent o f t o t a l loans 2 . 1 2 . 2 1 . 9 1 . 2 .3 .3 .4 •3 .3 .4 

P r o v i s i o n f o r loan losses , 1969 .4 .3 . 1 .03 1 . 1 .7 .3 .6 •3 .3 

Per cent o f ope ra t i ng expenses 2 . 1 1 - 9 3 . 7 4 . 3 7 .3 6 .4 7 .5 8 . 5 6 . 3 13 .0 
Per cent o f net income 11.4 10.T 20.0 30.0 137.5 140.0 100.0 120.0 100.0 150.0 

Source: Consol idated Report o f C o n d i t i o n ( " C a l l R e p o r t " ) , December 31, 1969. 
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Table 5.. P r o f i t a b i l i t y of Black Banks, By Size and Federal Reserve Membership, 1969 
(Size Groups i n Mi l l ions of Dollars of Deposits) 

Category A l l Member Banks Black B< mks 

Tota l 50 m i l l i o n 
and over 

10 to $0 
m i l l i o n 

Under 10 
m i l l i o n 

A l l Black Banks 
Total 10 to 50 Under 10 

m i l l i o n m i l l i o n 

Black Federal Reserve Member Banks 
Tota l 10 to 50 Under 10 

m i l l i o n m i l l i o n 

Cur^^m operating income ac per •.,ent of 
T c ^ r assets 
Capital accounts 

1.27 
17.1 

1.26 
18.9 

1.25 
16.2 

1.22 
13.3 

0.37 
5.1 

0.31 
4.8 

0.55 
5*7 

0.43 
5.8 

0.39 
7 .1 

0.49 
5.2 

Income a f te r taxes as per cent of 
Total assets 
Capital accounts 

O.85 
11.4 

0.84 
12.5 

O.89 
11.5 

0.90 
9.9 

0.28 
3.9 

0.22 
3.4 

0.47 
4.8 

0.34 
4.7 

0.30 
5.4 

0.45 
4.8 

Net income as per cent of 
Total assets 
Capital accounts 

0.80 
10.8 

O.78 
11.7 

0.87 
11.2 

0.87 
9.6 

0.31 
4.2 

0.25 
3.8 

0.48 
4.9 

0.34 
4.6 

0.29 
4.5 

0.45 
4.9 

Rate of return on selected assets 
(Per cent) 
Total loans 7*2 7.3 7-0 7.0 7.3 7.2 7.5 7.5 7.3 8.3 

Securit ies 
U. S. Government 
State and Local Government 
Other secur i t ies 

5.3 3.9 
6 .1 

5.3 
4.0 
6.3 

5.4 
3.5 
5.7-

$.3 
3.2 
3-7 

5.7 
2.7 
0.6 

5.8 
2.6 
0.3 

5.4 
3>0 
$.9 

6.0 
2.2 
3.6 

6 . 1 
2.2 
2.6 

5.6 
0.0 
5.7 

Selected Sources of Operating Income 
(Per cent) 

^ J l interest income 85.3 85.O 86.8 86.3 78.7 80.6 73.8 74.0 79.0 58.6 

Interest on loans 68.4 69.8 62,2 58.5 53.5 53.0 54.8 50.2 51.4 46.7 

Service charges 3.3 2.9 5.0 4.7 11,6 11.4 12.2 13.2 12.3 15.8 

Source: Consolidated Report of Condition ( "Cal l Report"), December 31, 1969. 
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Table 6 . Supervisory Eva lua t ion o f Black Banks, 1967, 1968> and 1970 

C r i t e r i a 

Cap i t a l Adequacy Group 1 

Rat: 

Group 2 

Lng Category 

Group 3 T o t a l 

1967 10 3 2 15 
1968 7 k k 15 
1Q70 Ik 3 5 22 

A««et Qua l i t y Class A Class B Class C Class D T o t a l 

1967 5 6 3 1 15 
1968 7 3 k 1 15 
1970 12 k 6 0 22 

Management Performance S a t i s f a c t o r y F a i r Poor T o t a l 

1967 k 10 1 15 
1968 5 6 k 15 
1970 9 6 7 22 

Composite Rat ing Group 1 Group 2 Group 3 Group k T o t a l 

1967 3 7 1 15 
1968 k 5 6 0 15 
1970 12 5 5 0 22 
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Tab le 7- Asse t E v a l u a t i o n and Composite R a t i n g o f B l a c k Banks, 
and a Sample o f F e d e r a l Reserve S t a t e Member Banks, 

1967, 1968, and 1970 

Category To ta l Rating Class 

Composite Rating 1 2 I k 

F. R. Member 
Sample (1967) 

Nisaber 
Per cent 

677 
100.0 

1*39 
65.O 

211 
30.8 

2k 
3.6 

3 
0.6 

Black Banks 
1967 Number 

Per cent 
15 

100.0 
3 

20.0 
7 

U6.6 
k 

26.7 
1 
6.7 

1968 Number 
Per cent 

15 
100.0 

k 
26.7 

5 
33.3 

6 
1*0.0 

0 
0.0 

1970 Number 
Per cent 

22 
100.0 

12 5 
22.8 

5 
22.8 

0 
0.0 

Asset Ratine A B C D 

F. R. Member 
Sample (1967) 

Number 
Per cent 

677 
100.0 

536 
79-5 

106 
15.7 

25 
3.7 

10 
1 .1 

Black Banks 

1967 Number 
Per cent 

15 
100.0 

5 
33.3 

6 
Uo.o 

3 
20.0 

i 
6 .7 

1968 Number 
Per cent 

15 
100.0 

7 
k6.6 

3 
20.0 

k 
26.7 

1 
6 .7 

197O Number 
Per cent 

22 
100.0 

12 
5U.4 

k 
18.2 

01 

0 
0 .0 
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Evaluat ion of Bank Loans, By Qua l i t y and Size o f Bank, as Shown i n Examination Reports o f 
Selected Federal Reserve Member Banks, 1964-1969 

(Size Groups i n M i l l i o n s o f Do l la rs ) 
(Amounts In M i l l i o n s of Do l la rs ) 

Category 
1964 

Under 10 10 t o 50 
T o t a l m i l l i o n m i l l i o n 

• 1969 
Under 10 10 t o 50 

T o t a l m i l l i o n m i l l i o n 

Six-Year Average 
Under 10 10 t o 50 

T o t a l m i l l i o n m i l l i o n 

Nutuuer o f banks 5,666 4,012 1,654 5,099 2,813 2,286 5,425 3,486 1,939 

Gross loans 27,365 8 ,971 18,39^ M,599 8,580 33,019 33,007 9,147 23,860 

C lass i f i ed loans: 
Substandard 

Per cent o f gross loans 
327 

1.19 
127 

1.42 
200 

1.09 
470 

1.13 
136 

1.59 
33* 

1.01 
424 

1.28 
143 

1.56 
?.8l 

1.19 

Doubt fu l 
Per cent o f gross loans 

31 
.11 

11 
.12 

20 
.11 

55 
.13 

15 
.17 

40 
.12 

48 
.15 

16 
.18 

32 
.13 

Loss 
Per cent o f gross loans 

35 
.13 

13 
.14 

22 
.12 

50 
.12 

16 
•19 .10 

46 
.14 

17 
.19 

29 
.12 

T o t a l c l a s s i f i e d loans 
Per cent o f gross loans 

39^ 
1.44 

151 
1.68 

243 
1.32 

575 
1.38 

167 
1.95 

408 
1.23 

518 
1.57 

1T5 
1.92 

3*3 
1.44 

Loans spec ia l l y mentioned 
Per cent o f gross loans 

156 
•57 .55 

107 
.58 

185 
.44 

39 146 
.44 

159 
.48 

45 
.50 

114 
.48 

Valuat ion reserves on loans 471 120 351 610 115 495 5*1 122 419 

T< c a p i t a l accounts 4,977 3,037 5,614 1,^95 ^,119 5,279 1,774 3,505 

C lass i f i ed loans as per cent 
of t o t a l c a p i t a l 7 -9 7-8 8 .0 10.2 11.2 9.9 9.8 10.0 9-7 

Spec ia l ly mentioned loans as 
per cent o f t o t a l c a p i t a l 3 . 1 2.5 3.5 3.3 2.6 3.5 3.0 2 .6 3 .2 

C lass i f i ed and spec ia l l y 
mentioned loans as 
per cent o f t o t a l c a p i t a l 11 .1 10.3 11.5 13-5 13.8 1 3 * 12.8 12.6 12.9 

Table 8. 
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Table 9* Eva luat ion o f Bank Toans, By Qua l i t y and Size o f Bank, as Shovn i n Examination Reports o f 
Black Banks, I 9 & - I 9 6 9 

(Size Groups i n M i l l i o n s o f Do l la rs ) 
(Amounts i n Thousands o f Do l la rs ) 

Category 
19& 

Under 10 10 t o 50 
T o t a l m i l l i o n m i l l i o n 

1969 
Under 10 10 t o 50 

T o t a l m i l l i o n m i l l i o n 

f>ix-Ye»r Average 
Itoder 10 10 t o 50 

T o t a l m i l l i o n m i l l i o n 

Number o f Banks 11 8 3 21 15 6 16 12 4 

Gross loans 33,751 16,139 17,612 112,061 56,3*1 55,720 63,731 33,814 29,917 

C l a s s i f i e d loans: 
Substandard 

Per cent o f gross loans 
501 

1.48 
244 

1.51 

3 

CM 2,983 
2.66 

1,243 
2.21 

1,740 
3.12 

1,551 , 
2.43 

824 
2.44 

727 
2.43 

Doubt fu l 
Per cent o f gross loans 

38 
•11 

12 
.07 

26 
.15 

365 
.33 

83 
.15 

282 
•51 

449 
.70 

269 
.80 

180 
,160 

toss 
Per cent o f gross loans 

28 
.08 

6 
.04 

22 
.12 

701 
•63 

273 
.48 

428 
•77 

445 
.70 

230 
.64 

215 
.70 

T o t a l c l a s s i f i e d loans 
Per cent o f gross loans 

567 
1.68 

262 
1.62 

305 
1.73 

4,049 
3.61 

1,599 
2.84 

2,450 
4.40 

2,446 
3.84 

1,323 
3.91 

1,123 
3.75 

loans s p e c i a l l y mentioned 
Per cent o f gross loans 

4 
.01 

4 
.02 

0 1,029 
•92 

507 
•90 

522 
•9* 

361 
•57 

221 
.65 

140 
.47 

Valuat ion reserves on loans 289 83 206 694 366 328 376 148 228 

T o t a l c a p i t a l accounts 6,826 k,171 2,655 17,438 9,291 8,147 11,496 6,830 4,666 

C l a s s i f i e d loans AS per cent 
o f t o t a l c a p i t a l 8.3 6.3 11.5 23.2 17.2 30.1 21.3 IB .6 22.0 

Spec ia l l y mentioned loans as 
per cent o f t o t a l c a p i t a l .1 •1 0 5.9 5.5 6.4 3.1 3.2 3.0 

C l a s s i f i e d and s p e c i a l l y 
mentioned loans as 
per cent o f t o t a l c a p i t a l 8.4 6.4 U . 5 29.1 22.7 36.5 24.4 21.5 25.0 
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Tab ic 10. Composit ion o f Se lec ted Assets and L i a b i l i t i e s o f B lack Banks, By S ize 
and Fede ra l Reserve Membership, December 31, 1969 

(Depos i t S ize i n M i l l i o n s o f D o l l a r s ) 

Category 

A l l Member Banks BiacK Baffles 

Category Total 50 mi l l ion-
and over 

10 t o 50 
m i l l i o n 

Under 10 
m i l l i o n 

A l l Black Banks 
Total 10 to 50 Under 10 

m i l l i o n m i l l i o n 

Black Federal Reserve Member Banks 
Tota l 10 to 50 Under 10 

m i l l i on m i l l i on 

Composition of deposits (per cent 
of t o t a l ) 
Tota l 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Demand 57.0 59.3 46 .6 48 .4 48 .8 49 .6 46 .6 51.5 49.6 58.9 Time and savings 43 .0 40 .7 53.4 51.6 51.2 50.4 53.4 48 .5 50.4 4 1 . 1 

Composition of assets (per cent 
of t o t a l assets) 
Cash and due from banks 18.2 19.2 13.3 13.6 12.5 12 .7 11.9 12 .7 11.4 17.6 
Secur i t ies : 

17.6 

U. S. Government 10.2 8 . 4 1 7 - 1 23 .2 23.8 20 .7 22.6 1 7 . 1 1 6 . 1 N9.2 
State and Local Government 10.5 1 0 . 1 13.2 9 . 7 7 . 7 9 .3 3 . 1 9 . 8 12.3 -

Loans: Tota l 54.4 55.2 50.9 47 .5 45.O 43 .8 48 .6 41 .6 41 .7 41.2 

Federal funds sold 1.3 1 .5 0 . 5 0.2 0 . 7 0.8 0.6 0 . 8 0 . 8 0.1 
Loans to f i nanc ia l i n s t i t u t i ons 3 . 7 4 . 4 0 . 6 0 . 5 1 .7 1 . 9 1 .0 3 .5 3 . 7 2.3 
Loans to purchase or carry 

secur i t ies 2 . 0 2 .3 0 . 6 0 . 4 0 . 9 1.1 0 . 5 2 . 1 2 .3 1.4 

Commercial and i ndus t r i a l 22.2 24.5 11 .7 8.0 8 . 9 9 . 7 6.6 8 . 6 8 . 7 8 . 1 
Real estate 12.2 11.3 16.9 1 4 . 1 2 0 . 1 20.2 19 .9 13 .9 16.1 
Indiv iduals 11.1 10.1 16.4 13 .7 12.4 10.0 1 9 . 1 1 2 . 7 9 . 9 23.4 
Farmers 1.4 0.6 3 . 6 10.0 - - -

A l l other loans 1.5 1 .7 0 . 7 0.7 0 . 7 0.5 1 . 0 0 . 7 0 . 7 0 .6 

Bunk premises, fu rn i tu re , and 
I'!:: lures 1.5 1 .4 1.6 1 .4 4 . 1 4 . 6 2 .4 5 .8 6 . 8 1 .8 

Memorandum: 

Loan/deposit r a t i o 67.2 69.7 57.4 53.3 50.6 49 .0 55.4 47-7 47 .7 47.^ 

C a p i t a l / r i o k n s s e l r a t i o 10.3 10.1 10.8 13.4 11.2 10.1 14.2 11.0 9 .6 16.5 

flour o: Con:: Ml Ida tec' Report of Condition ( "Cal l Report"), December 31> 1969. 
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Table 11. Selected Charac ter is t i cs o f Loans Outstanding a t Black Banks 
as Shown i n Examination Reports, 1970 

(Amounts i n Thousands o f Do l l a r s j Deposit Size i n M i l l i o n s of Do l la rs ) 

Size of Bank 

Category T o t a l 
10 t o 50 
m i l l i o n 

Under 10 
m i l l i o n 

T o t a l assets 26^,563 193,126 71,^37 

T o t a l loans 
Amount 
Per cent o f t o t a l assets 

137,535 
52.0 

9^,295 
1*8.8 

1*3,21*0 
60.5 

Toans t o l o c a l borrowers 
Amount 
Per cent of t o t a l assets 
Per cent o f t o t a l loans 

107,552 
1*0.7 
78.2 

77,165 
1*0.0 
81.8 

30,387 
1*2.5 
70.3 

Loans t o other borrowers 
Amount 
Per cent o f t o t a l assets 
Per cent o f t o t a l loans 

29,963 
11.3 
21.8 

17,130 
8 .9 

18.2 

12,833 
18.0 
29.7 

Federal funds so ld 
Per cent o f t o t a l loans 

15,875 
11.5 

7,1*00 
7.9 

8,1*75 
19.6 

Pa r t i c i pa t i ons purchased 
Per cent o f t o t a l loans 

7,888 
5 .7 

3,530 3 .7 M 5 8 
10.1 

Brokers loans, commercial 
paper, bankers acceptances 

Per cent o f t o t a l loans 
6,200 6,200 

6.6 
-

Commercial and i n d u s t r i a l loans 
Amount 
Per cent o f t o t a l assets 
Per cent o f t o t a l loans 

36,211* 
13.7 
26.3 

20,727 
10.7 
22.0 

15,^87 
21.7 
35-8 

Local borrowers 
Per cent o f conmercial and 

i n d u s t r i a l loans 

28,326 

78.2 

17,197 

83.O 

11,129 

71.9 

Pa r t i c i pa t i ons purchased 
Per cent o f conmercial and 

i n d u s t r i a l loans 

7,888 

21.8 

3,530 

17.0 

^,358 

28 .1 
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Table 12. Principal Assets of Black Banks, December 31, 1969 
(Thousands of Dollars) 

Name of Bank 
Total 
Assets 

(1) 

Cash & Due 
From Banks 

(2) 

U. S. 
Treasury 
Securities 

(3) 

Securities of 
Gov't. Agencies 
and Corns. 

(*) 

Obligations 
of States 
and Po l i t i ca l 

, Subdivisions 
(5) 

Federal 
I W f f 

(6) 

Other 

(7) 

Bank 
Premises 
and 
F u t u r e 

.(8) 

Real Estate 
(other than 
Premises) 

(9) 

Other 
Assets, 

(1) Bank of Finance $ 12,608 $ 1,676 $ 792 $ 1,230 $ -0- $ -0- $ 7,876 $ 575 * 206 $ 253 

(2) Citizens Savings Bank 
and Trust Company 5,899 1,085 850 1,655 15 -0- 2,262 31 -O- 1 

(3) Citizens Trust Company 25,593 2,3*8 977 39* 8,932 -0- 7,891 *,7*2 117 192 

CO Consolidated Bank and 
Trust Co. 12,*56 1,999 1,059 1,050 1,289 -0- 6,751 253 -0- 55 

(5) Douglass State Bank 9,937 581* 1,090 5*> 736 525 5,968 *78 -0- *6 

(6) F i rs t State Bank k f m *9* 39* -O- 622 550 2,550 5* 3 105 

(7) Freedom National Bank 39,317 M 3 6 7,220 5,768 -0- 3,000 16,929 592 639 533 

(8) Gateway National Bank 
of St. Louis 8,6*2 1,119 1,63* 780 -0- -0- *,7*8 2*3 -O- U 8 

(9) Industr ia l Bank of 
Washington 21,688 1,705 *,527 2,997 2,862 300 7,380 53* 63 1,320 

(10) Liberty Bank of Seattle 3,266 183 -0- 268 -0- 300 2,265 220 -0- 30 

(11) Mechanics and Fanners Bank 21,555 2,000 3,323 -3,650 2,137 -o- 9,*12 822 1 210 

(12) Riverside National Bank 6,6*8 817 79* 600 .0- 1,000 3,158 197 -O- 82 

(13) Seaway National Bank of 
Chicago 21,700 2,968 2,8*0 2,000 1,76* -Q- 11,355 580 -0- 193 

(lU) Swope Parkway National 
Bank 8,093 2,069 1,320 -O- -0- -0- *,577 102 -0- 25 

(15) Tri-State Bank of Memphis 10,31k 655 2,573 199 150 300 5,886 259 13* 158 

(16) The Independence Bank of 
Chicago 13,095 1,97* 967 3,503 -0- 1,300 5,0*3 127 u 170 

(IT) Fi rst Plymouth National 
Bank 3,967 298 1,238 -0- -0- 1,000 1,328 36 -0- 67 

(18) The Carver State Bank 3,558 388 1,512 100 2*1 -0- 1,271 *6 -0- -0-

(19) United Conmunity National 
Bank 7,738 1,076 712 -0- -0- *,175 1,535 118 -0- 122 

(20) Unity Bank and Trust 
Company 12,967 3,760 825 385 -0- 1,000 6,6*5 25* -0- 98 

(?1) Victory Savings Bank 3,015 192 51* *33 205 300 1,300 1*1* 5 22 

(:*) Freedom Bank of Finance 1,966 31*8 8*0 -0- -0- *75 6* 187 -0- 52 

Grand Total $258,791* 03?, 37'* $36,001 $25,522 $13,953 $1*,225 $116,19* $10,1*91* $1,179 $3,852 

Hour-**: i!or»::«/lidaU"J Koport of* Condition ("Call Report"), December 31, 1969. 
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Table 13. principal L iab i l i t i es , Reserves and Capital of Black Banks, December 31, 1969 
(Thousands of Dollars) 

Kame of Bank 

Total 
L iab i l -
i t i es 

( l ) 

Total 
Deposits 

Demand 
Deposits 

Time 
Deposits 

(IPC) 
(*) 

Deposits 
of U. S. 
Gov't. 

(5) 

Deposits of 
State and 
Po l i t i ca l 
Subdivisions 

(6) 

Deposits of 
Conmercial 
Banks 

(7) 

Certif ied 
Checks 

(8) 

Other 
L iab i l -
i t i es 

(9) 

Capital 
Account 

(10) 

Reserves on 
Loans and 
Securities 

(11) 

Memo Items 
Total Total 

Total Demand Timed 
Deposits Deposits Savings 

(12) (13) W 
( l ) Bank of Finance $ 12,608 $ 11,1*36 $ 5,9*0 $ 3,903 $ 670 $ 38* $ 539 $ **9 $ 718 $ 5 $ 11,*36 $ 7,278 $ *,158 

(2) Citizens Savings Bank 
and Trust Company 5,899 5,373 2,038 2,667 271 366 -O- 31 82 * * * -0- 5,373 2,**1 - 2,931 

(3) Citizens Trust Company 25,593 18,851 9,090 7,938 60* 910 -0- 309 396 2,567 179 18,851 10,*8* 8,367 

(b) Consolidated Bank and 
Trust Co. 12,*56 11,262 3,07* 6,553 1,251 315 -0- 69 5* 1,033 107 11,262 *,709 6,553 

(5) Douglass State Bank 9,937 8,80* 2,858 *,222 392 1,165 1* 153 101 81* 1* 8,80* 3,801 5,003 

(6) F i rs t State Bank *,772 *,203 950 2,910 268 *2 -0- 33 118 *21 30 *,203 1,251 2,952 

(7) Freedom National Bank 39,317 36,731 13,037 15,960 2,179 *,703 65 787 73* 1,852 -0- 36,731 17,571 19,160 

V Eateway National Bank 
^ " of St. Louis 8,61*2 7,623 2,918 3,5*6 192 769 -0- 198 227 *5* 20 7,623 3,752 3,871 

(9) Industr ial Bank of 
Washington 21,688 20,1*10 7,*72 11,717 1,031 -0- -0- 190 331 9*5 2 20,U10 7,*7& 12,938 

(10) L i b e r t y Bank o f Sea t t l e 3,266 2,658 925 1,230 221 225 15 *2 51 *51 18 2,658 1,328 1,330 

(11) Mechanics and Fanners 
Bank 21,555 19,*55 6,6*1 9,2U0 912 2,155 -0- 507 23* 1,*39 1*8 ' 19,*55 8,990 10,*65 

(12) Riverside National Bank 6,61*8 5,910 1,996 2,626 729 *28 -o- 131 58 676 2 5,910 3,039 2,871 

(13) Seaway National Bank of 
Chicago 21,700 20,1*7 8,*08 9,811 709 90* 23 292 lK>3 1,101 *9 20,1*7 9,*3* 10,713 

( l * ) Swope Parkway N a t i o n a l 
Bank 8,093 7,113 2,711 2,022 1*22 1,7*0 *0 178 2*7 703 30 7,113 5,066 2,0*7 

(15) Tri-State Bank of Memphis 10,3H* 9,05* 2,757 *,701 606 880 -0- HO 362 81*3 55 9,05* 3,638 5,*16 

( l o ) The Independence Bank o f 
Chicago 13,095 12,199 *,778 5,399 85* 987 -0- i B l 107 788 1 12,199 5,899 6,300 

(17) F i rs t Plymouth National 
Bank 3,967 3,*12 1,128 1,005 1,1*7 * 1 30 61 97 *53 5 3,*12 2,li07 1,005 

( IB ) The Carver Sta te Bank 3,558 3,211 *83 1,860 206 621 8 33 20 316 11 3,211 777 2,*3* 

Uni ted Community N a t i o n a l 
^ ^ Bank 7,738 6,*87 2,719 3,102 585 -0- -0- 81 82 1,118 51 6,*87 3,376 3,111 

(20) Unity Bank and Trust 
Company 12,967 11,0*5 *,1B1 3,707 798 *35 80 1,8** 656 1,210 56 11,0*5 6,979 *,067 

(21) V i c t o r y Savings Bank 3,015 2,721 812 1,*27 212 238 -0- 32 *8 219 27 2,721 1,1*9 1,572 

(22) Freedom Bank o f Finance 1,966 1,37* **2 229 397 302 -0- * 3 589 -0 . 1,37* 8*5 529 

Grand T o t a l $258,79* $229,*79 $85,358 $105,775 $1*,656 $17,610 $275 $5,805 $*,86o $19,156 $800 $229,*79 $111,686 $117,793 

Source: Consolidated Report o f Condi t ion ( " C a l l Repor t " ) , December 31, 1969. 
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