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WHAT WE CAN DO A30UT BANK STRUCTURE
“ George ¥. Mitchell
Member, Board of Governors of the Federal Reserve System

Asking does banking structure matter is like asking does "money"
Ratter. You can’t say it hasn't and doesn't; but as time goes on and
owr payments mechanism evolves into a "cashless-checkless" elactronic
transfer, both "money" and banking structure may natter less.

Money and money usages are changing. For example, the direct
crediting of salary and wage payments to the bank account of employeces,
the pre-authorization arrangements to pay rent and utility bills and
the growing popularity of cash-credit cards are significant trends for
the Nuture. They will reduce if not eliminste the need to go to a
barking office to make deposits or withdrawels. Banking business will
increasingly be conducted by telephone or by mail. Why not banking
Services arranged by a long-term or continuing agreement just as
insurance protection?

Money trends in being and prospect will add significantly to
the banking alternatives available to the public because nonlocal bunks
can become competitors of local banks. Nonbanking institutions have
already become competitors ol banks in the businesy of money vaymenis.
Diners Club, American Express, the oil companies, and supermarkets ere
all active in handling payment and credit transactions on a very large
Scale. No doubt in another year or so there will be 40 to 50 million
¢redit cards in circulation, and they will not sll be bank cards by any
lcans. In time, cards will displace a significeat amownt of currency
and a lot of check volume, too. Because the form of money and way in
vhich it is used is changing, the public's priorities for banking
Structure are shifting from maintaining as many independent local
banking elternatives as possible to providing banking organizations of
sufficient size so that banking services can be enriched and multiplied.

On the question of competition, I do not have the view of the

Rature of banking that Don Hodgman and the Supreme Court seem to have,
Remely that banking is a unique bundle of services from which a single
activity cannot be extracted without.the whole bundle falling apaxrt.

On the contrery, banks, in their competitive environment seem to me to

active in a number of different markets with varied panels of cus-

Ltoners, Moreover, each service market has e different group of compe-~
Titors, and the service markets are not necessarily rclated. The only

Portially unique service of commercial banking in which major competition

Comes from other local banks is the checking account, and its uniqueness
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is being pared down by competitive developments outside of the benxing
cystem. The time seems to be approaching when it will be almost es
convenient for me to get money service from a bank in New Yorx or
California as from a bank in Washimzgton or Virginia.

Now let me say a few words about structure and services. In
the mid-thirties when supermarkets began to grow in the United States
there were laws prohibiting or texing them on a discriminatory bvasis.
Despite these inhibitions, however, the supermarkets displaced their
merketing predecessors. It is hard to think of the present-day function
of the supermarket being performed by "Papa and Mama'" stores which were
the marketing ideal of the law mokers who passed the anti-supermarket
lews. Essentially, the same kind of functional revolution is taking
place in banking. A modern benk, like a modern supermarket, has to
have the management, the capital, and the operational resources that
are impractical for a small business unit. In a technologicel sense
a bank has to be loarge enough to justify the use of a computer in its
own operations.

There are today about 650 banks that have about 75 percent of
the deposits and about T5 percent of the depositors. The smellest of
these 650 banks is about $60 million in size. Perhaps it doesn't re-
quire a $60-million bank to generate the volume of trensactions that
nokes a computer feasible, but the break-even point is probably in the
$40-75 million range. A full range of up-to-date banking services is
not possible without a computer, consequently the computer is an essential
ingredient of banking services of the future. Computers are expanding
and enriching banking services today wherever banks have reasonably
competent staffs to provide the requisite software for applications
antecedent or subsequent to banking transactions.

Consider a bank that sees profit opportunities in becoming
the comnmunity's accouvnts keeper. It could, for example, start with
the propesition that doctors are notoriously negligent and inefficient
in their billing end accounting practices. The benk computer cen take
thesc operations over with a minimum of collaborction on the port of
the doctor. Dut this service only scratches the surface of potentiel
epplications. Help is slso availeble on diagnostic problems that con
be processed on computerized equipment or expedited by access to
madicol data banks. When one starts to look st the opportunitics
vaich follow from = bank's possession:of electronic software end
bardware, the possibilitics are limited only by the aggressiveness
£124 ingenuity of the institution's menagement.

Developnents along these lines lead me to conclude that the
service side of banking is now being seriouvsly neglected. Aand if one
eccepts the view that competition i3 growing between local and nonlocal
tanks end between buanks end nonbanking institutions, it's easy to come
to the conclucion that we have given too much attention to fostering
Yarce pwsbers of spall locel banks and not enough attention to fostering
vaito of a size thetl can expeand the quality end diversity of baniing
gerviceg.
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There ere clternative banking structures. On the Eastern
Seaboard and Western United States branching structures predominate.
In she Mississippi Valley unit banking and limited brenching pravail.
There are some holding companies in the West, some in the sidwest
Tably Minnesota and Wisconsin, but mainly they arc loczted in the
ern and Atlantic Seaboard states wherc they have grown very rapidly.
ew York, for example, there are only one or two more potential lead
ks in the "Upstate" area for another statewide holding company
plication.
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In a state like Virginia, which hes a very progressive attitude
towards its banking structure, there is a combination of holding com-
DPanies and locsl branching. While scme banks have branched statewide
through mergers, the majority of the statewide systems are units of
the holding companies with limited local branching.

linlding companies have most of the advantages of centralized
management, capital resources, management training, recruiting systems,
retircement programs, in-house data processing, centralized accounting,
Porifolio advice, etc. At the same time, they retain an elemen:t of
local control and parochial interest which is usuelly a source of
Stirength and improved service to the community. Not all holding com-
Panies, I should add, have this particular vision of what they can
and should be and do.

Another structural characteristic of our banking system is
the correspondent banking network, an arrangement which hes flourished
for a lonz time but seems, in its traditional manifestaticn, to be de-
¢lining as branching and holding company systems have grown. Correspon-
dents provide, in some cases, portfolio management, some accounting
and data and check processing, overlines and participations, and a
large number of infrequently used services. Unfortunately, the pre=-
Vailing practice of paying for services with correspondent balances
entails one of the worst of all poscible arrengenents for the customer
Of banks in credit deficit ereas.

You might be interested in knowing how the 150 largest banks
are divided among these structures. Among the 150 largest banks which
fave 55 percent of the nation's deposits there are 103 branching systenms,
~4 holding companies, and 13 unit banks. Seven of the unit banks are
in Chicago, five in Texas, and one in Missouri.

Lot me say something further about structure aad zompetition.

To analyze a bank's competitive position adequately I hav: indicatcd
tnat the idea that banking is an interrelated bundle of sarvices should

rejected or qualified., There is, however, & sense in which there is
zerit to that position. Corporate customers, keeping substantial cums
On deposit cxpect end insist on loan accommodation in return for having
¢stublished a long-term depositoxr reiationship. This somewhat reciorocal
Grrengement is not ordinarily a nmstier of contract; it usually is ua-
steted, but is accepted as a normal matter-of-fact business practice.
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Thus, there is a linkage between depository and lending service snéd-it
is especially significant in banks when corporate or large accounts make
up, say, 60 percent or more of the bank's total deposits.

Banks compete in many asset merkets. In the national marke*s
for government securities and for state and municipal bonds, for example,
banks compete with individuals, other banks and financial institutions,
state and local governments, and nonfinancial business institutions.
Competition from local banks is no geuge whatever of the extent of “he
competitive environment. The same conclusion may be reached abou®t large
business loans and also residential and nonresidential mortgages to a
considerable degree. Among business borrowers only those which are %oo
small to enter the capital markets or attract the attention of insurance
companies are dependent on bank competition. But even these businesses
have a very important alternative in the form of trade credit--usuelly
tied to a product line, often high priced, but always there and always
plentiful.

Nonbank competition is often overlooked in analyses of how much
local bank competition should be maintained to provide protection to
customers whose alternatives for depository or lending services are
limited. My own view from listening to bankers and other lenders is
that the most aggressive local competition to banks on the liability,
if not the asset, side comes from savings and loan associations. On
the asset side it undoubtedly comes from vendors and suppliers. In
most merger cases or holding company acquisitions, it seems to me, that
the extent and pervasiveness of nonbank competition is seldom adequately
evaluated.

Let me now say something about "structure fixations," although
I have touched on most of these already. We sometimes encounter opPo-
sition to mergers and holding company acquisitions of nonviable ins+i-
tutions. True, the definition of a "floundering bank" is a matter of
Judgment. And banks usually flounder because of poor ownership or
management. The quality of these atuitwdes is a matter of degree and
Judgment. Close to floundering is almost as good as floundering to
Justify an acquisition. A better and more timely criteria in those
areas where banks have stagnated and are not adequate to serve the com-
nunity may be found in the "tloundering" quality of the service they
offer rather than in the uwltimate nonviability of the institution.

i

Another case of structural fixation is illustrated by a Milwaukee
case that came up last winter. Like some other metropolitan area banking
organizations, First Wisconsin Bankshares, so far as Milwaukee is con-
cerned, is more or less locked into existing office locations. Its
existing brenches sre by virtue of grandfather branching provisions.

Its flexibility is limited to securing permission to relocate an existing
brznch or to opening a new or ecquired holding company affiliste. It

has several offices jn decling econcmic aveas. Deposit growth in those
arcas is stagnant or declining. It has been attempting, end at times
successfully, to relocate some of its offices and open new offices to

tap suouwrban arecas where deposit growth is more promising. In this

case the majority of the Beard deniced the application for a de novo
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entry on the ground that First of Wisconsin was elready too daminant in
the Milwaukec metropolitan area. In ny dissent I included a sta:erent
showing the concentration ratios ian ubout 15 or lo cities in the ccuntry
--number of banks, number of offices, and varicus meacures of concentra-
tion. Milwaukce, among these cities of roushly the same size, showed
lower lcvels of concentration than most (see Appendix).

I would not want you to bhelieve, however, that I set great store
in concentration ratios especially those that erc used uncritically.
Let me give you a few examples. Ian the Chicapo OMSA, there sre ebeout
295 bunks and the largest bank has 19 percent of the area deposits.
The largest three banks have 45, and the largest five have 5L perceat.
Actually Chicago, on a realistic appraisal, is best characterized es
o combination of local monopolies scattered over the area. In the city,
for example, at least two-thirds of the banks outside of the Loop rre
& mile or more from another bank. This mcans that on a convenience

s¢ there is really no compctltlon for the convenience 0u31nesu.
cncisco has about LO banks and, of course, the Bank of America
there accounts for 42 percent of ares deposits, three banks for 77
percent and five banks for 87. Dut I dare say there is much more com-
petition in San Francisco for consumer-type business and for small
business loans than there is in Chicago. While there are about

banks in San Francisco, there are about five that compete throuzhout
the arca. By taking Just the raw concentration ratio figures you will

Py

orten come up with mislending results,

In Buffalo, which shows a higher concentration than zny other
city that I have listed here, ore bank has 50 percent of arca deposits,
three have 95 percent, and five have 99. It's hard to beat that. Of
course to the degree thut three banks are spread throughout the areg--
there are three alternatives. Perhaps that's better than Chicago.

Another fixation that people have difficulty getting rid of
is that banks ought to be confined by state lines. I don't know how
long it will be before we will have outright branching across state
lines but there are many places where, if a competitive environment
is the goal of public policy, it mokes sense, e.g., Washington, D. C.,
Rhode Island, New Englend, and any multi-stute metropolitan area.

The onc-bank hclding company development is almost certain to
change geographical constraints for certain types of cetivities. The
law regarding one-bank holding companies, which I think the Congress
is likely to pass, does not contain any geographical constraints on
the activities' in which subsidiaries may engage. This would enable a
one-bank holding company to go into the mortgage or mortgage servicing
business without geographical constraints, as they now can with loan
production offices. If the law permits the acquisition of finance
conpenies, as I think it's more than likely to, then a bank could
through its one-bank holding company buy a finuance company with offices
in any number of states. The law will encompass other activities
making it possible for banks, through their affiliates, to operate



across state lines without the restrictions that now apply to benking
offices. While banks do operate across state lines for much of their
business, at this time., they don't operate successfully across state
lines to serve mediwr-sized and small accounts.

Let me conclude by pointing out policy implications for struc-
ture. We should be encouraging the development of a combination of
holding company and branching systems in sizes large enough to provide
the kinds of banking service that cen be made available today. We give
insufficient attention to the limitations that smallness imposes upon
the quality and diversity of services and--when it matters--to the
convenience of availability, for no unit bank can profitably opecrate
on the deposit volume which will justify & branch location.

Secondly, I think that we ought to maintain or extend freedom
of entry into banking. Existing stste laws and supervisory ettitudes
need changing. Essentially local monopolies are protected. Ccmpetition
is stifled on the ground that an srea is "over-banked." There are s%ill
many states with home office protection clauses. New York end Michigan
are exouples. HNew Jersey is in the process of removing some of its
anticompeltitive provisious.

Finally. I think that state lines should not limit the growth
of benking. Barks ought to be able, to some degree at least, to move
across state lirdes to serve all types of customers.

Our thinking needs reorienting about our banking structure.
What kind of a banking system can best serve the U. S. econcmy as it
is evolving? The kind of banking structure we have now seems to be
singularly inappropriate; it is time to put more emphasis on scale
and services- and less on locally protected market areas.



APPENDIX

DISSENTING STATEMENT OF GOVERNOR MITCHELL

FIRST WISCONSIN BANKSHARES CORFORATION
MILIVAUKEE , WISCONSIN
November 27, 1968

The majority in this case has denied First Wisconsin Bankshares
dae novo access to a market area in suburban Milwaukee. It has done so
by preventing Bankshares from creating a new bunking affiliate.

!

The newly organized bank would have served portions of the
communities of Greenfield and Greendale. The estimated population of
the two communities is 36,500 and the population of the bank's "primary
service" area (defined as the area from which 75 percent of projected
acposits will origineie) is estimated at 10,600. Bank of Greeniield
\$2,234,000 in deposits), State Bank of Hales Corners ($17,835,000 in
deposits), and a branch of Layton Park State Bank ($22,000.000 in
depesits) are, respectively, 1-1/h, 2-3/4, and 1-1/4 road miles from
the proposed location and are the major competitors in the area with
deposits estimated at $1,200,000. The other major Milwaukee banks
also have customers in the area with undisclosed holdings.

The proposed office would enable Bankshares to better service
U5 ex1isting customers in the areca and to attract new customers as
Lthe community grows. Denigcl of this application will imoair Bankshares'
ability to offer 1ts services in a convenient location and to attract

new business on the strength of the quality and diversity of its
services.

- Most’individual depositors and small businesses select a
Sanliing connection as close to home or work as is feasible. In suburban
residential areas such as Greenfield these customers would ordinarily
oe¢ within a radius of one to three miles of a banking office, depending
on competitive elternatives, the income level of the comnunity, and the
nopulation per square mile. Under present-day conditions, rejecting
tn epplication for an office in this suburban area is tantamount to

excluding Bankshares from effectively competing for such customers in
the area.

Only & compelling and plainly evident conrlict with the public
interest would Justify the rejection of the Applicant's right to earn
~-not purchase through merger or consolidation--the patronage of
suburban customers. Does the public interest require so drastic a
Reasurc as confinement of internal expension by First Wisconsin
Bankshares?

The proposal could conceivably be rejected on two grounds:
that it contravenes state banking policy or that it contravenes federal
policy on concentration of power and a trend toward monopoly.
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A state government under the so-called "dual banking systen"
has the power to exclude from effective competition banks chartered
under the laws of other states, to restrict competition among the state
Yanks it charters and to limit their market areas in any manner it
deenis consistent with the state's interest. It may even, through anti-
dranching restraints and home office protection laws, create local
monopolies. A state's power over state banks is all the greater decause
of the established federel policy to impose on national benks the seme
office location restrictions as are applicable to state banks.

State laws governing the access of banks to locael markets
within the state are extremely diverse; but three groupings are roughly
distinguishable: (1) statewide access to local markets through branch-
ing or holding companies or both, (2) limited access confined to a
single city, a county or contiguous county areas, often combined with
statewide access through holding compeny affiliation, (3) local access
limited to a one-office location, ususlly with an explicit statutory
Prohibition with respect to holding company affiliation or at least
uncertainty that other statutory provisions covering banking or general
corporate powers would he interpreted to permit such affiliation.

Wisconsin does not fit any of these categories very well dbut
1t has more in common with the second category than the others. Some
branching has been inherited from earlier statutory provisions, state-
wide access through holding company affilistion is allowed, and recently
the state opened to branching those municipalities without & banking
office.

Under the spirit of the federal policy which yields to a2 state
the determination of the scope of banking markets within its boundaries,
it could bve argued that in the absence of more expansive provisions with
respect to branchimg in Wisconsin, Bankshares should not be zllowed an
affiliate in.locations where branches would be more in keeping with
general vanking practice. But I am more persuaded to the contrary by
the precedents that have come into being under the Wisconsin law. Over
& long period of time several affiliates of this type have been organized
and operated without statutory challenge or correction. It seems appro-
Priate to regard such affiliates as cousistent with state banking policy.
The proposal, therefore, should not be struck down on the grounds it
contruvenes state policy as defined by the legislature.

It is obvious from the facts contained in its statement that
the majority hes been influenced toward its deniel by statistical mea-
Sures of banking concentration. The concentration ratios for First
Wisconsin Bankshares are in their judgment too loarge; therefore, that
Oorganization is denied the right to expand even de novo--in fact, it
is exposed to the risk of losing some of its present customers to
More convenient banking accommodations because it cannot even edept
to population shifts within the metropolitan area.

The statistical measures of concentration for states or metro-
politan arees are useful if used with caution end consideration as to
their real significence. The standard metropolitan area as o signifi-
cant nariket area for the sale of products, services or labor clecrly
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has its limitetions and qualifications. It is not ordinarily & suitable
basis for geuging competition in providing banking services to individ-
uals and smaller firms and associations, unless the competitors blanket
the entire area with their offices.

The "total deposit" mecasure most commonly used is also inappro=-
priate in those cases where some deposits are nonlocal in origin
reflecting larger banking orgasizations' penetrations of national and
international deposit markets. Thusy while the great majority of a
bank's customers msay be recruited within close proximity to its offices,
the larger businesses, some of the larger local governments or their
agencies, nonprofit organizations, and wealthy individuals can and &do
transact some of their banking business elsewhere, and irrespective
of their residence or principel place of business. In some banks these
larger depositors hold a preponderance in the bank's deposit eaggregate.

Bearing in mind these limitations, what approach should be
taken to the problem of judging whether or not some particular level
of statistical concentration is or is not compatible with the public
intercst? We can look at some comparative situations. Before doing
so, however, I think the presumption underlying such a procedure
should be bared.

It seems to me reasonable to presume that if Congress, after
evalueting banking service and performance, held to the view that there
wes excessive banking concentration in metropolitan areas throughout
the nation it would direct the federal supervisory agencies, including
the Federal Reserve Board, to attack that problem directly end on a
widesvread basis by prohibiting further branching of any kind in cny
such areas by the largest banking organizations. Congress has autho=
rized no such step unless to implement state policy end, in my opinion,
the majority in this denial has over-reached its Congressional mandate
by so using federal power in the Bankshares case.

Could the majority reasonably contend, however, that the situ-
etion in the Milwaukee metropolitan arca is so extreme a case of con=
centration as to justify the unusual constraint it has introduced
against de novo entry?

The latest facts on concentration levels in 17 metropolitan
crees are contained in the attached table; they are as of June 1966.
The metropolitan areas included bracket Milwaukece in population size
renging from 500,000 to 2,500,000 and are located in states where some
4type of branching and/or holding company affiliation is peraitted
within &ll or nearly all of the related metropolitan areas. Celifornia
SMSAs are excluded because of data noncomparability.

The data in the table reveal the relatively low level of banking
concentration in the Milwsukee metropolitan area. Using the market
snere of the four largzest banks in ecach area &s a criterion, Milwaukee
ranks seventeenth emong 17 in concentration of offices, total deposits,
end écmand deposits of less than $100,000, and sixteenth in concentra-
Lion of savings deposits of less than $100,000.
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Using the market share of the largest banking organization in
each ares as a criterion, Milwaukee reanks fifteenth in concentration of
offices and savings deposits of less than $100,000, sixteenth in con-
centration of demand deposits under $100,000 and is tied for thirteenth
in concentration of total deposits.

The shares of large (over $100,000) IPC time and demend accounts
are also showvn in the table but are far less significent indicators of
concentration in local morkets since they include the balances of re-
gional, national, and internetional customers as well as those of locel
depositors.

One finds, therefore, slight Justification in terms of the
actual banking structure patterns in the nation's metropolitan areas
for characterizing the Milwaukee situation as comparatively over-
concentrated. These real-life criteria seem to me a sounder basis
for approval than the mejority intuitive judgment is for denial.

One also finds no hin% in the record that the performance of
Bankshares, or Milwaukee banks generally, is anticompetitive in conse-
quence of the extont degree of concentration. On the contrary, such
performance as can be deduced from the record is indicative of a
vigorous competitive climate. The benefits to bank customers show
up in the level of interest charges on loans, interest rates paid
on deposits, and a varicty of service features. On the record, Bank-
shares' role in the Milwaukee metropoliten aree is not one that showld
be repressed or cut off but one thet should be recognized as contributing
to the competitive envircnment the majority seeks.
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Shares of Banking Markets in 17 Metropolitan Areas, June 1966

Mirket Shiees (Per centy

Metropolitan Arca Numbcer Smiail Accounts Laryge Accounts
(1960 population of Number Total (Less than $100,00a) (Over $100,000)
in thousands) Biunking of Deposits
Org.} Otlices f
IPC Demand Savings IPC Demand 1PC Time
Deposits Deposits Deposits Deposits

Pittsburgh, Pa. 1(2,405) 48

Largest 24 52 32 34 70 72

4 lurgest F 58 79 77 98 99

Others a4 28 12 21 23 2 1
Cleveland, Qhio (1,909) 24

[ argest Al 34 42 41 20 24

4 larpest 09 32 79 Ko 83 77

Qthers 20 31 18 21 14 17 23
Baltimore, Md, (1,504) 28

Largest 21 27 29 22 30 79

+ largest 71 Bl 7% 73 93 98

Others 24 2 19 22 27 7 2
Buflule, N.Y, (1,307) 10

Largest 40 49 47 46 58 45

4 largest 96 27 97 926 99 100

Others 6 4 3 3 4 1
Milwaukee, Wis, (1,279) 48 !

Largest 19 4 25 28 50 25

< largest 38 70 60 59 S8 57

Others 44 62 30 40 41 12 43
New Orjeans, La, (907) 23

Largest N 31 M 45 17

4 largest 46 ' 72 70 90 62

Others 19 54 23 28 30 10 38
Partand, Ore. (822) 21

Largest 26 33 36 36 41 36

4 largest 65 86 81 83 94 99

Others 17 35 14 19 17 6 1
Providence, R.1. (821) is

Largest 29 52 41 591 6 + 60

4 largest 6l 91 89 91 94 95

Others 1 39 9 1 9 6 S
Columibus, Ohio (755) 16

Largest 45 45 43 47 N 17

4 largest 78 9s 92 9 a9 100

Others 12 22 s 8 7 1
Rochester, NY. (733) i3

Largest 26 39 34 2 64 45

4 largest 85 94 93 92 99 98

Others 14 15 6 7 8 i 2
Phaenix, Ariz, (664) 10

Largest 36 49 45 49 50 40

4 Jargest 92 94 93 91 98 97

Others 6 8 6 7 9 2 3
Albany, N.Y. (658) 8

Largest 14 32 20 17 32 54

& fargest 54 78 68 54 83 91

thers 14 46 22 32 46 17 9
Akron, Ohjo (605) i1

Largest 37 42 45 29 47 54

4 fargest 66 83 85 83 94 9s

Others 7 34 17 s 17 6 5
Norlolk, Va, (579) 1

Largest 27 48 41 6 59 72

4 largest 65 79 75 73 92 91

Others 7 s 21 25 27 8 9
Syracuse, NY, (564) 10

Largest 34 29 27 30 35 30

4 largest 90 93 92 90 99 97

Others 6 10 7 8 10 | 3
Hartlord, Conn, (549) 17

Largest 2] 45 8 37 59 60

4 largest 70 93 89 83 98 99

Others 13 30 7 1 17 2 !
Greensboro, N.C, 520) A

Largest ¢ 30 51 37 53 53 62

4 largest 69 94 93 90 98 100

Others 7 31 6 ’ 7 10 2

! Data arc consolidated for banks within holding companies.
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At

DISCUSSION

MR. GOCOMAN: Covernor Mitchell, do you think regional benking would
destroy the dual banking system?

GOVERNOR MITCHELL: Perpctuation, per se, of the duel banking systenm
should not be a goal of policy, If the duel banking system is Tunction
ing well and in the public interest, fine, it should be fostered. But,
at the moment, I think there is a good cdeal of evidence that federsl
deference to state banking rules is crippling or stifling both competi-
tion and progress in banking. I believe we should have a nationsai
banking system. If a state wants to limit the activities of local and
regional banks, it ceritcinly can do so. But I don't think the states
Ought to be eble to determine what the national banking system can or
Ccannot do. Under the present law national banking policies are subor-
dinated to parochial interests.

MR. REID: Governor Mitchell, could you tell us how you arrived at +he
figure of 650 banks.

GOVERNCR MITCHELL: Essentielly by looking at how large a bank has
be to have its own computer.

<t
(o]

MR. REID: How aboqt leasing or sharing computers?

GOVERNOR MITCHELL: | The pettern of computer usege has been that the
large hanks own or lease their own equipment, while smaller banks use
Service bureau or correspondent facilities. It is entirely practical
for small banks to use out-of-house computer services for their owm
deposit accounting and bookkeeping, but it is less clear that they ere
*n the game position as a large bank with its own equipment to offer a
Tull line of computer services to their depositors.

MR. REID: In other words, the cost of computers is dicteting the
fUture banking structure?

GOVERNOR MITCHELL: I think so, in a significant degree.



MR. KLEBANER: Governor Mitchell, which areas, if any, would you preclude
one-tank holding companies from entering?

GOVERNOR MITCHELL: I would have no objection to them entering or ac-
quiring a mortgage servicing or finance company business. 1 would
object to the acquisition of savings and loan associations and mutual
savings banks because I think that some of the strongest nonbank com-
pctition has come from these institutions. One could argue that
finance companies should be in the same category as savings and loan
associations but in the past, to the best of my knowledge, banks and
finance companies have operated in somewhat different markets.

I believe that banks and holding companies should be given
a broad scope in the area of'computer services, because the opportunities
for better and cheaper public services depend on integration of account-
ing and bookkeeping antecedent and subsequent to payment.

As for travel agencies, only a small number of banks with esta-
blished positions would be affected; the public interest at stake is
insignificant. As far as mutual funds go, banks have facilities to
handle trust funds of all kinds, including common trust funds, so why
not mutual funds?

With respect to insurance agencies, I think this business should
be credit-related. We have approved egencies for some time on the
grounds that they are significantly bank related. Obviously, safeguards
arainst tie-in salcs are needed. Finally, there's another provision
for recl estate redevelopment agencies in the ghetto areas. There’s a
catch-all in which other activities could be permitted, subject to the
agencies' approval with a hearing.

MR, BRIGHAM: Assuming there is a "laundry list," would you distinguish
between one-bank holding companies and multi-bunk holding companies?

COVERNOR MITCHELL: No, I would not. I find the Treasury bill, which
does not have & "laundry list," acceptable. This is more a matter of
stratery because there's always a difficulty with interpretation. 'If
the law is clear then there's no need for a '"laundry list." However,
i there are problems with interpretation then a "laundry list" is
userul.

M. BAKER: Your statement on computers governing bank structure is of
concern to me. You need to weigh the short-run gains, based on present
comnuter technology, agzainst the long-term changes in bank structure
vnich are harder to undo. Your view would tend to create a system of
very large banks. Computer time-sharing would permit smaller banks to
enjoy access to computers and yet compete as separate institutions.
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GOVERNOR MITCHELL: The reason I emphasize the role of computers is that
they are becoming the exclusive technology for settling transactions.
Banks are built around the money function. The introduction of computers
is changing the transfer system so that even small banks must have

access to someone's computer. Most small benks are using the facilities
of correspondent banks. Unfortunately, the correspondent system has

some anticompetitive features in that banks in a correspondent relation-
ship are not exactly aggressive competitors.

MR. BAKER: Should we create units large enough o own computers or
take affirmative steps to assure access for all banks to use computers?

GOVERNOR MITCHELL: Avout 85 percent of the people in this country live
in or adjecent to a2 metropolitan area. These are the areas we're pri-
marily concerned with. Seventy-five hundred banks in the United States
are in one-bank towns outside of metropolitan areas. What is practical
for that part of the banking structure should not govern what is sought
for the rest of the economy. The evidence may show it's inefficient
and it's monopolistic, but I think we wculd all agree it's better than
nothing.

MR. GOODMAN: How would you feel, for example if LTV acquired a large
New York bank?

GOVERNOR MITCHELL: I'm not in favor of that.

MR. GCODMAN:" How about restraints on one-bank holding companies relative
to size?

GOVERNOR MITCHELL: 1In the Treasury bill and in the Patman bill there's
a provision sgainst approving acquisitions that result in too large a
concentration of power or will be generolly anticompetitive. It's
stronger language then ve've had in any of the recent legisletion
goverring mergers or holding companies.

MR. ECWARDS: You seem %o acknowledge that computer services could be
provided by correspondents, but this would have the bad side effect of
being monopolistic. I ngree, but possibly this service could be offered
by independent firms. VWhy be limited to in-house facilities?

GOVERI OR MITCHELL: VWe don't have complete information on who is coing
the demand deposit accountiing, but recently we studied the Washington-
Baltirore axrea. Out of 90-odd banks, only sbout 15 percent had their

own ccmputer, three or four used outside date processing services. and
30 percent vere serviced by their corrcspondents. The remaining beanks
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were doing everything by hand. T suspect it will be a chort time bLefore
all banks are using couputer Facilities for demead depwsic account.ng,
The changeover is occurring rapidly. For exauple, of the 30 millicn
checks processed by the Federal Reserve daily, only 3 percent come to
the Fed not amount-encoded. The experience has been that correspondents
aave nmost of the selling advantages rather thaon the aonbank service
firas,

ECHARDS: Why exclude mutusal savings banks and cavings and Loan
associations from bank acquisitions? First, the entry threat would
0¢ a positive competitive aspect. Second, there meay be economies of
scale from combining these functions which might in turn offset any

anticoupetitive aspects.
!

GOVERNOR MITCHELL: The statement the Board sent on mutual savings banks
and savings and loan associations was that they could acquire them so
Long as there was no anticompetitive effect. And I have no great
objection to that.

MR. HORVITZ: Would you apply the "laundry 1list" to the businesses
folding companies establish de novo es well as to those they acaouvire?
Lf so, how would you police them?

GOVERNOR MITCHELL: The Board's rccommendation doesn't distinguish
between acquisitions and de novo. I am satisiied with this because
1f a bank could do it a lot better, being able to start de novo would
Bean that eventually they could freeze out competition as effectively
4s 11 they had taken it over in the first place.

MR. SPRENKLE: Governor Mitchell, why do you question the importance
local structure?

GOVERNOR MITCHELL: A1l I'm saying is that the trend is toward compe-
fltlvely adequate banking services from nonlocal banks and nonbenk
ostitutions.,

SPRENKLE: How about obtaining local information?

GUYZRMOR MITCHELL: That isn't a function of banking. Furthermore,
housenolds really don't need this. What they need is the money service.

SMITH: I'd like to comment on a suggestion from the audience that

Zet their computer services from correspondents or independents.
taink this is frightening. Thec data processor could be like some
Ciearinghouse arrangements which tend to take on added "responsibilities."

2%y in turn provide common cost information which can lead to
Price-rixing.



