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The Challenges and Changes Confronting 
Alabam a Bankers

Bankers fa ce  challenges today that, in one fo rm  or another, w ill 

lik ely  confront each of ns h ere  and w ill requ ire  that we make m a jor ad 

justm ents in our current approach to banking. As a resu lt, it is im portant 

that we anticipate and understand the changes that are  com ing so we can 

act to m in im ize disruptions in our bu sin esses . Forethought w ill a llow  tim e 

to make ord erly  plans and to sm oothly im plem ent them.

C onsidering the future, a reasonable a ssessm en t o f changes loom ing 

on the banking h orizon  suggests that the business is going to take on a 

new look . Even a b r ie f  catalog of com ing changes which w ill p resen t strong 

challenges fo r  banking should include the fo llow in g :

1. The m odifications in bank structure stem m ing fro m  the holding 
com pany m ovem ent;

2. The m odification s in the fu ll range o f banking se rv ice s  to upgrade 
and expand them, while at the sam e tim e making the se rv ice s  
m ore  convenient to the pub lic;

3. The in crea se  in com petition  fro m  nonbank financial institutions 
and a correspon din g  shift by the banking industry into new banking 
and nonbanking a ctiv it ies ; and

4. The in crea se  in regulation o f financial transactions involving 
consum ers and rela ted  financial a ctiv ities thought to a ffect the 
public in terest.

As traum atic as these changes m ight appear at f ir s t  glance, it seem s 

best to v iew  them  in a re a lis t ic  and p rop er p ersp ective . F irs t, m ost o f 

these changes are  going to evolve slow ly  over the com ing y ea rs ; they w ill
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not a ll be suddenly confronting us upon our a rr iv a l hom e. Next, you would 

be helped, I am  sure, by m easuring their potential im pact against som e of 

the challenges you have su ccessfu lly  absorbed  in just the past ten or fifteen  

y ea rs . A  m om ent's re flection  on these past challenges and your resp on ses 

to them  should be reassu rin g , fo r  m any of the past changes a lso  seem ed  

traum atic at f ir s t .

Bankers Have R esponded to Challenges 
____________ In R ecent Y ears_______________

L et us look  b r ie fly  together at your resp on se  to past requ irem en ts, 

typ ica lly  with con siderab le  talent and ability .

Certainly, a recen t challenge that undoubtedly taxed your potential 

fo r  respon se  was the strong demand fo r  cred it p laced  on bankers in the 

Sixties and early  Seventies, who m eanwhile had to struggle with in creasin g  

com petition  fo r  consum er, busin ess, and governm ental deposits and the 

r is in g  in terest rates these conditions brought forth . During those yea rs , 

bank cred it in A labam a, while in creasin g  n early  $4 b illion  in volum e or by 

240 p ercen t, changed its type and ch aracter dram atica lly  to m eet new needs 

o f b o rro w e rs . C onsum er instalm ent lending m oved  to the fo re fron t in bank 

lending. Loans to com m ercia l and industrial firm s  a lso  ro se  strongly , as 

did various types o f  rea l estate m ortgage loan s. Bankers continued to buy 

la rge  volum es o f se cu ritie s , but, here too, there was a decided  shift in 

purchases during the Sixties. No longer do Alabam a bank p ortfo lio s  con sist 

m ainly o f U. S. T reasu ry  obligations. In la rge  degree , bankers now purchase 

state and lo ca l governm ent obligations for  th:eir tax -exem pt features and U. S.
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agency  obligations fo r  their higher y ie ld s .

To m eet new cred it needs and expand the volum e of cred it g ra n ted , 

bankers m ade a m a jor shift in the types o f deposits they sought. While 

total deposits in crea sed  slightly  m ore  than 200 p ercen t sin ce  I960, demand 

d eposits, fo rm e r ly  bankers m a jor sou rce  o f funds, advanced only about 100 

percen t. The la rg est gains cam e fro m  tim e and savings deposits which 

grew  by 450 p ercen t! This la rge  gain resu lted  fro m  ban k ers1 a g gress iv e  

m arketing o f consum er C D 's, and in turn brought substantial in crea ses  in 

in terest costs fo r  banks. H ow ever, tim e deposit growth did serve  to lengthen 

the m aturity o f deposits and in this connection m ay have encouraged a r e 

alignm ent in the types o f cred it extended by banks. There is a strong 

s im ila rity  between types of loans that banks are w illing to m ake and types 

o f deposits they hold. With a lon g er-d ep os it  m aturity, many banks have 

been w illing to extend rea l estate loans fo r  longer m aturities and make 

m ore  term  loans to bu sin esses . H ow ever, in crea sed  in terest costs have a lso  

spurred  bankers to w ork their assets  harder, and  this could account fo r  bankers' 

attempts to in crea se  yields o f their investm ent p ortfo lio  by purchasing m ore  

m unicipals and agency issues in the past decade.

A lso , s in ce  I960, there has been a significant change in banking 

o ffice s  in A labam a as new banks w ere ch artered  and additional branches 

established . The num ber o f new banks ch artered  was re la tive ly  sm all, only 

35, thus bringing the total num ber o f Alabam a banks to 273. H ow ever, the 

num ber of branches ro se  dram atica lly , fro m  90 in I960 to 317 by la st year, 

with m uch of this in crea se  occu rrin g  in the recen t y ea rs . The number of
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Branch o ffices  now exceeds the num ber o f banks, w hereas in I960 there 

w ere  over two and on e-h a lf banks fo r  every  branch o ffice .

New banking fa c ilit ie s  grew  m ost dram atica lly  in those areas w here 

population was r is in g  m ost rapidly, thus helping to m ake banking m ore  

convenient to the public. To a sse ss  the m agnitude o f this developm ent, note 

that the num ber o f banking o ffice s  in A labam a ro s e  fro m  10 per 100, 000 

p erson s in I960 to the current lev e l o f about 16 p er 100,000 p erson s . This 

ratio  p la ces  the state m uch c lo s e r  to the national leve l.

Perhaps the m ost fa r -rea ch in g  institutional change in Alabam a banking 

in recen t years was the con version  fro m  nonpar to par banking. While 

the num ber o f nonpar banks was c le a r ly  declin ing p r io r  to leg is la tive  action 

on par clearan ce  in 1971, final figu res show that about 60 banks w ere 

converted  fro m  nonpar to par status. Indirectly , this caused changes in 

correspon den t bank relationsh ips and in the m anner that checks w ere  cleared , 

both in A labam a and outside the state. This change alone was m ost im portant 

fo r  the banking industry in A labam a. It re fle cts  w ell on Alabam a bankers, fo r  

it c le a r ly  brought state banking p ra ctice s  in line with m odern  check paym ent 

standards fo llow ed  in m ost other states.

F inally, in the past ten years you have gained experien ce  in handling 

p rob lem s which a r ise  during period s o f cred it re s tr ic tio n  and lo ss  or d is 

interm ediation  o f deposits. In m eeting loan requ ests, you found that it was 

no lon ger enough to reduce holdings in your secu rity  p o rtfo lio s . You d e 

velop ed  new lia b ility  m anagem ent techniques to m eet the new situation. At 

tim es, in terest rate ce ilings resu lted  in a shift o f deposits fro m  your banks 

to nonbank financial institutions and open m arket financia l instrum ents. You
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tem pered  som e o f these outflows o f deposits by paying higher rates and offering  

the new lon ger m aturity tim e deposits . You becam e used  to offerin g  la rge  

denom ination CD 's to business firm s , and state and lo ca l governm ents. In 

short, you developed new ways o f acquiring funds that enabled you to continue 

m eeting som e of the m ore  urgent and n e ce ssa ry  requests fo r  loans fo r  con su m ers, 

b u sin esses , and lo ca l governm ents at a tim e when cred it was generally  r e 

s tr ictive .

A ll o f these m a jor changes I have just recounted  dram atica lly  a ffected  

the ways bankers conduct their b u sin esses . Bankers responded  to those changes 

quite e ffective ly . Thus I can say that any group of businessm en  exhibiting 

the n ecessa ry  talent to deal su ccess fu lly  with such m a jor changes while a lso  

in creasin g  their o v e r -a ll  p rofitab ility  su rely  can respond su ccess fu lly  to the 

challenges now ahead.

Significant New Challenges L oom  Ahead

F rom  this position  o f strength, we can view  the challenges ahead in a 

constructive light. We should note that many apparent challenges fo r  the 

future rep resen t steps that A labam a bankers w ill contem plate fo r  further 

adapting to past changes. P resen t challenges view ed in this positive  context 

prov ide beacons fo r  better coping with the prob lem s o f today.

In Alabam a and e lsew here, the banking industry is being p re sse d  by 

com petition . It is in creasin g ly  turning to the bank holding com pany as a 

flex ib le  type of corp ora te  structure that m ight enable banks to be m ore  

com petitive and a llow  fo r  easier  expansion into new m arkets. Bank holding 

com panies m ay a lso  p rov ide an in crea se  in the range of banking and nonbank

ing se rv ice s  available to the public, and p oss ib ly  an im provem ent in them.
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Although we m ight not always agree  with the particu lar veh ic le  chosen by 

m any banks, there evidently are advantages to the bank holding com pany 

structu re, or a great many bankers a re  w rong in their plans.

I should like to exam ine further how the bank holding com pany m ight 

be the fo rm  of corp ora te  organization that could enable A labam a bankers to 

m eet p resen t challenges and better cope with d ifficu lties o f the day. Let me 

c la r ify  what I connote by the term  ’ ’bank holding com pany fo rm  o f corp ora te  

organization . " We should look  at the m eaning to avoid  bristlin g  at even the 

m ention o f the w ord "holding com pany, " thus closin g  our m inds to consideration  

o f its advantages. The term  "bank holding com pany" need not stand fo r  or 

m ean the dom ination o f sm all banks by a la rge  lead  bank, which is the c r it ic is m  

o f bank holding com panies that I m ost often hear. True, the bank holding 

com pany fo rm  m ay involve only one bank or it m ay involve severa l banks.

But the holding com pany organization , per s e , can be a usefu l structure 

fo r  a bank or sev era l banks, just as the corp orate  fo rm  of organization  is 

better suited fo r  som e busin esses than p rop rietorsh ip s or partn ersh ips.

It seem s to m e that an encouraging trend is now developing in Alabam a 

w here severa l holding com panies are  being form ed  by m edium  and sm a ll- 

s ized  banks. As I v iew  these ca ses , no one bank w ill dom inate the orga n i

zation and a ll participating banks can share its advantages. Neither does it 

fo llow  that holding com pany banks m ust dom inate lo ca l banking m arkets. A ll 

acquisitions by holding com panies re ce iv e  F ed era l R eserv e  approval and are 

sub ject to the sam e antitrust laws as any other busin ess. It is p oss ib le , 

how ever, that the holding com pany influence would benefit lo ca l banking
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m arkets by o fferin g  custom ers of banks new and better s e rv ic e s . In this 

resp ect , bankers w ou ld  m ore  fu lly  m eet the obligation they assum ed when 

they w ere given a bank c h a r te r --to  o ffer  new and better se rv ice s  to the public.

There are  som e sp e c ific  ways in which a holding com pany can aid a bank.

As I have noted, A labam a banks grew  in the past thirteen years both in deposit 

s ize  and in the num ber o f new banks and banking o ffice s . In the p r o c e s s , the 

banking industry requ ired  con siderab le  new capital funds. Based upon two m ajor 

determ inants o f bank g row th --p erson a l incom e and p opu lation --th e future is 

lik e ly  to requ ire  even m ore  capital investm ent than the $360 m illion  in crea se  in 

capital o f A labam a banks sin ce I960. E stim ates show that p erson a l incom e 

should grow  nearly  40 percen t during this decade and 50 p ercen t in the next decade. 

In addition, the population o f Alabama is p ro je cted  to expand a lm ost 11 p ercen t in 

each o f the next ten y ea rs . This a lm ost guarantees growth in Alabam a b a n k s --a  

growth requ iring  con siderab le  additional capital funds to enlarge existing banks 

and to charter new banks.

B ecause a multibank holding com pany is apt to have la rg e  re so u rce s  and 

be financia lly  stron ger and better known than many o f A labam a's sm a ller banks, 

it should be better able to attract capital funds. A  holding com pany m ay by its 

scop e  and s ize  enjoy a high cred it rating, enabling it to acqu ire  capital funds 

m ore  read ily  fro m  a range o f in vestors than m ight be the case  with a sm aller 

bank. The w ider ch o ice  o f financia l instrum ents available to the holding com pany 

could reduce ca p ita l costs and a llow  the parent organization  to strengthen the 

capital p osition  of its a ffilia te banks.

Upgrading and& panding the traditional range o f banking se rv ices  w ill 

requ ire  not only additional capital investm ent but a lso  investm ent in new
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p ersonn el and training. The d ifficu lty  o f attracting and holding capable em ployees 

fo r  their o ffice r  ranks is one area  o f d e fic ien cy  in bank m anagem ent that bankers 

them selves point out in applications fo r  a holding com pany acqu isition . P r e 

sum ably, a holding com pany can o ffer  a com petitive sa lary  and u p -to -d a te  fringe 

ben efits, thus greatly  reducing the staffing p rob lem s of its banks. Training 

costs  should a lso  be reduced  and the quality o f training im proved  as the holding 

com pany is able to cen tra lize  training operations and m in im ize personn el 

turnover.

Other obvious p ersonn el advantages should a lso  a ccru e  to the a ffilia ted  

b a n k s --su ch  as developing and sharing highly sp ecia lized  se rv ices  and 

personn el not needed fu ll tim e by any bank. Some of these sp ecia lized  se rv ice s  

m ay im prove the internal operations o f the affilia ted  banks, e sp ecia lly  in the 

functions o f data p rocess in g , auditing, accounting, and cred it ana lysis, and in 

advertising  and m arketing p rogra m s. Other p rogram s which o ffe r  opportunities 

fo r  the a ffilia ted  banks to extend new and im proved  se rv ice s  encom pass expanded 

mortgage lending, data p rocess in g  se rv ic e s , leasin g , agricu ltu ra l and fo re s try  

cred it, trust and investm ent se rv ice s , international banking se rv ice s , and certain  

insurance s e rv ic e s . The econom ies and benefits fro m  having a staff o f " in -h ou se" 

sp ecia lists  does seem  to p rom ise  con siderab le  benefits to both the banks and 

the banking public.

Hunt C om m ission  R ecom m endations
_______ An Indicator of Change_______

If the recom m endations o f the Hunt C om m ission  are  any indication of 

the d irection  in which leg is la tion  involving financial institutions w ill be m oving, 

we m ay w ell expect in crea sed  com petition  between banks and nonbank financial
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institutions as the regulations applying to each group are  equalized. The m ajor 

com petitive p ressu res  confronting Alabam a bankers in the com ing years are  not 

apt to be fro m  other A labam a bankers. The m a jor com petition  could w ell com e 

fr o m  other bankers outside the state and other financial institutions in the state, 

som e o f which m ay be su bsid iaries o f ou t-o f-s ta te  bank holding com panies.

You can see signs o f this trend a lready. C om m ercia l banks in Connecticut 

and M assachusetts are  not nearly  as challenged by other com m ercia l banks as they 

a re  by the genera lly  conservative  savings banks. These savings banks suddenly 

began offerin g  NOW accounts, which a re , in e ffect, in terest-payin g  demand deposit 

accoun ts. In A labam a, the F irs t  National Bank o f Boston is a lready represen ted  in 

the Alabam a m ortgage loan m arket through its lo ca l a ffilia te , Cobbs, A llen , and 

Hall. The p oss ib le  avenues fo r  entry into the Alabam a banking m arkets are  num erous. 

Who can say, fo r  exam ple, that an ou t-o f-s ta te  bank w ill not seek to enter the 

m arket fo r  international banking se rv ice s  by establishing an Edge A ct subsid iary  

in M obile? And just la st month, the F ed era l Home Loan Bank B oard instituted 

changes that broadened the lending pow ers o f savings and loan associa tion s to 

m ake loans outside their lo ca l geographic m arkets.

Perhaps bankers can better m eet such com petitive thrusts through the 

holding com pany stru ctu re . By p lacing som e nonbank activ ities into su bsid iaries , 

a holding com pany m ay better m eet the com petition  in its "h om e" m arket, and 

in lo ca les  that it would not be fre e  to enter operating so le ly  as a bank. Sub

sid ia ries  of bank holding com panies m ay lega lly  establish  o ffice s  and prov ide 

se rv ice s  in areas beyond the state branching lim its o f banks. S erv ices  in 

the fie lds of m ortgage finance, consum er finance, data p rocess in g , and trust 

investm ents stand out as exam ples o f types which holding com pany subsid iaries

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



10

are  providing in num erous p laces in their hom e state and even in other states.

We should observe  too that the multibank holding com pany can a llow  

individual banks in its organization  to better handle la rg e  or unexpected r e 

quests fo r  cred it. When sm aller banks in the holding com pany are  lim ited  

in their ability  to extend cred it to lo ca l cu stom ers , a ffilia te  banks can p a r 

ticipate in the loans. A lso , if  demands fo r  cred it are  stronger in som e lo ca les  

w here the organization  is represented , participations within the group o f banks 

can help balance the loan p ortfo lio  of a ll of them .

Holding com pany a ffiliation  need not resu lt in lo ca l custom ers o f banks 

in the sm a ller com m unities being denied a cce ss  to cred it, as is often suggested. 

T ypica lly , we find that the sm a ller banks seeking holding com pany affiliation  

have the m ajority  o f their earning assets not in loans but in U. S. Governm ent 

and state and lo ca l governm ent se cu r it ie s . A lso , these sam e banks m ay be 

se llin g  their excess  re serv es  in the F ed era l Funds m arket. Thus, even if  

som e lo ca l banks affilia ted  with a holding com pany becom e net p u rch asers of 

loan participations fro m  other affilia ted  banks, we cannot autom atically  conclude 

that few er cred it requests a re  being accep ted  in lo ca l p la ces .

The Challenge o f S ocia l R espon sib ility  

I should like now to con sider a rem aining ch a lle n g e --r e a lly  a se r ie s  of 

challenges - -that w ill lik e ly  becom e an in creasin g ly  im portant con cern  to bankers 

in com ing y ea rs . Bankers a re  just now beginning to feel the brunt o f a m o v e 

m ent which m aintains that busin esses in general, and the banking industry in 

p articu lar, m ust a ccep t greater resp on sib ility  in w orking to re so lv e  the 

cou n try 's  s o c ia l p rob lem s , how ever they be defined. Bankers are  apt to
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be held to a greater accountability  fo r  their actions or inactions than they 

have in the past. They m ay find that what is "lega l, " or what was done in 

the past, m ay not be con sidered  "right, " " fa ir , " o r  "accep tab le , " by new 

standards of business behavior. Our industry is p articu larly  vulnerable to 

these charges because banking is essen tia lly  a business o f public trust.

The tru th -in -lending regulations applied to cred it transactions in the 

late Sixties grew  out o f a reaction  to a lleged  cred it abuses that had com e 

to light. A lso , the fa ir  cred it reporting  requirem ents re fle c t  a b e lie f that 

the consum er operates at a con siderab le  disadvantage in som e of his cred it 

transactions with financial institutions. Perhaps the m ost potentially seriou s 

p rop osa l being m entioned involves p lacing o f lim its on "the holder in -d u e -co u rse  

d octr in e" in connection  with consum er cred it. Bankers could then b ecom e 

resp on sib le  fo r  goods sold  through the dealer paper they buy and through purchases 

m ade with their own cred it ca rd s . This m ay seem  an extrem e action , but it is 

certa in ly  a d istinct p oss ib ility  in som e fo rm  or other in the near future.

We have a lso  seen  advocates o f housing, consum er in terests , m unicipal 

governm ents, and sm all busin esses becom e v oca l in trying to prevent their 

secto rs  fro m  being shut out o f the cred it  m arket in favor o f la rg er  co rp o ra 

tions in p eriod s o f cred it  restra in t. Many banks, o f cou rse , continue to lend 

to these lo ca l in terests during such p er iod s , but this has not d im inished the 

com plaints. When there is a cred it shortage and cred it m ust be rationed, 

those lo ca l in terests that do not get a ll the cred it that they want at the rates 

they d esire  fee l that perhaps big bu sin esses should not be getting any cred it 

at a ll. This is certa in ly  a d ifficu lt p rob lem  fo r  bankers to re so lv e  and one
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that is even now cropping up in a slightly  d ifferent fo rm . The C om m ittee 

on Interest and Dividends is exerting particu lar p re ssu re  on banks to lim it 

in crea ses  in lending rates on loans to sm all business and fa rm ers  in ord er 

to p ro tect  them  against burdensom e in crea ses  in borrow ing  costs .

B ankers, as w ell as other businessm en, are  being questioned about 

em ploym ent p ra ctices  and personn el p o lic ie s . Those w orking d irectly  in the 

cause o f equal em ploym ent opportunities fo r  ra c ia l m in orities and wom en 

m aintain that the banking industry needs to do m ore  to h ire  and prom ote  

those d iscrim in ated  against in the past. Bankers are  p articu larly  vulnerable 

to som e of these ch arges, sim ply because many o f their low er-p a id  em ployees 

are  wom en and ra c ia l m in orities and few  have b ecom e bank o ffice rs  with 

m eaningful positions of resp on sib ility .

Nor are  bankers ' trust departm ents apt to be exem pt fro m  soc ia l 

c r it ic is m s . Many c r it ic s  now cla im  that investm ents m ade by trust d epart

ments should only be in "s o c ia lly  re sp on s ib le "  com panies, or that shares 

o f stock  in com panies not "so c ia lly  re sp on sib le "  should be voted  by the bank 

to p ress  them  into greater so c ia l resp on sib ility . Many o f these c r it ic s  fa il 

to con sider how all this fits in with the bank's fid u cia ry  resp on sib ility  to the 

trust b en e fic ia r ie s , but this seem s to be only o f slight con cern  to them . 

N everth eless , bankers, because they con trol la rge  amounts o f assets and 

m ake investm ents in the nation 's m a jor com panies, do rem ain  vulnerable to 

charges that they should rea lly  do m ore  to so lve  so c ia l p rob lem s.

R egard less o f our p erson a l inclinations, m any so c ia l activ ists  are 

demanding that bankers do better in public dealings and in the way that they
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handle their a ffa irs . They are charging that bankers have not done enough 

in the past to help a llev iate our so c ia l p rob lem s. Whether these charges are  

right or w rong, I think we need to be aw are of them  and w here p oss ib le  plan 

reasonable  steps to c o r r e c t  any abuses or rem ove  any susp icion  that bankers 

a re  not con cern ed  with the public in terest.

An Eventful Future Is L ikely

In conclusion , I think you w ill agree  that we are  going to confront 

many challenges in com ing y ea rs . Som e of these re fle c t  an attempt by 

bankers to overcom e  p rob lem s they have fa ced  in the past. Other challenges 

w ill involve the way in which bankers serv e  the public. We m ust a ll be 

aw are o f charges that bankers are not doing enough to help a lleviate soc ia l 

p rob lem s and that they cannot continue to sim ply  a ccep t deposits fro m  the 

public and m ake sound loans and investm ents. Bankers w ill not be charged 

with doing anything w rong, only with not doing enough. As you w ork in your 

individual banks, you are  going to have to carefu lly  scru tin ize  current 

p ra ctice s  in a ll phases o f your operations to a scerta in  that any dealings 

with the public, p articu la rly  consu m ers, a re  fa ir , and that your other p o lic ie s  

are not just lega l, but acceptab le  and fa ir . I b e lieve  that our attention to 

these challenges now, gives us the opportunity to think about them, and p repares 

us to handle them  con stru ctive ly  when we m eet them  in the future.
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