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Realignment in the auto supplier 
industry: the rippling effects of 
Big Three restructuring

Paul D. Ballew and Robert H. Schnorbus

Over the past fifteen years, 
American industry has experi
enced unprecedented changes 
in production processes, mar
kets and market share, and 

organizational structure. As this transformation 
has unfolded, observers have focused on the 
large finished-goods producers, from capital 
goods to autos, that dominate their respective 
industries. In steel, for instance, analysts have 
studied the impact on USX, Bethlehem, and 
Nucor; in autos, on the Big Three (GM, Ford, 
and Chrysler) and, to a lesser extent, their for
eign competitors. Studies of these industries and 
their major companies have yielded valuable 
insights into the evolving industrial economy. 
But the massive adjustments underway in the 
U.S. and world economies go far beyond the 
large finished-product firms; indeed, they are 
affecting downstream suppliers at least as much.

Suppliers can in fact serve as important 
indicators of conditions in the finished-good 
industries they supply as well as in the regional 
economies in which they are located. Further
more, U.S. manufacturing is likely to continue 
changing rapidly. By studying the effects on 
downstream industries, we can sharpen our 
understanding of the underlying factors that are 
reshaping American industry. To illustrate these 
points, this article reviews past and recent devel
opments in the auto supplier industry.1

changes in the market for automobiles. As a 
result, the auto supplier industry has experienced 
the highs and lows of the immediate post-World 
War II boom and the adjustment period that 
followed.

When automotive production resumed after 
the war, sales of autos led a consumer-driven 
economy. Sales growth from 1946 through the 
late 1960s was robust. The mushrooming mar
ket was dominated by domestic firms, specifical
ly the Big Three, whose market share exceeded 
90 percent of the U.S.-Canadian vehicle market 
for much of the period.2 Because of the oligopo
listic nature of the Big Three, competitive pres
sures to reduce costs and improve quality were 
minimal and profits were solid.

A robust auto market and limited competi
tion produced high rates of profit for the indus
try. As figure 1 shows, in almost every year 
between 1949 and 1969, automakers were more 
profitable than the average manufacturing firm, 
that is, the ratio of return on sales in the auto 
industry to that of all manufacturers was greater 
than 1. Auto shareholders enjoyed high rates of 
return and employees received high compensa
tion, which in turn boosted the Midwest as a 
whole. Income levels and manufacturing wages 
in auto-producing states such as Michigan and 
Ohio were substantially above the national aver
ages. Not surprisingly, the auto industry ex
panded substantially in these years. Employ-

Adjustm ents in the m arket for 
autom obiles

As the demand for all supplier industries is 
derived from the demand for finished goods, the 
auto supplier industry is shaped primarily by

Paul D. Ballew is Economist and Coordinator at the 
Detroit Branch of the Federal Reserve Bank of 
Chicago. Robert H. Schnorbus is Senior Business 
Economist and Research Officer at the Federal 
Reserve Bank of Chicago.
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ment in the industry more than doubled, while 
capacity increased by almost 300 percent.

The 1970s saw fundamental change in the 
auto industry. Automakers faced slower domes
tic growth, declining market share, and profit
ability troubles in large segments of the industry. 
Manufacturers as a group—but especially auto
makers—began making profound structural 
adjustments. The changes included radically 
new operational processes, organizational down
sizing, and notable technological shifts.3

The initial shock that precipitated this trans
formation was the oil embargo of the early 
1970s. This event disrupted the macroeconomic 
growth pattern of the 1960s and altered condi
tions in core sectors, such as the market for 
automotive products. Additionally, domestic 
automakers were overly exposed to higher gas 
prices, since their product line almost exclusive
ly contained energy-inefficient automobiles 
(“gas guzzlers”). Higher gas prices eroded Big 
Three consumer loyalty and prompted rapid 
changes in auto technology.

Equally important were the structural 
changes occurring in the auto market. Through 
the 1960s, certain foreign nameplates such as 
Toyota and Volkswagen had increasingly crept 
into the U.S. market. By the early 1970s, for
eign competitors accounted for approximately 
12 percent of all car sales annually, and that 
share grew throughout the decade. During the 
vehicle slump in the early 1970s, the Big Three 
lost four percentage points of market share to 
foreign competitors. Accordingly, the Big Three

accounted for a disproportionate share of the 
sales decline of that decade.

Eventually, a sales recovery did take 
shape—a long and sustained one, even by the 
robust standards of the 1950s and 1960s. By the 
mid-1980s, sales hit historic highs, bolstering the 
bottom line and the viability of the domestic 
auto industry. These years were strong for the 
Big Three, at least in terms of profits. Yet even 
as sales hit new highs and automakers’ fortunes 
seemed to turn, the recovery generated no 
euphoria. Worker rolls continued to be cut, 
factories were closed, and operations were 
streamlined; in short, the pace of restructuring 
quickened. This was a radical departure from 
the past, when sales jumps typically pushed up 
employment along with production.

The difference was largely due to U.S. 
automakers’ loss of market share, due in part to 
the strengthening dollar. During the peak of the 
recovery, Japanese competitors increased their 
market share by nearly 10 percentage points. 
This fact substantially diluted the benefits of the 
recovery to domestic automakers, especially 
GM. The Big Three’s share of passenger car 
sales slipped to approximately 65 percent by late 
in the decade, their combined vehicle share to 
almost 70 percent (see figure 2). By the mid- 
1980s, Big Three share of the retail market had 
sunk even lower.4

Lower price tags and fuel efficiency were 
not the only reasons for the growing popularity 
of foreign autos. By the mid-1980s, they were 
of higher quality and, increasingly, aimed at the
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upscale market as well. Through the use of 
nontraditional methods, including different 
production processes and organizational struc
tures than U.S. automakers used, Japanese auto
makers increasingly set the standard for quality 
and value.

In response to these competitive pressures, 
U.S. automakers undertook a radical restructur
ing in the way they conceived, designed, manu
factured, and sold motor vehicles. By the 
mid-1980s, this transformation was well under
way. As a result, terms that were once unknown 
have become buzzwords of the auto industry— 
lean production, just-in-time inventory, and 
worker-management teams.5

The ongoing changes in the auto industry 
are important to the nation, since the industry 
sets trends for much of manufacturing and the 
economy as a whole. But the auto industry is of 
special concern to the midwestem states of Illi
nois, Indiana, Michigan, Wisconsin, and Ohio, 
which continue to produce over 60 percent of all 
vehicles manufactured in the U.S. Between the 
Big Three, foreign nameplates, and parts facili
ties, more than 500,000 Midwest workers are 
employed in the auto industry. When suppliers 
and related industries are added, the number 
rises to over 1.25 million. Not surprisingly, 
given the magnitude of the changes, the Midwest 
has been disproportionately affected by the 
adjustments in the auto industry. Between 1979 
and 1991, when employment in the industry fell 
sharply, Michigan lost 150,000 jobs at the Big 
Three and 100,000 at suppliers. These figures 
do not include other jobs supported by the indus
try, especially in the service sector.6

Restructuring at the supplier level

In the period immediately after World War 
II, strong auto sales and profitability caused 
robust growth among industry suppliers. Suppli
er shipments increased over 400 percent between 
1950 and the early 1970s. Employment levels 
also rose substantially, with auto supplier em
ployment close to 500,000 by the early 1970s. 
Strong sales by the Big Three and the general 
upward trend in the auto market allowed suppli
ers to keep their prices high. While products and 
processes in the auto industry evolved steadily, 
the pace of change was not unsettling, and the 
supplier industry thrived.

By the 1970s, auto sales growth declined 
and the Big Three began losing market share to 
foreign competitors. Suppliers followed the lead

of the finished-goods producers and responded 
by adjusting their production processes, capacity, 
and employment. At the same time, however, 
foreign parts suppliers began their own rapid 
penetration of the domestic market. The market 
share of imported parts to total parts purchased in 
the U.S. doubled during the 1970s (see figure 3). 
In real dollar terms, shipments of domestic parts 
showed only sporadic growth throughout the 
decade (see figure 4).

Like the finished-goods producers, domestic 
suppliers lagged their foreign competitors in 
productivity. In the 1970s, the unit labor costs of 
domestic suppliers were 20 to 30 percent higher 
than the international standard being set by Japa
nese suppliers.7 Yet domestic product quality 
was lower. In an attempt to address these prob
lems and those of overcapacity and weak mar
gins, suppliers began reorganizing processes and 
technology and cutting employment.

Compounding all of these problems were the 
slow market growth of the late 1970s and the 
severe recession of the early 1980s. Domestic 
parts shipments declined by 43 percent between 
1977 and 1982. Import penetration was respon
sible for much of this decline—and not just im
ports of finished vehicles. By the early 1980s, 
imported parts made up more than 10 percent of 
all parts purchased in the U.S. Even the advent 
of transplant assembly facilities of foreign com
panies in the U.S. did not fully offset these 
trends, since it was accompanied by a prolifera
tion of transplant parts facilities and increased 
importation of parts.8 (In the last few years,

FIGURE 3

Import share of total auto parts shipments
percent

Source: U.S. Department of Commerce, International 
Trade Administration.
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FIGURE 4 FIGURE 5

Domestic motor vehicle parts shipments
(in constant dollars)

percent change

Source: U.S. Department of Commerce, International 
Trade Administration.

Estimated losses of domestic 
auto parts shipments

billion dollars

Sources: U.S. Department of Commerce and 
Federal Reserve Bank of Chicago.

transplants have increasingly been using domes
tically-produced parts.)

Additionally, domestic parts shipments 
grew slowly during the mid-1980s even when 
vehicle sales were peaking. The impact of im
ports and falling market share gradually began to 
lessen later in the decade. Nevertheless, by 
1987, domestic auto parts suppliers were losing 
an estimated $12 billion annually because of 
import penetration of foreign-made parts, and 
another $17 billion because of the reduction in 
Big Three market share (see figure 5).9 These 
problems were exacerbated by declining vehicle 
sales after 1990. As a result, a number of radical 
adjustments occurred in the domestic auto sup
plier industry during the 1980s. The sections 
that follow describe the most notable ones.

Reduction in the number of first-tier suppliers
In response to overcapacity in the industry, 

the number of domestic auto suppliers declined 
by almost 25 percent between 1970 and 1990.
At the same time, suppliers diversified their 
activities. For instance, many that formerly 
produced only auto parts began producing com
ponents used to manufacture those parts and, in 
some cases, components for other manufacturing 
industries.

Because of the heightened emphasis on 
quality, price, and customer satisfaction, the 
relationship between the Big Three and their 
suppliers also changed. Most noticeable was the 
reduction in the number of first-tier suppliers—

those that interact directly with the finished- 
goods producers. Ford, for instance, cut back 
from 2,400 major suppliers in 1980 to fewer 
than 1,400 by the early 1990s. Some models 
now have fewer than 200 first-tier suppliers 
those who interact directly with the finished- 
goods producers.10

Margin/price pressures
Until the 1970s, price constraints were not a 

major concern of American automakers. In the 
current competitive environment, they are. Au
tomakers now expect price decreases from their 
suppliers as well as increased quality and reli
able supply. In fact, the Big Three have been 
known to request price reductions of between 
1 and 5 percent annually, with the expectation 
that any reductions will extend indefinitely into 
the future.11 Internationally, such reductions are 
not unprecedented. During the 1980s, while 
U.S. supply prices generally remained flat, Japa
nese suppliers experienced annual price decreas
es of up to 5 percent. Of course, the continuing 
excess capacity of suppliers makes it easier for 
automakers to extract price concessions from 
them. Automakers discussed building perma
nent ties with suppliers in the late 1980s, but 
they commonly pressured suppliers to lower 
prices during those years, bidding suppliers 
against each other and using market buying 
power. As GM’s recent financial disclosures 
indicate, this approach has enabled the company 
to elicit price reductions sometimes greater than
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FIGURE 610 percent, although the practice may abate as 
conditions at GM improve.

Faced with the prospect of declining prices 
and rising benefit and wage costs, auto suppliers 
have been placed in a vise. In response, they 
have squeezed their own profit margins consid
erably. Even in peak sales years such as 1984- 
88, returns on equity have been substandard. 
Furthermore, because of the narrow spreads and 
limited cash supplies available from more robust 
years, cyclical downturns can now have unusual
ly strong effects.

Downsizing and productivity gains
Between 1979 and 1991, national employ

ment in the supplier industry dropped 54 per
cent. Part of this decline was due to the decline 
in domestic auto sales. But in addition, suppliers 
have cut employment radically as part of their 
efforts to improve productivity, a shift required 
by the demands of the new marketplace. This 
trend is still continuing, and suppliers are likely 
to cut employment even further in the coming 
decade as they continue transforming their pro
duction processes.

Corresponding to these employment cuts 
have been relative declines in wage rates in the 
supplier industry. The U.S. Department of La
bor estimates that wages in unionized supplier 
companies have fallen from almost 80 percent of 
Big Three wages in the early 1980s to about 65 
percent by 1990. In nonunion plants, the ratio 
has fallen from 60 percent to about 50 percent.12

Despite employment cuts, the value of 
domestic suppliers’ shipments actually grew 
slightly in constant dollar terms over the 1980s 
and now exceed the levels of the 1970s. In 
combination with employment cuts, this growth 
indicates impressive productivity gains among 
suppliers over the period. As figure 6 shows, 
output per worker rose in excess of 40 percent 
over the last twenty years, and particularly in the 
1980s.13 By the late 1990s, productivity as mea
sured by the shipment-to-labor ratio may have 
risen further to $210,000 per worker, or 50 per
cent above the 1970 level of $140,000.

Operational and functional realignment
In an attempt to improve productivity and 

quality at the same time, auto suppliers followed 
the lead of the Big Three and introduced lean 
production techniques into their production 
processes. Features such as just-in-time invento
ry and statistical quality control have increasing-

Auto suppliers’ productivity*

thousand dollars

*As measured by the value of shipments 
(in real dollars) per worker.
Source: U.S. Departm ent of Com m erce, International 
Trade Administration.

ly become the norm. This transition was com
plicated by the fact that at the same time, the Big 
Three were moving away from the production of 
parts they had traditionally made in-house. By 
the early 1990s, Ford and Chrysler had reduced 
in-house parts operations to 50 percent or less of 
the entire manufacturing process in terms of 
value added. GM still produces a majority of its 
parts in-house but has also begun shifting this 
task onto suppliers.

As the Big Three passed parts production on 
to suppliers, they also pushed the design and 
engineering of parts downstream. Unfortunately, 
they have not always raised their compensation 
rates to suppliers to cover the additional costs 
and risks. Consequently, suppliers have had to 
accept increasingly more responsibility at in
creasingly declining compensation rates. In this 
environment, suppliers had no choice but to 
realign their production processes further in 
order to do more with less.

Problem s at G M  com plicate  
restructuring

Throughout the early 1980s, GM lacked the 
overwhelming financial burdens that Ford and 
Chrysler bore. GM remained confident of its 
position in the North American market and thus 
was less aggressive about cutting costs, jobs, and 
excess capacity. Eventually, the company fell 
behind its two domestic competitors, not to 
mention its Japanese counterparts.
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Even when auto sales peaked in the mid- 
1980s, GM continued losing market share, espe
cially in some core product lines such as mid
size sedans. Over the decade, the company lost 
over 10 percentage points of market share.14 
This erosion became a crisis by 1990, when the 
recession and a weak economy dampened the 
overall vehicle sales market and further eroded 
GM’s position.

In this crisis, it finally became clear that 
GM was (as it still remains) less competitive 
than other automakers by most measures. Pro
ductivity levels at GM lagged those of all its 
competitors, domestic and foreign. One study 
estimated this differential at perhaps $800 per 
vehicle, and even higher for specific segments of 
the market. Combined with perceived quality 
deficiencies, these cost differentials were major 
factors in the erosion of the company.15

Since late 1991, GM has been trying to 
make up for lost time. It has closed facilities, 
reduced employment, and substantially altered 
its parts divisions and supplier network. The 
company is still highly integrated, with at least 
70 percent of its parts produced in-house.16 
Announced closings and division sales will 
reduce this number somewhat. Additionally,
GM has reduced its number of outside suppliers 
and elicited price concessions from those re
maining. More internal streamlining is on the 
way, with a significant portion of parts facilities 
and activities slated to be closed or sold. In fact, 
GM plans to be involved only in “core” parts 
operations by the mid-1990s.

Current operating environm ent

In the current operating environment, it is 
important to differentiate between cyclical and 
structural change. Sluggish sales over the last 
five years have clearly required the Big Three 
and the supplier industry to accelerate their pace 
of adjustment—especially GM. Yet even if 
sales bounce back to some “normal” level, the 
domestic auto industry can never return to some 
former condition. International competition, 
restructuring at the Big Three, and technical 
change have permanently changed the rules of 
the game. The relationship between the Big 
Three and their suppliers has especially changed. 
Pricing issues dominate it more than ever before, 
and pricing concessions and reductions have 
become the norm. The industry may continue to 
consider long-term contracts, but such agree
ments are meaningful only if they clearly specify

any eventual price concessions. Moreover, at 
least at present, the Big Three continue to exert 
considerable leverage over suppliers by cancel
ling agreements.

Still to be addressed is the continuing prob
lem of overcapacity in the North American mar
ketplace. Although this is largely confined to the 
Big Three, it remains an issue with suppliers as 
well, especially if auto sales do not rebound back 
to some level of normalcy. Partly in response to 
this overcapacity, some suppliers are taking on 
increasing responsibility for designing and engi
neering parts and components. Others have shift
ed to producing components instead of parts.

The present outlook for market growth for 
domestic auto suppliers is somewhat uncertain.
If sales remain weak and if the current trends in 
the structure of the market continue, suppliers are 
likely to adjust capacity further and speed up 
their downsizing. Apart from Mexico, the poten
tial for export offset may be minimal, since the 
barriers to foreign markets are high. Therefore, 
local sourcing (using supplies produced locally) 
is the preferred mechanism for permeating new 
and expanding markets.

Bright spots in the changing m arket

In spite of the painful restructuring, several 
factors do suggest some bright spots in auto 
suppliers’ future. First, their primary 
customers—the Big Three—are much better 
positioned today than ten years ago. Ford and 
Chrysler have recaptured market share, and GM 
has stabilized its slide. More importantly, domes
tic automakers are closing in on the productivity 
and product quality of their foreign competitors. 
The popular new models being rolled out by the 
Big Three reflect this new vigor.

Suppliers will continue to face price con
straints and other burdens associated with indus
try restructuring. But suppliers’ improved pro
ductivity, quality, and responsiveness should 
help cushion these shocks. Moreover, political 
persuasion and a weakening dollar against the 
yen have renewed suppliers’ competitiveness and 
slowed the penetration of foreign transplants. In 
addition, transplants are increasingly using parts 
produced in the U.S. While some of these parts 
are coming from other foreign transplants, do
mestic parts producers are beginning to reach 
beyond the traditional market of the Big Three.

Auto suppliers have also become more ex
port-oriented in the last few years. As figure 7 
indicates, over 20 percent of total shipments of
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FIGURE 7

Export share of domestic parts shipments

percent

Source: U.S. Department of Commerce, International 
Trade Administration.

domestically-produced parts is exported, at a 
value of over $18 billion annually. A significant 
portion of this trade is with Canada, but growth 
in non-North American markets has also been 
robust. The North American Free Trade Agree
ment should enhance the prospects for further 
export growth. The Mexican domestic market 
has been sheltered from international competi
tion for many decades and is likely to experience

robust growth in the future. These factors bode 
well for certain portions of the supplier industry.

Overall, because of the ongoing restructuring 
and productivity gains made by suppliers over the 
last decade, surviving auto suppliers should be 
lean and well-positioned to increase their market 
share domestically and internationally in the 
years ahead. Although there will be new chal
lenges as the auto market continues evolving, 
even potentially adverse trends, such as the shift 
of design and engineering onto suppliers, may 
represent opportunities to the supplier industry.

Conclusion

The auto industry, including its supplier 
network, is a bellwether of the nation, an impor
tant industry in the global trading environment, 
and the foundation for much of the Midwest’s 
manufacturing economy. For these reasons, 
changes in the auto industry can affect much of 
the rest of the U.S. manufacturing base.

As the nation moves further toward flexible 
manufacturing and other new production process
es, firms throughout the production chain in other 
industries will be struggling to keep pace with 
rapid change. By understanding how auto suppli
ers have adjusted to changes in the auto industry, 
we may see a blueprint of what lies ahead for 
many other industries.

FOOTNOTES

'The U.S. Department o f Commerce defines the auto 
supplier industry to include standard industrial classifica
tion (SIC) 3465 (automotive stampings), 3592 (carburetors, 
pistons, piston rings, and valves), 3647 (vehicular lighting 
equipment), 3691 (storage batteries), 3694 (electrical 
equipment for internal combustion engines), and 3714 
(motor vehicle parts and accessories).

dom inance of this market was important, since even by 
the late 1960s, half o f all production and sales in the world 
occurred in North America.

’Womack et al. (1990).

4The relative dominance of the Big Three in total world 
vehicle sales eroded substantially after 1965. In 1965, the 
Big Three accounted for 61 percent o f all sales worldwide. 
By 1975 the level was below 40 percent; by 1990 it was 31 
percent. During this period, GM lost over 16 percentage 
points o f world market share, and Chrysler’s world market 
was cut in half. At the same time as the Big Three were 
failing to penetrate the expanding markets abroad, they 
were also losing market share at home. Throughout the 
1980s, annual domestic shipments o f domestically pro
duced vehicles never exceeded the pre-1980 high of 12.6 
million units.

5See Klier (1993).

6The American Automobile Manufacturers Association 
(1992) estimates that approximately 3 million jobs in the 
Midwest are motor-vehicle related. This level does not 
include the impact the industry has on jobs in the service 
sector. Studies on the impact of plant closings indicate that 
the linkage between the industry and area service activities 
is extremely strong.

7Ibid.

transplant facilities also helped diffuse some of the trade 
friction due to the level o f foreign investment and an 
eventual leveling off of import levels.

’Figures represent a comparison of actual sales with what 
the domestic auto producers and suppliers’ share o f total 
industry sales would have been if they had retained their 
earlier market share.

'“Fleming (1993).

"GM’s demands on suppliers in the early 1990s were even 
more extreme, requesting price cuts between 15 and 20 
percent.
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12U.S. Bureau of Labor Statistics (1993) and University of 
Michigan, Institute o f Public Policy Studies. These wage 
declines are partly explained by a shift of auto parts em
ployment away from the Midwest toward the Southeast 
U.S., which has encouraged additional growth of nonunion 
facilities.

l3Other studies have confirmed these productivity gains. 
For instance, Boston Consulting Group (1993) and Eco
nomic Strategies Institute (1991).

l4The numbers are somewhat deceiving because of GM’s 
aggressive program (fleet) car plan; the actual erosion was 
worse.

15See Harbour and Associates (1990). 

l6Ward’s Communications (1991).
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The geographic distribution 
of financial institutions 
in Chicago

George G. Kaufm an  
and Larry R. M ote

f
 Financial institutions provide a 
number of important services, 
including checking accounts or 
other means of payment, a 
variety of media for savings, 
safekeeping, and credit of various types, that are 
essential to the efficient functioning of a modem 
economy. The quality of these services and the 
terms on which they are available have a major 

effect on consumer welfare. Among the key 
attributes of financial services is their accessibil
ity, that is, the ease or convenience with which 
they can be obtained. This, in turn, depends on 
the number and geographic distribution of offic
es of financial institutions. Numerous studies 
have affirmed the importance of distance and 
travel time in determining where consumers and 
small businesses purchase their financial servic
es. A majority of such customers list conve
nience of location as the most important factor in 
deciding where to “bank”—using that term in a 
generic sense—with roughly equal numbers of 
customers choosing a financial institution close 
to their residence and their place of work. Sur
veys conducted two decades ago revealed the 
surprising fact that over half of all customers 
visited their banks at least once a week.1 Recent 
improvements in the convenience of banking by 
mail or by telephone, direct deposit of payroll 
checks, point of sale transfers, and the enormous 
expansion of automated teller machine networks 
have undoubtedly reduced the frequency with 
which customers visit their financial institutions. 
Nonetheless, a large number of households still 
deposit their paychecks and require such servic
es as check cashing and loans that do not involve

accessing a prearranged line of credit by credit 
card or check. These households find it necessary 
to make frequent personal visits to their financial 
institutions. Consequently, the number and geo
graphic distribution of offices of financial institu
tions are matters of considerable significance to 
consumers.

Although convenience is also important to 
purchasers of other vital goods, such as food, that 
fact is not the subject of a great deal of study 
and concern. We generally leave it to the market 
to decide how many supermarkets and conve
nience food stores should be established and 
where they should be located. Financial services 
are different in that, because of concerns over, 
among other factors, the safety and soundness 
of financial institutions, government policy re
stricts both the chartering of new institutions and 
the number and location of branch offices. 
Moreover, it is widely believed that the ready 
availability of financial services, particularly 
credit, has important effects on the level of eco
nomic activity in a community. Thus, knowledge 
of how the number and location of financial insti
tution offices respond to demographic, economic, 
and regulatory forces is important in the formula
tion and execution of public policy.2 This article
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is the first output from a broader study of the 
availability of financial services in urban areas. 
An earlier study by Kaufman used regression 
analysis to analyze the determinants of the num
ber and geographic distribution of financial 
institution offices in Chicago in 1956, 1960, and 
19663. Taking that study as its point of depar
ture, this article examines how and to what ex
tent demographic, economic, and regulatory 
forces have affected the number, type, and geo
graphic distribution of financial institution offic
es in Chicago.

In the next section we discuss the types of 
financial institutions included in the study and 
the geographic units of observation used to ana
lyze the distribution of financial institution offic
es. Then we describe the fundamental demo
graphic and economic changes that have taken 
place in Chicago over the past several decades, 
as well as several regulatory developments that 
may have affected the number and distribution 
of financial institution offices. This is followed 
by a broad overview of the number, type, and 
distribution of financial institution offices in 
Chicago in 1970, 1980, and 1990. Finally, we 
analyze the important economic, demographic, 
and social variables that may affect the location 
of financial institutions, and we present the 
results of a statistical analysis designed to identi
fy the determinants of the number and distribu
tion of offices in each of those years.

Types o f financial institutions 
considered

Four types of financial institutions are the 
focus of this article: commercial banks, savings 
and loan associations, credit unions, and curren
cy exchanges. A good case could be made for 
including other types of financial institutions, 
such as consumer and commercial finance com
panies, mortgage companies, and other sources 
of credit to businesses and consumers. Howev
er, the criteria for inclusion were that an institu
tion provide some means of payment—checking 
accounts, money orders, or utility payment ser
vices—and that it serve as the primary financial 
institutions for some large class of customers.

Of the four types of institutions under con
sideration, commercial banks are clearly the 
most important. The oldest type of financial 
institution in the United States, commercial 
banks are also the largest in terms of total indus
try assets. As their advertising for “full service 
banks” has long emphasized, they provide the

widest variety of financial services, on both the 
liability and asset side, of any of these financial 
institutions, and they serve the widest variety of 
customers, including large and small businesses 
as well as individuals. Consequently, the num
ber of commercial banking offices is itself an 
important measure of the availability of the 
widest range of financial services in an area.
The data on commercial bank offices used here 
include head offices and branches, but not drive- 
in facilities and automated teller machines 
(ATMs). Because many customers conduct the 
greater part of their banking business at drive-in 
facilities and ATMs, a strong argument could be 
made for including them in the analysis. We did 
not do so, however, because of the difficulty of 
obtaining accurate data.

Until the early 1980s, legal restrictions 
required savings and loan associations to spe
cialize in raising funds through the issue of 
savings deposits and residential mortgage loans. 
However, the deregulation legislation of the 
early 1980s expanded their powers on both the 
asset and liability sides. Savings and loans re
ceived authority to offer negotiable order of 
withdrawal (NOW) accounts and to make con
sumer and business loans, and thus moved closer 
to the role of commercial banks. But savings 
and loans still tend to emphasize thrift and home 
ownership—some describe themselves as “con
sumer banks”—and only a few have made seri
ous inroads in the market for loans to businesses. 
Nonetheless, from the standpoint of individuals 
they are increasingly close substitutes for com
mercial banks.

Credit unions, though smaller on average 
than banks or savings and loans, are much more 
numerous and are the most rapidly growing type 
of depository institution in the United States. 
They are organized as mutuals and have long 
been subject to “affinity group” limitations on 
membership; some of them were organized to 
serve only the employees of a particular compa
ny. However, their low interest rates on con
sumer loans, attractive dividends on member 
shares, and relatively new authority to offer 
checking (share draft) accounts, in combination 
with the liberalization of affinity group restric
tions, have made them attractive to a growing 
number of consumers.

The total number of offices of the three 
types of depository institutions described above 
is of interest because it represents the number of
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locations at which both deposit and credit servic
es are readily available. To the extent that the 
services of banks, savings and loans, and credit 
unions are close substitutes to consumers—and 
the evidence suggests that this is increasingly 
true—it is meaningful to aggregate them into a 
single number.

Currency exchanges, often referred to as 
“the poor man’s bank,” provide neither loans nor 
deposit accounts, but do offer a variety of finan
cial and other services such as check cashing, 
money orders, utility bill payment, and automo
bile license renewal. Thus, despite their inability 
to offer credit services, currency exchanges 
should be included in any analysis of the distri
bution of financial institution offices.

The simple sum of the offices of these four 
types of financial institutions is the most com
prehensive measure of the availability of finan
cial services in a community used in the analy
sis. Although it is clearly desirable to have such 
a summary measure, the equal weight that it 
gives to each type of institution is open to ques
tion. Nonetheless, lacking firm empirical sup
port for any particular weighting scheme, we 
chose the simplest alternative.

Chicago com m unity areas

It is a simple matter to count the number of 
financial institution offices of a given type in 
Chicago. However, in order to analyze the dis
tribution of offices it is necessary to disaggregate

FIGURE 1

C om m u n ity  A rea  Nam es

0 1 Rogers Park 40
0 2 West Ridge 41
03 U ptown/Edgewater 42
04 Lincoln Square 43
05 North Center 44
06 Lakeview 45
07 Lincoln Park 46
08 Near North Side 47
09 Edison Park 48
1 0 Norwood Park 49
11 Jefferson Park 50
1 2 Forest Glen 51
13 North Park 52
14 Albany Park 53
15 Portage Park 54
16 Irving Park 55
17 Dunning 56
18 Montclare 57
19 Belmont Cragin 58
2 0 Hermosa 59
2 1 Avondale 60
2 2 Logan Square 61
23 Humboldt Park 62
24 West Town 63
25 Austin 64
26 West Garfield Park 65
27 East Garfield Park 6 6

28 Near West Side 67
29 North Lawndale 6 8

30 South Lawndale 69
31 Lower West Side 70
32 Loop 71
33 Near South Side 72
34 Armour Square 73
35 Douglas 74
36 Oakland 75
37
38
39

Fuller Park 
Grand Boulevard 
Kenwood

76

Chicago community areas

Washington Park 
Hyde Park 
Woodlawn 
South Shore 
Chatham 
Avalon Park 
South Chicago 
Burnside 
Calumet Heights 
Roseland 
Pullman 
South Deering 
East Side 
West Pullman 
Riverdale 
Hegewisch 
Garfield Ridge 
Archer Heights 
Brighton Park 
McKinley Park 
Bridgeport 
New City 
West Elston 
Gage Park 
Clearing 
West Lawn 
Chicago Lawn 
West Englewood 
Englewood
Greater Grand Crossing 
Ashburn
Auburn Gresham 
Beverly
Washington Heights 
Mount Greenwood 
Morgan Park 
O'Hare
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the city into a number of smaller areas and ob
serve the number of offices in each of those 
areas. As in the earlier study, we chose commu
nity areas as our units of observation. Chicago, 
perhaps more than other cities, has been a city of 
strong communities. The community areas in 
Chicago were defined in 1920 by the Social 
Science Research Committee of the University 
of Chicago with the help of local agencies and 
the U.S. Bureau of the Census. These areas 
originally constituted true communities in the 
sense that each “could be regarded as having a 
history of its own as a community, a name, an 
awareness on the part of its inhabitants of com
mon interests, and a set of local businesses and 
organizations oriented to the local community.”4

Because each community tends to have one 
or more well-defined shopping areas, there is 
some presumption that residents would look first 
to financial institution offices in the community 
to obtain financial services. However, there is 
no evidence to support a conclusion that com
munity areas constitute either complete “banking 
markets” or “bank service areas” in the sense in 
which those terms are used by economists.
Many residents use financial institution offices 
outside their community, either because offices 
in adjoining communities are closer to their 
home, because they commute to work in another 
community, or because they bank by mail or 
telephone. Clearly, many residents of Chicago 
and its suburbs who commute to work in the 
Loop (the Central Business District) find it con
venient to use financial institutions located there. 
Nonetheless, for those who do not commute andJ 
or prefer to bank near their homes, the number 
of financial institution offices in their communi
ty is a significant measure of the convenience 
with which financial services can be obtained.

A map of the community areas in Chicago 
is shown in figure 1. The community areas 
differ greatly in both population and size, as 
measured in acres or square miles. The largest, 
South Deering, is 7.87 square miles, while the 
smallest, Burnside, is only 0.53 square miles.
For communities with the same number of finan
cial institution offices, such variation in land 
area implies large differences in the average 
distance that residents must travel to obtain 
financial services. Consequently, the number of 
offices of one or more types of financial institu
tion within a community, in and of itself, is a 
poor measure of convenience. To convert those

variables into more meaningful measures of the 
adequacy of financial institution offices, we 
simply divided each of them by the area in 
square miles of the community in which they 
were located. We used these transformed num
bers to construct the maps showing the distribu
tion of financial institution offices (figures 4,
5, and 6).

Each community area is made up of a num
ber of census tracts, which are smaller areas 
defined by the U.S Bureau of the Census for 
purposes of the decennial national census of 
population. Consequently, one can obtain data 
for a given community by aggregating data from 
its constituent census tracts. Although there 
have been a few minor changes in the definitions 
of the areas since 1970, adjustments were made 
to obtain a set of 75 consistently defined com
munities for each of the years 1970, 1980, and
1990.5 The community areas used in the statisti
cal analysis encompass the entire city of Chica
go, with the exception of area 32 ( Loop) and the 
portion of area 76 (O’Hare) consisting of 
O’Hare Airport. We excluded these two areas 
because the demand for financial services, and 
therefore the number of financial institution 
offices, in either area is largely independent of 
the size or economic characteristics of the resi
dent population.

Recent econom ic and dem ographic  
developm ents

The question of how financial institution 
offices are distributed has taken on new impor
tance in recent decades. As previous issues of 
Economic Perspectives have noted, the economy 
of the Seventh Federal Reserve District has 
undergone massive structural changes as a con
sequence of the interaction of new technologies, 
improved transportation systems, and enhanced 
communications with intensified domestic and 
international competition.6 Rapid changes in the 
racial, educational, and economic characteristics 
of Chicago’s population in the 1960s and 1970s 
exacerbated the social and economic conse
quences of this restructuring.7 While the popu
lation of the Illinois portion of the Chicago Con
solidated Metropolitan Statistical Area (Cook, 
DuPage, Kane, Lake, McHenry, and Will Coun
ties) increased from 6.2 million to 7.3 million 
between 1960 and 1990, the population of the 
city of Chicago, which had declined slightly 
from 3.6 million in 1960 to 3.4 million in 1970, 
fell sharply to 2.8 million in 1990. How that
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decline was distributed among community areas 
in Chicago can be seen in the maps in figure 2. 
The African-American share of Chicago’s popu

lation rose from 14 percent in 1950 to 32 percent 
in 1970 and 40 percent in 1980 before declining 
slightly to 39 percent in 1990. The distribution
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of this change among community areas is shown 
in the maps in figure 3.

Legal and regulatory changes

Perceiving that the failure of financial insti
tutions to lend in areas undergoing rapid racial 
and economic change was accelerating the exo
dus of existing residents and the decline in prop
erty values, community activists persuaded 
Congress to enact three related pieces of legisla
tion in the 1970s—the Equal Credit Opportunity 
Act (ECOA) of 1974, the Home Mortgage Dis
closure Act (HMD A) of 1975, and the Commu
nity Reinvestment Act (CRA) of 1977. These 
acts were designed, respectively, to prohibit 
depository institutions from discriminating by 
race, gender, or national origin in lending; to 
require public disclosure of data that would 
enable regulators and the public to identify dis
crimination in lending and failures of depository 
institutions to serve low-income and minority 
areas; and to provide incentives for such institu
tions to serve their local communities. Although 
the primary emphasis in CRA enforcement has 
been on lending by existing offices of depository 
institutions, community groups and regulators 
have shown increasing concern over decisions of 
financial institutions that affect the number and

distribution of financial institution offices. De
pository institutions attempting to close branches 
in low- and moderate-income or minority neigh
borhoods have faced community protests and 
increased regulatory surveillance. Increasingly, 
institutions under regulatory pressure to improve 
their CRA ratings have opened new offices in 
such areas.

Another regulatory change that has had a 
major effect on the number and geographic 
distribution of financial institution offices in 
Chicago is the liberalization of branching and 
bank holding laws in Illinois that has occurred 
over the past two decades. Until 1960, Illinois 
was a “unit banking” state—that is, commercial 
banks were permitted to operate only one office. 
In that year, foreign banks were first authorized 
to establish branches in Illinois, but only in the 
Chicago Loop. Beginning in 1967, Illinois law 
has also permitted domestic banks to branch. 
Initially, the law authorized the establishment of 
only one additional office, which was required to 
be within 1,500 feet of the head office. Since 
then, the law has been progressively liberalized. 
In 1993, banks gained permission to establish an 
unlimited number of branches and ATMs any
where in the state.
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TABLE 1

Offices of financial institutions in Chicago community areas

1970_______________ ____________ 1980_______________ _____________ 1990_______________

Credit Currency Credit Currency Credit Currency
Areas Banks S&Ls unions exch. Banks S&Ls unions exch. Banks S&Ls unions exch.

01 2 1 2 4 2 1 2 4 2 1 2 4
02 1 2 1 6 2 5 1 6 4 6 4 5
03 2 2 7 8 5 2 7 15 6 3 6 15
04 2 1 1 7 2 2 1 7 2 1 1 7
05 1 1 1 8 1 3 1 7 2 2 3 8
06 2 3 7 15 5 4 6 14 6 3 3 11
07 1 2 4 13 3 3 4 13 10 3 3 10
08 7 2 21 23 15 6 19 17 16 5 14 17
09 0 0 0 1 0 1 0 0 0 1 0 0
10 1 2 3 3 3 6 3 2 3 6 1 3
11 0 1 4 1 1 3 4 1 1 3 2 1
12 0 0 2 2 0 2 2 1 2 3 1 2
13 1 0 1 0 1 2 1 0 2 1 3 0
14 1 0 2 5 1 2 2 5 2 1 0 6
15 4 5 3 8 5 8 2 6 5 10 1 7
16 1 2 2 7 1 3 2 5 2 2 2 5
17 0 2 2 2 0 5 2 1 0 6 0 1
18 0 1 0 1 0 1 0 1 0 1 0 1
19 1 5 4 5 2 6 3 7 3 6 3 6
20 0 0 0 4 0 0 0 4 0 0 1 5
21 1 3 2 6 1 3 2 7 1 5 3 7
22 1 2 6 15 2 3 5 16 5 3 3 13
23 1 2 4 12 2 2 3 11 1 1 6 11
24 2 6 10 20 2 5 9 19 2 5 5 18
25 2 6 7 21 3 4 7 20 3 3 8 18
26 0 0 3 8 0 0 3 5 0 0 3 6
27 1 0 2 10 1 0 1 9 0 0 2 8
28 4 0 17 31 4 1 12 27 6 2 22 25
29 0 1 6 13 0 0 5 13 2 0 1 12
30 1 15 1 10 1 12 1 9 1 9 1 10
31 2 5 4 8 1 5 3 8 1 4 2 8
32 19 9 52 36 59 23 51 26 107 24 48 21
33 1 0 2 6 1 0 0 4 1 0 2 5
34 0 1 2 2 0 1 2 2 2 2 2 2
35 1 1 2 7 1 1 2 5 1 1 4 1
36 0 0 0 1 0 0 0 2 0 0 1 0
37 0 0 1 3 0 0 1 4 0 0 1 2
38 0 1 4 18 0 1 4 14 0 1 7 13
39 1 0 0 4 0 0 0 2 1 0 0 2
40 0 0 3 6 0 0 3 6 0 0 6 5
41 2 1 5 3 4 1 5 4 2 1 3 3
42 1 0 2 8 0 0 2 7 0 0 0 5
43 3 1 0 8 2 0 0 7 1 0 0 6
44 2 0 2 11 3 2 2 9 3 1 3 9
45 0 0 0 1 0 2 0 1 0 2 1 1
46 2 5 1 5 2 5 1 6 2 4 1 6
47 0 0 0 0 0 0 0 0 0 0 1 0
48 0 0 3 0 0 0 2 0 0 0 1 0
49 2 3 4 6 1 1 5 7 1 0 3 6
50 0 0 2 1 1 0 3 1 1 0 1 1
51 0 0 5 3 1 0 6 3 1 0 1 3
52 1 1 1 2 2 4 1 2 2 4 0 2
53 0 2 2 3 0 3 2 3 1 0 0 3
54 0 0 5 1 1 1 5 1 0 1 3 1
55 0 2 3 1 0 3 2 1 1 3 1 2
56 1 2 3 5 1 4 3 5 2 4 0 5
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TABLE 1 (continued)

Offices of financial institutions in Chicago community areas

1970_______________  ____________ 1980_______________ _______________1990_______________
Credit Currency Credit Currency Credit Currency

Areas Banks S&Ls unions exch. Banks S8iLs unions exch. Banks S8iLs unions exch.

57 1 1 2 1 1 3 3 1 1 2 5 1
58 0 6 5 6 0 7 4 4 2 6 4 4
59 0 4 6 4 0 3 5 4 0 3 2 3
60 1 3 3 5 1 4 3 6 1 5 3 6
61 1 9 4 9 1 5 4 9 1 5 5 11
62 0 0 0 1 0 0 0 0 0 1 0 0
63 0 4 1 3 0 5 1 2 1 4 0 3
64 1 0 5 3 1 1 5 3 1 1 5 3
65 2 1 6 2 3 3 6 1 3 6 5 1
66 1 4 0 6 1 7 0 5 1 6 3 5
67 0 2 5 8 0 0 4 8 0 0 3 9
68 1 0 3 10 1 0 2 9 1 0 1 9
69 0 0 7 11 0 0 6 10 0 0 7 13
70 0 3 3 4 0 5 2 4 1 4 4 4
71 1 2 2 7 1 1 1 6 1 0 1 8
72 1 2 3 0 1 0 3 0 1 1 2 1
73 1 0 1 4 1 0 1 4 1 0 2 4
74 1 1 1 2 1 1 1 2 1 2 1 2
75 0 2 2 4 0 1 2 3 0 2 1 3
76 2 0 1 0 2 2 1 0 2 2 1 1

Total 92 145 300 516 160 200 274 466 238 194 254 447

In 1981, the legislature enacted a law per
mitting multibank holding companies in Illinois. 
The law divided the state into five districts and 
initially restricted holding companies to acquir
ing banks within their home district and one 
adjacent district. The 1986 revision of the law 
permitted acquisitions anywhere in the state and 
authorized reciprocal interstate banking between 
Illinois and five contiguous states. Restrictions 
on branches of savings and loan associations 
were also eased over the past two decades, first 
by the Federal Home Loan Bank Board for 
federally chartered institutions and later by the 
Illinois legislature for state-chartered institu
tions.

Experience in other states that have liberal
ized their branching and holding company laws 
suggests that these changes should have led to a 
decline in the number of independent banking 
and savings and loan organizations in Chicago 
as existing institutions merged and holding com
panies acquired formerly independent institu
tions. At the same time, the lower costs of es
tablishing a branch as compared with charter
ing a new institution should have led to an in
crease in the total number of commercial bank 
and savings and loan offices.

Financial institution o ffices in Chicago, 
1970, 1980, and 1990

Details on the number and geographic dis
tribution of financial institution offices in Chica
go in 1970, 1980, and 1990 are shown in table 1. 
Figures 4, 5, and 6 provide a visual overview of 
the changes in the distribution of commercial 
banks, savings and loan associations, and the 
total number of financial institutions over the 
two decades. The number of offices of commer
cial banks in Chicago increased from 92 in 1970 
to 238 in 1990. Excluding the Loop, the in
crease was from 73 to 131. The total number of 
financial institution offices showed little change 
over the period, rising from 1,053 in 1970 to 
1,133 in 1990. Indeed, excluding the Loop, the 
number actually declined slightly, from 937 to 
933. Because the increase in offices in the Loop 
is more closely related to that area’s develop
ment as a financial center servicing a much 
broader area than Chicago than to the economic 
characteristics of its resident population, the 
figures discussed in the remainder of this study 
exclude the Loop.

The combined number of bank and savings 
and loan offices increased from 209 in 1970 to
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301 in 1990, while the number of offices of 
credit unions and currency exchanges declined 
from 728 to 632. It is not surprising that the 
increases in numbers of offices were concentrat
ed among commercial banks and savings and 
loans; almost certainly, they were largely a con
sequence of the liberalization of Illinois’s 
branching and holding company laws described 
earlier. That conclusion is strongly suggested by 
the fact that all of the net increase in offices of 
these two types of institutions consisted of 
branches. While the number of branches of 
banks and savings and loans combined increased 
from 1 in 1970 to 156 in 1990, the number of 
head offices actually declined from 208 to 145. 
Although the increase in the number of commer
cial bank offices was roughly the same in the 
1970-1980 and 1980-1990 periods, the number 
of savings and loan offices increased substantial
ly in the earlier period and then fell slightly in 
the second period. The declines in the latter 
period were largely the result of failures of insti
tutions during the savings and loan crisis of the 
late 1980s.

The number of offices of credit unions 
declined from 248 in 1970 to 206 in 1990, while 
currency exchanges declined from 480 to 426.

The declines in credit union offices were spread 
broadly over community areas of varying 
income levels, with declines in 38 areas, no 
change in 17, and increases in 20. Much the 
same pattern was evident for currency exchang
es, with decreases in 32 areas, no change in 30 
areas, and increases in only 13.

These summary measures of the changes in 
the number of financial institutions in Chicago 
are of considerable interest as a broad descrip
tion of overall trends. However, they do not tell 
us much about either the underlying determi
nants of the number and distribution of offices of 
each type of financial institution or the relative 
adequacy of such offices in different parts of the 
city. Those questions are addressed in the fol
lowing section.

R e g re s s io n  a n a ly s is  o f  th e  d is tr ib u t io n  
o f  f in a n c ia l in s t itu t io n  o f f ic e s

We use regression analysis to identify em
pirically the key economic and demographic 
determinants of the distribution of offices of 
financial institutions among the 75 community 
areas, excluding the Loop, that make up the city 
of Chicago. First, we estimate separate regres
sions for each type of institution for the years
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1̂ 970, 1980, and 1990 to see how various eco
nomic and demographic variables affected the 
distribution of offices among the communities. 
Second, we do the same for all depository insti
tutions and then for the sum of all four types of 
financial institution.

Dependent variables
The dependent variables, or variables to be 

explained, in the analysis are several alternative 
measures of the number of financial institution 
offices in each of the 75 community areas.
They are
1) the number of commercial bank offices, 

including both head offices and branches;
2) the number of savings and loan association 

offices, again including both head offices 
and branches;

3) the number of credit unions;
4) the total number of offices of depository 

institutions—i.e., commercial banks, savings 
and loan associations, and credit unions;

5) the number of currency exchanges; and
6) the total number of offices of all four types 

of financial institutions combined.

The four types of financial institutions are 
analyzed both separately and in combination 
because there are not only strong similarities but 
important differences among them in the servic
es they provide, the nature of their customers, 
and the regulation to which they are subject.

Explanatory variables
Economic theory suggests that the major 

determinants of the location of financial institu
tion offices should be variables closely related to 
the demand for financial services. These vari
ables include such basic attributes of each area 
as its size and population, its average income 
and wealth, the financial sophistication of the 
population, the prices of financial services with
in the community and in nearby communities, 
and the prices of substitute services or products. 
For reasons of simplicity and data availability, 
we ignore differences in prices. Descriptions of 
the specific explanatory or independent variables 
used in the analysis are presented below.

Population or households. Measures of 
population or the number of households are 
likely to be the most important variables deter
mining the demand for personal financial servic
es such as checking and savings accounts or
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mortgage and consumer loans. Given the virtu
ally universal demand for a convenient means of 
making payments, a medium for saving, and a 
source of credit for major purchases, there is a 
strong tendency for each person, or at least each 
household, to have a relationship with at least 
one financial institution.

Income and wealth. Income and wealth 
are widely acknowledged to be among the key 
determinants of spending for all kinds of goods 
and services, including financial services. The 
most representative income variable available by 
community area for each of the years under 
consideration here is median family income. 
Wealth, which in principle should include both 
human capital (potential earning power due to 
investment in education, etc.) and other forms of 
wealth, is much more difficult to measure, par
ticularly at the community area level. Conse
quently, only income was used in the regres
sions. Because income and wealth measures are 
subject to inflation over long periods of time, 
median family income was converted to constant 
1982 dollars by dividing it by the Consumer 
Price Index for the appropriate year.

Home ownership. A factor often believed 
to be important in determining the demand for 
mortgage loans is the extent to which residents 
in a community own their homes rather than 
rent. This, in turn, would be expected to be 
related to the presence of depository institutions, 
particularly commercial banks and savings and 
loans. Home ownership may also serve as a 
proxy for wealth. Consequently, we included 
the ratio of owner-occupied housing units to 
total occupied housing units as an explanatory 
variable.

Financial sophistication. The quantity of 
financial services purchased will vary with the 
level of financial sophistication of the communi
ty’s population. Although financial sophistica
tion cannot be measured directly, it seems rea
sonable to assume that it is positively related to 
level of education. Thus we used two alternative 
proxies: the proportion of the population with at 
least a high school education, and the proportion 
of the population employed in professional or 
technical jobs.

Competition. In deciding where to locate a 
new office, a financial institution will consider 
not only the actual and potential demand for 
financial services in an area, but also the existing 
competition from other providers of financial
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services. To capture this effect, we included in 
the regressions for each type of institution the 
ratios of the number of offices of each of the 
other types of institutions in the area to the total 
number of financial institutions offices in the 
area. Offices of other types of institutions were 
entered as shares of the total number of financial 
institution offices rather than as simple levels to 
minimize collinearity with the other explanatory 
variables. The shares of each type of institution 
were included separately to take account of 
likely differences in the degree of substitutability 
between the services offered by different institu
tions. Thus, because of the much greater overlap 
in the services that they offer, it was expected 
that the number of banks in an area would be 
affected more strongly by the share of savings 
and loan offices than by the share of currency 
exchanges.

Racial and ethnic composition. There are 
a number of factors other than economic and 
demographic variables that may affect the num
ber and type of financial institutions. Among 
them is the racial and ethnic makeup of the pop
ulation. There are essentially two ways in which 
racial and ethnic composition may affect the 
number and type of financial institutions in a 
community. First, it is frequently argued that 
some institutions systematically avoid areas 
heavily populated by particular minority groups. 
Second, certain types of financial institutions 
may be more or less heavily represented in areas 
populated predominantly by a particular ethnic 
or racial group, either because members of that 
group tend to have a stronger demand for partic
ular financial services than most other groups, or 
because they have historically been associated 
with the ownership and management of those 
institutions.8 In order to determine whether, 
after taking account of as many relevant eco
nomic variables as possible, the distribution of 
financial institutions is related to the composi
tion of the population, we included three racial 
and minority composition variables in the re
gressions: the percentages of African-Ameri
cans, Asians, and Hispanics in the population.

Land area. As noted above, one would 
expect the size of a community area to have an 
important effect on the number of financial 
institution offices located there. Thus area in 
square miles is included among the explanatory 
variables in the regressions. However, the pre
cise nature of this relationship is not as simple as
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it might appear. We examine this question fur
ther in the next section.

The form o f the relationship
Basically, land area and population affect 

the number of financial institution offices 
through their impact on the demand for financial 
services at each potential office location, given 
the travel costs and/or subjective disutility asso
ciated with distance and the nature of any econo
mies of scale in the provision of financial servic
es. In the polar case in which a community’s 
area is near zero—that is, its population is con
centrated at one point, as would be approximated 
by a community in which most of the residents 
lived in high-rise apartment buildings located in 
the same block—travel costs are minimal and 
the population would be most efficiently served 
by a single financial institution, as long as it is 
smaller than the size at which diseconomies of 
scale begin to appear. Of course, the possibility 
of differentiating financial services by means 
other than location means that additional offices 
may be established by competitors even before 
the output of existing offices reaches the mini
mum cost point. But as long as the population 
remains concentrated at that point, increases in 
population should be associated primarily with 
increases in the size of financial institutions up 
to the point of minimum average cost and in
creases in their number beyond that point.

However, if the same population is spread 
over a larger and larger land area—say, as in a 
neighborhood dominated by low-rise apartment 
buildings and single-family homes—the costs to 
at least a portion of the population of traveling to 
that single financial institution will increase 
until, at some point, it becomes economic to 
establish one or more additional financial institu
tion offices. Moreover, to the extent that the 
lower travel costs associated with using a nearby 
financial institution outweigh the lower prices 
associated with the reduction in unit operating 
costs from concentrating production of the ser
vices at a single location, this will be true even if 
economies of scale in production are significant 
and continue to be realized at very large sizes of 
financial institution offices.9

Under simple but plausible assumptions 
regarding the relationship between customers’ 
utility and the distance traveled to obtain finan
cial services and the relationship between output 
and operating cost in banking, and assuming that

customers attempt to maximize their utility and 
financial institutions their profits, the relation
ship between the number of financial institution 
offices, population, and land area may be ap
proximated by the general form

N = a + bP - cP/A,

where N  is the number of financial institution 
offices, P is the population (or, alternatively, 
number of households) of the community, A is 
the land area of the community, and a, b, and c 
are positive constants to be estimated in the 
regression procedure. This formulation has the 
property that, for a given land area, changes in 
population are linearly related to changes in the 
number of offices. An increase in area will 
increase the number of offices associated with a 
given population, but at a decreasing rate.

Although this equation is nonlinear in A, it 
is linear in P and P/A (population density) and 
can be estimated using ordinary linear regression 
techniques. We experimented with several other 
forms, including one that was linear in loga
rithms, but found the explanatory power of the 
above formulation to be consistently superior to 
that of the alternatives. In the absence of clear 
theoretical grounds for choosing a nonlinear 
form, we also entered the other explanatory 
variables in simple linear form.

E m p ir ic a l re s u lts
The regression results are shown in table 2. 

Final regressions for all the dependent variables 
contained the same explanatory variables: the 
number of households, number of households 
per square mile, median real family income, the 
proportion of the working population employed 
in professional and technical occupations, the 
proportion of occupied housing units that are 
owner-occupied, the variables measuring the 
presence of competitive financial institutions, 
and the three variables reflecting the racial com
position of the population. It should be noted, 
however, that the specific competition variables 
included in the regressions varied according to 
the type of financial institution being explained.

On balance, the regressions do a reasonably 
good job of explaining statistically the distribu
tion of financial institution offices among com
munity areas in Chicago. The adjusted coeffi
cients of determination, or r2s— which measure 
the percentage of the variation in the dependent
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TABLE 2

Independent
variables

Regression results

D epe nde n t va r ia b le s

Banks S&Ls
Credit
unions

Currency
exchanges

Depository
ins titu tions

Financial
ins titu tions

1970

Intercept 1.570 12.975 12.403 12.845 13.499 21.735
(1.273) (1.839) (3.245) (4.478) (4.322) (7.643)

Households 0.525 0.931 1.960 4.480 3.71 8.240
(0.154) (0.229) (0.434) (0.611) (0.609) (1.085)

Households -0.929 -2.141 -3.723 -8.024 -7.004 -15.454
per square mile (0.629) (0.937) (1.775) (2.500) (2.533) (4.177)

Real median 4.210 -0.802 -12.140 -10.350 -15.670 -26.150
fam ily income (4.700) (7.100) (13.400) (18.800) (18.900) (34.100)

Professional 2.678 -1.618 6.104 0.607 6.597 8.103
and technical (2.003) (2.984) (5.654) (7.966) (8.016) (14.297)

Home ownership -2.434 -1.788 -2.961 -7.506 -4.605 -12.089
(1.165) (1.735) (3.288) (4.632) (4.587) (8.196)

Ratio of banks -11.567 -8.527 -5.097
(1.565) (2.512) (3.289)

Ratio of S&Ls -1.406 -8.627 -5.232
(1.050) (2.829) (3.906)

Ratio of -1.832 -11.821 -3.472
credit unions (0.890) (1.493) (2.584)

Ratio of currency -1.706 -11.537 -6.595 -4.897
exchanges (0.827) (1.463) (1.834) (2.277)

African-American 0.097 -0.361 -1.377 0.314 -2.255 -1.741
population (0.506) (0.754) (1.429) (2.013) (1.907) (3.363)

Hispanic 0.090 2.671 -0.492 0.295 2.088 2.180
population (0.796) (1.186) (2.248) (3.167) (3.200) (5.765)

Asian population -5.642 -8.068 -15.728 -23.737 -26.137 -48.424
(4.595) (6.845) (12.969) (18.273) (18.436) (33.148)

r 2 0.371 0.683 0.413 0.608 0.472 0.567

Root mean
square error 0.922 1.373 2.601 3.665 3.723 6.709

1980

Intercept 0.951 6.940 11.547 11.061 10.049 14.727
(1.688) (1.626) (2.344) (2.446) (4.030) (5.067)

Households 1.050 1.050 1.790 4.570 3.980 8.620
(0.262) (0.258) (0.378) (0.483) (0.714) (1.040)

Households per -0.866 -1.570 -2.030 -6.850 -5.110 -13.460
square mile (1.064) (1.047) (1.536) (1.963) (2.879) (3.977)

Real median 9.240 3.960 -18.260 -29.290 -6.370 -28.850
fam ily income (7.700) (7.600) (11.200) (14.300) (21.100) (29.800)

Professional 3.878 -2.123 6.305 6.627 8.964 17.383
and technical (2.771) (2.727) (4.001) (5.113) (7.499) (10.861)

Home ownership -4.218 -2.132 0.775 0.444 -5.084 -4.992
(2.283) (2.246) (3.296) (4.212) (6.239) (9.080)

Ratio of banks -5.640 -6.887 -3.233
(1.286) (1.909) (2.345)

Ratio of S&Ls -1.868 -7.574 -4.079
(1.306) (1.842) (2.612)

Ratio of -1.139 -5.934 -2.439
credit unions (1.322) (1.256) (2.331)

Ratio of currency -2.523 -6.351 -8.454 -7.596
exchanges (1.271) (1.393) (1.824) (2.918)

Note: Standard errors are in parentheses.
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TABLE 2 (continued)

Independent
variables

Regression results

D ependent variables

Banks S & Ls
Cred it
unions

C urrency
exchanges

D epository
in stitu tions

Financia l
institu tions

1980 (cont. )

African-American -0.109 -0.779 -1.594 -0.935 -2.260 -3.326
population (0.733) (0.721) (1.059) (1.353) (1.908) (2.753)

Hispanic -0.562 3.448 -0.637 3.086 2.626 5.587
population (1.417) (1.394) (2.046) (2.614) (3.868) (5.631)

Asian population -4.961 -4.968 -7.761 -5.845 -15.824 -20.536
(3.805) (3.744) (5.493) (7.020) (10.323) (15.028)

r2 0.463 0.620 0.461 0.732 0.480 0.629

Root mean
square error 1.502 1.478 2.169 2.772 4.112 5.991

1990

Intercept 6.051 6.753 8.497 9.592 10.250 13.725
(2.619) (1.357) (2.487) (2.708) (3.446) (5.238)

Households 1.290 1.340 2.310 4.700 4.920 9.350
(0.283) (0.300) (0.538) (0.578) (0.843) (1.303)

Households per -1.240 -2.420 -6.070 -9.560 -9.770 -18.430
square mile (1.092) (1.158) (2.077) (2.235) (3.226) (5.006)

Real median 12.770 2.530 -10.120 -1.680 5.580 0.980
fam ily income (4.500) (4.800) (8.500) (9.200) (13.500) (20.900)

Professional -1.762 -4.940 12.964 8.468 5.971 10.880
and technical (3.098) (3.283) (5.892) (6.338) (8.941) (13.575)

Home ownership -4.895 -1.698 -2.049 -5.715 -9.140 -14.300
(1.618) (1.715) (3.078) (3.311) (4.803) (7.449)

Ratio o f banks -0.946 -11.182 -15.784
(2.488) (4.558) (5.354)

Ratio o f S&Ls -6.316 -5.798 -6.814
(2.348) (2.385) (2.663)

Ratio o f -5.872 -4.082 -5.581
credit unions (2.396) (1.329) (2.020)

Ratio of currency -7.308 -5.873 -3.412 -6.108
exchanges (2.617) (1.379) (1.878) (2.799)

African-American 0.990 -0.799 -2.964 -0.516 -2.886 -2.944
population (0.878) (0.931) (1.671) (1.797) (2.319) (3.319)

Hispanic -0.398 1.882 -1.717 2.712 0.112 2.593
population (1.280) (1.357) (2.435) (2.620) (3.849) (5.887)

Asian population -1.839 -1.234 -1.525 0.096 -4.415 -7.330
(2.724) (2.887) (5.181) (5.573) (7.914) (12.341)

?2 0.651 0.573 0.299 0.660 0.462 0.533

Root mean
square error 1.435 1.520 2.729 2.935 4.379 6.831

Note: Standard errors are in parentheses.

variables explained by the regression equations, 
adjusted for degrees of freedom—range from 
just under 0.30 to 0.73. In many respects, these 
results are similar to those found by Kaufman 
(1970) for 1956, 1960, and 1966, with some 
differences in the importance of individual ex
planatory variables.

The explanatory power of the regression 
equations for currency exchanges is much great
er than that of the equations for the other types 
of financial institution. The adjusted r ŝ for 
1970, 1980, and 1990 are 0.61, 0.73, and 0.66, 
respectively. In large part, this is a result of the 
importance of convenience in explaining the
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demand for the services of currency exchanges 
and, consequently, the importance of the number 
of households and the density of households in 
the equations. A standardized regression coeffi
cient, or beta coefficient, is calculated by multi
plying the estimated regression coefficient by 
the ratio of the standard deviation of the associ
ated independent variable to the standard devia
tion of the dependent variable. It provides a 
measure of each variable’s statistical contribu
tion to the explanation of the variation in the 
dependent variable; the larger the absolute value 
of the coefficient, the greater the contribution. 
The beta coefficient of the number of house
holds ranges from 0.88 in 1970 to 0.99 in 1990, 
and that for the density of households from 
-0.44 in 1980 to -0.61 in 1990. Median real 
family income enters the currency exchange 
office equation with a negative sign, supporting 
the widespread perception that such institutions 
provide a mix of services that is primarily de
manded by low-income households; however, it 
is statistically significant only in 1980.10

The regressions for commercial banks and 
savings and loan associations have very similar 
explanatory power, with adjusted r2s ranging 
from 0.37 to 0.68. Again, number of households 
is the most important explanatory variable, with 
a beta coefficient ranging from 0.44 to 0.61. 
Household density within the community is 
significant in the savings and loan equation but 
not in that for commercial banks, probably re
flecting the fact that banks typically draw cus
tomers from a somewhat broader area than do 
savings and loans. Median real family income is 
significant only in the commercial bank equation 
for 1990. The explanatory power of the racial 
composition variables is discussed below.

The poorest job of explanation is done by 
the credit union regressions, which have adjust
ed r2s in the three years of 0.41, 0.46, and 0.30.
In all probability, this reflects the affinity group 
restrictions on such institutions and the likeli
hood that these institutions are located at one 
of the offices of the affinity group rather than in 
the communities where the group’s members 
reside. As in the case of currency exchanges, 
the most important explanatory variables are 
number of households, density of households, 
median real family income (again entering with 
a negative sign), and the professional-technical 
occupation variable, which enters significantly 
and positively.

Important variables
In view of its expected close relationship to 

the demand for financial services, it is not sur
prising that the variable with the greatest explan
atory power in all of the regressions is the num
ber of households. Its regression coefficient is 
consistently positive and its t value and beta 
coefficient are greater than those for the alterna
tive variable, population. Its superiority over 
population is probably due to the fact that in 
most families, financial business is consolidated 
at the household level and does not vary greatly 
with the number of family members. Household 
density, although not significant in the regres
sions for commercial bank offices, is statistically 
significant and has the expected negative sign in 
all the other regressions.

The competition variables consistently enter 
the equations with the expected negative sign 
and are statistically significant in the great ma
jority of cases. The beta coefficients range from 
0.10 to over 0.90 and average between 0.20 and 
0.30. The coefficients of the variables do not 
show the expected pattern of substitutability 
among the different types of institutions; that is, 
the share of savings and loan offices does not 
have a much stronger effect on the number of 
commercial bank offices than does the share of 
currency exchanges. Similarly, the number of 
currency exchange offices appears to be at least 
as closely related to the share of banks and 
savings and loans as to the share of credit 
unions. The adjusted ris of most of the regres
sions actually increase when the shares of the 
individual types of institutions are aggregated 
into a single number. The regressions with the 
individual shares are shown because of the 
interest that may attach to their coefficients.

Of the two measures of financial sophistica
tion used in the analysis, the proportion of the 
population employed in professional or technical 
occupations has the greater explanatory power.
In many of the equations, its inclusion eliminates 
the significance of median real family income, 
with which it has a simple correlation of 0.53.
The proportion of the population with a high 
school education or better does not enter signifi
cantly in most of the regressions and was 
dropped from the final specification.

Liberalization o f branching and holding 
company laws

An important test of the reliability of 
regressions estimated at different points in time
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is the stability of their coefficients and explana
tory power over time. By and large, the regres
sions estimated here appear to be reasonably 
stable over time. In most cases, the coefficients 
on the same variables for each of the years 1970, 
1980, and 1990 have the same sign and are of 
the same general magnitude. An important 
exception is the gradual increase in the size of 
the coefficient on number of households in the 
equations for bank and savings and loan offices 
over the two decades covered by our analysis. 
Thus a community with a given number of 
households tended to have a larger number of 
such offices in 1980 and 1990 than in 1970. 
Although a number of factors may have 
contributed to this result, the liberalization of 
Illinois’s highly restrictive branching and 
holding company laws, which made it easier for 
the number of offices to respond to economic 
and demographic forces, probably played an 
important role. This greater responsiveness to 
market forces was also evident in the 
explanatory power of the equations for 
commercial banks; the r2s rose from 0.37 in 
1970 to 0.65 in 1990.

The effect o f racial composition
The regression results for each of the years 

1970, 1980, and 1990 indicate that when rele
vant economic and demographic variables are 
accounted for, the racial and ethnic composition 
of a community’s population is not significantly 
related to the number of financial institution 
offices. This tends to confirm Kaufman’s 
finding for 1966. The only exception is in the 
equations for savings and loans for 1970 and 
1980. The proportion of the population that is 
Hispanic enters these equations significantly and 
with a positive sign, indicating that savings and 
loans are over-represented in areas populated 
heavily by Hispanics. However, the coefficient 
is not significant in 1990.

C o n c lu s io n s

This study has found that the geographic 
distribution of financial institution offices in 
Chicago is determined largely by a relatively 
few basic economic and demographic variables. 
By far the most important of these is the number 
of households in a community area. Nearly as 
important, because of its close relationship to 
convenience of access, is the area over which 
those households are spread, as measured by the 
number of households per square mile. Median 
real family income is significantly and positively 
related only to the number of commercial bank 
offices and only in the regression for 1990. 
Competition, as reflected by the relative impor
tance of other types of financial institution in the 
community, consistently has the expected nega
tive effect on the number of offices.

The study found a positive relationship 
between the Hispanic proportion of the popula
tion and the number of savings and loan offices 
in 1970 and 1980. Otherwise, the statistical 
results failed to show any effect of racial or 
ethnic composition on the number of financial 
institution offices once relevant economic and 
demographic variables were taken into account. 
This finding suggests either that financial institu
tions do not generally base location decisions on 
racial factors, that adjustments of offices to such 
factors are very slow, or that competition in the 
financial services industry to establish offices in 
minority areas may be more intense than is typi
cally believed. The findings of the study are 
preliminary, apply only to Chicago, and cannot 
be generalized to other urban areas. There is a 
clear need for research to see whether the con
clusions reported here are supported by data 
from other cities.

FOOTNOTES

'The su rveys  w ere  con d u cted  in A p p leton , W I; C edar  

R apids, I A; and Elkhart, IN (K au fm an 1967).

2O ne o f  the early stu d ies o f  th is q u estion  took  states as the  

unit o f  ob serva tion  and u sed  m u ltip le  regression  an a ly sis  to 

estim ate  eq u ation s relating the total num ber o f  banking  

o ff ic e s  to  su ch  e co n o m ic  and d em ograp h ic  variab les as 

p erson al in co m e , em p lo y m en t, pop u lation , and pop u lation  

d isp ersion  (as m easured  by  the ratio o f  agricultural to total 

em p lo y m en t), and a d u m m y variab le  in d icatin g  w hether  the

state prohib ited  branchin g, perm itted  lim ited  branchin g, or  

perm itted  sta tew id e  branching (L an zillo tti and S av in g  

1969 ). A n  u n publish ed  paper b y  an o ff ice r  o f  a large  

C h ica g o  bank u sed  s im ilar  m eth o d o lo g y , but data for every  

cou n ty  in the con tin en ta l U n ited  States, to  study the sam e  

q u estion  (W o o d s 1 970 ). A n  eco n o m ist at the Federal 

R eserve  B ank o f  C h ica g o  con d u cted  a s im ilar  but m ore  

refin ed  study u sin g  cou n ty  data for a m ore recen t date  

(E v a n o ff 1988). S e e  a lso  S av a g e  and H um phrey (1 9 7 9 )  
and S eaver  and Fraser (1 9 7 9  and 1983).
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3T he study exa m in ed  the nu m ber and d istribu tion  o f  o ff ic e s  

o f  com m ercia l b an ks, sa v in g s  and loan  a sso c ia tio n s, and  

cu rrency e x ch a n g e s  am on g  com m u n ity  areas in C h icago  

(K au fm an 1970).

4K itagaw a and T aeu ber (1 9 6 3 ) , p. x iii.

5 A rea  7 6  (O ’H are) w as add ed  in 1960  fo llo w in g  the an n ex 

ation  o f  land for O ’H are A irport. A rea 3 (U p tow n ) w as  

d iv id ed  in to  tw o  areas in 1976— the northern part, w h ich  

kept the sam e num ber and d esign a tion  as the orig in a l and  

the southern part, w h ich  w as g iv e n  the n ew  num ber 77  and 

nam ed  E dgew ater. T he nu m bers for the tw o  n ew  areas 

w ere recom b in ed  in th e tab les and sta tistica l a n a ly sis  for  

198 0  and 1990  in  order to m aintain  com p arab ility  w ith  the  

data for 1970.

6S e e , for  ex a m p le , Federal R eserve  B ank  o f  C h ica g o  

(1 9 8 7 ) .

7For a m ore d eta iled  d escrip tion  o f  the p rocess o f  urban 

ch an ge , s ee  K asarda (1 9 7 6 ) .

8In C h ica g o , s p e c if ic a lly , it is o ften  asserted  that sav in gs  
and loan  a sso c ia tio n s  tend  to  be concen trated  in c o m m u n i

ties  h ea v ily  pop u lated  b y  p eo p le  o f  eastern European  

d escen t, prim arily  b ecau se  o f  the im portant role  th ey  

p layed  in the organ ization  and m an agem en t o f  th ose  institu 
tion s. H o w ev er , as H. M orton B o d fish  noted in h is w e ll-

kn ow n  h istory  o f  sa v in g s  and loan s in the U n ited  States, 

m any other n a tion a lities , in c lu d in g  L ithu anians and S w ed es  

as w e ll as C zech s , S lo v a k s, and P o les , form ed  their ow n  

a sso c ia tio n s (B o d fish  1931). S evera l variab les m easuring  

the concen tration  o f  national or e th n ic  groups in the p op u 

lation  added little  exp lan atory  p ow er  to the regress ion s for  

sav in gs  and loan s and w ere dropped from  the an a lysis .

9T h is is  w h y , ev en  th ou gh  m ost stu d ies in d icate that e co n o 
m ies  o f  sca le  can  b e  rea lized  by  banks at least up to  an asset 

s ize  o f  $ 1 0 0  to $ 2 0 0  m illio n , farm  states w ith  pop u lation s  

d isp ersed  o v er  a w id e  area m ay have hundreds o f  banks, 

few  o f  w h ich  are large en ou gh  to rea lize  m in im u m  unit 
operating co sts . A s  land area con tin u es  to exp an d  w ith  a 

g iv e n  p op u la tion — that is , the p op u lation  d en sity  b eco m es  

ev er  low er— the num ber o f  in stitu tion s w ill increase  at a 

d ecreasin g  rate and w ill actu a lly  turn d ow n  at so m e point, 
w h en  it b eco m es  d ifficu lt to  fin d  lo ca tio n s w ith  en ou gh  

dem an d to support an o ff ice .

l0K aufm an fou n d  m edian  fa m ily  in co m e  to be unrelated to  

the num ber o f  com m ercia l bank o ff ic e s  and s ig n ifica n tly  
in v erse ly  related  to  the num ber o f  sa v in g s  and loan a sso c ia 

tion s, currency ex ch a n g es , and total fin an cia l in stitu tion s in 

his s im p ler  regress ion s, but not s ign ifican t in any o f  h is  

eq u ation s that a lso  con ta in ed  the ratio o f  em p lo y m en t to 

p op ulation  and retail sa les  as m easu res o f  eco n o m ic  activ ity  

(K au fm an 1970).

SOURCES

Economic and demographic data in this article 
were obtained from the Local Community Fact 
Book for Chicago for 1950 and 1960, prepared 
by the Chicago Community Inventory of the 
University of Chicago and from the Chicago 
Statistical Abstract: Community Area Profiles 
(the title varies), prepared by the Department of 
Planning of the City of Chicago for 1970, 1980, 
and 1990. Both of these publications rely heavi
ly on data provided by the U.S. Bureau of the 
Census. Data on the number of commercial 
banking offices were obtained from the Summa
ry o f Deposits prepared by the Federal Deposit

Insurance Corporation, Polk’s Bank Directory, 
and the Rand McNally Bankers Directory.
Data on offices of savings and loan associations, 
credit unions, and currency exchanges were 
obtained from the McFadden American Savings 
Directory, the Rand McNally U.S. Savings Insti
tution Directory, the Ameritech Pages Plus 
Consumer Yellow Pages for Chicago, the Illinois 
State Chartered Credit Union Directory, 
the National Credit Union Administration 
Directory, and the Illinois Credit Union League.
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The 30th Annual Conference on Bank Structure and Competition

May I 1-13, 1994

7

The^Role of Banking

On May 11-13,1994, the Federal Reserve Bank of 
Chicago will hold its 30th annual Conference on 
Bank Structure and Competition at the Westin Hotel 
in Chicago. The Conference is generally considered 
one of the leading forums for public policy issues re
lated to the financial services industry.

The 1994 Conference will evaluate several ques
tions related to the widely perceived decline in the 
role of commercial banks in the provision of financial 
services:
■ Is commercial banking truly in decline or is the 

composition of its activities simply evolving?
■ What institutions are replacing banks in performing 

the traditional "banking”functions?
■ What are the causes of this decline or evolution?
■ How should bank managers respond?
■ Does the alleged decline create problems 

related to monetary policy, systemic risk, 
social objectives including credit allocation pro
grams, the efficiency of the intermediation process, 
or the payments system?

■ I f  so, how should those problems be addressed?

The 1994 Conference will feature discussions of 
these and related issues by some of the most promi
nent financial practitioners, regulators, and academ
ics in the country, including Alan Greenspan, Chair
man of the Board of Governors of the Federal 
Reserve System; and Eugene Ludwig, Comptroller 
of the Currency of the United States.

The first day of the Conference is intended prima
rily for an academic audience, as it will emphasize 
technical research papers. Thursday’s and Friday’s 
sessions are designed to appeal to a more general 
audience. Invitations to the Conference will be 
mailed in March.

I f  you are not currently on our mailing list or have 
changed your address and would like to receive an 
invitation to the Conference, please contact the Public 
Information Center of the Federal Reserve Bank of 
Chicago at 312-322-5114 or mail the information to: 
Public Information Center—3rd Floor,
Federal Reserve Bank of Chicago,
P.O. Box 834, Chicago,
Illinois 60690-0834.
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